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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

)
Order Instituting Rulemaking to Continue ) Rulemaking 11-05-005
Implementation and Administration of California ) (Filed May 5, 2011)
Renewables Portfolio Standard Program. )

)

SAN DIEGO GAS & ELECTRIC COMPANY (U902 E)
AMENDED 2012 DRAFT RENEWABLE PROCUREMENT PLAN

In accordance with the Rules of Practice and Procedure of the California Public
Utilities Commission (the “Commission”), the Assigned Commissioner’s Ruling
Identifying Issues and Schedule of Review for 2012 Renewables Portfolio Standard
Procurement Plans Pursuant to Public Utilities Code Sections 399.11 et seq. and
Requesting Comments on New Proposals (the “ACR”) issued in the above-captioned
docket on April 5, 2012, and the Administrative Law Judge’s Ruling (1) Adopting
Renewable Net Short Calculation Methodology (2) Incorporating the Attached
Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans (the “ALJ Ruling”) issued in the above-captioned docket on August
2,2012, San Diego Gas & Electric Company (“SDG&E”) hereby requests authority to
amend its draft 2012 Renewables Portfolio Standard (“RPS”’) Procurement Plan and
related Appendix C filed on May 23, 2012.

In the ACR, the Commission established a schedule for submission of draft Plans.
Under the schedule set forth in Attachment A to the ACR, the investor-owned utilities
(“IOUs”) were required to file draft Plans on May 23, 2012, and motions for final updates

to Plans on August 1, 2012. In the ALJ Ruling, the Commission extended this latter date



to August 15, 2012. In accordance with the Commission’s direction, SDG&E has
attached hereto the following:

o Attachment 1: Amended Draft 2012 Plan — SDG&E has updated the discussion
of its RPS need assessment and the accompanying quantitative information
included in the Draft Plan to reflect the requirements contained in the ALJ Ruling.
The update includes adjustments to SDG&E’s retail sales forecasts, risk
assessment of pre-approved procurement programs and banking assumptions. In
addition, consistent with the direction set forth in the ALJ Ruling, SDG&E has
added a discussion of a voluntary minimum margin of over-procurement.

o Attachment 2: Amended Appendix C — Evaluation Methodology (LCBF
Process) — SDG&E has added language to clarify how it intends to evaluate
unbundled renewable energy credit (“REC”) bids and has clarified its analysis of
capacity attributes by including both its Energy Only and Full Capacity Time of
Day Factors.

o Attachment 3: Redline Plan Document — Document shows changes from the
draft Plan submitted on May 23.

o Attachment 4: Redline Appendix C — Document shows changes from the
version of Appendix C submitted on May 23.

A complete version of SDG&E’s amended draft 2012 RPS Plan is available on its
website at the following link: http://sdge.com/regulatory-filing/3620/order-instituting-
rulemaking-continue-implementation-and-administration. SDG&E respectfully requests
that the Commission grant this motion to amend its filing and that it expeditiously

approve its draft Plan.



Respectfully submitted this 15" day of August, 2012.

/s/ Aimee M. Smith

AIMEE M. SMITH

101 Ash Street, HQ-12

San Diego, CA 92101

Phone: (619) 699-5042
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SDG&E 2012 RPS PROCUREMENT PLAN

I. ASSESSMENT OF RPS PORTFOLIO SUPPLIES AND DEMAND - § 399.13(A)(5)(A)

A. Overview

SDG&E’s 2012 RPS Procurement Plan (“RPS Plan”) describes how SDG&E will determine its
procurement needs and how it will manage its RPS portfolio to ensure that it meets RPS
compliance targets in a cost effective manner. The RPS Plan is designed to procure Least Cost
Best Fit (“LCBF”) renewable eligible resources so that SDG&E can serve its customers
achieving the following levels of deliveries by Compliance Period (“CP”): (a) with an average of
20% of retail sales between January 1, 2011 and December 31, 2013, inclusive' (“CP17) (b) with
25% of retail sales by December 31, 2016, with reasonable progress made in 2014 and 2015
(“CP2”); (c) with 33% of retail sales by December 31, 2020, with reasonable progress made in
2017, 2018 and 2019° (“CP3”); and (d) with 33% of retail sales in each year beyond 2020* (“Post
2020 CP”). In order to determine how much energy to procure to meet these needs, SDG&E will
follow the Need Determination Methodology described below. SDG&E will implement a work
plan to fulfill its need, including soliciting additional multi-product and multi-term contracts
through RPS solicitations, considering bilateral proposals, utilizing banked procurement, selling
surplus generation when appropriate, and pursuing utility tax equity investment opportunities

and/or utility ownership when economical and prudent.
B. Need Determination Methodology

SDG&E makes procurement decisions based on how its risk-adjusted RPS position forecast
(referred to herein as its “RPS position”) compares to RPS compliance requirements, the result
of which is its probability-weighted procurement need or Renewable Net Short (“RNS”). In
order to calculate its RPS Position, SDG&E assigns a probability of success, following a

qualitative and quantitative

! Compliance towards Compliance Period 1 goals shall be measured in accordance with D.11-12-020, Ordering
Paragraph (“OP”) 1.
Compliance towards Compliance Period 2 goals shall be measured in accordance with D.11-12-020, OP 2.
3 Compliance towards Compliance Period 3 goals shall be measured in accordance with D.11-12-020, OP 3.
* Compliance towards Post 2020 Compliance Period goals shall be measured in accordance with D.11-12-020, OP 4.



assessment, to the expected deliveries for each project in its portfolio® and then adds the risk-
adjusted expected deliveries across all projects in its entire RPS portfolio. Probabilities are used
because renewable projects and their deliveries are exposed to multiple risks and the flexible
compliance mechanisms that allowed for borrowing from future procurement have been
eliminated by recent legislation.® These risks include approval risks (for example, Commission
approval and the timing of it), development risks (for example, permitting, financing, or
transmission inter-connection), delivering risks (for example, generation fluctuations given the
variant-intermittent nature of some renewable resources, or operational challenges), or other
risks (for example, under-development transmission infrastructure common to a group of

projects).

In general, if SDG&E’s RPS Position is less than the RPS requirements, SDG&E will likely
procure additional resources. If the RPS Position is greater than the RPS requirements, SDG&E
will consider opportunities to bank or sell surplus generation. In addition, in order to optimize
the relative value of renewable energy across compliance periods, SDG&E also considers short-
term contracts when, for example, it is short’ in the most immediate CP but long in the
subsequent CP. SDG&E strives to have a well-diversified RPS portfolio so that its RPS
compliance, particularly in the most immediate compliance period, is not unduly exposed to any
given risk (for example, to a given technology, region, counterparty, etc.). SDG&E’s RPS
portfolio management strategy involves identifying needs and risks and managing them as well

as possible in a cost effective way.

The following sections explain SDG&E’s methodology for determining its RNS. First, the
process to compute the RPS Position is explained. Then, needs by compliance periods are

inferred by comparing RPS requirements to the RPS Positions .

1. The Assessment of Probability of Success for Various Project Types as a Key

Component of Calculating RNS

> For purposes of determining its RPS Position, SDG&E considers its portfolio to include all executed contracts until
contract expiration (e.g. it does not assume expiring contracts will be renewed and excludes contracts under-
negotiation unless indicated otherwise) and tax equity and UOG projects where relevant progress has been made (for
example, Shu’luuk).

® Senate Bill (SB) 2 (1X)

7 Throughout this document, the word “short” is used when the RPS Position is lower than the relevant RPS
requirements and “long” when the RPS Position is higher than relevant RPS requirements.
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SDG&E must assess the probability of success of the following main types of projects: (a)
delivering; (b) approved but not yet delivering; and (c) not yet approved.® SDG&E evaluates the
probability of success for each project in its portfolio on a monthly basis in order to calculate its
RNS, which is the basis for its procurement needs. To do this, SDG&E conducts a monthly
review with an interdisciplinary team and uses the most up-to-date qualitative and quantitative
information to assign a probability of success to each individual project. SDG&E’s most up-to-
date assessment is set forth in Section V below. SDG&E applies the following methodology to

analyze each project type:
a. Assessment of the Performance of Delivering Projects

Projects that have already achieved commercial operation and begun delivering energy provide
the most stable source of RPS energy when forecasting RPS procurement needs. These projects
have overcome development hurdles and receive a steady stream of income from their Power
Purchase Agreement (“PPA”). However, it is crucial to consider the potential fluctuations in
deliveries that these projects can experience and the impact that such fluctuations could have on
SDG&E’s need to procure additional resources to meet RPS goals. As discussed further in
Section IV below, deliveries from these projects can be impacted by resource availability,
regulatory changes, economic environment, operational performance, and evolving technologies.
These types of fluctuations can be significant. For example, deliveries from a selection of
SDG&E’s wind portfolio differed by approximately 275 GWhs between 2010 and 2011, which
equates to nearly 2% of SDG&E’s 2010 retail sales. In order to ensure RPS compliance,
SDG&E must account for these types of fluctuations, (and recognize the swings in production
could be positive). The monitoring of performance of delivering contracts and the assessment of
probabilities focuses on (a) understanding the historical profile of generation of each project and
how it has differed year on year and relative to forecasts, and (b) the operational track record of
any given generation. If the fluctuations in generation have been high and/or the operational
track record has been poor, SDG&E assigns a lower than 100% probability, which typically
ranges from 90-95% across the portfolio. Adjusting forecasts when necessary is a crucial

component of SDG&E’s need assessment methodology.

8 See the Renewable Net Short Calculation in Section V below.

5



b. Assessment of the Development Progress of CPUC Approved Projects That Have Not
Yet Begun Delivering

Another important aspect of SDG&E’s need assessment methodology is evaluating the
development status of projects that the CPUC has approved, but have not begun delivering
energy. These projects are typically much more risky than projects that have begun delivering
because of the potential barriers that can arise during the development process to prevent a
project from being built. Permitting, interconnection, financing and other development issues
are discussed further in Section III below. SDG&E currently estimates that projects in
development will have approximately a 60% success rate on average,” making the monitoring of
development status the most critical aspect of SDG&E’s need assessment methodology.
SDG&E must account for development risks when determining its procurement needs. As with
delivering contracts, SDG&E meets internally on a monthly basis to assign a probability of
success to each of its developing projects. SDG&E’s current is assessment is provided in the

Renewable Net Short Calculation in Section V below.

c. Assessment of the Approval Queue for Projects that SDG&E Has Submitted to the
CPUC, But Have Not Yet Been Approved

SDG&E meets at least monthly with Energy Division staff to discuss the likely approval
timetable of projects that SDG&E has submitted to the CPUC for approval. The discussion
focuses on when the Energy Division expects the Commission to act on such contracts and any
potential timing constraints that might necessitate expedited Commission action or additional
information needed. Since the Commission has indicated that it can take action on only one
contract per business meeting,'° SDG&E works collaboratively with the Commission to develop
a work plan that results in timely approval. It is possible, however, that the shortage of Energy
Division staff or other procedural challenges can result in approval delays that can impact a
project’s ability to come online. SDG&E must monitor this process closely to determine what, if

any, impact it may have on the timing of expected deliveries.

2. Assess Other Portfolio Risk Factors

? See section 6.5 for a list of SDG&E’s risk assessment for each individual project.

10 E-mail from Julie Fitch, former Energy Division Director, dated December 18, 2009.
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Once SDG&E has determined the probability of success for each of the contracts in its portfolio,
SDG&E must also consider broader risk factors that can impact multiple projects or its entire
portfolio, including: (a) fluctuations in retail sales; (b) the progress of key transmission
upgrades/infrastructure; (c) contract termination (d) banking rules; (e) potential deficit from the
prior RPS regime; and (f) the market for resale of surplus procurement. SDG&E evaluates the
impact that each of these factors has on its portfolio on a monthly basis. SDG&E describes its

methodology for analyzing these risk factors below.
a. Impact of Retail Sales Fluctuations

Since RPS compliance is based on a GWh target that is calculated using a percentage of retail
sales, it is important to monitor fluctuations in forecasted retail sales. Up until July of 2012,
SDG&E used a retail sales forecast based on the California Energy Demand 2010-2020 Staff
Revised Forecast Second Edition''. At present, in accordance with the Commission’s guidance, '
SDG&E uses a forecast based upon the methodology determined in the 2010 LTPP bundled
plans. The Commission explains that the 2010 LTPP decision'? allows utilities to “use their own
forecasts for bundled retail sales for the first five years and use the LTPP standardized planning

> Since SDG&E’s current retail sales forecast is lower than the

assumptions thereafter
forecast used in its initial 2012 RPS Plan filing'’, SDG&E’s current RNS is also lower. SDG&E
monitors its retail sales forecasts on a monthly basis in order to identify potential fluctuations

and their impact to its RPS requirements.

" Kavalec, Chris and Tom Gorin, 2009. California Energy Demand 2010-2020, Staff Revised Forecast —

Second Edition. California Energy Commission. CEC-200-2009-012-SF-REV. SDG&E adjusted the actual RPS
forecast in April 2010 to align the RPS forecast with a rate case forecast, resulting in forecast loads approximately
1% lower than the bundled retail sales presented for SDG&E in the original CEC forecast. This adjustment had an
immaterial impact to SDG&E’s RPS need assessment.

'2 Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012.

¥ p. 12-01-033 (Decision Approving Modified Bundled Procurement Plans dated January 12, 2012).

* Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012.

> San Diego Gas & Electric Company (U 902 E) 2012 Draft Renewable Procurement Plan, dated May 23, 2012.
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b. Impact of Solar Panel Degradation

Contracts with solar PV developers incorporate a degradation factor which is used to forecast the
project’s performance over time as the panels age and become less efficient. As part of its RPS
position calculation (both nominally'® and probability weighted), SDG&E incorporates this
contractual degradation factor in its probability weighted delivery. However, actual degradation
can be higher or lower than the contractual degradation assumed. Over the next 2 years, as most
of the larger Solar PPAs come online, SDG&E will add the monitoring of this variable as part of

its RPS portfolio management practices.
c. Impact of Key Transmission Upgrades and/or Infrastructure

Transmission has long been recognized as a barrier to achieving RPS goals. SDG&E monitors
the status of key transmission upgrades, such as the Eco DREW Substations, on which multiple
SDG&E RPS projects depend, in order to assess the potential impact of their delay or failure.
Absent the deliveries that rely on these three key upgrades, SDG&E’s need would increase
materially, as shown in Table 2 in Section V below. The analysis presented bv SDG&E herein
assumes that these transmission upgrades will be completed according to the current schedule.
SDG&E continues, however, to monitor the progress of these transmission upgrades in order to

assess potential delays and the corresponding potential need for incremental purchases.
d. Impact of Contract Renewal

SDG&E began signing RPS contracts in 2003, most of which had terms of 20 years. Some of
these contracts are expected to deliver through 2023, and will impact SDG&E’s procurement
needs for the post 2020 Compliance Period. Some contracts for renewable energy procurement,
however, were signed before the institution of the RPS program. Some of these contracts are
scheduled to terminate during Compliance Period 2 and Compliance Period 3. As part of its RPS
position calculation, and in accordance with Commission direction'’, SDG&E does not assume

that these projects will be renewed. Owners of these projects will be asked to bid such projects

'® Nominal RPS position refers to a position estimated assuming that deliveries from contracts will occur as
expected 100% of the time.

' Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012



into future RFOs to compete with other options that SDG&E has at that time. SDG&E believes
that ratepayers will benefit from this additional supply being submitted into competitive

solicitations.
e. Impact of Contract Termination

As part of its contract administration process, SDG&E actively monitors upcoming contractual
conditions precedent that developers must meet (or waived) in order for the contract to continue
to be viable. When SDG&E is the beneficiary of a condition precedent that may not be or has

not been met, SDG&E will consider terminating the contract.
f- Impact of Banking Rules

RPS rules allow SDG&E to bank excess procurement from one compliance period for use in
another, with exceptions for short term contracts and products that meet requirements for §
399.16(b)(3) products (“Category 3”)."® In accordance with Commission direction'’, SDG&E
assumes for purposes of calculating its RNS that eligible excess procurement®’ will be utilized in
future compliance periods®'. SDG&E’s excess procurement position will be impacted by
whether the Commission permits SDG&E to include generation from its Cabazon and
Whitewater Green Attributes Purchase and Sales Agreements (“GAPSASs”) in its excess
procurement bank. SDG&E has explained that these agreements meet the requirements for
contracts to “count in full” towards RPS requirements, and that such grandfathered contracts
should count towards its excess procurement bank.”> The Commission has directed that
grandfathered contracts do count towards excess procurement, but it has not yet provided
direction on whether the GAPSAs qualify as grandfathered contracts. The Commission’s

direction on this issue will determine whether SDG&E is able to carry forward a potential excess

'8 Public Utilities Code § 399.13(a)(4)(B). All statutory references herein are to the Public Utilities Code unless
otherwise noted.

' Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012

2% Rules regarding excess procurement are set forth in D.12-06-038 (Decision Setting Compliance Rules for the
Renewables Portfolio Standard Program dated June 27, 2012).

*! Note that SDG&E may also manage excess procurement by selling such products when doing so would benefit
ratepayers.

2 San Diego Gas & Electric Company Opening Comments on July 15, 2011 Ruling Requesting Comments on New
Procurement Targets and Certain Compliance Requirements for the Renewable Portfolio Standard Program, filed
August 30, 2011 in R.11-05-005.



procurement bank in CP1.>* In CP 2, SDG&E expects that it will be able to bank potential
excess procurement (into CP3) under all of the scenarios that have been contemplated by the

Commission.
g. Impact of the Deficit From 2010 RPS Program

Based on the Commission’s recent decision on RPS compliance rules,”* SDG&E must carry
forward a deficit from the former RPS regime, which required that retail sellers achieve 20% by
2010. Although SDG&E met these goals based on prior flexible compliance rules,” the decision
indicates that SDG&E must carry forward a deficit into CP1. SDG&E has incorporated this
deficit in its need assessment for CP1 based on the methodology provided by the decision.

SDG&E’s calculation of this deficit is provided at Table 3 in Section V below.
h. Impact of the Resale Market

SDG&E will closely monitor opportunities to sell excess procurement. SDG&E will assess the
market when the opportunities arise to determine whether banking such excess procurement for
use in a future compliance period or trying to sell it in the market is more advantageous for

SDG&E ratepayers. If SDG&E believes that the current market price is high and expects that it
will be able to fulfill any future needs with more economic options, it may choose to sell excess

procurement instead of banking it.
i. Impact of Rim Rock Settlement

In July of 2011, the Commission approved a settlement agreement between SDG&E, NaturEner
Rim Rock Wind Energy, LLC, the Division of Ratepayer Advocates (“DRA”) and The Utility
Reform Network (“TURN”) (together, the “Settling Parties”) to make a tax equity investment in
the Rim Rock wind project located in Montana.*® As part of the settlement agreement, SDG&E
— subject to Rim Rock becoming operational and SDG&E making a tax equity investment in the
project — agreed not to procure any incremental RECs from projects that are neither directly

connected nor dynamically scheduled to a California-based Balancing Area Authority (“CBA”)

3 See the RPS Banking Analysis table in Section V below

** Decision Setting Compliance Rules for the Renewable Portfolio Standard Program, supra, note 20.
2 SDG&E’s August 2011 RPS Compliance Filing dated August 1, 2011.

* See D.11-07-002.
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if such purchase would cause SDG&E to meet more than 25% of its RPS requirements with such
RECs through December 31, 2017. Since SDG&E has already procured this type of out-of-state
generation up to the 25% limit established by the settlement, SDG&E is currently precluded
from purchasing RECs from out-of-state projects that are not dynamically scheduled to a CBA,
through the end of 2017. If Rim Rock does not become commercially operational or SDG&E
does not make its tax equity investment in Rim Rock, this restriction will be removed and

SDG&E will consider additional REC purchases in the period between 2012 and 2017.
3. Determine RNS for Each Compliance Period

After probabilities are assigned to each project, SDG&E’s RNS is calculated by multiplying the
forward contractual delivery profiles (including degradation) of each project by each project’s
probability and then adding those generation profiles across the portfolio.”” The discussion
below describes SDG&E’s current forecasted RNS for each compliance period based on its
assessment as of August, 2012. More detail on SDG&E’s needs in each compliance period is

provided in Section V below.
a. Compliance Period I Procurement Needs

SDG&E intends to meet CP1 goals by maintaining a 20% procurement level in 2011, 2012, and
2013 on average. Based on deliveries from SDG&E’s current portfolio of executed contracts,
before applying any risk adjustment, SDG&E would be able to meet CP1 requirements without
additional procurement. Based on the risk adjusted portfolio in CP1, in order to meet the 20%
requirement, SDG&E may have to conduct a relatively small unbundled REC purchase (in
accordance with the Rim Rock settlement discussed in (I)(B)(2)(1) above) to offset the deficit
carried into CP1. Going forward, if relative to the current risk adjusted position, delivering
projects underperform, developing projects fail or are delayed or if CPUC approvals are delayed
(or not obtained), SDG&E will make additional purchases focusing on short term contracts
(emphasis on in-state unbundled RECs®®). The rationale for focusing on either unbundled RECs

or short-term bundled contracts is minimizing ratepayer cost in light of SDG&E’s position in

7 As explained above, SDG&E’s practice is to exclude contracts under-negotiation and to not assume renewal for
an expiring contract.

?% The strategy will be different if multiple large projects fail and SDG&E must replace large portions of its
portfolio.
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CP2. Lastly, if the generation from the relatively large volume of SDG&E projects anticipated
to begin delivering in 2013 materially surpasses the current probability assessed profile and the
Commission does not grant grandfathered status to the Shell GAPSAs, SDG&E may become a
seller in mid-to-late 2013.

b. Compliance Period 2 Procurement Needls

Based on current projections, SDG&E expects that it will meet Compliance Period 2 RPS goals
with generation from contracts that have been executed together with the deliveries of tax equity
and UOG initiatives where relevant progress has been made.” SDG&E intends to manage
potential over-procurement by banking it for future compliance needs, terminating contracts

where conditions precedent are not met, and/or selling such excess procurement.
c. Compliance Period 3 Procurement Needs

Based on SDG&E’s current probability weighted RPS position forecast, the company may need
to conduct new renewable eligible purchases (from either new greenfield projects, renewal upon
expiration of existing contracts, or other available existing facilities) to meet its CP3 RPS
requirement, 33% by 2020. The level of new purchases will be subject to the level of banking, if
any, related to potential excess procurement in CP2 into CP3. SDG&E intends to fill this
remaining need with viable low-cost opportunities from solicitations in 2012, 2013 and 2014,

and with potential tax equity investments.
4. Utility Tax Equity Investment and Utility Ownership Opportunities

SDG&E participation as a tax equity investor in renewable projects enhances project viability
(through securing of financing) and decreases costs for ratepayers (given SDG&E’s cost of
capital relative to renewable financing market). Tax equity investments by utilities and other
non-traditional investors are particularly important in the future in light of the phase out of the
Cash Grant.® Without the Cash Grant, developers without a sizable balance sheet rely on tax

equity investors to monetize renewable incentives such as the Investment Tax Credit.

% Includes Shu’luuk Wind and the Solar Energy Program.

3% The American Recovery and Reinvestment Act of 2009 (H.R. 1), enacted in February 2009, created a renewable
energy grant program that is administered by the U.S. Department of Treasury. This cash grant may be taken in lieu
of the federal business energy investment tax credit (“ITC”).
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SDG&E’s experience with tax equity investment has been favorable. The Rim Rock project
(discussed above) was approved by the CPUC and the Federal Energy Regulatory Commission
(“FERC”) and has an expected online date in Q4 2012.>" SDG&E’s Shu’luuk project is currently
under negotiation for an expected online date in 2014. SDG&E intends to submit this project for
Commission approval in 2012. Anticipated deliveries from these projects have been
incorporated into SDG&E’s forecasted RPS procurement need based on the probability of
success that SDG&E assigned to them according to the process described above. SDG&E is also
considering additional tax equity investment opportunities in two to three projects where: (a) its
involvement might enhance viability of a project with an existing contract; and/or (b) where a
promising cost competitive project with an online date just prior to the start of CP3 may have a

positive socioeconomic impact, potentially involving a Diverse Business Enterprise.

SDG&E also continues to make progress on its Solar Energy Project,’” pursuant to which
SDG&E will build 26 MWs of utility-owned solar photovoltaic projects. SDG&E held a request
for proposals in the fall of 2011 and is currently negotiating contracts with shortlisted
contractors. SDG&E expects construction on these projects to begin in 2014. Anticipated
deliveries from these projects have been incorporated into SDG&E’s RPS procurement need
forecast. Additional UOG opportunities are not anticipated at this time, but may be considered if

economic and prudent.

II. POTENTIAL COMPLIANCE DELAYS- § 399.13(A)(5)(B)

The market for renewable energy is dynamic; multiple factors can impact project development
and SDG&E’s attainment of its RPS goals. The following discussion covers the major issues
affecting both renewable project developers and SDG&E. It begins with the transmission,
permitting, and financing hurdles faced during project development, and continues through the
challenges experienced as a project matures — viability, debt equivalence, accounting issues, and

regulatory uncertainty.

*'' D.11-07-002.
32 Approved by D.08-07-017.
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A. Transmission & Permitting

1. Interconnection Facility Delays

The timely approval, permitting, and completion of interconnection facilities are crucial to the
successful development of SDG&E’s renewable portfolio. Currently, the key transmission
facilities that impact SDG&E’s portfolio are: the ECO sub-station and the DREW switchyard.
Unsuccessful development of these facilities will materially impact SDG&E’s renewable

portfolio.

Existing transmission constraints between the Imperial Valley and the San Diego load center
have been largely resolved with the construction of the Sunrise Powerlink. However, the
addition of the Sunrise Powerlink and the signing of multiple PPAs in the Imperial Valley region
do not, by themselves, guarantee the successful construction and interconnection of renewable
generation facilities. SDG&E and developers are now focused on building the interconnection
and network facilities necessary to interconnect and deliver this renewable energy to the
transmission system, and they are facing significant permitting challenges. An example of these
interconnection facilities is the proposed 230 kV “DREW” switchyard in Imperial Valley that
will act as a collector switchyard for multiple renewable projects to connect to the transmission
system with one line, reducing environmental impacts. However, as with any new construction
of transmission infrastructure, there are environmental, permitting issues, and other challenges
(mainly uncooperative land owners, and/or opposition from nearby residents) that can impede
timely progress. Permitting has proven particularly difficult where land owners or permitting
authorities have their own commercial interests that may compete with those of the renewable
developers. Additionally, as is the case with the proposed ECO substation, which is designed to
improve grid reliability for Eastern San Diego and also serve as a hub to connect and deliver
renewable projects to San Diego, regulatory approvals are still pending causing uncertainty

developers whose projects rely on this upgrade.
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2. Interconnection Study Process

The California Independent System Operator’s (“CAISO”) process for determining required
upgrades for renewable projects can cause significant delay and expense. SDG&E protects
ratepayers by establishing transmission upgrade cost limits and including conditions precedents
in the PPA whereby if the upgrade costs are higher than the thresholds established in the PPA,
the contract can be terminated. In the past, developers have had to wait years for study results
and in some cases have been faced with extremely high upgrade costs that make their projects
unviable. Recent changes in the CAISO’s approach for identifying network upgrades that
provide interconnecting renewable generators with fully deliverable status appear to be reducing
transmission funding hurdles for new generators. However, the process is still under

development and SDG&E expects that this area will continue to be potential challenge.

3. Bureau of Land Management (“BLM”) Delays

Uncertainty surrounding the availability and timely issuance of Right-of-Way Grants from the
BLM creates development risks for project development. The BLM process established to
secure land rights has proven to be time-consuming - creating uncertainty, scheduling challenges
and corresponding problems with project elements such as financing, permitting, engineering,

procurement and construction (“EPC”) contracts and supplier contracts.

B. Project Finance, Tax Equity Financing, and Government Incentives

Financing is key for the successful development of renewable projects. Two areas of financing
are of primary importance: (i) project financing relied upon to construct the project; and (ii) tax
equity financing relied upon to monetize tax benefits such as the Production or Investment Tax
Credits. Project Financing has traditionally been provided by financial institutions and costs and
availability is a function of the overall health of the financial system. Tax equity financing has
also traditionally been provided by banks or large corporations. In order to successfully finance,
renewable projects generally need to: (i) complete permitting, (ii) have a long-term fixed price

PPA from a credit-worthy offtaker, and (iii) have a bankable (or proven) technology. With the
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phase out of the Cash Grant and current turmoil in financial markets, non-traditional investors
are key to the success of the renewable energy industry. Non-traditional investors include a
wider institutional investor reached by projects issuing a security, or utilities and other

corporations with tax appetite as tax equity investors.

The extension of the Federal Production Tax Credits (“PTCs”) expiring in 2012 and the
Investment Tax Credits (“ITCs”) expiring in 2016 will be critical to the sustained success of
renewable energy in the United States. The PTCs and ITCs currently represent about 33% of the
economic value of renewable projects and without them, the relative competitiveness of

renewable energy relative to fossil fuels, will be severely impacted.

C. Solar Panel Risk and Project Viability

SDG&E may be subject to industry and technology risks when selecting solar power projects to
meet its RPS goals. For example, the industry is undergoing significant consolidation and
attrition of market participants. Numerous manufacturers are experiencing severe financial
difficulties or have gone bankrupt in response to intense competition and the significant declines
in market prices. The risk to SDG&E is that the viability of some low-cost projects may depend
on specific manufacturers that might go out of business, forcing the developer to seek other
sources. Or, more significantly, the price of panels may increase before the purchase is final and
greatly reduce the viability of the project. More industry shakeout is anticipated but prices are

expected to stabilize, or increase, once the excess supply is absorbed by the market.

SDG&E also faces technology risks. The company tries to manage technology risks through
diversification. For example, photovoltaic panel materials and manufacturing processes vary
significantly. There are proven technologies with long operational and performance histories,
but there are also newer technologies that have not yet been proven over the typical 20 year
contract term. Final technology choices are made by project developers. The risk to the
company is that a solar facility may fail to perform as intended due to panel failure or
degradation, causing it to fall short of the minimum power delivery requirements. In this case

the developer is subject to penalties but, if the failure is too great, the developer may abandon the
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project. Filing claims under solar panel warranties might be complicated further if the
manufacturer is located overseas or is out of business. Such a catastrophic project failure with
limited ability to cure through warranty claims could leave a significant short term deficit in the

annual RPS goals.

D. Debt Equivalence & Accounting

Two other issues may challenge SDG&E’s ability to achieve its RPS goals. The first involves
debt equivalence. As SDG&E executes an increasing number of PPAs, the cumulative debt
equivalence of all these agreements may greatly affect SDG&E’s credit profile and,
consequently, its financial standing. Rating agencies include long-term fixed financial
obligations, such as power purchase agreements, in their credit risk analysis. These obligations
are treated as additional debt during their financial ratio assessment. S&P views the following
three ratios, Funds From Operations (“FFO”) to Debt, FFO to Interest Expense, and Debt to
Capitalization, as the critical components of a utility’s credit profile. Debt equivalence
negatively impacts all three ratios. Unless mitigated, a PPA would negatively impact SDG&E’s
credit profile by degrading credit ratios.

The second issue relates to Accounting Standards Codification (ASC) 810 Consolidation, which
includes the subject of Consolidation of Variable Interest Entities previously referred to as “FIN
46(R)”. Application of ASC 810 as it pertains to Consolidation of Variable Interest Entities
(VIEs) could also impact SDG&E’s ability to sign new contracts. As part of SDG&E’s overall
internal review and approval process for new PPAs, SDG&E conducts a review of whether each
such PPA will be subject to consolidation under ASC 810. Under ASC 810, no renewable PPA
has been deemed subject to such consolidation, however, ASC 810 requires SDG&E to perform
an evergreen assessment for those contracts which are considered VIEs. For this reason,
SDG&E believes that it is required to assess quarterly each contract or category of contracts to
ensure continued compliance with ASC 810, to determine whether or not SDG&E must
consolidate a Seller’s financial information with SDG&E’s own quarterly financial reports to the
Securities and Exchange Commission. In particular, wind, solar, geothermal and bio-gas

renewable Sellers could be impacted.
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Application of ASC 810 could challenge SDG&E’s ability to achieve its RPS goals, and add
further costs, and risk to execution of new renewable contracts. If SDG&E determines that
consolidation is required, a Seller must open its books to SDG&E and submit financial
information, on a quarterly and monthly basis, as specified in SDG&E’s contract language for

the duration of any agreement.

All PPAs are affected by either debt equivalence or ASC 810 requirements. The Commission is
well aware of the negative impact of debt equivalence on SDG&E’s credit profile. AB 57
requires that the Commission adopt procurement plans that, among other objectives, enhance the
creditworthiness of the utility. ASC 810 will affect SDG&E’s reported financial data and may
have a negative impact on SDG&E’s balance sheet and/or credit profile. ASC 810 could impact
SDG&E’s capital structure on a consolidated basis and cause it to be misaligned with its

authorized capital structure.

In order to rebalance to SDG&E’s authorized capital structure, SDG&E would be required to
infuse additional equity to offset the additional debt. Given that SDG&E will be executing
contracts for 20% or more of its overall portfolio to meet its RPS goals, SDG&E anticipates that
the Commission will address and mitigate the resulting overall impacts of debt equivalence and
ASC 810 to SDG&E’s capital structure in the context of SDG&E’s recently-filed cost of capital
application for test year 2013 filed on June 20, 2012.

E. RPS Cost Containment

The Commission is in the midst of implementing the changes to the RPS Program established by
Senate Bill 2 (1X). As a result, full program details are not yet final which creates regulatory
uncertainty. Two important outstanding items affecting procurement are RPS cost containment

and Compliance proceedings.

An Energy Division staff proposal regarding RPS cost containment is anticipated later this year,

with a proposed decision possibly being released in Q1 2013. The decision is expected to
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implement a cap on the amount of money that retail sellers can spend in an effort to meet RPS
goals. Certainty surrounding this potential procurement limit will not be achieved until the final
year of Compliance Period 1. This makes it difficult for IOU’s to be proactive. It is unclear at
this time what the limitation will be for SDG&E, how it will relate to the procurement dollars
spent and contracts signed as of the date of the final decision, and how it will interact with the

other requirements of the RPS program.

III. PROJECT DEVELOPMENT STATUS UPDATE - § 399.13(A)(5)(D)

As described further in Section I above, SDG&E regularly evaluates project development status
to assess each project’s ability to begin deliveries in a timely manner. SDG&E’s portfolio of
renewable energy resources currently under contract but not yet delivering generation are in
various stages of development. It is anticipated that projects will enter commercial operation
consistently from 2012 to 2015. Projects under development generally require numerous
permitting approvals, generator interconnection, financing, and completion of construction
before they can achieve commercial operation. Each of the above issues adds significant risk to
the development of a project and can directly impact the success or failure of a project.
SDG&E’s experience is that achieving all of these milestones represents a significant challenge
for developers. Although a developer’s experience may improve a project’s ability to achieve

commercial operation, it does not insure that a project will be successful.

SDG&E saw increasing challenges among developers to secure financing after the United States
entered the 2008 recession. Subsequently, as more projects were proposed in desert regions,
permitting approvals took longer than developers expected due to increased scrutiny of
environmental issues and permitting agency coordination efforts. Today, as many projects are
obtaining agency permit approvals, there seems to be an increase in litigation challenging the
CEQA/NEPA process potentially causing delays while claims are resolved. Throughout this
period, the time to study and construct generator interconnection upgrades has grown much

longer and significantly more expensive to the developer.

Each project bears significant development risk to resolve all issues necessary to meet
commercial operation. SDG&E currently believes that a majority of projects can meet their

commercial operation dates either on schedule or within the prescribed cure period. However,
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SDG&E does have projects that are experiencing possible development issues that could affect
their ability to meet commercial operation. SDG&E’s need assessment methodology, described

in Section I above, takes all of these risks into consideration.

IV. RISK ASSESSMENT - § 399.13(A)(5)(F)

SDG&E also evaluates the risk that delivering projects will underperform. In SDG&E’s
experience, renewable projects have relatively low risk of non-performance. By achieving
commercial operation, developers have made significant investments into the projects and are
receiving timely payments for energy delivered. Developers are subject to penalties if they do
not meet contractual requirements to supply at least the minimum energy contemplated.
However, over the past decade, SDG&E has observed some dynamic factors that may affect

power production from delivering projects:

- Resource Availability: For example, a bad wind year can greatly impact a wind facility’s
performance. Although the contract requires damages for underperformance in an effort
to protect ratepayers, a bad wind year can still have an impact on SDG&E’s ability to

meet its RPS goals, as described in Section I above.

- Regulatory Changes: For example, the expiration of subsidies, such as the Public Goods
Charge or the Production Tax Credit, lowers the revenue stream for RPS developers, and

can lead to non-production or lower production.

- Economic environment: Specifically, the interest rates and flexibility of financing
arrangement entered into by developers can impact the project’s success. Long term
project financing arrangements with unfavorable terms can lead to project failure or

lower production.

- Operational Performance: For example, a facility can experience unexpected mechanical

failures that impact performance.

- Evolving technology: Facilities with older generation-technology that is no longer

supported by the manufacturer can cause project failure or lower production. This
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problem is arising now for older RPS projects, and could repeat itself in 20 years when

the projects being signed today begin to age.

SDG&E’s assessment that current projects are at a low risk of non-performance is based on the

above risk factors remaining relatively stable.

V. QUANTITATIVE INFORMATION- §§ 399.13(A)(5)(A), (B), (D), (F)
The following tables provide background data for SDG&E’s need assessment as of May 2012.

Table 1-RPS Sensitivity Analysis: this table provides a summary of the impact of some of the

ke

factors that can impact RPS performance.
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Table 2 — RPS Banking Analysis: this table provides a detailed analysis of the impact that the

determination of whether the Cabazon and Whitewater GAPSAs are considered compliant with
the “count in full” requirements of 399.16(d) (i.e. are “grandfathered”).

Scenario 1 - Cabazon/Whitewater GAPSAs are Grapd

CP1

CP2 - Nominal

Total RPS Deliveries (MWh)

Unbundled RECs* (MWh)
Short-term Contracts** (MWh)

12,318,519

Total RPS Bankable Deliveries (MWh)
RPS Target (MWh)

Above or Below Target

Bankable Energy (MWh)

Banking brought forward from Previous CP (MWh)

Bankable Energy + Previous CP Bank (MWh)

23,184,345

CP1

CP2 - Nominal

Total RPS Deliveries (MWh)

12,318,519

Unbundled RECs* (MWh)
Short-term Contracts** (MWh)

Total RPS Bankable Deliveries (MWh)
RPS Target (MWh)
Above or Below Target

Bankable Energy (MWh)

Banking brought forward from Previous CP (MWh)

Bankable Energy + Previous CP Bank (MWh)

23,184,345

CP3 - Nominal CP3-PW
31,451,135 22,638,025
0 0
0 0
31,451,135 22,638,025
22,212,560 22,212,560
Above Above
9,238,575 425,465

CP3 - Nominal CP3-PW
31,451,135 22,638,025
0 0
0 0
31,451,135 22,638,025
22,212,560 22,212,560
Above Above
9,238,575 425,465

Table 3 - Impact of Potential Deficit From Prior Compliance Regime:

RPS Procurement and Targets (MWh) 2003 2004 2005 2006 2007 2008 2010
Bundled Retail Sales 15,043,865 15,811,591 16,001,516 16,846,888 17,056,023 17,409,884 16,993,872 16,282,682
Total RPS Eligible Procurement 549,856 677,852 825,302 899,520 880,777 1,047,441 1,784,441 1,940,129
Annual Procurement Target (APT) 296,073 446,511 604,627 764,642 933,111 1,103,671 1,277,770 3,256,536
Incremental Procurement Target (IPT) N/A 150,439 158,116 160,015 168,469 170,560 1,978,766
Preliminary Procurement Surplus/(Deficit) 253,783 231,341 220,675 134,878 (52,334) (56,231) (1,316,408)
2010 Actual Procurement Percentage 2003 2004 2005 2006 2007 2008 2010
Surplus Procurement Bank Balance as of Prior Year 0 253,783 485,124 705,798 840,677 788,342 1,238,782
Application of Banked Surplus Procurement to

Current Year Deficit (52,334) (56,231) (1,316,408)
Adjusted Current Year Annual Surplus Procure ment 253,783 231341 220,675 134,878 0 0 0
Cumulative Surplus/(Deficit) Procure ment Bank

Balance Carried into CP1 253,783 485,124 705,798 840,677 788,342 732,112 1,238,782 (77,625)
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Renewable Net Short Calculation:

The tables below provide the data behind SDG&E’s RPS Risk Adjusted Net Short Calculation
as of August, 2012 and includes the outputs required by Administrative Law Judge’s Ruling (1)
Adopting Renewable Net Short Calculation Methodology (2) Incorporating the Attached
Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans, dated August 2, 2012. A discussion of this analysis is provided in Section

VI below.

23



vC

(010T 21032q) 3upwaINO01d pasjueq totid woiy pardde sypyap 1015 YD 9'// JO UondNPap sapnpul [e303 TD (S)

*239 ‘SJUTE}SUOD UOISSIWSUEL} 03 anp juswreln) 103[oxd ‘ssadons 10aloxd rayye

aanrey reuonyerado ‘uononpar Ayoeded 1osfoxd ‘amnyrey 10s(oxd jo syuswssasse Afiqeqord 03 pajrur] jJou jng uodn paseq st pue ‘UoneIaudS 15LI210] pardadxe mofaq uorerasp paySom Ayiqeqord st ayer aanjrey AA1RQJ (F)
1°g°T uonoag uefd G Y JO T UOIDaS Ul PassndsIp se sarro3ayed AfiqerA (g)

S3TeSs d[qeMAURI AU JO JU dTe s3Iy uoneIduds) (7)

"dd.171 uodn paseq are sISqUINU }SLII0] {9 67 AQ PISLIIdUT SYIUOW FUTUTEWSI J0J SIes [1e3al S, Teak snoradrd YjIm SILIDATDP [enide ajep-0]-Teak apn[our sfenjoe g10g ‘sfenioe are sanjea 110z (1)

- (8u07) 310yS JON PaISRIPE-ISDI SAM [ERUUY [ A+ O-D n
I (sares [resar jo o parduar) JuswramooidoaQ jo urdrepy Arejunjop S
I JuawamdoIdoaQ jo urdrepy Areyunjop %G T XV NI
I s1oaloxd Gunsixo - ayex aanyrey A12A1Pp 93e82183y O
I (»s1oaloxd mau - ayer aanfrey A1aA1p 93e82183Yy d
I uonjeIauan) pajsnipy-ysry [e10], a=0="0+%0+"0 (e}
| 167 ] (%0£>) Y51 YSIH °0
| 16| (%58-02) 21917 10
| 8667 | (%58=<) Appauia y3igy 0
I duereg dyueq DI | YA+ 0TV xe N
I dD 10¥ JUSWIIINDOLJ SSIIXY -1 W
I juswandoxd ss3dxa 10§ I[qISI2 SOTY M-1-da 1
I T R A R R R N T T e T S
SIS 23myv3s aapun pamopjy ¢ 1082307 Jo J1ur] (
I 01/1/9 1215e pau3Is S}OrIIU0D WI}-}I0YS WOy SOTY [[V I
K paridde sOFY padueq 1a33e (10132Q) sniding PN 9+4 H
-] paydde O padyueg o
K (1132q) sn1dmg ss015 YMO o-a d
B (s9[eS re3a JO 9) UONISOJ S 1N v/a q
Le8's @uonIsod STM PN | °A +°0 +°A a
E (QUODIIUID) JSPI240] Pa3snipy-ysry a
K (QUOWAIUID JUIUQ PSPy ISR *a
E juswaambay Linuen juswamdory Sy o)
el o T (mised2104 S[eS [1eJRY pa[pung v
4 € C 1 I3 X }SLODI0] 1
910C jsedatog | 3sedarog | 3seddroq €10T jsedar0 | peoyoadxyg | spenmpy oy F— —
-v10C 910¢ S10C ¥10C -L10C €10C 414 110C

dd 1dD T10T ‘€L 1SnSny - JUSWdINd0i] SJ¥ 10 HoYS DN [enpIsay 3OS



$¢

(010z 21032q) Juawamdoxd pasueq rorud woiy pardde syyap 1IFe YMD 9'Z/ JO uononpap sapnpu(g)
"0}9 ‘SJUTETISUOD UOISSTUISUE} 03 9Np jusur[re}mDd 30afoid ‘ssadons joslord 1o3ye

anjrej reuonjerado ‘uononpar Ayoeded 10afoxd “‘emyrey 30sloid jo syuswssasse Afiqeqord 03 pajtwl] jou 1nq uodn paseq st pue ‘uoreIaud }5e2310§ Pajoadxa mo[aq uoreIAdp payydrom Afiqeqoad st ajer anrey 1A (%)

"T'g'] uondag wepd S JO T UOTDas Ul passnosIp se satio3ayed Aiqerp (g)
sa[es a[qemaudI Aue Jo jou are sanJiy uonesauan) (g)
"dd.L'T uodn paseq are SIOqUINU }Se910 {9 G'g AQ PISEaIOUT SYFUOUT JUTUTEWIST 0§ S9Tes [T}l §,Teak snoTaaxd U3m SILIDAT[DP [enjde 9jep-03-1edA spn[out sfenjoe g (g ‘sfenjoe axe sanfea T10g (1)

9€9°T 89T £60'1 S6E°T LI0L 8¢ - 0 (uoT) 1104S 12N passnipe-sny SqY [enuuy q+0-D n
%0°0 %0°0 %0°0 %91 %00 %0°0 %60 %1'S (sares prerox jo 9 paydury) JuswLINO0IdIOAQ JO UISIRIN ATejUnjoA S
- 0 0 60T - 0 /1 126 JuswandoIdIoa( Jo urdejy ArejunjoA %GITXVY NI
%0°S %0'S %0'S %CL %C'S %L'L %SL %6'L s1oaloxd Gunsixo - ayex aanrey A12A1[Rp 93e32183y O
%€ LE %€ LE %€ LE %V'LE %CLE %CLE %Y LE %Y LE (»s10aloxd mau - ayer aanfrey A1aA1ep 93e82183Yy d
8LV 9L0°G 841G - S61'S GLE'S 00g‘s 0v8’s uoneIaUaN) pPAASNIpY-YSR 230, | a=o="0+0+0 o)
988°1 988°1 /88T 888°L G68°T 706'T 016°T (%0.>) A1 YS1H °0
44 LIL |44 8€L ¥06 206 606 (%68-0/) 21917 10
8/1°C €LY'C 045°C 695°C 9/5°C 689°C Ieco’e (%58=<) Anpiquia ySiy *0
©erep YMO parySrom Aiqeqord payeda18dy
LIE TLS'T 6S9°C $99°¢ 199°c SL9'Y 650°S 888'% aduereq Sueg DA | LA+ (OTD) xey N
(€D (rzr'm (960'D) (0¢€) (rro'n (¥8¢) L1 126 JD 103 JUIWIIMDOIJ SSIIXT 3-1 W
9.0°s 'S 8LIS 016'TC S61TS GLES 00S’s 0%8’s Juauramdoxd ssadxa 103 3[qISI[d SO M-1-ad 1
- - - - - - - - Juu1] 2009 SOTY € A1082307) Jo Sa11201]9p JOVIJU0D ULLH-SUOT Nt
eve 443 443 £8€°T 4729 9Fe VA7 6%¢ 23myv3s aapun pamopjy ¢ 1082307 Jo J1ur] (
- - - - - - - - 01/1/9 1913€ paudIs s}oenu0d WLId)-)I0YS Wox sDTY [[V I
(0) 0 0 T60°T (0) 0 TLT TT6 pardde sFy pasyueq 1d35e (I0132) snjding BN S+4 H
¥eT't ¥80'T 600'T S6€°T 110°T ¥8¢ - - pardde sHFy pasueq )
(#sT'D) (%80T (600'D) (c0¢€) (o' (#8¢) L1 126 (31139q) snpding ssoin YmMo 3-a q
%5'9C %¥'LC %L’ LT %9°6C %9°LT %6°'8C %6°6C %1'CE (sareg Tre3ay] Jo 9,) uonisoJ ST N v/d 1
6ST’S 09Z’s 997’s 0T6'IC S61's GLES 00S’s 0%8’s uonIsoJ SV 1PN °q + 9 + °A a
979 9%3 97S I81°C 97S e 29 24 (UOLVIIUID) D14aUdT) pacolddy-aid °a
(749 I6L°¢ 86/'c SII'SL 65L'¢ L £87°€ 66.'€ (QUOVIIUID) J510240] PaISnipy-ysiy aq
898 €96 €96 119% 068 8501 91T 9671 (QUOYDIIUID) JUIUQO PaISnipy -yt °q
€159 e SLT9 €1e’ce 9029 65L°S 62€’s 8167 yuawaxmbay Apuend juswamoolg SaY )
%0°€€ %0°€€ %0°€€ %0°€E %0°'LE %0°6C %0°LT % Judwaambay Linuen(d juswamdoig SIY d
peV61 €2T61 p1061 9L6°EL L0881 84581 SLEST 91’81 (ISEIDI0] SI[ES [Ie3dY pa[pung v
1T (018 6 8 L 9 [ Ted & }SedI0q L
jseoarog [ iseoerog [ 3seoarog 0202 jseddxog | iseoarog | 3secarog | 3sedarog wony J— —
€20C (444 120C -L10C 020C 610C 810C L10C

€dD TI0T ‘€L 1SnSny - JUSWIND0i] SJ¥ 10 H0YS DN [enpIsay 3OS




9¢

(010z 21032q) Juawamdoxd pasueq rorud woiy pardde syyap 1IFe YMD 9'Z/ JO uononpap sapnpu(g)
"0}9 ‘SJUTETISUOD UOISSTUISUE} 03 9Np jusur[re}mDd 30afoid ‘ssadons joslord 1o3ye

anjrej reuonjerado ‘uononpar Ayoeded 10afoxd “‘emyrey 30sloid jo syuswssasse Afiqeqord 03 pajtwl] jou 1nq uodn paseq st pue ‘uoreIaud }5e2310§ Pajoadxa mo[aq uoreIAdp payydrom Afiqeqoad st ajer anrey 1A (%)

"T'g'] uondag wepd S JO T UOTDas Ul passnosIp se satio3ayed Aiqerp (g)
sa[es a[qemaudI Aue Jo jou are sanJiy uonesauan) (g)
"dd.L'T uodn paseq are SIOqUINU }Se910 {9 G'g AQ PISEaIOUT SYFUOUT JUTUTEWIST 0§ S9Tes [T}l §,Teak snoTaaxd U3m SILIDAT[DP [enjde 9jep-03-1edA spn[out sfenjoe g (g ‘sfenjoe axe sanfea T10g (1)

6vL'E vL9°T bLST v6¥'C (454 9€€T 95CT S00°C (8uo7) 110Yg 32N pajsnipe-sysny SIY [enuuy d+0-D n
%00 %00 %0°0 %0°0 %0°0 %0°0 %0°0 %00 (saes [resax jo g pandu) JuswaINd0IdIaAQ Jo UISIej ArejunjoA S
- - - - - - - - juswamooxdiaaQ) jo urdrey Arejunijop %STX VY N
%10 %C0 %C0 %C0 %C0 %C0 %S'T %S'€ (ns1oalord Sumsixa - oyer ainjrey Axoarp 23e8a133y o)
WV LE WY LE WY LE %C'LE %C'LE %C'LE %C'LE % LE (»s109loxd mau - ayer aanfrey A1aA10p 91e32133y d
198°¢c 0SCv SLTY 08T¥ 98¢V °w6’Y 00€¥ 6LY'Y uoneIIUan) pAISnIpy-ISRY [e10]. | a=o0="0+0+0 o)
008'L 7881 €881 €88'L 788°1 788°T G88'l G88'l (%0L>) A1 YS1H °0
269 669 10 €0/ S0L 80L (¥4 [474 (%58-02) 219V A 10
PSeT 899°T 1691 769°T £69°L 00£°T S0L°T 788’1 (%G8=<) finquia ySipy o)
©erep YMo parySrom Aniqeqord payeda183y
0 0 0 0 0 0 0 0 duereg Syueq DY | YA+ 0TV xew N
(0520 (6590 (8957 (8817 (80%°7) (82€") (920") (902'D) dD 103 JUSWIAINDI0IJ SSIIXH 5-1 N
0ST'y SLTY 08Ty 98Ty T6TY 00€y 6LY'Y 8LLY Juawraindoxd ssadxa 103 3[qISI[d SOTY M-1-a 1
- - - - - - - - 1111 200qV SOTY € 1089310 Jo Sa1420119p JOVAJU0D WLAIF-SUOT M
9¢e 9¢¢ A% VA% 8¢¢ 8¢¢ 4% 19729 aynyv3s dapun pamopjy ¢ A108aqv7) Jo Juur] (
- - - - - - - - 0T1/1/9 191ye pauSdIs s)oeIjuU0d WLID}-}I0YS WOIy SOTY [V 1
(0520 (8590 (£950) (L8%0) (o¥"0) (92€7) (£500) (6£€'D pardde sOFY pasyueq 1v33e (30139(q) sniding 319N 9+4 H
- - - - - - - AR pardde sOgy paxueg 2]
(0522 (8%9°7) (£957) (£8%"7) (20%"0) (92€"0) (250"2) (999'T) (3139q) snjding ssoiny Ymo 3-d I
%0°0C %¥'0C %9'0C %6°0C %1'1C %Y 1C %9°CC %9'¥C (sareg [Ty JO 9) UOnISO] ST 1N v/da q
0Ty 9TV 8T L8TY €6CF 10€¥ (1547 878F uonrsog SMM PN | °a +9d +°d a
Ges Geq aeq 1259 259 259 1259 97s (QUOLVIIUID) D14aUdT) pacolddy-aid °a
£69°€ €0L'e 60L°€ SIL'e res’e LeL'€ €eL'e 6€L°¢ (UOVIIUID) J510210] PaIsnipy-ysiy aq
8T 8¢ 8¢ 8¢ 8¢ ov 444 1349 (UONDLAUID) UITUQ) PaISnipy-ys1y *a
000°Z ¥26'9 8789 vLL'9 0029 £29'9 6gs9 ¥81°9 jusurarmbay Ljnuend juswamooid SIA 9)
%0°¢E %0°¢E %0°¢E %0°€€ %0°€€ %0°€€ %0°€€ %0°€€ % Judwaambay Ajuene Juswamd01d SIY d
TIT’1e 186°0C €62°0¢C £zs'0e $0€0C €80°0¢C 198'61 87961 (}SEII0] S3[eS [Ie3dy pa[pung v
61 81 L1 91 al 48 €l cl Tedx 1Sedalog L
jsedoaro] | 3isedaro | 3seocaaoq [ iseoerog | 3secarog | iseoerog | 3secarog | 3sedarog oy F— —
1€0C 0€0¢ 620C 8¢0T £20¢ 920T qc0C ¥20C

TI0T ‘€L 1SnSny - JUSWIND0i] SJ¥ 10 H0YS DN [enpIsay 3OS




LT

0 €T/1€/TT [474944 4 Tr/e/L PuIMm J131eM3UYM
0 €T/1€/TT [47494 [4 Tu/e/L puIm uozeqed
0 0 ct/og/e ssewolg SaLISNPU| J1oed BLIBIS
€0T /ie/ar z1/t/6 €0 cr/ee/e snoliep Z uosip3
8'6€ Ce/1e/s zt/1/9 0z snouep (pappe aq ol) 114
149 6€/T/1 60/T/1 o€ Ad 4e|0S (pappe ag o) NvY
LT ov/1/1 ot/1/1 o€ 80/11/L Ad J4ejoS (90n) 435 389as
0€ €T/1€/TT 1493914 [4 11/2/11 puim esay
€67 €T/1€/TT 11/1/0T €T 11/22/6 snouep uosip3
STT 11/1€/TT 11/1/0T S0 11/22/6 |EWIaY1099 s1asha9 - auidied
ov Tr/0€/9 1T/1/L T 11/0€/9 lewayloan Asjjep uooiis
14 vI/1€/TT ot/t/€ €E€8'Y 01/92/T |EWIaY1099 s1asha9 - auidjed
¥S5°0 6€/v/S 60/v/S 0€ ot/og/s Ad Jejos sa1unwwo) a|qeulelsns 3:3oas
Sy L1/2e/1 L0/€7/T ot €0/0Z/11 04pAH unpuod soynbseuad oyduey - yMIAS
S'L 9z/1€/T 11/1/T ST ot/st/L puIm weJo)
S'E0T ¥2/91/0T 60/91/0T ST 80/€2/S puIm T PUIM J310B|D
5901 €z/6t/Tt 80/62/TT ST 80/91/S puIm T PUIM J319e|9
§'9T 8T/1€/TT ¥0/82/9 ST z0/1€/0T puIm (1d4) uonisinboy 31Mm
1T 8T/1€/TT €0/ST/TT 9T z0/T/11 puIm 159\d BloJpJaq|
87T 8T/1€/TT €0/ST/TT 9T z0/T/11 puIm PUIM YA BloJpIaq|
09 6T/0€/TT ¥0/TE/TT ST zo/0g/0T puIm SI9U3ied J2MOd SIseQ
0S sz/og/et 90/12/€ (174 v0/T€/S puIm AeeAawiny|
6 LT/1€/TT 80/1/1 ot 90/12/TT ssew oue|aQ ejueA0)
S c/1e/an 80/1/1 S 90/ze/et sesolg AMIN 0331 ues jo A
1T oz/6t/v 0T/0€/¥ ot 80/6/9 ssewolg Jamod e anig
SLEE LT/L/€ L0/8/€ ot S0/T€/8 sesolg € llyuel Aexo
ver zz/0€/6 L0/T/0T ST 50/9/6 sesolg eY23YsaQ ewlid NN
ST v1/0€/€ v0/0€/€ ot z0/1€/0T sesolg 210WedAs - YO
£50°9 /ie/ar €0/T/1 ot z0/1€/0T sesolg uoAue) 210403 - YO
T €T/0€/y €0/02/S ot z0/1€/0T sesolg A3D yuoN - 08a1q ues WA 1T
€ €T/0€/y €0/02/S ot z0/1€/0T segolg Jewel|Al - 08310 ues AN ot
SE0 u2aJ819A3 | G8/ST/TT | uaaJ819A3 s8/62/8 0JpAH 3Npuo) 1ue|d 01pAH Yead 0dspuely ues 6
(70 uda48iang 88/T/TT uaa48iang £8/91/6 04pAH UNpuo) |edidunin uleyuanlio 8
ST uda48iang v6/€T1/¥ uda48iang v6/€T/¥ 04pAH UNpuo) 04pAH A3)jep Jeag L
S8Vl LT/0€/9 L8/1/L 0€ $8/82/T 04pAH unpuod 1ue|d uone|ly Ja8peg 9
ST 1€/51/S 11/91/S 0z 60/02/11 segolg llypue a1owedhs S
ST TE/LT/S T1/81/S (174 60/02/11T segolg 1jpue sodue ues 14
ST 1€/0€/9 1T/1/L 0z 11/22/T segolg jpue] Aelo €
ST 61/0€/v 60/1/5 ot 60/1/5 segolg z
v'v0T T1/1€/TT ot/t/v SLT 60/01/6 puIm T
0202 6107 8107 L102 9107 ST0C 102 €107 (41014 1102 La\smﬂ_wu dois Heis (saA) wia L nwmwm__m A8ojouyday awen

salIaAl|ag paiySiam-Aljigeqold ZT0T ‘€T 3sn8ny - SullaAlag Ajauasald S10eJiuo)




Te0T

0€0¢

620¢

8¢

8¢0¢ L20¢ 9¢0¢ S¢0c 20T €¢0¢ eoe Teoc

0 €1/1€/TT /Tt 4 Tr/e/L puim Jaremanym oy

0 €1/1€/TT /Tt 4 Tr/e/L puim uozeqe) 6€

0 0 z1/0€/€ ssewolg S314ISNPU| J13108d BIIDIS g€
€01 [4948Fk4 t1/1/6 €0 cr/ee/e SnoleAn cuosip3 LE
8'6€ ze/1e/s TT/1/9 (14 snouepA (pappe aq o) 114 9¢
ST 6€/1/1 60/T/T (43 Nd Jejos (pappe 3q 01) VY SE
L1 ov/1/1 ot/t/t [0} 80/1T/L Nd Jejos (90n) 435 3890s 143
0€ €1/1€/TT [494927 C 11/2/11 puim ESSN €€
€61 €1/1€/TT 11/1/0T €C 11/ee/6 snouep uosip3 [43
STT T1/1€/TT 11/1/0T SC0 11/ee/6 |ewJayp099 s19sA9p - auidjed T€
ot ¢1/0€/9 11/1/L T 11/0€/9 |ewJaypoan As|jeA uodljis [0}
14 YI/1€/TT ot/1/€ €EBY 01/92/t |ewJisyjoan s19sA9p - auidjed 6T
S0 6€/v/s 60/%/S [0} ot/og/s Nd 4e|oS 8T
Sy L1/Te/T L0/€2/1 0T €0/02/T1T 04pAH Unpuo) sonbseuad oyauey - yMIAS /x4
S'L 97/1€/1 11/1/t ST 0T/ST/L puim weJo) 9T
S'€0T v2/91/0T 60/91/01T ST 80/€t/s puim T PUIM J310€1D ST
S'90T €z/6T/TT 80/6¢/TT ST 80/91/S puim T PUIM 431019 144
S9T 81/1€/TT v0/82/9 ST z0/1€/0T puim (1d4) uonisinboy 31 M €T
14 81/1€/TT €0/st/TT 9T 20/1/11 puim 1S9Md e|oJpiaq] [44
8T 81/1€/TT €0/st/TT 9T 20/1/11 puim PUIM N BloJpIaq| TC
09 61/0€/CT v0/1€/TT ST z0/0€/01T puim SIdupied J9aMod siseQ 014
0s sz/og/ct 90/12/€ 014 v0/1€/S puim AeeAawny| 6T
6v LT/T€/TT 80/T/T o1 90/tz/TT ssewolg oue|3Qg ejueno) 8T
S c1/ie/Tt 80/T/1 S 90/ze/Tt segolg aMIN 03831q ues jo Ao LT
11 oz/et/y 0T/0€/v 0T 80/6/9 ssewolg Jamod axeq anig 9T
SLE'E L1/L/€ £0/8/¢€ o1 S0/1€/8 segolg € lIyuet Aeag ST
44 2z/0€/6 £0/1/0T ST 50/9/6 seSoig eydaysaq ewid WIN vT
ST v1/0€/€ v0/0€/€ o1 z0/1€/01T segolg aIowedAs - Yo €1
£S09 [4948Fk4 €0/1/1 o1 z0/1€/01T segolg uoAue) 210A0] - Y9 a
T €1/0€/v €0/0z/s o1 z0/1€/01T segolg A yuon - 08a1q ues WA T

€ €1/0€/v €0/0z/s o1 z0/1€/01T segolg JewellAl - 0321q ues NN o1
S€0 uaaJ8iang S8/ST/TT uaaJ81an3 58/62/8 0JpPAH 1NpuU0) 1ue|d 0JPAH dead 0dsiouel4 ues 6
[T40) uaaJ81an]3 88/T/1T uaaJ8Iang3 £8/91/6 0JpPAH 1NpuU0) |edidluny uteyuaAlo 8
ST u221819A3 v6/€T/¥ usaugiang v6/€T/¥ 04pAH HNpUO) 0IpAH AS]leA Jeag L
S8P'T L1/0€/9 L8/T/L o€ $8/8t/T 01pAH 3Npuo) Jue|d uonei4 JaSpeg 9
ST 1€/S1/S 11/91/5 oz 60/02/1T seSoig llypue] aiowedhs S
ST 1€/L1/s 11/81/S 014 60/02/T1T segolg |[4pueT sodIe\ ues 14
ST 1€/0€/9 11/1/L 014 11/ee/t segolg €
ST 61/0¢/v 60/1/S 0T 60/1/S segoig 4
7’701 11/1€/CT oT/1/v SLT 60/0T/6 putm T

dois ueis (S4A) wua vmwu:m@n__m ASojouyoa aweN

sauaNI[a@ PaIYSIeM-AM|Iqeqold

2102 ‘ST 1sh3ny - Suliaal|ag Ajpuasaud syesiuo)




LT0C 9T0C ST0C 10C

6¢C

ST €E/VT/L €T/ST/L 0z 1T/te/T Ad Jejos (L14) 34D - 4ejOS OSuEISEQ 1€
ST TE/1e/8 z1/1/6 0z TT/€T/TT Ad J4ej0S (L14) 34D - 419mod dvg o€
ST ze/og/6 zt/t/ot 0z 1t/zt/Ta ssewolg (L14) 39 - 4amod woouysnin 6C
ST €€/92/9 €T/L2/9 0z 1T/te/T (L14) 392 - 1A [14pueT AeIO 8T
ST €€/92/9 €T/L2/9 0z 1T/te/T (L14) 34D - IA lIypuE AeIO Lz
ST €€/92/9 €1/L2/9 0z 11/L2/TT (L14) 34D - A l1ypueT Aero 9z
00z 8€/67/9 €T/1€/S 14 ct/ot/t Ad Jejos J4ej0S T [euBIS IN SIV 14
00T 2€/0€/9 z1/1€/0T 0z a/vi/e puIm euezueiy 174
S 6€/L2/T v1/82/T 14 TT/1€/€ Ad Jejos puejIsam 231105 34
014 6€/0€/0T ¥T/T€/0T 14 T1/1€/€ Ad 4e|0S puejise3 231105 44
S 6€/L2/T v1/82/T 14 T1/1€/€ Ad Je|os U949 1IS3Q 2910S TC
ovT ov/T€/CT 9T/1/1 14 11/8/€ Ad J4e|0S 1S9\ BYSeudL 0z
091 6€/0€/6 v1/1/0T ST puim (3n,nnys) odwes 6T
08 6€/0€/TT vT/TE/TT 14 TT/L1/8 Ad Jejos pagany 2ay0s 8T
197 6€/0€/TT vT/TE/CT 14 TT/L1/8 Ad Jejos SaL 29108 LT
ot €€/1€/0T €T/1€/0T 0z Ad Jejos youey Aiqg adojaiuy uIaIsaM 9T
S €€/1€/0T €T/1€/0T 0z Ad Jejos g epur] esa|A JOVIA ST
0€T 6€/T/1 vI/T/T 14 01/0T/1T Ad Jejos Yanos exjseua) vT
6€T €€/62/6 €1/0€/6 014 90/0T/11 Ad JejoS apJap odwed YN €1
0S Le/og/TT /ie/ar 14 T/11/v Ad Jejos pieyd.Q [0S 49
9 LE[TE/L TT/1€E/L 14 11/52/T Ad Jejos 0821109 DYN A
0ST €€/1€/TT €T/1€/8 014 11/9/v puim rs3 ot
Let 8¢/61/TT €1/02/TT 14 11/€/9 Ad JejoS uolduly 6
ov T€/8t/T [474943 0z 60/L1/TT puIm eSaN eIy 8
ort 8€/0€/9 €T/0€/9 ST T1/€/9 Ad Jejos eul|ele) 0oXud L
0ST LE/6T/6 tr/og/6 ST 1T/%2/9 Ad Jejos zuasie|os 9
ovt ze/og/8 Tr/1e/8 0z S0/¥1/0T puIm PUIM dy1oed S
S9C €€/ST/TT Tr/st/a 0z T1/1/T puIm uianed v
68T z€/og/6 zt/t/ot 0z 60/S/S puIm Yoy wiy €
0€ vE/TE/8 v1/1/6 014 ot/ez/L Ad Jejos T Bjaunua) z
14 vE/TE/E vI/T/v 014 ot/ot/s Ad Jejos e[3unua) T
(M) dois uels (S4A) wua) pausls ASojouyoda) aweN
Ayoede) aleq

SaIAII@ Pa3Yy31aM-Aujigeqoud

2102 ‘€T 31sn8ny - Suidojanag Ajjuasald S3oesiuo)




0¢

ST €E/VT/L €T/ST/L 0z 1T/Le/Tn Ad Jejos (L14) 34D - 4ejOS OSUBISEQ 1€
ST TE/1E/8 Tr/1/6 0z TT/€t/TT Ad J4ej0S (L14) 34D - 49mod dvg o€
ST ze/og/6 T1/1/01 0z 1r/zr/a (L14) 39 - 4amod woouysnin 6C
ST €€/92/9 €1/L2/9 0z 1T/Le/Tn (L14) 392 - 1A [14pueT AeIO 8T
ST €€/92/9 €1/L2/9 0z 1T/Le/an (L14) 34D - IA lIypuE AeIO Lz
ST €€/97/9 €1/L2/9 0z 1T/Le/an (L14) 342 - A liypue Aeap 9z
00z 8¢/62/9 €T/1€/S 14 zt/ot/t Ad Jejos Je|0S T [eUBIS IN S3V st
00T z€/0€/9 cr/1e/0t 014 (4944944 puIm euezueiy T
S 6€/L2/T v1/82/T 14 TT/1€/€ Ad Jejos puejIsam 231105 34
0z 6€/0€/0T v1/T€/0T 14 TT/1€/€ Ad Jejos puejise3 231105 [44
S 6€/L2/T v1/82/T 14 TT/1€/€ Ad 4e|0S U9J9 1IsS3Q 2910 4
ort ov/T€/TT 9T/1/1 14 T1/8/¢€ Ad Je|0s 1S9 BseuaL 014
09T 6€/0€/6 ¥T/T/0T 514 puim (3n1,nnys) odwed 6T
08 6€/0€/TT v1/1€/TT 14 TT/L1/S Ad Jejos pasdany 231105 8T
sy 6€/0€/TT vT/T€/CT 14 TT/L1/S Ad Jejos NI A
ot €€/1€/0T €1/1€/0T 0z Ad J4ej0S youey Aiq adojaiuy UIRISIM 9T
S €€/1€/0T €1/1€/0T 0z Ad J4e|0S € epur] esaj JOPIA ST
0€T 6€/1/1 vI/T/T 14 0t/0T/11T Ad Jejos yanos exseua) vT
6€T €e/62/6 €1/0¢/6 0z 90/0T/11 Ad Jejos apJap odwed YN €1
0s Lefog/TT c/ie/an 14 TT/11/v Ad JejoS peyauO [0S 41
9z LE/TE/L /1e/L 14 11/5¢/1 Ad Jejos 0321109 DYN 1T
0sT €€/1€/TT €1/1€/8 0z T1/9/v puim rs3 ot
Via) 8€/61/CT €1/0e/TT 14 T1/€/9 Ad Jejos uoduly 6
o ze/8t/t /t/e 0z 60/L1/TT puim esaN eyY 8
01T 8€/0€/9 €1/0€/9 ST T1/€/9 Ad Jejos e1eD) 00XUd L
0ST LE/6T/6 tr/0g/6 ST 11/v2/9 Ad Jejos zuasie|os 9
ovT ze/0g/8 TT/1E/8 0z S0/¥T/01 puIm puIm dl1ded S
59T €€/ST/TT er/st/a 0z 11/1/T puIm uianed v
681 ze/og/6 TT/1/01 0z 60/S/5 puIm 3oy w €
0€ ve/TE/8 v1/1/6 0z ot/6z/L Ad Jejos T ejauiua) 4
148 vE/TE/E vI/T/v 014 ot/0t/S Ad Jejos e[3unua) 1
T€0C 0€02 620C 820 L20C 9207 S20C 720z €20C 44014 1202 >M_u>>m_m,_mvu dois Meis (sdA) wuay | paudis aleg A8ojouyday -q01d TdD awen

SalaAIIRQ PaIYy3IaMm-Aljiqeqoad 2102 ‘€T 3sn8ny - Suidojanaq Ajauasald S1oeJjuo)




VI. “MINIMUM MARGIN” OF PROCUREMENT- -§ 399.13(A)(4)(D)

SDG&E’s RPS Risk Adjusted Net Short Calculation, as shown in Section V above, provides a
“Minimum Margin of Procurement” that is intended to account for foreseeable project failures or
delay. This calculation also includes an additional “Voluntary Margin of Over-Procurement”,
which is intended to ensure that SDG&E achieves its RPS requirements despite unforeseeable
risks. Since both the RPS targets and RPS deliveries fluctuate constantly, it is nearly impossible
to meet RPS targets with the exact number of MWhs required. SDG&E’s Voluntary Margin of
Over-Procurement is designed to ensure that it achieves its RPS goals with a “buffer” to account
for unforeseen changes to either the RPS targets or deliveries. Because it is more difficult to
predict retail sales and project performance in CP2 and CP3, SDG&E’s Voluntary Margin of
Over-Procurement is higher in those years. SDG&E’s RNS calculation, including its Voluntary

Margin of Over-Procurement, for each compliance period is described below.

A. Compliance Period 1
SDG&E’s Compliance Period 1 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

e Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

e RPS Procurement Quantity Requirement = Compliance Period 1 RPS percentage target
plus the deficit that SDG&E is required to carry forward from the prior RPS regime as
discussed in Section I(B)(2)(g) of SDG&E’s 2012 RPS Plan.

e Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP1

¢ Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan

¢ Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

e Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff
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B.

Compliance Period 2

SDG&E’s Compliance Period 2 RNS is based on the following formula:

Where:

C.

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

RPS Procurement Quantity Requirement = Compliance Period 2 RPS percentage target
Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP2

Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan

Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

Compliance Period 3

SDG&E’s Compliance Period 3 RNS is based on the following formula:

Where:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

RPS Procurement Quantity Requirement = Compliance Period 3 RPS percentage target
Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP3
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¢ Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan

¢ Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E'’s 2012 RPS Plan

e Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

VII. BID SOLICITATION PROTOCOL, INCLUDING LCBF METHODOLOGIES - §
399.13(A)(5)(C) AND D.04-07-029

Attached are SDG&E’s proposed bid solicitation protocol and related documents for a 2012 RPS
solicitation (2012 RPS RFO).

e Appendix A: 2012 RPS Solicitation (RFO Document)
e Appendix B1: 2012 RFO Participation Summary

e Appendix B2: 2012 RFO Project Description Form

e Appendix B3: 2012 RFO Bundled Pricing Form

e Appendix B4: 2012 RFO REC Pricing Form

e Appendix B5: 2012 RFO Model PPA

e Appendix B6: 2012 RFO REC Agreement

e Appendix B7: 2012 RFO Credit Application

e Appendix B8: 2012 RFO Consent Form

e Appendix C: Evaluation Methodology (LCBF Process)

VIII. ESTIMATING TRANSMISSION COST FOR THE PURPOSE OF RPS
PROCUREMENT AND BID EVALUATION - TRANSMISSION RANKING COST
REPORT REQUIRED

SDG&E filed a draft TRCR on June 26, 2012.

IX. CONSIDERATION OF PRICE ADJUSTMENT MECHANISMS -§ 399.13(A)(5)(E)
SDG&E acknowledges that contracts with online dates occurring more than 24 months after the
contract execution date can pose additional risk to ratepayers. SDG&E has incorporated price
adjustment mechanisms in some of its current contracts that are intended to alleviate some of

these risks, including the following:
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- Price adjustment for delay in Guaranteed Commercial Operation Date (“GCOD”): A
lower price for a late GCOD provides additional incentive for developers to come online
as early as possible. However, this structure can create financing challenges if financing
parties are not comfortable with the potentially lower price. It is also difficult to quantify
an appropriate price adjustment amount and can lead to drawn out negotiations.

- Capped transmission upgrade costs: Placing a cap on the amount of transmission
upgrade costs, which are ultimately borne by ratepayers, that a project can bear is an
important way to limit ratepayer exposure to such costs. This type of cap is especially
important for projects with CODs more than 24 months after the contract execution date
because it is unlikely that such projects have received reliable transmission upgrade cost

estimates at the time the contract is signed.

SDG&E also proposes a revised security provision that is intended to alleviate the risk of a long
period between execution and construction. The Construction Period Security should escalate in
proportion to the duration of time between contract execution and start of construction. For

example:

- For Projects with a construction start date within 12 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $20

- For Projects with a construction start date within 24 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $30

- For Projects with a construction start date within 36 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $40

SDG&E believes that this security structure will help to protect ratepayers from the risk that
developers have improperly assessed turbine or panel prices. The longer the developer must wait
to buy turbines/panels, the more risk exists that the prices will go up and the developer will not
be able to develop the project for the price offered. The additional security would help to protect

against this increased market risk.
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X. COST QUANTIFICATION TABLE

Actual RPS-Eligible Procurement and Generation Cost:

1 [Technology Type 2003 2004 2005 2006 2007 2008 2009 2010 2011
2 Biogas| 6,201,139 8,541,291 8,915,866 8,087,169 6,685,347 9,388,536 10,067,817 11,383,663 10,699,119
3 Biomass| 18,888,387 18,693,045 17,205,462 16,965,465 12,237,997 22,995,311 24,605,914 27,430,655 27,275,365
4 Geothermal 0 0 0 0 0 0 0 14,679,414 29,437,292
5 Small Hydro 0 0 0 0 994,116 1,210,445 1,035,376 1,036,066 776,149
6 Solar PV 0 0 0 0 [ 0 0 0 8,411,735
7 Solar Thermal 0 0 0 0 0 0 0 0 0
8 Wind 22,750 5,980,963 14,097,259 19,779,696 22,968,510 22,131,340 60,255,477 54,744,756 66,266,623
9 UOG small Hydro 0 0 0 0 0 0 0 0 0
10 UOG Solar 0 0 0 0 0 0 0 0 0
11 RECs (incl. any buy/sell-back 0 0 0 0 0 0 0 0 0
12 Total CPUC-Approved RPS-Eligible| 25,112,276 33,215,299 40,218,587 44,832,330 42,885,970 55,725,632 95,964,584 | 109,274,554 | 142,866,283

Procurement and Generation Cost ($)

[Sum of Rows 2 through 111
[13] Bundled Retail Sales (kwh)] 15,043,865,000 ] 15,811,591,000 ] 16,001,516,000 | 16,846,888,000 [ 17,056,023,000 | 17,409,884,000| 16,993,872,000 [ 16,282,682,000 | 16,249,031,000 |

14] Incremental Cost per kWh (cents/kwh)| 0167 | 0210 | 0251 | 0266 | 0251 | 0320 | 0565 | 0671 | 0879

* Incremental Cost per kWh Impact is equal to Row 12 divided by Row 13, that is, it is defined as the identified costs (Row 12) divided by bundled retail sales (Row 13). While the item is labeled
“Incremental Cost per kWh Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and
generation, not a renewable “premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy
instead of an equivalent amount of energy from conventional generation sources.

Forecasted Future ditures on RPS-Eligible Procurement and Generation Costs
1 |Executed But Not CPUC-Approved RPS- 2012 2013 2014 2015 2016 2017 2018 2019 2020
| |Eligible Contracts
2 Biogas 0 0 0 0 0 0 0 0 0
3 Biomass 0 0 0 0 0 0 0 0 0
4 Geothermal| 22,800,000 0 0 0 0 0 0 0 0
5 Small Hydro 0 0 0 0 0 0 0 0 0
6 Solar PV| 33,809,910 94,656,947 110,616,543 109,831,204 108,681,105 107,740,489 107,181,999 105,901,966 105,005,713
7 Solar Thermal 0 0 0 0 0 0 0 0 0
8 Wind 14,140,000 28,765,000 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644
9 UOG Small Hydro 0 0 0 0 0 0 0 0 0
10 UOG Solar 0 0 0 0 0 0 0 0 0
11 RECs (incl. any buy/sell-back 280,500 0 0 0 0 0 0 0 0
12| Total Executed But Not CPUC-Approved| 71,030,410 123,421,947 148,428,187 147,642,848 146,492,749 145,552,133 144,993,643 143,713,610 142,817,356
RPS-Eligible Procurement and Generation
Cost ($)
[Sum of Rows 2 through 11]
13 Bundled Retail Sales (kWh) 18,595,626,000 | 18,873,220,000 19,154,172,000 19,454,994,000 | 19,759,758,000
|14 | Incremental Cost per kWh (cents/kWh) 0.788 0.771 0.757 0.739 0.723
15 [CPUC-Approved RPS-Eligible Contracts 2012 2013 2014 2015 2016 2017 2018 2019 2020
(Incl. RAM/FIT/PV Contracts)
16 Biogas 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750
17 Biomass| 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321
18 Geothermal 52,128,755 52,128,755 24,217,020 0 0 0 0 0 0
19 Small Hydro 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116
20 Solar PV| 34,764,385 97,039,334 240,827,532 296,677,387 356,497,175 355,897,471 355,306,603 354,724,559 354,151,239
21 Solar Thermal 0 0 0 0 0 0 0 0 0
22 Wind| 60,751,078 97,495,476 240,312,652 242,204,900 243,761,852 245,558,959 247,769,662 249,291,509 251,294,499
23 UOG Small Hydro 0 0 0 0 0 0 0 0 0
24 UOG Solar 0 0 0 0 0 0 0 0 0
25 RECs (incl. any buy/sell-back 0 0 0 0 0 0 0 0 0
26 |CPUC-Approved RPS-Eligible Procurement| 185,214,405 284,233,752 542,927,391 576,452,474 637,829,213 639,026,617 640,646,452 641,586,254 643,015,925
and Generation Cost ($)
[Sum of Rows 16 through 251
27 Bundled Retail Sales (kWh) 18,595,626,000 | 18,873,220,000 19,154,172,000 19,454,994,000 | 19,759,758,000

[291 Total Cost per kwh (cents/kwh) (14+zs)m 4218 | 4157 | 4102 | 4036 | 3977 |
* Incremental Cost per kWh Impact is equal to a Total Cost (either Row 12 or 26) divded by Bundled Retail Sales (either Row 13 or 27). While the item is labeled “Incremental Cost per kWh

Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and generation, not a renewable
“premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy instead of an equivalent
amount of energy from conventional generation sources.

XI. IMPORTANT CHANGES TO PLANS NOTED
See Appendix D: Important Plan Changes from 2012 RPS Plan to the 2011 RPS Plan

XII. REDLINED COPY OF PLANS REQUIRED
See Appendix E: Provides redlined version of each of the documents above to show all changes

that have been made to the 2011 version of the RPS Plan.
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XIII. STANDARDIZED VARIABLES IN LCBF MARKET VALUATION

The proposed Net Market Value calculation differs only slightly from SDG&E’s current bid
evaluation methodology and SDG&E is not opposed to incorporating the proposed method. The
most important issue will be determining what value to use for the Capacity Value. SGD&E

submits that the Market Price Referent is the most appropriate value to use.

A renewable energy resource is assigned a capacity value based upon the amount of new
generating capacity that would otherwise have to be built to meet SDG&E's needs if the
renewable energy resource were not built or would not otherwise displace the need to build new
generation facilities. At present, SDG&E values this capacity through the Deliverability Value.
This is calculated from the project-specific Market Price Referent with SDG&E's "all-in" TOD
factors, less the project-specific Market Price Referent computed with SDG&E's "energy-only"
TOD factors, with modifications to prevent negative capacity values in any given TOD period.
This is done in order to maintain consistency with SDG&E's "all-in" TOD factors, which were
designed to incorporate the effects of capacity value in TOD periods. The MPR itself is
computed from the cost of a newly-built gas-fired power plant using publicly-available cost
information. The Market Price Referent represents the levelized price, calculated using a cash
flow modeling approach, at which the proxy CCGT revenues exactly equal the expected proxy
CCGT costs on a net-present value (NPV) basis. The fixed and variable components of the MPR
are calculated iteratively and then summed to produce an all-in MPR price. The MPR Model
inputs include installed capital costs, fixed and variable operations and maintenance costs,

natural gas fuel costs, cost of capital, and environmental permitting and compliance costs.

The main advantage of using the MPR Model over other production cost models or capacity
valuation methods is that it is based upon cost and operating inputs that are publicly available,
well documented, and familiar to both public and private participants. It relies upon forward
costs of natural gas, CEC estimates of operating costs, and historically known plant construction
costs updated with econometric indices. Furthermore, since it is based upon a conventional
resource, and conventional resources are known to provide the maximum capacity benefits to a
bulk power system, it is a reasonably good measurement of capacity value. As a generic model,

however, it cannot address location-specific issues of individual generators. It also cannot be
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used to compare the renewable resources to other renewable resources, as it is based upon a

conventional resource.

A summary of the pros and cons of using the MPR model is set forth below.

Pros Cons

Well known in the California and transparent | The MPR does not address portfolio fit, but
to IOU’s and CA Market participants rather non-location specific value.

Ensure the same approach among 3 IOUs The MPR reflects the cost of a natural gas-fired
facility, which is not directly comparable to the
cost of a renewable resource

Continuity and transparency of the LCBF The complexity behind MPR derivation is
process more complex than the valuation methodology

XIV. PRELIMINARY INDEPENDENT EVALUATOR REPORT

The ACR solicits comments regarding the strengths and weaknesses of a proposal to require the
portion of the Preliminary Independent Evaluator Report evaluating bid solicitation materials and
LCBF methodology to be submitted as part of the proposed RPS Procurement Plan. SDG&E
notes that it already collaborates with its Independent Evaluator regarding its RPS Procurement
Plan and that the proposal to formalize what is currently a routine process is not necessary and
will compromise efficiency. While this proposal may have potential benefits, the drawbacks of
possible usage of the information by potential bidders for gaming purposes as well as the
premature nature of the report outweigh these benefits. The IE should be able to recommend
process improvements candidly and confidentially throughout the process and up to bid

evaluation. A summary of the pros and cons of this proposal is set forth below.

Pros Cons

e The IE can formally ensure that the e The optimal time for recommendations is
LCBEF criteria explanation will foster after the evaluation is complete so that the
maximum participation while full effect of the LCBF can be considered.
discouraging gaming. e Requiring the IE to explain in great detail

e By addressing the LCBF twice, the how the LCBF criteria are used in bid
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CPUC will be able to see how well the evaluation could be conducive to bid

evaluation reflected the set of bids gaming.

received. e The proposed process will be circular and
administratively cumbersome. It requires
the submittal of a finalized plan and
associated documents to the IE for
comment, after which it must again be
revised, all within what it typically a very
tight timeline.

e [t is much more efficient and timely to
work with the IE throughout the process —
as is standard practice — rather than to
work independently and combine

comments at the end.

XV. USE CAISO TRANSMISSION COST STUDY ESTIMATES IN LCBF
EVALUATIONS

Phase II study estimates and estimates performed in feasibility and system impact studies in
areas outside CAISO are considered the most accurate and complete set of information regarding
project-specific costs. However, they rely upon a time-consuming study process where project
bidders within the CAISO must apply for interconnection and frequently wait for two to three
years for a final study. The limited and focused scope of the Phase II study is considered
confidential information for the project developer. Also, the inability to use non-public
transmission information limits the usability of these studies for general public discussion and
makes them impractical for routine hypothetical cost estimates of projected future "generic"

resources.

The TRCR method provides for a publicly available method of estimating transmission
interconnection costs, but is of questionable value. The TRCR method is intended to provide a
broad cluster-level overview of interconnection costs and does not provide estimates of costs for

project-specific upgrades that are not anticipated within the TRCR study.
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Another drawback of the TRCR system is that it does not provide estimates of distribution-level
network upgrades (which are typically provided in project-specific SGIP/WDAT studies or Rule
21 interconnection studies). It also does not cover most areas outside of the CAISO that do not
deliver to a CAISO delivery point. For such non-CAISO projects, there are no estimates of
interconnection costs other than those studies performed by the non-CAISO transmission

operator.

SDG&E has used a both sources of data in past RFOs, with study-level data being used where
available and TRCR data being used where it was not. While SDG&E believes that this
approach has produced fair results in the past, this method could unfairly bias the evaluation
process in favor of projects with CAISO study data. Evaluating all projects using TRCR data
would solve this potential problem, but could create a disadvantage for developers who have
Phase II study results that estimate lower upgrade costs than the TRCR study shows. In addition,
projects with Phase II studies are likely to have a viability advantage over projects which have
not filed for interconnection or have not filed early enough to receive interconnection study
results. SDG&E believes that a hybrid approach is the most sensible overall approach to the
problem of transmission upgrade cost estimation in a competitive evaluation. SDG&E suggests
that its initial evaluation be based solely on TRCR data. Once it has established a shortlist,
however, SDG&E should be able to evaluate any additional transmission cost data that the
developer provides, including Phase II studies, to ensure that it has selected the appropriate

projects.

Projects with existing interconnections should not have any upgrade costs assigned, unless the
project is a repower or expansion of existing facilities or otherwise requires modifications to an

existing interconnection to meet new standards.

A summary of the pros and cons of this proposal is set forth below.

TRCR only

Pro Con
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Public source of cost information - does
not require confidentiality

Can be used for any project, whether
inside or outside of queue process

Can be used for hypothetical

transmission-connected projects

Cluster level cost data only, cannot be
used for precise project-level cost
estimates

Does not include costs for PTO
interconnection or distribution-level
upgrades

Not a legally binding cost estimate -
may lead to unreasonable expectations
in negotiating process

Can impair fair evaluation of projects
with cost studies

Does not cover non-CAISO projects

CAISO/PTO studies only

Pro

Con

Specific project-level determination of
required upgrades and associated costs
Includes interconnection and distribution-
level upgrade costs (through
SGIP/WDAT) where applicable

Costs under interconnection agreements

cannot exceed costs in studies under

CAISO tariff (at present)

Long lead time - may require 2-3 years
of waiting before available

Study results are provided to
developer and are considered
confidential

Impractical for hypothetical projects
Can impair fair evaluation of projects

without cost studies
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Hybrid approach

Pro Con
¢ Provides most comprehensive set of e Results of CAISO studies do not
information from which projects can be always correlate with TRCR due to
evaluated differing study scope

e Does not provide information on
projects at distribution-level which
have not completed SGIP/WDAT or

Rule 21 interconnection studies

XVI. CREATE TWO SHORTLISTS BASED ON STATUS OF TRANSMISSION
STUDY

The ACR proposes that IOUs create Primary and Provisional shortlists. Projects on the Primary
shortlist will have obtained CAISO GIP Phase II study results or equivalent, or executed
Interconnection Agreements. The Provisional shortlist will contain projects that do not qualify
as Primary. To encourage competition, it should be clarified that projects on the Primary
shortlist should be permitted to lower their prices at any time. Additionally, timing must be
considered in relation to pricing. If there are two projects with the same COD, but with different
costs (higher on Primary list, and lower on Provisional list), IOUs should not be required to
prematurely procure the more expensive Primary list project without knowing if the Provisional
project is able to move to the Primary list. IOU’s should also be able to begin working on PPAs
with projects on the Primary shortlist regardless of the status of projects on the Provisional

shortlist. A summary of the pros and cons of this approach is set forth below.

Pros Cons

e The Provisional “Wait List” will e This proposal is unclear in regards to
encourage competition. the relationship between pricing and

e The two lists will inform procurement timing between the two shortlists.
decisions by providing a pre-approved e This proposal is unclear as to how
list of projects that are both viable and the status of projects on the
cost recoverable, and a pre-approved Provisional shortlist may affect
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pipeline of projects that are able to move those on the Primary shortlist.
into this first category.
e The two lists will offer insight into the

procurement landscape by showing what

types of projects are viable and available.

XVII. SHORTLISTS EXPIRE AFTER 12 MONTHS

The ACR proposes that shortlisted bids be executed within 12 months from the day that the IOU
submits its final shortlist (consisting of both Primary and Provisional bids) to the Commission
for approval. SDG&E is generally in favor of this approach. In order to discourage the incentive
for either party to stall negotiations in order to let the clock expire, the Commission should
emphasize that both parties are obligated to negotiate in good faith for the 12 month period. The
12 month limit should not apply to PPAs for projects in which the utility intends to invest. These
PPAs are associated with larger transactions (equity contribution agreements) that typically take
longer that one year to negotiate. If such a project is solicited through an RFO process, it should
not be subject to this limitation. Since the prices for such PPAs are typically based on actual
costs plus a negotiated rate of return, it is less likely that the longer negotiation period will result
in a mismatch between the contract price and the market. Therefore, excluding these contracts
from the 12 month limit should not increase the risk of such a mismatch. A summary of the

pros and cons of this approach is set forth below.

Pros Cons

e Decreases risk that the market will e Does not totally eliminate the risk that the
change drastically between the time the market will change drastically between
project is shortlisted and when the the time the project is shortlisted and
contract is signed. At the end of 12 when the contract is signed. For example,
months, if the market has shifted so that contracts that SDG&E initially evaluated
the contract price is no longer in mid 2010 had to be re-evaluated in
competitive, the project would have to early 2011 when it became clear that solar
bid into the next RFO and compete panel prices had drastically declined.
against current market prices. Could create a perverse incentive to stall
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e Provides clarity to the market. If the negotiations. If the developer sees that
two-tiered shortlist approach is adopted, market prices are trending upward, it
the 12 month cutoff provides more might chose to stall in order to get out of
certainty to provisionally shortlisted the deal which is bound by the original bid
bidders with whom SDG&E has not price. Conversely, if the utility sees that
initiated negotiations. If SDG&E does market prices are trending down, it might
not initiate negotiations within 12 feel obligated to discontinue negotiations
months, the provisionally shortlisted in order to force the developer to bid the
bidders would be released from such project into the next RFO at a lower price.
shortlist and free to re-bid their projects.

XVIII. TWO-YEAR PROCUREMENT AUTHORIZATION

SDG&E believes that a 2-year procurement authorization cycle would benefit the procurement
process by allowing utilities to procure more efficiently. Instead of holding annual solicitations,
even when the utility does not foresee a near term need, the utility could schedule its solicitations
within the 2-year period in accordance with its projected need. As the utilities approach
compliance with RPS goals, even based on probability weighted deliveries from existing
projects, annual solicitations may no longer make sense. As discussion in Section VI above,
utilities must procure additional resources above the compliance target based on probability
weighted expectations of performance from existing contracts. When the utility has met this
probability weighted need for a certain compliance period, the utility should not solicit additional
projects that will deliver large volumes during such compliance period. Doing so would send
inappropriate signals to the market and distract developers with the fruitless task of preparing a
proposal for a project that has little to no chance of being selected. Instead, the Commission
should authorize the utility to potentially hold RFO only every other year. In between RFOs, the
utility would monitor the performance of its existing portfolio, progress of projects under
development and other market conditions to determine whether it would need to use any of the
following tools to make up for unanticipated procurement need: (a) procure Category 3 products
to make up for small volumes; (b) utilize banked procurement when available; and/or (¢) procure
additional category 1 or 2 products to make up larger volumes. SDG&E does not believe that the

current procurement process moves fast enough to warrant required annual solicitations. The
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two year procurement authorization cycle is more appropriate as the utilities approach full

compliance. A summary of the pros and cons of this approach is set forth below.

Pros

Cons

e Provides flexibility to procure only when
necessary. For example, as discussed in
Section I above, SDG&E expects to be
able to achieve RPS goals for CP2 with
contracts that it has already executed, and
is currently focused primarily on
procurement of projects that will provide
most of their generation in the third
compliance period. Holding an RFO in
2012 to solicit projects that will begin
deliveries in 2017 may not be ideal
because SDG&E would likely be
procuring projects that are at very early
stages of development when it is
difficult, if not impossible, to assess

project viability.

Project failures, spikes in retail sales,
transmission failures or other unanticipated
market pressures could result in the need to
procure additional resources in a year when
the utility will not hold an RFO.

Could increase instances when bilateral
procurement must be benchmarked to

outdated solicitation data.

Potential Solution:

e Bilateral projects must contain pricing
that is indexed to the price of the
applicable generator technology (solar
panels, wind turbines, etc). The price
would be adjusted at COD based on the
market index. This could result in a
lower price or a higher price depending
on the market at COD.

e Other potential solutions are discussed

in section 6.9 above.
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XIX. UTILIZE THE COMMISSION’S RPS PROCUREMENT PROCESS TO
MINIMIZE TRANSMISSION COSTS

The Commission has proposed a process to better align the RPS procurement process with the

CAISO'’s transmission planning process. The basic proposal can be summarized in 4 steps:

Step 1: CAISO determines how much capacity is available in each study area

Step 2: IOUS develop shortlists

Step 3: IOUs submit draft shortlist to the Commission

Step 4: If too many projects are shortlisted in a certain study area, CPUC rations out capacity
to best ranked projects among all IOUs and confirms results with CAISO

Step 5: Losing bids remain on shortlist but cannot be executed unless another project does

not get executed within 12 months.

SDG&E is generally in favor of this proposal and is supportive of this effort to more efficiently
allocate available transmission capacity. A summary of the pros and cons of this approach is set

forth below, along with specific suggestions to improve this process.

1
/1
1
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SDG&E’s RPS RFO Evaluation Methodology

Below is the assessment methodology and process to be taken by SDG&E and the Independent
Evaluator (“IE”) to ensure that the bid selection process is transparent and does not favor any
technology or counterparty, and is aligned with SDG&E’s compliance requirements. Although
SDG&E worked diligently with its IE to develop this methodology, this document may require
adjustment before issuing of the RFO in order to account for potential market, regulatory,
and/or business context changes.

1. Prep-work prior to launching the RFO, gather data to provide a market benchmark.
Analysis to be shared with the IE for input and endorsement.

a. Compliance Period 1

e SDG&E team to obtain the SP 15 forward curve for 7x24 2013 deliveries. This curve will
be used in the evaluation of short-term bundled deals to derive the implied green
attribute price being offered.

e Continue to gather market quotes for unbundled RECs (quotes from brokers and etc.).
This information will be used to assess whether the bids received are generally within the
market range and to help identify potential areas of collusion or market manipulation.

b. Compliance Period 3

e SDG&E team to update the CPUC approved Market Price Referent (MPR)
matrixes, mainly by updating these for natural gas prices, for their use in the
evaluation of above market prices, as discussed below.

2. Prior to the closing date (TBD) at Noon, receive all bids:

a. Upon being uploaded to SDG&E’s RFO server, all bids are concurrently emailed to
the IE and the SDG&E RFO team.

b. 60-mins past noon on the closing date, the RFO email will accept bids that, because
of heavy traffic by the deadline, could not be uploaded via the website (if the
developer shows the print screen of the error message). The IE makes the call at 1:00
pm of “no more bids”.

3. Between the closing date at Noon and the next business day after closing date, COB,
organize bid data:

a. All bids are assembled into a folder taxonomy designed by the IE.

b. All bids are saved into the folder taxonomy prepared in Step 3.a. The IE and SDG&E
will run a macro to compare folder structures and file sizes to ensure the bid
population of the IE is identical to the bid population to be analyzed by the SDG&E
RFO team. To the extent the folders do not match, a reconciliation effort begins until
folders match.
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d.

Convert all bundled bids into TOD-adjusted pricing units, categorized by pricing
type (e.g: Index, fixed price and etc.). For clarity, this conversion will not be
applicable to the price of unbundled REC Bids.

The relevant data of all bids is exported into an Access database for analysis.

4. Initial Bid Assessment

a.

For bundled products, convert post-TOD adjusted Bid prices into the Above Market
prices as follows:

- The post TOD-adjusted (or flat) prices of Traditional Structure offers and fixed-price
Portfolio Structure offers will be converted into Above Market Costs by subtracting the
relevant Market Referent Price (MPR) from each Offer Price. This metric will be in the
LCBF calculation and therefore is one of the key drivers of the selection process

- For Portfolio Structure bids with indexed null power prices, the fixed REC price
component of each bid will be directly assigned as the Above Market Cost.

b.

For unbundled RECs, the REC price will be directly assigned as the Above Market
Cost to be compared against the Above Market Cost of all other bids.

A snapshot of the key statistics of the bids is produced for presentation to the PRG.
These statistics will not include prices; at this stage of the process, bids have not been
checked for conformance vis-a-vis the RFO requirements.

SDG&E and IE will jointly prepare the relevant data needed for the SDG&E
Transmission Planning team to calculate Congestion Costs. This process will group
together, on a no-name basis, the relevant data of bids (mainly anticipated
generation and energy delivery profile) by interconnection points. The IE will then
forward this information to SDG&E’s Transmission Planning team.

Transmission Planning will run studies to determine hourly congestion costs
associated with each of the proposed offer groups and provide results to SDG&E's
evaluation team and IE.

Determine Transmission Cost Adder: For offers for new projects or projects
proposing to increase the size of existing facilities, SDG&E performs an initial
analysis of costs for transmission network upgrades or additions using the
Transmission Cost Ranking Reports (“TRCR”) approved by the CPUC. SDG&E
anticipates that some bid respondents will fail to participate in a TRCR. Rather than
considering these bids to be non-conforming, SDG&E evaluates the offers in order
to determine whether the bid’s all-in Price could provide a benefit to ratepayers.
SDG&E will use TRCR's to estimate transmission costs for these projects. SDG&E
will impute costs for these projects only if the total MWs in the applicable TRCR
cluster could accommodate the offer that did not participate in the TRCR study.
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g. Determine Deliverability Adder: Projects that have energy-only interconnections, or
that cannot interconnect directly with elements of the transmission system located
within SDG&E's service territory, may be subject to a deliverability adder based
upon the difference between a project's TOD-adjusted MPR with and without
capacity valuation to capture costs associated with future resource acquisition needs
into SDG&E’s overall energy and capacity portfolio.

For the next RPS RFO, SDG&E will use a deliverability calculation based upon the
differences between SDG&E's approved "Capacity Adjusted" TOD Factors and the
Energy Only TOD Factors used in the past. For each TOD period, SDG&E will
calculate two TOD-adjusted MPR values; one calculated with the Capacity Adjusted
TOD Factors, and one calculated with the Energy Only TOD Factors. SDG&E will
then calculate the difference between the two (Capacity Adjusted value minus
Energy Only value), replacing any negative difference by zero. The load-weighted
average, in $/MWh, is the value of full deliverability for the given bid.

1. Capacity Adjusted TOD Factors and TOD Periods:
Time-of-
Uiy Period Days and Hours day
Period
Factor
Winter Nov 1-Jun 30
K 1.089
On-Pea Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)
Nov 1-Jun 30
Winter
. Weekdays 6 am to 1 pm PST (HE 7 to HE 13) 0.947
Semi-Peak
Weekdays 9 pm to 10 pm PST (HE 22)
Nov 1-Jun 30
Winter
Off-Peak All Weekend Hours NERC Holiday Hours and Weekday Hours 0679
not already considered On-Peak or Semi-Peak
Summer Jull-0Oct31
K 2.501
On-Pea Weekdays 11 am to 7 pm PST (HE 12 to HE 19)
Summer Jul1-0ct31
1.342

Semi-Peak | \eekdays 6 am to 11 am PST (HE 7 to HE 11)
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Summer
Off-Peak

ii.

TOD
Period

Winter
On-Peak

Winter
Semi-Peak

Winter
Off-Peak

Summer
On-Peak

Summer
Semi-Peak

Summer
Off-Peak

Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)

Jull-0ct31

All Weekend Hours, NERC Holiday Hours and Weekday Hours

not already considered On-Peak or Semi-Peak

Energy Only TOD Factors and TOD Periods:

Period Days and Hours

Nov 1 -Jun 30

Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)

Nov 1-Jun 30
Weekdays 6 am to 1 pm PST (HE 7 to HE 13)

Weekdays 9 pm to 10 pm PST (HE 22)

Nov 1 -Jun 30

All Weekend Hours NERC Holiday Hours and Weekday
Hours not already considered On-Peak or Semi-Peak

Jull-0ct31

Weekdays 11 am to 7 pm PST (HE 12 to HE 19)

Jul1-0ct31
Weekdays 6 am to 11 am PST (HE 7 to HE 11)

Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)

Jull-0Oct31

All Weekend Hours, NERC Holiday Hours and Weekday

0.801

Energy
Only
Time-of-
day Factor

1.192

1.078

0.774

1.531

1.181

0.900
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Hours not already considered On-Peak or Semi-Peak

Projects with full deliverability interconnections are assumed to provide the full
benefits of capacity, and thus will not receive a deliverability adder in the LCBF
assessment of their bids. Projects that choose energy-only interconnections, or that
are located outside of California ISO import points (unless dynamically scheduled),
will be treated as having no deliverability benefits and the value of full deliverability
will be added to their costs in the LCBF computation.

Due to constraints within the California transmission system, resources located
within the California ISO but outside of the SDG&E area may not be able to provide
full deliverability benefits to the SDG&E system even with a full deliverability
interconnection. In such cases, the value of full deliverability for the project will be
multiplied by the ratio of System Resource Adequacy payments to Local Resource
Adequacy payments received or made by SDG&E prior to the beginning of the next
RPS RFO. Currently, System Resource Adequacy is valued at approximately 60% of
Local. The product, which is considered by SDG&E to be the current market view of
the proportional value of system versus local deliverability within the California
ISO, will be added to the cost in the LCBF computation.

Projects within the CAISO that seek full deliverability interconnections will not
receive a deliverability adder if connecting within the SDG&E area, or a system
deliverability adder if connecting to the CAISO outside of SDG&E's area but within
California. Projects interconnecting with non-ISO California utilities that are located
in California will receive a system deliverability adder. All energy-only
interconnected projects will receive a deliverability adder. The table below indicates
the type of adder that would be applied to various project types. Note that the PPA
price that each project receives will reflect the project’s ability to provide capacity
value during the term of the contract.
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INTERCONNECTION | IN SDG&E IN IMPORTS TO IMPORTS TO
TYPE AREA CALIFORNIA CAISO FROM CAISO FROM
ISO; OUTSIDE WITHIN OUTSIDE
SDG&E AREA CALIFORNIA CALIFORNIA
CAISO FULL No 40% of 40% of Up to 40% of
CAPACITY Deliverability Deliverability Deliverability Deliverability
DELIVERABILITY Adder Adder Adder Adder
STATUS
100% of 60% of 60% of 60% of
ENERGY-ONLY Deliverability Deliverability Deliverability Deliverability
Adder Adder Adder Adder

5. Develop DRAFT Short List:

The draft Short-list is a first-pass ranking that lets SDG&E determine which offers are most
attractive based on a Preliminary LCBF price, which equals:

e For bundled products: the Above Market Costs + TRCR based transmission cost

estimates + the Deliverability Adder (if applicable) measured in $/ MW;
e For unbundled RECs: the unbundled REC price measured in $/ MWh.

The “Preliminary LCBF” price does not include the congestion adder (all bids are assigned a
zero congestion adder at this stage). At this point, bids have not yet been screened to determine
whether they comply with RFO requirements. Note that for projects in SB2 categories 2 and 3,
SDG&E’s procurement will be limited by the statutory requirements and the Rim Rock

settlement (if applicable).

a. Run query to group bids based on RPS compliance and SDG&E's identified need as

follows:

Compliance Period 1: Deliveries between Jan 1 2013 and December 31 2013

Compliance Period 3: COD between 4Q2016 and 1Q2017
Offers with deliveries outside these windows will be considered non-conforming, unless
SDG&E’s need assessment has changed materially between the time of issuance of this 2012 RPS
Plan and the launching of the next RFO.

b. Determine RPS Compliance Period 1 Renewable Net Short (“RNS”)

SDG&E’s CP1 RNS is calculated as described in Section VI of its 2012 RPS Plan.
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Given it will be 2013 by the time the RFO yields a shortlist, which is late into CP1, SDG&E
anticipates that it will place a priority on 2011-2012 unbundled RECs (e.g. no development or
production risk) and then on short-term bundled offers from existing facilities (e.g. no
development risk) to fulfill CP1 need, if any.

c. Rank all the Compliance Period 1 Bids by preliminary LCBF price until 150% of
SDG&E’s CP1 RNS is fulfilled.

SDG&E will shortlist 150% of its CP1 RNS in order to provide an additional volume of potential
projects that will be available if higher ranked projects do not materialize. SDG&E will divide
its shortlist into 3 tiers, as discussed in Section 7 below.

d. Determine SDG&E’s Compliance Period 2 RNS.

SDG&E does not expect to have a need to procure in CP2 and expects to bank any excess
procurement into CP3.

e. Determine SDG&E’s Compliance Period 3 RNS
SDG&E CP3 RNS is calculated as described in Section VI of its 2012 RPS Plan.

f. Rank all the CP3 Bids by preliminary LCBF price until one third of 150% of SDG&E’s
CP3 RNS is fulfilled.

SDG&E will shortlist one third of 150% of its CP3 RNS in order to provide a list of projects that
will be available if higher ranked projects do not materializel. SDG&E will divide its shortlist
into 3 tiers, as discussed in Section 7 below.

g. Sunrise Powerlink (“SPL”) After establishing these preliminary Shortlists, if
SDG&E finds itself short of the SPL pledge, which is not the case today, SDG&E will
consider SPL-eligible projects and add them to the shortlists to re-fill the pledge.

6. Final Short -Lists:

a. All offers in both preliminary Shortlists (CP 1 and CP 3) are screened for
conformance2. To the extent offers are not conforming, SDG&E will likely discard

! The Compliance Period 3 need is divided by three because SDG&E expects to launch three yearly RFOs
over the next few years to reach RPS compliance in 2020.
2 Conformance check will start earlier if possible
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(given the high number of anticipated offers) or attempt to make it conforming via
discussions with the counterparty provided that the non-conformance is minor.

b. Phase 2/GIA consideration (only for CP 3 offers). SDG&E will conduct sensitivity
analyses around whether or not projects that have a CAISO Phase 2 interconnection
studies or a signed Generator Interconnection Agreements change their shortlist
status if this data, which is typically more precise, is available. If using the Phase 2
or LGIA data (as opposed to using the TRCR data) would move a project onto the
shortlist, SDG&E will do so on the basis that having a Phase 2 or an LGIA is a strong
sign of viability. If the opposite were true, SDG&E will apply judgment and endorse
it with the IE and the PRG.

c. Adding Congestion Charges. SDG&E and the IE will add the relevant Congestion
Charges to the Bids once obtained from SDG&E Transmission.

d. Qualitative Factors: SDG&E may differentiate offers of similar cost? by
reviewing qualitative factors including: (in no particular order of preference)

e Project Viability*

e Local reliability

¢ Benefits to low income or minority communities
e Resource diversity

e Environmental stewardship

e Rate Impacts

e DBE factor

e. SDG&E and the IE will then develop the preliminary Final Short-Lists that includes
congestion costs and Phase 2 study results if applicable. Qualitative factors,
including project viability or Diverse Business Enterprise factors, will be used as a
tie-breaker.

7. SDG&E’s shortlists will be organized in 3 Tiers:
- Tier1 “Nominal Need”: the projects that are shortlisted because they fulfill SDG&E’s

Nominal Need, e.g. prior to applying probability weighting. SDG&E will require
exclusivity as a condition for Tier 1 shortlisting.

3 The term “similar cost” is used to indicate expected indifference by the PRG and CPUC as to the cost of
one offer or another. The PRG will have access to SDG&E’s evaluation and the quantitative and
qualitative components of those offers prior to SDG&E’s recommendation filing to the CPUC.

4 SDG&E considers project viability as a qualitative factor and relies on the Energy Division’s Project

Viability Calculator and self-scores from the bidders. For projects that SDG&E rejects due to low

viability scores, SDG&E rescores the projects to affirm the bidder did not unfairly score itself too low. For

projects that SDG&E shortlists, SDG&E rescores the project to affirm that the bidder did not unfairly
score itself too high. Projects below a certain viability threshold will not be considered for the shortlist.
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Tier 2 “Risk Adjusted Need”: the projects that are shortlisted because they fulfill
SDG&E’s Risk Adjusted Need. For these, SDG&E will attempt to get exclusivity for a
limited period.

Tier 3 “Contingency Need”: the projects that are shortlisted because they fulfill
SDG&E’s Contingency Need (150% of the Risk Adjusted Need). These projects will be
shortlisted on a “stand-by” basis and counterparties will be informed of such.
Exclusivity will not be required for Tier 3 shortlisting.

a. The preliminary Final Shortlist is prepared and shared with the PRG during next
viable meeting.

b. SDG&E will consider PRG feedback before notifying bidders of whether they have
been selected for the Final Shortlist.
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RPS SHORTLIST CALCULATION
(CP1 through CP3)

10
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The table below is illustrative of the methodology that SDG&E will use to determine its need by
CP using the most updated data available at the time of the pre-bidders conference for the next
RFO. Between now and then, there will be material changes to the position and therefore needs
will be modified. The key message is that SDG&E: (i) will be seeking offers in CP1 if the
portfolio underperforms between now and the next solicitation, and (ii) for CP3, it will procure
any unmet need, net of CP2 into CP3 banking, over the course of 3 solicitations.

Compliance RPS Target Nominal Need Risk Adjusted Contingent Need

Period (GWh) (Tier 1 Shortlist) | Need (Tier 2 (Tier 3 Shortlist)
Shortlist)

1 TBD TBD TBD TBD

2 TBD None None None

3 TBD TBD TBD TBD

11
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SDG&E 2012 RPS PROCUREMENT PLAN

L. L ASSESSMENT OF RPS PORTFOLIO SUPPLIES AND DEMAND - §
399.13(A)(5)(A)

A. Overview

SDG&E’s 2012 RPS Procurement Plan (“RPS Plan”) describes how SDG&E will determine its
procurement needs and how it will manage its RPS portfolio to ensure that it meets RPS
compliance targets in a cost effective manner. The RPS Plan is designed to procure Least Cost
Best Fit (“LCBF”) renewable eligible resources so that SDG&E can serve its customers
achieving the following levels of deliveries by Compliance Period (“CP”): (a) with an average of
20% of retail sales between January 1, 2011 and December 31, 2013, inclusive' (“CP1”) (b) with
25% of retail sales by December 31, 2016, with reasonable progress made in 2014 and 2015°
(“CP2”); (c) with 33% of retail sales by December 31, 2020, with reasonable progress made in
2017, 2018 and 2019° (“CP3”); and (d) with 33% of retail sales in each year beyond 2020* (“Post
2020 CP”). In order to determine how much energy to procure to meet these needs, SDG&E will
follow the Need Determination Methodology described below. SDG&E will implement a work
plan to fulfill its need, including soliciting additional multi-product and multi-term contracts
through RPS solicitations, considering bilateral proposals, utilizing banked procurement, selling
surplus generation when appropriate, and pursuing utility tax equity investment opportunities

and/or utility ownership when economical and prudent.
B. Need Determination Methodology

SDG&E makes procurement decisions based on how its prebability—weightedrisk-adjusted RPS
position- forecast (referred to herein as its “RPS position””) compares to RPS compliance
requirements, the result of which is its probability-weighted procurement need- or Renewable

Net Short (“RNS”). In order to calculate its RPS Position, SDG&E assigns a probability of

success, following a qualitative and quantitative

! Compliance towards Compliance Period 1 goals shall be measured in accordance with D.11-12-020, Ordering
Paragraph (“OP”) 1.
Compliance towards Compliance Period 2 goals shall be measured in accordance with D.11-12-020, OP 2.
3 Compliance towards Compliance Period 3 goals shall be measured in accordance with D.11-12-020, OP 3.
* Compliance towards Post 2020 Compliance Period goals shall be measured in accordance with D.11-12-020, OP 4.



assessment, to the expected deliveries for each project in its portfolio® and then adds the
probability-weightedrisk-adjusted expected deliveries across all projects_in its entire RPS
portfolio. Probabilities are used because renewable projects and their deliveries are exposed to
multiple risks and the flexible compliance mechanisms that allowed for borrowing from future
procurement have been eliminated by recent legislation.® These risks include approval risks (for
example, Commission approval and the timing of it), development risks (for example,
permitting, financing, or transmission inter-connection), -delivering risks (for example,
generation fluctuations given the variant-intermittent nature of some renewable resources, or
operational challenges), or other risks (for example, under-development transmission

infrastructure common to a group of projects).

In general, if SDG&E’s probabiity-weighted-peositionforecastRPS Position is less than the RPS
requirements, SDG&E will likely procure additional resources. If the prebabilityweighted

pesttionforeeastRPS Position is greater than the RPS requirements, SDG&E will consider
opportunities to bank or sell surplus generation. In addition, in order to optimize the relative
value of renewable energy across compliance periods, SDG&E also considers short-term
contracts when, for example, it is short’ in the most immediate CP but long in the subsequent CP.
SDG&E strives to have a well-diversified RPS portfolio so that its RPS compliance, particularly
in the most immediate compliance period, is not unduly exposed to any given risk (for example,
to a given technology, region, counterparty, etc.). SDG&E’s RPS portfolio management is

abeutstrategy involves identifying needs and risks and managing them as well as possible in a

cost effective way.

The following sections explain SDG&E’s methodology for determining its proeurement
need-RNS. First, the process to compute the probabilityweighted RPS pesitionPosition is

explained. Then, needs by compliance periods are inferred by comparing RPS requirements to

the probabilitweighted RPSpesitionforeeastRPS Positions .

> For purposes of determining its RPS Position, SDG&E considers its portfolio to ineludeattinclude all executed
contracts until contract expiration (e.g. it does not assume expiring contracts will be renewed and excludes contracts
under-negotiation unless indicated otherwise) and tax equity and UOG projects where relevant progress has been
made (for example, Shu’luuk-erthe-Selar EnereyProsram)—).

® Senate Bill (SB) 2 (1X)

” Throughout this document, the word “short” is used when the RPS forecasted-positionPosition is lower than the
relevant RPS requirements and “long” when the RPS foreeasted-pesitionPosition is higher than relevant RPS
requirements.



1. The Assessment of Probability of Success for Various Project Types as a Key
‘ Component of Calculating the Probability Weighted RPSPesition FereeastRNS

SDG&E must assess the probability of success of the following main types of projects: (a)
delivering; (b) approved but not yet delivering; and (c) not yet approved.® SDG&E evaluates the
probability of success for each project in its portfolio on a monthly basis in order to calculate its
RPS-probabilityweighted positionforeeastRNS, which is the- basis for its procurement needs.
To do this, SDG&E conducts a monthly review with an interdisciplinary team and uses the most
up-to-date qualitative and quantitative information to assign a probability of success to each
individual project. SDG&E’s most up-to-date assessment is set forth in Section V below.

SDG&E applies the following methodology to analyze each project type:
a. Assessment of the Performance of Delivering Projects

Projects that have already achieved commercial operation and begun delivering energy provide
the most stable source of RPS energy when forecasting RPS procurement needs. These projects
have overcome development hurdles and arereeetvingreceive a steady stream of income from
their Power Purchase Agreement (“PPA”). However, it is crucial to consider the potential
fluctuations in deliveries that these projects can experience and the impact that such fluctuations
could have on SDG&E’s need to procure additional resources to meet RPS goals. As discussed
further in Section IV below, deliveries from these projects can be impacted by resource
availability, regulatory changes, economic environment, operational performance, and evolving
technologies. These types of fluctuations can be significant. For example, deliveries from a
selection of SDG&E’s wind portfolio differed by approximately 275 GWhs between 2010 and
2011, which equates to nearly 2% of SDG&E’s 2010 retail sales. In order to ensure RPS
compliance, SDG&E must account for these types of fluctuations, (and recognize the swings in
production could be positive). The monitoring of performance of delivering contracts and the
assessment of probabilities focuses on (a) understanding the historical profile of generation of
each project and how it has differed year on year and relative to forecasts, and (b) the operational
track record of any given generation. If the fluctuations in generation have been high and/or the

operational track record has been poor, SDG&E assigns a lower than 100% probability, which

| ® See the RPS-Pesition-tableRenewable Net Short Calculation in Section 65V below.
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typically ranges from 90-95% across the portfolio. Adjusting forecasts when necessary is a

crucial component of SDG&EE’s need assessment methodology.

b. Assessment of the Development Progress of CPUC Approved Projects That Have Not
Yet Begun Delivering

Another important aspect of SDG&E’s need assessment methodology is evaluating the
development status of projects that the CPUC has approved, but have not begun delivering
energy. These projects are typically much more risky than projects that have begun delivering
because of the potential barriers that can arise during the development process to prevent a
project from being built. Permitting, interconnection, financing and other development issues
are discussed further in Section III below. SDG&E currently estimates that projects in
development will have approximately a 60% success rate on average,” making the monitoring of
development status the most critical aspect of SDG&E’s need assessment methodology.
SDG&E must account for development risks when determining its procurement needs. As with
delivering contracts, SDG&E meets internally on a monthly basis to assign a probability of
success to each of its developing projects. SDG&E’s current is assessment is provided in the

Renewable Net Short Calculation in Section V below.

c. Assessment of the Approval Queue for Projects that SDG&E Has Submitted to the
CPUC, But Have Not Yet Been Approved

SDG&E meets at least monthly with Energy Division staff to discuss the likely approval
timetable of projects that SDG&E has submitted to the CPUC for approval. The discussion
focuses on when the Energy Division expects the Commission to act on such contracts and any
potential timing constraints that might necessitate expedited Commission action or additional
information needed. Since the Commission has indicated that it can take action on only one
contract per business meeting,'° SDG&E works collaboratively with the Commission to develop
a work plan that results in timely approval. It is possible, however, that the shortage of Energy

Division staff or other procedural challenges can result in approval delays that can impact a

? See section 6.5 for a list of SDG&E’s risk assessment for each individual project.

10 E-mail from Julie Fitch, former Energy Division Director, dated December 18, 2009.
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project’s ability to come online. SDG&E must monitor this process closely to determine what, if

any, impact it may have on the timing of expected deliveries.
2. Assess Other Portfolio Risk Factors

Once SDG&E has determined the probability of success for each of the contracts in its portfolio,
SDG&E must also consider broader risk factors that can impact multiple projects or its entire
portfolio, including: (a) fluctuations in retail sales; (b) the progress of key transmission
upgrades/infrastructure; (c) contract termination (d) banking rules; (e) potential deficit from the
prior RPS regime; and (f) the market for resale of surplus procurement. SDG&E evaluates the
impact that each of these factors has on its portfolio on a monthly basis. SDG&E describes its

methodology for analyzing these risk factors below.
a. Impact of Retail Sales Fluctuations

Since RPS compliance is based on a GWh target that is calculated using a percentage of retail
sales, it is important to monitor fluctuations in forecasted retail sales. Atpresent-Up until July
of 2012, SDG&E used a retail sales forecast based on the Commission’s-suidance; -SDG&E
contintes-to-use-a-forecastbased-upon-the-California Energy Demand 2010-2020 Staff Revised
Forecast Second Edition- "—SDG&E expeets-that the CEC will approve-anupdated retail sales

foreeastin 2012 based-upon-filed-workpapers'’. At present, in accordance with the Commission’s
guidance,"* SDG&E uses a forecast based upon the methodology determined in the 2010 LTPP

bundled plans. The Commission explains that the 2010 LTPP decision' allows utilities to “use

their own forecasts for bundled retail sales for the first five years and results-ofthe CEC's 2012

. ol SDG&E’ : ] .
'3 Kavalec, Chris and Tom Gorin, 2009. California Enerey Demand 2010-2020, Staff Revised Forecast —

Second Edition. California Energy Commission. CEC-200-2009-012-SF-REV. SDG&E adjusted the actual RPS
forecast in April 2010 to align the RPS forecast with a rate case forecast, resulting in forecast loads approximately
1% lower than the bundled retail sales presented for SDG&E in the original CEC forecast. This adjustment had an
}mmaterial impact to SDG&E’s RPS need assessment.

* Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012

Procurement Plans dated August 2, 2012.
*D. 12-01-033 (Decision Approving Modified Bundled Procurement Plans dated January 12, 2012).
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IEPR Update Proceeding.*—Based-on recent trends—it is likely that the reviseduse the LTPP

standardized planning assumptions thereafter'””. Since SDG&E’s current retail sales forecast

will showis lower expeetedretail sales-than the 2040-forecast provided-"—Hused in its initial
2012 RPS Plan ﬁlinglg, SDG&E'’s current RNS is also lower. SDG&E sweremonitors its retail

sales forecasts on a monthly basis in order to base4ts RPSneed forecaston-asore-current

approximately-0-3%in-Compliance Pertod-tidentify potential fluctuations and by-appreximately
2-3%-in-ComplianeePertod2their impact to its RPS requirements.

7 Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012

Procurement Plans dated August 2, 2012.
4_8 a . ane o O

'% San Diego Gas & Electric Company (U 902 E) 2012 Draft Renewable Procurement Plan, dated May 23, 2012.
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b. Impact of Solar Panel Degradation

Contracts with solar PV developers incorporate a degradation factor which is used to forecast the
project’s performance over time as the panels age and become less efficient. As part of its RPS
position calculation (both nominally* and probability weighted), SDG&E incorporates this
contractual degradation factor in its probability weighted delivery. However, actual degradation
can be higher or lower than the contractual degradation assumed. Over the next 2 years, as most
of the larger Solar PPAs come online, SDG&E will add the monitoring of this variable as part of

its RPS portfolio management practices.
c. Impact of Key Transmission Upgrades and/or Infrastructure

Transmission has long been recognized as a barrier to achieving RPS goals. SDG&E monitors
the status of key transmission upgrades, such as the Sunrise Pewerlinktransmissiontine- Eee
Substation-andEco DREW SubstatienSubstations, on which multiple SDG&E RPS projects
depend, in order to assess the potential impact of their delay or failure. Absent the deliveries that
rely on these three key upgrades, SDG&E’s need would increase materially, as shown in Table 2
in Section V below. The analysis presented bv SDG&E herein assumes that these transmission
upgrades will be completed according to the current schedule. SDG&E continues, however, to
monitor the progress of these transmission upgrades in order to assess potential delays and the

corresponding potential need for incremental purchases.
d. Impact of Contract Renewal

SDG&E began signing RPS contracts in 2003, most of which had terms of 20 years. Some of
these contracts are expected to deliver through 2023, and will impact SDG&E’s procurement
needs for the post 2020 Compliance Period. Some contracts for renewable energy procurement,
however, were signed before the institution of the RPS program. Some of these contracts are
scheduled to terminate during Compliance Period 2 and Compliance Period 3. As part of its RPS

.. . . . . . .21
position calculation, and in accordance with Commission direction”, SDG&E does not assume

% Nominal RPS position refers to a position estimated assuming that deliveries from contracts will occur as
expected 100% of the time.

*! Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
Procurement Plans dated August 2, 2012




that these projects will be renewed. Owners of these projects will be asked to bid such projects
into future RFOs to compete with other options that SDG&E has at that time. SDG&E believes
that ratepayers will benefit from this additional supply being submitted into competitive

solicitations.
e. Impact of Contract Termination

As part of its contract administration process, SDG&E actively monitors upcoming contractual
conditions precedent that developers must meet (or waived) in order for the contract to continue
to be viable. When SDG&E is the beneficiary of a condition precedent that may not be or has

not been met, SDG&E will consider terminating the contract.
1 Impact of Banking Rules

RPS rules allow SDG&E to bank excess procurement from one compliance period for use in
another, with exceptions for short term contracts and products that meet requirements for §

399.16(b)(3) products (“Category 3”).** The-In accordance with Commission is-eurrently

establishing with-specificity-whatdirection”, SDG&E assumes for purposes of calculating its
RNS that eligible excess procurement-ray-be-counted-as-banked-excess:” —SDG&E contintesto
procurementforusebe utilized in future compliance periods.—l—n—paﬂie&kar—,ﬂ SDG&E’s

bankingexcess procurement position will be impacted by whether the Commission permits

SDG&E to include generation from its Cabazon and Whitewater Green Attributes Purchase and
Sales Agreements (“GAPSAs”) in its excess procurement bank. SDG&E has explained that

these agreements meet the requirements for contracts to “count in full” towards RPS

22 Public Utilities Code § 399.13(a)(4)(B). All statutory references herein are to the Public Utilities Code unless
otherwise noted.

2 Administrative Law Judge’s Ruling (1) Adopting Renewable Net Short Calculation Methodology (2)
Incorporating the Attached Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012

Procurement Plans dated August 2, 2012
24 A . - he A D .o . ”

2 Rules regarding excess procurement are set forth in D.12-06-038 (Decision Setting Compliance Rules for the
Renewables Portfolio Standard Program dated June 27, 2012).
26 Note that SDG&E may also manage excess procurement by selling such products when doing so would benefit

ratepayers.
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requirements, and that such grandfathered contracts should count towards its excess procurement

bank.?” The Commission has directed that erandfathered contracts do count towards excess

procurement, but it has not vet provided direction on whether the GAPSAs qualify as

orandfathered contracts. The Commission’s direction on this issue will determine whether

SDG&E is able to carry forward a potential excess procurement bank in CP1.*® In CP 2,
SDG&E expects that it will be able to bank potential excess procurement (into CP3) under all of

the scenarios that have been contemplated by the Commission.

?7 San Diego Gas & Electric Company Opening Comments on July 15, 2011 Ruling Requesting Comments on New
Procurement Targets and Certain Compliance Requirements for the Renewable Portfolio Standard Program, filed
August 30, 2011 in R.11-05-005.

% See the RPS Banking Analysis table in Section V below
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g. Impact of the Potential-Deficit From 2010 RPS Program

Based on the Commission’s recent propesed-decision on RPS compliance rules,”” SDG&E must
constder-the-possibility-thatit-will-be required-te carry forward a deficit from the former RPS
regime, which required that retail sellers achieve 20% by 2010. Although SDG&E met these
goals based on prior flexible compliance rules,”® the propesed-decision indicates that new—rules
mayregquire-SDG&E temust carry forward a deficit into CP1. SDG&E has incorporated this
petential-deficit in its need assessment for CP1 based on the methodology provided by the
propesed-decision. SDG&E’s calculation of this petential-deficit is provided at Table 53 in

Section V below.
h. Impact of the Resale Market

SDG&E will closely monitor opportunities to sell excess procurement. SDG&E will assess the
market when the opportunities arise to determine whether banking such excess procurement for
use in a future compliance period or trying to sell it in the market is more advantageous for

SDG&E ratepayers. If SDG&E believes that the current market price is high and expects that it
will be able to fulfill any future needs with more economic options, it may choose to sell excess

procurement instead of banking it.
i. Impact of Rim Rock Settlement

In July of 2011, the Commission approved a settlement agreement between SDG&E, NaturEner
Rim Rock Wind Energy, LLC, the Division of Ratepayer Advocates (“DRA”) and The Utility
Reform Network (“TURN?”) (together, the “Settling Parties) to make a tax equity investment in
the Rim Rock wind project located in Montana.®' As part of the settlement agreement, SDG&E
— subject to Rim Rock becoming operational and SDG&E making a tax equity investment in the
project — agreed not to procure any incremental RECs from projects that are neither directly
connected nor dynamically scheduled to a California-based Balancing Area Authority (“CBA”)
if such purchase would cause SDG&E to meet more than 25% of its RPS requirements with such

RECs through December 31, 2017. Since SDG&E has already procured this type of out-of-state

¥_Prepesed Decision Setting Compliance Rules for the Renewable Portfolio Standard Program, supra, note +720.
3 SDG&E’s August 2011 RPS Compliance Filing dated August 1, 2011.
3 See D.11-07-002.
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generation up to the 25% limit established by the settlement, SDG&E is currently precluded
from purchasing RECs from out-of-state projects that are not dynamically scheduled to a CBA,
through the end of 2017. If Rim Rock does not become commercially operational or SDG&E
does not make its tax equity investment in Rim Rock, this restriction will be removed and

SDG&E will consider additional REC purchases in the period between 2012 and 2017.

3. Determine the- Compliance NeedsRNS for Each Compliance Period

After probabilities are assessedassigned to each project, SDG&E’s probability-weighted RPS
positionforeeastRNS is calculated by multiplying the forward contractual deliveriesdelivery

profiles (including degradation)-prefile of each project by each project’s probability and then
adding those generation profiles across the portfolio.”> The discussion below describes

SDG&E’s current precurementneedsforecasted RNS for each compliance period based on its

assessment as of May1+4August, 2012. More detail on SDG&E’s needs in each compliance

period is provided in Section V below.
a. Compliance Period 1 Procurement Needs

SDG&E intends to meet CP1 goals by maintaining a 20% procurement level in 2011, 2012, and
2013 on average. Based on deliveries from SDG&E’s current portfolio of -executed contracts,
before applying any prebabilitiesefsueeessrisk adjustment, SDG&E would be able to meet CP1
requirements without additional procurement. Based on the probabiity-weightedrisk adjusted
portfolio in CP1, in order to meet the 20% requirement, SDG&E must-complete-one-contraet

under-negotiation” -and-perhapsmay have to conduct a relatively small unbundled REC purchase
(in accordance with the Rim Rock settlement discussed in (I)(B)(2)(1) above) to offset the deficit

carried into CP1-a

forward, if relative to the current prebability-weightedrisk adjusted position, delivering projects

underperform, developing projects fail or are delayed or if CPUC approvals are delayed (or not

obtained), SDG&E will make additional purchases focusing on short term contracts (emphasis

32 As explained above, SDG&E’s practice is to exclude contracts under-negotiation and to not assume renewal for
an expiring contract.
33 /\ O he

A
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on in-state unbundled RECs*). The rationale for focusing on either unbundled RECs or short-
term bundled contracts is minimizing ratepayer cost in light of SDG&E’s position in CP2.
Lastly, if the generation from the relatively large volume of SDG&E projects anticipated to
begin delivering in 2013 materially surpasses the current probability assessed profile and the
Commission does not grant grandfathergrandfathered status to the Shell GAPSAs, SDG&E may

become a seller in mid-to-late 2013.
b. Compliance Period 2 Procurement Needs

Based on current projections, SDG&E expects that it will meet Compliance Period 2 RPS goals
with generation from contracts that have been executed together with the deliveries of tax equity
and UOG initiatives where relevant progress has been made.”> SDG&E intends to manage
potential over-procurement by banking it for future compliance needs, terminating contracts

where conditions precedent are not met, and/or selling such excess procurement.
c¢. Compliance Period 3 Procurement Needls

Based on SDG&E’s current probability weighted RPS position forecast, the company expeets
temay need to conduct new renewable eligible purchases (from either new Greenfieldgreenfield
projects, renewal upon expiration of existing contracts, or other available existing facilities) to
meet its CP3 RPS requirement, 33% by 2020. The level of new purchases will be subject to the
level of banking, if any, related to potential excess procurement in CP2 into CP3. SDG&E
intends to fill this remaining need with viable low-cost opportunities from solicitations in 2012,

2013 and 2014, and with potential tax equity investments.
4. Utility Tax Equity Investment and Utility Ownership Opportunities

SDG&E participation as a tax equity investor in renewable projects enhances project viability
(through securing of financing) and decreases costs for ratepayers (given SDG&E’s cost of
capital relative to renewable financing market). Tax equity investments by utilities and other

non-traditional investors are particularly important in the future in light of the phase out of the

3 The strategy will be different if multiple large projects fail and SDG&E must replace large portions of its
portfolio.
% Includes Shu’luuk Wind and the Solar Energy Program.
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Cash Grant.”® Without the Cash Grant, developers without a sizable balance sheet rely on tax

equity investors to monetize renewable incentives such as the Investment Tax Credit.

SDG&E’s experience with tax equity investment has been favorable. The Rim Rock project
(discussed above) was approved by the CPUC and the FereralFederal Energy Regulatory
Commission (“FERC”) and has an expected online date in Q4 2012.”7 SDG&E’s Shu’luuk
project is currently under negotiation for an expected online date in 2014. SDG&E intends to
submit this project for Commission approval in 2012. Anticipated deliveries from these projects
have been incorporated into SDG&E’s forecasted RPS procurement need based on the
probability of success that SDG&E assigned to them according to the process described above.
SDG&E is also considering additional tax equity investment opportunities in two to three
projects where: (a) its involvement might enhance viability of a project with an existing contract;
and/or (b) where a promising cost competitive project with an online date just prior to the start of
CP3 may have a positive socioeconomic impact, potentially involving a Diverse Business

Enterprise.

SDG&E also continues to make progress on its Solar Energy Project,”® pursuant to which
SDG&E will build 26 MWs of utility-owned solar photovoltaic projects. SDG&E held a request
for proposals in the fall of 2011 and is currently negotiating contracts with shortlisted
contractors. SDG&E expects construction on these projects to begin in 2014. Anticipated
deliveries from these projects have been incorporated into SDG&E’s RPS procurement need
forecast. Additional UOG opportunities are not anticipated at this time, but may be considered if

economic and prudent.

II. POTENTIAL COMPLIANCE DELAYS- § 399.13(A)(5)(B)

The market for renewable energy is dynamic; multiple factors can impact project development
and SDG&E’s attainment of its RPS goals. The following discussion covers the major issues
affecting both renewable project developers and SDG&E. It begins with the transmission,

permitting, and financing hurdles faced during project development, and continues through the

%% The American Recovery and Reinvestment Act of 2009 (H.R. 1), enacted in February 2009, created a renewable
energy grant program that is administered by the U.S. Department of Treasury. This cash grant may be taken in lieu
of the federal business energy investment tax credit (“ITC”).

" D.11-07-002.

¥ Approved by D.08-07-017.
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challenges experienced as a project matures — viability, debt equivalence, accounting issues, and

regulatory uncertainty.
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A. Transmission & Permitting

1. Interconnection Facility Delays

The timely approval, permitting, and completion of interconnection facilities are crucial to the
successful development of SDG&E’s renewable portfolio. Currently, the key transmission
facilities that impact SDG&E’s portfolio are: the Sunrise- Powerhnkthe-ECO sub-station; and
the DREW switchyard. Unsuccessful development of these facilities will materially impact

SDG&E’s renewable portfolio.

When-the-Sunrise Powerlink goesinto-servieeexistingExisting transmission constraints between
the Imperial Valley and the San Diego load center wil-behave been largely resolved- with the

construction of the Sunrise Powerlink. However, the addition of the Sunrise Powerlink-(with

expeeted-in-serviee-date June 20425 and the signing of multiple PPAs in the Imperial Valley

region do not, by themselves, guarantee the successful construction and interconnection of

renewable generation facilities. SDG&E and developers are now focused on building the
interconnection and network facilities necessary to interconnect and deliver this renewable
energy to the transmission system, and they are facing significant permitting challenges. An
example of these interconnection facilities is the proposed 230 kV “DREW” switchyard in
Imperial Valley that will act as a collector switchyard for multiple renewable projects to connect
to the transmission system with one line, reducing environmental impacts. However, as with
any new construction of transmission infrastructure, there are environmental, permitting issues,
and other challenges (mainly uncooperative land owners, and/or opposition from nearby
residents) that can impede timely progress. Permitting has proven particularly difficult where
land owners or permitting authorities have their own commercial interests that may compete with
those of the renewable developers. Additionally, as is the case with the proposed ECO
substation, which is designed to improve grid reliability for Eastern San Diego and also serve as
a hub to connect and deliver renewable projects to San Diego, regulatory approvals are still

pending causing uncertainty developers whose projects rely on this upgrade.
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2. Interconnection Study Process

The California Independent System Operator’s (“CAISO”) process for determining required
upgrades for renewable projects can cause significant delay and expense. SDG&E protects
ratepayers by establishing transmission upgrade cost limits and including conditions precedents
in the PPA whereby if the upgrade costs are higher than the thresholds established in the PPA,
the contract can be terminated. In the past, developers have had to wait years for study results
and in some cases have been faced with extremely high upgrade costs that make their projects
unviable. Recent changes in the CAISO’s approach for identifying network upgrades that
provide interconnecting renewable generators with fully deliverable status appear to be reducing
transmission funding hurdles for new generators. However, the process is still under

development and SDG&E expects that this area will continue to be potential challenge.

3. Bureau of Land Management (“BLM”) Delays

Uncertainty surrounding the availability and timely issuance of Right-of-Way Grants from the
BLM creates development risks for project development. The BLM process established to
secure land rights has proven to be time-consuming - creating uncertainty, scheduling challenges
and corresponding problems with project elements such as financing, permitting, engineering,

procurement and construction (“EPC”) contracts and supplier contracts.

B. Project Finance, Tax Equity Financing, and Government Incentives

Financing is key for the successful development of renewable projects. Two areas of financing
are of primary importance: (i) project financing relied upon to construct the project; and (ii) tax
equity financing relied upon to monetize tax benefits such as the Production or Investment Tax
Credits. Project Financing has traditionally been provided by financial institutions and costs and
availability is a function of the overall health of the financial system. Tax equity financing has
also traditionally been provided by banks or large corporations. In order to successfully finance,
renewable projects generally need to: (i) complete permitting, (ii) have a long-term fixed price

PPA from a credit-worthy offtaker, and (iii) have a bankable (or proven) technology. With the
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phase out of the Cash Grant and current turmoil in financial markets, non-traditional investors
are key to the success of the renewable energy industry. Non-traditional investors include a
wider institutional investor reached by projects issuing a security, or utilities and other

corporations with tax appetite as tax equity investors.

The extension of the Federal Production Tax Credits (“PTCs”) expiring in 2012 and the
Investment Tax Credits (“ITCs”) expiring in 2016 will be critical to the sustained success of
renewable energy in the United States. The PTCs and ITCs currently represent about 33% of the
economic value of renewable projects and without them, the relative competitiveness of

renewable energy relative to fossil fuels, will be severely impacted.

C. Solar Panel Risk and Project Viability

SDG&E may be subject to industry and technology risks when selecting solar power projects to
meet its RPS goals. For example, the industry is undergoing significant consolidation and
attrition of market participants. Numerous manufacturers are experiencing severe financial
difficulties or have gone bankrupt in response to intense competition and the significant declines
in market prices. The risk to SDG&E is that the viability of some low-cost projects may depend
on specific manufacturers that might go out of business, forcing the developer to seek other
sources. Or, more significantly, the price of panels may increase before the purchase is final and
greatly reduce the viability of the project. More industry shakeout is anticipated but prices are

expected to stabilize, or increase, once the excess supply is absorbed by the market.

SDG&E also faces technology risks. The company tries to manage technology risks through
diversification. For example, photovoltaic panel materials and manufacturing processes vary
significantly. There are proven technologies with long operational and performance histories,
but there are also newer technologies that have not yet been proven over the typical 20 year
contract term. Final technology choices are made by project developers. The risk to the
company is that a solar facility may fail to perform as intended due to panel failure or
degradation, causing it to fall short of the minimum power delivery requirements. In this case

the developer is subject to penalties but, if the failure is too great, the developer may abandon the
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project. Filing claims under solar panel warranties might be complicated further if the
manufacturer is located overseas or is out of business. Such a catastrophic project failure with
limited ability to cure through warranty claims could leave a significant short term deficit in the

annual RPS goals.

D. Debt Equivalence & Accounting

Two other issues may challenge SDG&E’s ability to achieve its RPS goals. The first involves
debt equivalence. As SDG&E executes an increasing number of PPAs, the cumulative debt
equivalence of all these agreements may greatly affect SDG&E’s credit profile and,
consequently, its financial standing. Rating agencies include long-term fixed financial
obligations, such as power purchase agreements, in their credit risk analysis. These obligations
are treated as additional debt during their financial ratio assessment. S&P views the following
three ratios, Funds From Operations (“FFO”) to Debt, FFO to Interest Expense, and Debt to
Capitalization, as the critical components of a utility’s credit profile. Debt equivalence
negatively impacts all three ratios. Unless mitigated, a PPA would negatively impact SDG&E’s
credit profile by degrading credit ratios.

The second issue relates to Accounting Standards Codification (ASC) 810 Consolidation, which
includes the subject of Consolidation of Variable Interest Entities previously referred to as “FIN
46(R)”. Application of ASC 810 as it pertains to Consolidation of Variable Interest Entities
(VIEs) could also impact SDG&E’s ability to sign new contracts. As part of SDG&E’s overall
internal review and approval process for new PPAs, SDG&E conducts a review of whether each
such PPA will be subject to consolidation under ASC 810. Under ASC 810, no renewable PPA
has been deemed subject to such consolidation, however, ASC 810 requires SDG&E to perform
an evergreen assessment for those contracts which are considered VIEs. For this reason,
SDG&E believes that it is required to assess quarterly each contract or category of contracts to
ensure continued compliance with ASC 810, to determine whether or not SDG&E must
consolidate a Seller’s financial information with SDG&E’s own quarterly financial reports to the
Securities and Exchange Commission. In particular, wind, solar, geothermal and bio-gas

renewable Sellers could be impacted.
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Application of ASC 810 could challenge SDG&E’s ability to achieve its RPS goals, and add
further costs, and risk to execution of new renewable contracts. If SDG&E determines that
consolidation is required, a Seller must open its books to SDG&E and submit financial
information, on a quarterly and monthly basis, as specified in SDG&E’s contract language for

the duration of any agreement.

All PPAs are affected by either debt equivalence or ASC 810 requirements. The Commission is
well aware of the negative impact of debt equivalence on SDG&E’s credit profile. AB 57
requires that the Commission adopt procurement plans that, among other objectives, enhance the
creditworthiness of the utility. ASC 810 will affect SDG&E’s reported financial data and may
have a negative impact on SDG&E’s balance sheet and/or credit profile. ASC 810 could impact
SDG&E’s capital structure on a consolidated basis and cause it to be misaligned with its

authorized capital structure.

In order to rebalance to SDG&E’s authorized capital structure, SDG&E would be required to
infuse additional equity to offset the additional debt. Given that SDG&E will be executing
contracts for 20% or more of its overall portfolio to meet its RPS goals, SDG&E anticipates that
the Commission will address and mitigate the resulting overall impacts of debt equivalence and
ASC 810 to SDG&E’s capital structure in the context of SDG&E’s recently-filed cost of capital
application for test year 2013 filed on June 20, 2012.

E. RPS Cost Containment

The Commission is in the midst of implementing the changes to the RPS Program established by
Senate Bill 2 (1X). As a result, full program details are not yet final which creates regulatory
uncertainty. Two important outstanding items affecting procurement are RPS cost containment

and Compliance proceedings.

An Energy Division staff proposal regarding RPS cost containment is anticipated later this year,

with a proposed decision possibly being released in Q1 2013. The decision is expected to
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implement a cap on the amount of money that retail sellers can spend in an effort to meet RPS
goals. Certainty surrounding this potential procurement limit will not be achieved until the final
year of Compliance Period 1. This makes it difficult for IOU’s to be proactive. It is unclear at
this time what the limitation will be for SDG&E, how it will relate to the procurement dollars
spent and contracts signed as of the date of the final decision, and how it will interact with the

other requirements of the RPS program.

III. PROJECT DEVELOPMENT STATUS UPDATE - § 399.13(A)(5)(D)

As described further in Section I above, SDG&E regularly evaluates project development status
to assess each project’s ability to begin deliveries in a timely manner. SDG&E’s portfolio of
renewable energy resources currently under contract but not yet delivering generation are in
various stages of development. It is anticipated that projects will enter commercial operation
consistently from 2012 to 2015. Projects under development generally require numerous
permitting approvals, generator interconnection, financing, and completion of construction
before they can achieve commercial operation. Each of the above issues adds significant risk to
the development of a project and can directly impact the success or failure of a project.
SDG&E’s experience is that achieving all of these milestones represents a significant challenge
for developers. Although a developer’s experience may improve a project’s ability to achieve

commercial operation, it does not insure that a project will be successful.

SDG&E saw increasing challenges among developers to secure financing after the United States
entered the 2008 recession. Subsequently, as more projects were proposed in desert regions,
permitting approvals took longer than developers expected due to increased scrutiny of
environmental issues and permitting agency coordination efforts. Today, as many projects are
obtaining agency permit approvals, there seems to be an increase in litigation challenging the
CEQA/NEPA process potentially causing delays while claims are resolved. Throughout this
period, the time to study and construct generator interconnection upgrades has grown much

longer and significantly more expensive to the developer.

Each project bears significant development risk to resolve all issues necessary to meet
commercial operation. SDG&E currently believes that a majority of projects can meet their

commercial operation dates either on schedule or within the prescribed cure period. However,
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SDG&E does have projects that are experiencing possible development issues that could affect
their ability to meet commercial operation. SDG&E’s need assessment methodology, described

in Section I above, takes all of these risks into consideration.

IV. RISK ASSESSMENT - § 399.13(A)(5)(F)

SDG&E also evaluates the risk that delivering projects will underperform. In SDG&E’s
experience, renewable projects have relatively low risk of non-performance. By achieving
commercial operation, developers have made significant investments into the projects and are
receiving timely payments for energy delivered. Developers are subject to penalties if they do
not meet contractual requirements to supply at least the minimum energy contemplated.
However, over the past decade, SDG&E has observed some dynamic factors that may affect

power production from delivering projects:

- Resource Availability: For example, a bad wind year can greatly impact a wind facility’s
performance. Although the contract requires damages for underperformance in an effort
to protect ratepayers, a bad wind year can still have an impact on SDG&E’s ability to

meet its RPS goals, as described in Section I above.

- Regulatory Changes: For example, the expiration of subsidies, such as the Public Goods
Charge or the Production Tax Credit, lowers the revenue stream for RPS developers, and

can lead to non-production or lower production.

- Economic environment: Specifically, the interest rates and flexibility of financing
arrangement entered into by developers can impact the project’s success. Long term
project financing arrangements with unfavorable terms can lead to project failure or

lower production.

- Operational Performance: For example, a facility can experience unexpected mechanical

failures that impact performance.

- Evolving technology: Facilities with older generation-technology that is no longer

supported by the manufacturer can cause project failure or lower production. This
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problem is arising now for older RPS projects, and could repeat itself in 20 years when

the projects being signed today begin to age.

SDG&E’s assessment that current projects are at a low risk of non-performance is based on the

above risk factors remaining relatively stable.

V. QUANTITATIVE INFORMATION- §§ 399.13(A)(5)(A), (B), (D), (F)
The following tables provide background data for SDG&E’s need assessment as of May 2012.

35,000 - B RPS Procurement - Nominal B RPS Procurement - Probability-weighted == RPSTarget
31,153
30,000 -

25,000

20,000

GWh

15,000 -

10,000

5,000

2017-2020
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Fable2Table 1-RPS Sensitivity Analysis: this table provides a summary of the impact of some

of the key factors that can impact RPS performance.
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*0.0% stands for 23.8% of retail sales in CP1
** 0.0% stands for 41.9% of retail sales in CP2
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Table 32 — RPS Banking Analysis: this table provides a detailed analysis of the impact that the
determination of whether the Cabazon and Whitewater GAPSAs are considered compliant with
the “count in full” requirements of 399.16(d) (i.e. are “grandfathered™);-and-whethersuech

b ’9)

Scenario 1: Cabazon/Whitewater GAPSAs are considered grandfathered

Total RPS Deliveries (MWh) 12,226,188 23,010,527 31,152,915 19,882,682

CP1 CP2 - Nominal - CP3 - Nominal CP3-PW

RECs* (MWh) 0 0
Short-term Contracts** (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,152,915 19,882,682
RPS Target (MWh) 23,202,248 23,202,248
Above or Below Target Above Below
Bankable Energy (MWh) 7,950,667 (3,319,565)

Banking brought forward from Previous CP (MWh)
|Bankable Energy + Previous CP Bank (MWh)

.
N

Scenario 2: Cabazon/Whitewater GAPSAs are considered Category 1

CP1 CP2 - Nominal CP3 - Nominal CP3-PW

Total RPS Deliveries (MWh) 12,226,188 23,010,527 31,152,915 19,882,682
RECs* (MWh) 0 0
Short-term Contracts** (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,152,915 19,882,682
RPS Target (MWh) 23,202,248 23,202,248
Above or Below Target Above Below
Bankable Energy (MWh) 7,950,667 (3,319,565)
Banking brought forward from Previous CP (MWh)

|Bankable Energy + Previous CP Bank (MWh)

* Includes 2010 RECs from Sierra Pacific (in-State).
** Includes Silicon Valley Power, Calpine, Edison 1 & 2 and Mesa.
*** Assumes all grandfathered contracts are not subject to SB2 banking restrictions
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Scenario 1 - Cabazon/Whitewater GAPSAs are Grag
CP1

P CP2 - Nominal CP3 - Nominal CP3-PW
Total RPS Deliveries (MWh) 12,318,519 23,184,345 31,451,135 22,638,025
Unbundled RECs* (MWh) 0 0
Short-term Contracts** (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,451,135 22,638,025
RPS Target (MWh) 22,212,560 22,212,560
Above or Below Target Above Above
Bankable Energy (MWh) 9,238,575 425,465
Banking brought forward from Previous CP (M
Bankable Energy + Previous CP Bank (MWh)

Scenario 2- Cabazon/Whitewater

GADPSAs are Categes
P1

C CP2 - Nominal CP3 - Nominal CP3-PW

Total RPS Deliveries (MWh) 12,318,519 23,184,345 31,451,135 22,638,025
Unbundled RECs* (MWh) 0 0
Short-term Contracts** (MWh) 0 0
Total RPS Bankable Deliveries (MWh) 31,451,135 22,638,025
RPS Target (MWh) 22,212,560 22,212,560
Above or Below Target Above Above
Bankable Energy (MWh) 9,238,575 425,465

Banking brought forward from Previous CP (MWh)
Bankable Energy + Previous CP Bank (MWh)

2011 2012 2015 2016 2017 2018 2019 2020

Original RS(MWh) 16,249,031 8,595,626 | 18,873,220 19,154,172 19,454,994 19,759,758
Orignial RS embedded growth rate 1.5% 1.5% 1.6% 1.6%
Adjusted RS with embedded rate 16,249,031 17,858,650 18,124,499 18,409,150 18,697,530
Generation(MWh) -- Nominal 3,380,171 8,195,990 7,812,768 7,673,622 7,470,535
Generation(MWh) -- Prob Weighted 3,380,171 5,330,863 4,990,805 4,869,324 4,691,690
Deliveries(MWh) -- Nominal ! 31,152,915

Deliveries -- Prob Weighted 19,882,682

RPS Target _ 23 202,248

Table 53 - Impact of Potential Deficit From Prior Compliance Regime:
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RPS Procurement and Targets (M Wh) 2003 2004 2005 2006 2007 2008 2009 2010
Bundled Retail Sales 15,043,865 15,811,591 16,001,516 16,346,888 17,056,023 17,409,884 16,993,872 16,282,682
Total RPS Eligible Procure ment 549,856 677,852 825,302 899,520 880,777 1,047,441 1,784,441 1,940,129
Annual Procurement Target (APT) 296,073 446,511 604,627 764,642 933,111 1,103,671 1,277,770 3,256,536
Incremental Procurement Target (IPT) N/A 150,439 158,116 160,015 168,469 170,560 174,099 1,978,766
Preliminary Procurement Surplus/(Deficit) 253,783 231,341 220,675 134,878 (52,334) (56,231) 506,670 (1,316,408)
2010 Actual Procurement Percentage 2003 2004 2005 2006 2007 2008 2009 2010
Surplus Procurement Bank Balance as of Prior Year 0 253,783 485,124 705,798 840,677 788,342 732,112 1,238,782
Application of Banked Surplus Procurement to

Current Year Deficit (52,334) (56,231) (1,316,408)
Adjusted Current Year Annual Surplus Procure ment 253,783 231,341 220,675 134,878 0 0 506,670 0
Cumulative Surplus/(Deficit) Procurement Bank

Balance Carried into CP1 253,783 485,124 705,798 840,677 788,342 732,112 1,238,782 (77,625)

Renewable Net Short Calculation:

The tables below provide the data behind SDG&E’s RPS Risk Adjusted Net Short Calculation

as of August, 2012 and includes the outputs required by Administrative Law Judge’s Ruling (1)

Adopting Renewable Net Short Calculation Methodology (2) Incorporating the Attached
Methodology into the Record, and (3) Extended the Date for Filing Updates to 2012
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Procurement Plans, dated August 2, 2012. A discussion of this analysis is provided in Section

VI below.
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SDG&E’s RPS Risk Adjusted Net Short Calculation, as shown in Section V above, provides a

“Minimum Margin of Procurement” that is intended to account for foreseeable project failures or

delay. This calculation also includes an additional “Voluntary Margin of Over-Procurement”,

which is intended to ensure that SDG&E achieves its RPS requirements despite unforeseeable

risks. Since both the RPS targets and RPS deliveries fluctuate constantly, it is nearly impossible

to meet RPS targets with the exact number of MWhs required. SDG&E’s Voluntary Margin of

Over-Procurement is designed to ensure that it achieves its RPS goals with a “buffer” to account

for unforeseen changes to either the RPS targets or deliveries. Because it is more difficult to

predict retail sales and project performance in CP2 and CP3, SDG&E’s Voluntary Margin of

Over-Procurement is higher in those years. SDG&E’s RNS calculation, including its Voluntary

Margin of Over-Procurement, for each compliance period is described below.

A. Compliance Period 1

SDG&E’s Compliance Period 1 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

e Bundled Retails Sales Forecast = the forecast developed in accordance with Section

I(B)(2)(a) SDG&E’s 2012 RPS Plan

RPS Procurement Quantity Requirement = Compliance Period 1 RPS percentage target

plus the deficit that SDG&E is required to carry forward from the prior RPS regime as

discussed in Section I(B)(2)(g) of SDG&E’s 2012 RPS Plan.

Voluntary Minimum Margin of Procurement = up to the current anticipated net long

position for CP1

Online Generation = the generation that SDG&E expects will be delivered by its

portfolio of RPS projects that have achieved commercial operation, as discussed in

Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan

Risk-adjusted Forecast Generation = the generation that SDG&E expects will be

delivered by its portfolio of RPS projects that have not vet achieved commercial

operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

e Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff




B. Compliance Period 2

SDG&E’s Compliance Period 2 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) - (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

RPS Procurement Quantity Requirement = Compliance Period 2 RPS percentage target
Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP2

Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan

Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

e Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to
procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

C. Compliance Period 3

SDG&E’s Compliance Period 3 RNS is based on the following formula:

RPS Risk-adjusted Net Short = (Bundled Retail Sales Forecast x RPS Procurement
Quantity Requirement+ Voluntary Minimum Margin of Procurement) — (Online
Generation + Risk-adjusted Forecast Generation + Pre-approved Generic Generation)

Where:

e Bundled Retails Sales Forecast = the forecast developed in accordance with Section
I(B)(2)(a) SDG&E’s 2012 RPS Plan

e RPS Procurement Quantity Requirement = Compliance Period 3 RPS percentage target

e Voluntary Minimum Margin of Procurement = up to the current anticipated net long
position for CP3

e Online Generation = the generation that SDG&E expects will be delivered by its
portfolio of RPS projects that have achieved commercial operation, as discussed in
Section I(B)(1)(a) of SDG&E’s 2012 RPS Plan




e Risk-adjusted Forecast Generation = the generation that SDG&E expects will be
delivered by its portfolio of RPS projects that have not yet achieved commercial
operation, as discussed in Section I(B)(1)(b) of SDG&E’s 2012 RPS Plan

e Pre-approved Generic Generation = unsubscribed volumes that SDG&E is required to

procure under CPUC programs such as the Renewable Auction Mechanism and the
Feed-in-Tariff

VIL. BID SOLICITATION PROTOCOL, INCLUDING LCBF METHODOLOGIES - §
399.13(A)(5)(C) AND D.04-07-029

Attached are SDG&E’s proposed bid solicitation protocol and related documents for a 2012 RPS
solicitation (2012 RPS RFO).

e Appendix A: 2012 RPS Solicitation (RFO Document)
e Appendix B1: 2012 RFO Participation Summary

e Appendix B2: 2012 RFO Project Description Form

e Appendix B3: 2012 RFO Bundled Pricing Form

e Appendix B4: 2012 RFO REC Pricing Form

e Appendix B5: 2012 RFO Model PPA

e Appendix B6: 2012 RFO REC Agreement

e Appendix B7: 2012 RFO Credit Application

e Appendix B8: 2012 RFO Consent Form

e Appendix C: Evaluation Methodology (LCBF Process)

VHIVII. ESTIMATING TRANSMISSION COST FOR THE PURPOSE OF RPS
PROCUREMENT AND BID EVALUATION - TRANSMISSION RANKING COST
REPORT REQUIRED

beE filed a draft TRCR on June 26, 2012.

IX. CONSIDERATION OF PRICE ADJUSTMENT MECHANISMS -§ 399.13(A)(5)(E)
SDG&E acknowledges that contracts with online dates occurring more than 24 months after the
contract execution date can pose additional risk to ratepayers. SDG&E has incorporated price
adjustment mechanisms in some of its current contracts that are intended to alleviate some of

these risks, including the following:



- Price adjustment for delay in Guaranteed Commercial Operation Date (“GCOD”): A
lower price for a late GCOD provides additional incentive for developers to come online
as early as possible. However, this structure can create financing challenges if financing
parties are not comfortable with the potentially lower price. It is also difficult to quantify
an appropriate price adjustment amount and can lead to drawn out negotiations.

- Capped transmission upgrade costs: Placing a cap on the amount of transmission
upgrade costs, which are ultimately borne by ratepayers, that a project can bear is an
important way to limit ratepayer exposure to such costs. This type of cap is especially
important for projects with CODs more than 24 months after the contract execution date
because it is unlikely that such projects have received reliable transmission upgrade cost

estimates at the time the contract is signed.

SDG&E also proposes a revised security provision that is intended to alleviate the risk of a long
period between execution and construction. The Construction Period Security should escalate in
proportion to the duration of time between contract execution and start of construction. For

example:

- For Projects with a construction start date within 12 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $20

- For Projects with a construction start date within 24 months of Execution of the
agreement - 2X the annual estimated deliveries of energy (MWh) X $30

- For Projects with a construction start date within 36 months of Execution of the

agreement - 2X the annual estimated deliveries of energy (MWh) X $40

SDG&E believes that this security structure will help to protect ratepayers from the risk that
developers have improperly assessed turbine or panel prices. The longer the developer must wait
to buy turbines/panels, the more risk exists that the prices will go up and the developer will not
be able to develop the project for the price offered. The additional security would help to protect

against this increased market risk.



X. COST QUANTIFICATION TABLE

Actual RPS-Eligible Procurement and Generation Cost:

1 [Technology Type 2003 2004 2005 2006 2007 2008 2009 2010 2011
2 Biogas| 6,201,139 8,541,291 8,915,866 8,087,169 6,685,347 9,388,536 10,067,817 11,383,663 10,699,119
3 Biomass| 18,888,387 18,693,045 17,205,462 16,965,465 12,237,997 22,995,311 24,605,914 27,430,655 27,275,365
4 Geothermal 0 0 0 0 0 0 0 14,679,414 29,437,292
5 Small Hydro 0 0 0 0 994,116 1,210,445 1,035,376 1,036,066 776,149
6 Solar PV 0 0 0 0 [ 0 0 0 8,411,735
7 Solar Thermal 0 0 0 0 0 0 0 0 0
8 Wind 22,750 5,980,963 14,097,259 19,779,696 22,968,510 22,131,340 60,255,477 54,744,756 66,266,623
9 UOG small Hydro 0 0 0 0 0 0 0 0 0
10 UOG Solar 0 0 0 0 0 0 0 0 0
11 RECs (incl. any buy/sell-back 0 0 0 0 0 0 0 0 0
12 Total CPUC-Approved RPS-Eligible| 25,112,276 33,215,299 40,218,587 44,832,330 42,885,970 55,725,632 95,964,584 | 109,274,554 | 142,866,283

Procurement and Generation Cost ($)

[Sum of Rows 2 through 111
[13] Bundled Retail Sales (kwh)] 15,043,865,000 ] 15,811,591,000 ] 16,001,516,000 | 16,846,888,000 [ 17,056,023,000 | 17,409,884,000| 16,993,872,000 [ 16,282,682,000 | 16,249,031,000 |

14] Incremental Cost per kWh (cents/kwh)| 0167 | 0210 | 0251 | 0266 | 0251 | 0320 | 0565 | 0671 | 0879

* Incremental Cost per kWh Impact is equal to Row 12 divided by Row 13, that is, it is defined as the identified costs (Row 12) divided by bundled retail sales (Row 13). While the item is labeled
“Incremental Cost per kWh Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and
generation, not a renewable “premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy
instead of an equivalent amount of energy from conventional generation sources.

Forecasted Future ditures on RPS-Eligible Procurement and Generation Costs
1 |Executed But Not CPUC-Approved RPS- 2012 2013 2014 2015 2016 2017 2018 2019 2020
| |Eligible Contracts
2 Biogas 0 0 0 0 0 0 0 0 0
3 Biomass 0 0 0 0 0 0 0 0 0
4 Geothermal| 22,800,000 0 0 0 0 0 0 0 0
5 Small Hydro 0 0 0 0 0 0 0 0 0
6 Solar PV| 33,809,910 94,656,947 110,616,543 109,831,204 108,681,105 107,740,489 107,181,999 105,901,966 105,005,713
7 Solar Thermal 0 0 0 0 0 0 0 0 0
8 Wind 14,140,000 28,765,000 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644 37,811,644
9 UOG Small Hydro 0 0 0 0 0 0 0 0 0
10 UOG Solar 0 0 0 0 0 0 0 0 0
11 RECs (incl. any buy/sell-back 280,500 0 0 0 0 0 0 0 0
12| Total Executed But Not CPUC-Approved| 71,030,410 123,421,947 148,428,187 147,642,848 146,492,749 145,552,133 144,993,643 143,713,610 142,817,356
RPS-Eligible Procurement and Generation
Cost ($)
[Sum of Rows 2 through 11]
13 Bundled Retail Sales (kWh) 18,595,626,000 | 18,873,220,000 19,154,172,000 19,454,994,000 | 19,759,758,000
|14 | Incremental Cost per kWh (cents/kWh) 0.788 0.771 0.757 0.739 0.723
15 [CPUC-Approved RPS-Eligible Contracts 2012 2013 2014 2015 2016 2017 2018 2019 2020
(Incl. RAM/FIT/PV Contracts)
16 Biogas 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750 8,711,750
17 Biomass| 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321 27,864,321
18 Geothermal 52,128,755 52,128,755 24,217,020 0 0 0 0 0 0
19 Small Hydro 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116 994,116
20 Solar PV| 34,764,385 97,039,334 240,827,532 296,677,387 356,497,175 355,897,471 355,306,603 354,724,559 354,151,239
21 Solar Thermal 0 0 0 0 0 0 0 0 0
22 Wind| 60,751,078 97,495,476 240,312,652 242,204,900 243,761,852 245,558,959 247,769,662 249,291,509 251,294,499
23 UOG Small Hydro 0 0 0 0 0 0 0 0 0
24 UOG Solar 0 0 0 0 0 0 0 0 0
25 RECs (incl. any buy/sell-back 0 0 0 0 0 0 0 0 0
26 |CPUC-Approved RPS-Eligible Procurement| 185,214,405 284,233,752 542,927,391 576,452,474 637,829,213 639,026,617 640,646,452 641,586,254 643,015,925
and Generation Cost ($)
[Sum of Rows 16 through 251
27 Bundled Retail Sales (kWh) 18,595,626,000 | 18,873,220,000 19,154,172,000 19,454,994,000 | 19,759,758,000

[291 Total Cost per kwh (cents/kwh) (14+zs)m 4218 | 4157 | 4102 | 4036 | 3977 |
* Incremental Cost per kWh Impact is equal to a Total Cost (either Row 12 or 26) divded by Bundled Retail Sales (either Row 13 or 27). While the item is labeled “Incremental Cost per kWh

Impact”, the value does not constitute a rate impact and should be interpreted as an estimate of a system average cost per kWh for RPS-eligible procurement and generation, not a renewable
“premium”. In other words, the amount shown captures the total cost of the renewable generation and not the additional cost incurred by receiving renewable energy instead of an equivalent
amount of energy from conventional generation sources.

XI. IMPORTANT CHANGES TO PLANS NOTED
See Appendix D: Important Plan Changes from 2012 RPS Plan to the 2011 RPS Plan

XII. REDLINED COPY OF PLANS REQUIRED
See Appendix E: Provides redlined version of each of the documents above to show all changes

that have been made to the 2011 version of the RPS Plan.
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XIII. STANDARDIZED VARIABLES IN LCBF MARKET VALUATION

The proposed Net Market Value calculation differs only slightly from SDG&E’s current bid
evaluation methodology and SDG&E is not opposed to incorporating the proposed method. The
most important issue will be determining what value to use for the Capacity Value. SGD&E

submits that the Market Price Referent is the most appropriate value to use.

A renewable energy resource is assigned a capacity value based upon the amount of new
generating capacity that would otherwise have to be built to meet SDG&E's needs if the
renewable energy resource were not built or would not otherwise displace the need to build new
generation facilities. At present, SDG&E values this capacity through the Deliverability Value.
This is calculated from the project-specific Market Price Referent with SDG&E's "all-in" TOD
factors, less the project-specific Market Price Referent computed with SDG&E's "energy-only"
TOD factors, with modifications to prevent negative capacity values in any given TOD period.
This is done in order to maintain consistency with SDG&E's "all-in" TOD factors, which were
designed to incorporate the effects of capacity value in TOD periods. The MPR itself is
computed from the cost of a newly-built gas-fired power plant using publicly-available cost
information. The Market Price Referent represents the levelized price, calculated using a cash
flow modeling approach, at which the proxy CCGT revenues exactly equal the expected proxy
CCGT costs on a net-present value (NPV) basis. The fixed and variable components of the MPR
are calculated iteratively and then summed to produce an all-in MPR price. The MPR Model
inputs include installed capital costs, fixed and variable operations and maintenance costs,

natural gas fuel costs, cost of capital, and environmental permitting and compliance costs.

The main advantage of using the MPR Model over other production cost models or capacity
valuation methods is that it is based upon cost and operating inputs that are publicly available,
well documented, and familiar to both public and private participants. It relies upon forward
costs of natural gas, CEC estimates of operating costs, and historically known plant construction
costs updated with econometric indices. Furthermore, since it is based upon a conventional
resource, and conventional resources are known to provide the maximum capacity benefits to a
bulk power system, it is a reasonably good measurement of capacity value. As a generic model,

however, it cannot address location-specific issues of individual generators. It also cannot be



used to compare the renewable resources to other renewable resources, as it is based upon a

conventional resource.

A summary of the pros and cons of using the MPR model is set forth below.

Pros Cons

Well known in the California and transparent | The MPR does not address portfolio fit, but
to IOU’s and CA Market participants rather non-location specific value.

Ensure the same approach among 3 IOUs The MPR reflects the cost of a natural gas-fired
facility, which is not directly comparable to the
cost of a renewable resource

Continuity and transparency of the LCBF The complexity behind MPR derivation is
process more complex than the valuation methodology

XIV. PRELIMINARY INDEPENDENT EVALUATOR REPORT

The ACR solicits comments regarding the strengths and weaknesses of a proposal to require the
portion of the Preliminary Independent Evaluator Report evaluating bid solicitation materials and
LCBF methodology to be submitted as part of the proposed RPS Procurement Plan. SDG&E
notes that it already collaborates with its Independent Evaluator regarding its RPS Procurement
Plan and that the proposal to formalize what is currently a routine process is not necessary and
will compromise efficiency. While this proposal may have potential benefits, the drawbacks of
possible usage of the information by potential bidders for gaming purposes as well as the
premature nature of the report outweigh these benefits. The IE should be able to recommend
process improvements candidly and confidentially throughout the process and up to bid

evaluation. A summary of the pros and cons of this proposal is set forth below.

Pros Cons

e The IE can formally ensure that the e The optimal time for recommendations is
LCBEF criteria explanation will foster after the evaluation is complete so that the
maximum participation while full effect of the LCBF can be considered.
discouraging gaming. e Requiring the IE to explain in great detail

e By addressing the LCBF twice, the how the LCBF criteria are used in bid




CPUC will be able to see how well the evaluation could be conducive to bid

evaluation reflected the set of bids gaming.

received. e The proposed process will be circular and
administratively cumbersome. It requires
the submittal of a finalized plan and
associated documents to the IE for
comment, after which it must again be
revised, all within what it typically a very
tight timeline.

e [t is much more efficient and timely to
work with the IE throughout the process —
as is standard practice — rather than to
work independently and combine

comments at the end.

XV. USE CAISO TRANSMISSION COST STUDY ESTIMATES IN LCBF
EVALUATIONS

Phase II study estimates and estimates performed in feasibility and system impact studies in
areas outside CAISO are considered the most accurate and complete set of information regarding
project-specific costs. However, they rely upon a time-consuming study process where project
bidders within the CAISO must apply for interconnection and frequently wait for two to three
years for a final study. The limited and focused scope of the Phase II study is considered
confidential information for the project developer. Also, the inability to use non-public
transmission information limits the usability of these studies for general public discussion and
makes them impractical for routine hypothetical cost estimates of projected future "generic"

resources.

The TRCR method provides for a publicly available method of estimating transmission
interconnection costs, but is of questionable value. The TRCR method is intended to provide a
broad cluster-level overview of interconnection costs and does not provide estimates of costs for

project-specific upgrades that are not anticipated within the TRCR study.



Another drawback of the TRCR system is that it does not provide estimates of distribution-level
network upgrades (which are typically provided in project-specific SGIP/WDAT studies or Rule
21 interconnection studies). It also does not cover most areas outside of the CAISO that do not
deliver to a CAISO delivery point. For such non-CAISO projects, there are no estimates of
interconnection costs other than those studies performed by the non-CAISO transmission

operator.

SDG&E has used a both sources of data in past RFOs, with study-level data being used where
available and TRCR data being used where it was not. While SDG&E believes that this
approach has produced fair results in the past, this method could unfairly bias the evaluation
process in favor of projects with CAISO study data. Evaluating all projects using TRCR data
would solve this potential problem, but could create a disadvantage for developers who have
Phase II study results that estimate lower upgrade costs than the TRCR study shows. In addition,
projects with Phase II studies are likely to have a viability advantage over projects which have
not filed for interconnection or have not filed early enough to receive interconnection study
results. SDG&E believes that a hybrid approach is the most sensible overall approach to the
problem of transmission upgrade cost estimation in a competitive evaluation. SDG&E suggests
that its initial evaluation be based solely on TRCR data. Once it has established a shortlist,
however, SDG&E should be able to evaluate any additional transmission cost data that the
developer provides, including Phase II studies, to ensure that it has selected the appropriate

projects.

Projects with existing interconnections should not have any upgrade costs assigned, unless the
project is a repower or expansion of existing facilities or otherwise requires modifications to an

existing interconnection to meet new standards.

A summary of the pros and cons of this proposal is set forth below.

TRCR only

Pro Con




Public source of cost information - does
not require confidentiality

Can be used for any project, whether
inside or outside of queue process

Can be used for hypothetical

transmission-connected projects

Cluster level cost data only, cannot be
used for precise project-level cost
estimates

Does not include costs for PTO
interconnection or distribution-level
upgrades

Not a legally binding cost estimate -
may lead to unreasonable expectations
in negotiating process

Can impair fair evaluation of projects
with cost studies

Does not cover non-CAISO projects

CAISO/PTO studies only

Pro

Con

Specific project-level determination of
required upgrades and associated costs
Includes interconnection and distribution-
level upgrade costs (through
SGIP/WDAT) where applicable

Costs under interconnection agreements

cannot exceed costs in studies under

CAISO tariff (at present)

Long lead time - may require 2-3 years
of waiting before available

Study results are provided to
developer and are considered
confidential

Impractical for hypothetical projects
Can impair fair evaluation of projects

without cost studies




Hybrid approach

Pro Con
¢ Provides most comprehensive set of e Results of CAISO studies do not
information from which projects can be always correlate with TRCR due to
evaluated differing study scope

e Does not provide information on
projects at distribution-level which
have not completed SGIP/WDAT or

Rule 21 interconnection studies

XVI. CREATE TWO SHORTLISTS BASED ON STATUS OF TRANSMISSION
STUDY

The ACR proposes that IOUs create Primary and Provisional shortlists. Projects on the Primary
shortlist will have obtained CAISO GIP Phase II study results or equivalent, or executed
Interconnection Agreements. The Provisional shortlist will contain projects that do not qualify
as Primary. To encourage competition, it should be clarified that projects on the Primary
shortlist should be permitted to lower their prices at any time. Additionally, timing must be
considered in relation to pricing. If there are two projects with the same COD, but with different
costs (higher on Primary list, and lower on Provisional list), IOUs should not be required to
prematurely procure the more expensive Primary list project without knowing if the Provisional
project is able to move to the Primary list. IOU’s should also be able to begin working on PPAs
with projects on the Primary shortlist regardless of the status of projects on the Provisional

shortlist. A summary of the pros and cons of this approach is set forth below.

Pros Cons

e The Provisional “Wait List” will e This proposal is unclear in regards to
encourage competition. the relationship between pricing and

e The two lists will inform procurement timing between the two shortlists.
decisions by providing a pre-approved e This proposal is unclear as to how
list of projects that are both viable and the status of projects on the
cost recoverable, and a pre-approved Provisional shortlist may affect




pipeline of projects that are able to move those on the Primary shortlist.
into this first category.
e The two lists will offer insight into the

procurement landscape by showing what

types of projects are viable and available.

XVII. SHORTLISTS EXPIRE AFTER 12 MONTHS

The ACR proposes that shortlisted bids be executed within 12 months from the day that the IOU
submits its final shortlist (consisting of both Primary and Provisional bids) to the Commission
for approval. SDG&E is generally in favor of this approach. In order to discourage the incentive
for either party to stall negotiations in order to let the clock expire, the Commission should
emphasize that both parties are obligated to negotiate in good faith for the 12 month period. The
12 month limit should not apply to PPAs for projects in which the utility intends to invest. These
PPAs are associated with larger transactions (equity contribution agreements) that typically take
longer that one year to negotiate. If such a project is solicited through an RFO process, it should
not be subject to this limitation. Since the prices for such PPAs are typically based on actual
costs plus a negotiated rate of return, it is less likely that the longer negotiation period will result
in a mismatch between the contract price and the market. Therefore, excluding these contracts
from the 12 month limit should not increase the risk of such a mismatch. A summary of the

pros and cons of this approach is set forth below.

Pros Cons

e Decreases risk that the market will e Does not totally eliminate the risk that the
change drastically between the time the market will change drastically between
project is shortlisted and when the the time the project is shortlisted and
contract is signed. At the end of 12 when the contract is signed. For example,
months, if the market has shifted so that contracts that SDG&E initially evaluated
the contract price is no longer in mid 2010 had to be re-evaluated in
competitive, the project would have to early 2011 when it became clear that solar
bid into the next RFO and compete panel prices had drastically declined.
against current market prices. Could create a perverse incentive to stall




e Provides clarity to the market. If the negotiations. If the developer sees that
two-tiered shortlist approach is adopted, market prices are trending upward, it
the 12 month cutoff provides more might chose to stall in order to get out of
certainty to provisionally shortlisted the deal which is bound by the original bid
bidders with whom SDG&E has not price. Conversely, if the utility sees that
initiated negotiations. If SDG&E does market prices are trending down, it might
not initiate negotiations within 12 feel obligated to discontinue negotiations
months, the provisionally shortlisted in order to force the developer to bid the
bidders would be released from such project into the next RFO at a lower price.
shortlist and free to re-bid their projects.

XVIII. TWO-YEAR PROCUREMENT AUTHORIZATION

SDG&E believes that a 2-year procurement authorization cycle would benefit the procurement
process by allowing utilities to procure more efficiently. Instead of holding annual solicitations,
even when the utility does not foresee a near term need, the utility could schedule its solicitations
within the 2-year period in accordance with its projected need. As the utilities approach
compliance with RPS goals, even based on probability weighted deliveries from existing
projects, annual solicitations may no longer make sense. As discussion in Section VI above,
utilities must procure additional resources above the compliance target based on probability
weighted expectations of performance from existing contracts. When the utility has met this
probability weighted need for a certain compliance period, the utility should not solicit additional
projects that will deliver large volumes during such compliance period. Doing so would send
inappropriate signals to the market and distract developers with the fruitless task of preparing a
proposal for a project that has little to no chance of being selected. Instead, the Commission
should authorize the utility to potentially hold RFO only every other year. In between RFOs, the
utility would monitor the performance of its existing portfolio, progress of projects under
development and other market conditions to determine whether it would need to use any of the
following tools to make up for unanticipated procurement need: (a) procure Category 3 products
to make up for small volumes; (b) utilize banked procurement when available; and/or (¢) procure
additional category 1 or 2 products to make up larger volumes. SDG&E does not believe that the

current procurement process moves fast enough to warrant required annual solicitations. The
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two year procurement authorization cycle is more appropriate as the utilities approach full

compliance. A summary of the pros and cons of this approach is set forth below.

Pros

Cons

e Provides flexibility to procure only when
necessary. For example, as discussed in
Section I above, SDG&E expects to be
able to achieve RPS goals for CP2 with
contracts that it has already executed, and
is currently focused primarily on
procurement of projects that will provide
most of their generation in the third
compliance period. Holding an RFO in
2012 to solicit projects that will begin
deliveries in 2017 may not be ideal
because SDG&E would likely be
procuring projects that are at very early
stages of development when it is
difficult, if not impossible, to assess

project viability.

Project failures, spikes in retail sales,
transmission failures or other unanticipated
market pressures could result in the need to
procure additional resources in a year when
the utility will not hold an RFO.

Could increase instances when bilateral
procurement must be benchmarked to

outdated solicitation data.

Potential Solution:

e Bilateral projects must contain pricing
that is indexed to the price of the
applicable generator technology (solar
panels, wind turbines, etc). The price
would be adjusted at COD based on the
market index. This could result in a
lower price or a higher price depending
on the market at COD.

e Other potential solutions are discussed

in section 6.9 above.




XIX. UTILIZE THE COMMISSION’S RPS PROCUREMENT PROCESS TO
MINIMIZE TRANSMISSION COSTS

The Commission has proposed a process to better align the RPS procurement process with the

CAISO’s transmission planning process. The basic proposal can be summarized in 4 steps:

Step 1: CAISO determines how much capacity is available in each study area

Step 2: IOUS develop shortlists

Step 3: IOUs submit draft shortlist to the Commission

Step 4: If too many projects are shortlisted in a certain study area, CPUC rations out capacity
to best ranked projects among all IOUs and confirms results with CAISO

Step 5: Losing bids remain on shortlist but cannot be executed unless another project does

not get executed within 12 months.

SDG&E is generally in favor of this proposal and is supportive of this effort to more efficiently
allocate available transmission capacity. A summary of the pros and cons of this approach is set

forth below, along with specific suggestions to improve this process.

1
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SDG&E’s 2012 RPS RFO Evaluation Methodology

_Below is the assessment methodology and process to be taken by SDG&E and the Independent
Evaluator (“IE”) to ensure that the bid selection process is transparent and does not favor any
technology or counterparty, and is aligned with SDG&E’s compliance requirements. Although
SDG&E worked diligently with its IE to develop this methodology, this document may require
adjustment before issuing of the RFO in order to account for potential market, regulatory,
and/or business context changes.

‘ 1. Prep-work prior to launching the RFO, gather data to provide a market benchmark.
Analysis to be shared with the IE for input and endorsement.

a. Compliance Period 1

o SDG&E team to obtain the SP 15 forward curve for 7x24 2013 deliveries. This curve will
be used in the evaluation of short-term bundled deals to derive the implied green
attribute price being offered.

¢ Continue to gather market quotes for unbundled RECs (quotes from brokers and etc-}.).
This information will be used to assess whether the bids received are generally within the
market range and to help identify potential areas of collusion or market manipulation.

b. Compliance Period 3

e SDG&E team to update the CPUC approved Market Price Referent (MPR)
matrixes, mainly by updating these for natural gas prices, for their use in the
‘ evaluation of above market prices, as discussed below.

| 2. Prior to the closing date (TBD) at Noon, receive all bids:

a. Upon being uploaded to SDG&E’s RFO server, all bids are concurrently emailed to
the IE and the SDG&E RFO team.

b. 60-mins past noon on the closing date, the RFO email will accept bids that, because
of heavy traffic by the deadline, could not be uploaded via the website (if the
developer shows the print screen of the error message). The IE makes the call at 1:00
pm of “no more bids”.

3. Between the closing date at Noon and the next business day after closing date-, COB,
organize bid data:

a. All bids are assembled into a folder taxonomy designed by the IE.

b. All bids are saved into the folder taxonomy prepared in Step 3.a. The IE and SDG&E
will run a macro to compare folder structures and file sizes to ensure the bid
population of the IE is identical to the bid population to be analyzed by the SDG&E
RFO team. To the extent the folders do not match, a reconciliation effort begins until
folders match.
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c. Convert all bundled bids into TOD-adjusted pricing units, categorized by pricing
type (e.g: Index, fixed price and etc.). For clarity, this conversion will not be
applicable to the price of unbundled REC Bids.

d. The relevant data of all bids is exported into an Access database for analysis.

4. Cenvertlnitial Bid Assessment

e-a. For bundled products, convert post-TOD adjusted Bid prices into the Above Market
prices as follows:

- The post TOD-adjusted (or flat) prices of Traditional Structure offers and fixed-price
Portfolio Structure offers will be converted into Above Market Costs by subtracting the
relevant Market Referent Price (MPR) from each Offer Price. This metric will be in the
LCBF calculation and therefore is one of the key drivers of the selection process

- For Portfolio Structure bids with indexed null power prices, the fixed REC price
component of each bid will be directly assigned as the Above Market Cost.

b. For unbundled RECs, the REC price will be directly assigned as the Above Market
Cost to be compared against the Above Market Cost of all other bids.

£.c. A snapshot of the key statistics of the bids is produced for presentation to the PRG.
These statistics will not include prices; at this stage of the process, bids have not been
checked for conformance vis-a-vis the RFO requirements.

gd. SDG&E and IE will jointly prepare the relevant data needed for the SDG&E
Transmission Planning team to calculate Congestion Costs. This process will group
together, on a no-name basis, the relevant data of bids (mainly anticipated
generation and energy delivery profile) by interconnection points. The IE will then
forward this information to SDG&E’s Transmission Planning team.

h-e. Transmission Planning will run studies to determine hourly congestion costs
associated with each of the proposed offer groups and provide results to SDG&E’s
evaluation team and IE.

if. Determine Transmission Cost Adder: For offers for new projects or projects
proposing to increase the size of existing facilities, SDG&E performs an initial
analysis of costs for transmission network upgrades or additions using the
Transmission Cost Ranking Reports (“TRCR”) approved by the CPUC. SDG&E
anticipates that some bid respondents will fail to participate in a TRCR. Rather than
considering these bids to be non-conforming, SDG&E evaluates the offers in order
to determine whether the bid’s all-in Price could provide a benefit to ratepayers.
SDG&E will use TRCR’s to estimate transmission costs for these projects. SDG&E
will impute costs for these projects only if the total MWs in the applicable TRCR
cluster could accommodate the offer that did not participate in the TRCR study.
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j-g. Determine Deliverability Adder: Projects that have energy-only interconnections, or
that cannot interconnect directly with elements of the transmission system located
within SDG&E's service territory, may be subject to a deliverability adder based
upon the difference between a project's TOD-adjusted MPR with and without
capacity valuation to capture costs associated with future resource acquisition needs
into SDG&E’s overall energy and capacity portfolio.

For the 2011 RPS RFO, SDG&E will use a deliverability calculation based upon the
differences between SDG&E's approved "Capacity Adjusted" TOD Factors and the
Energy Only TOD Factors used in the past. For each TOD period, SDG&E will
calculate two TOD-adjusted MPR values; one calculated with the Capacity Adjusted
TOD Factors, and one calculated with the Energy Only TOD Factors. SDG&E will
then calculate the difference between the two (Capacity Adjusted value minus
Energy Only value), replacing any negative difference by zero. The load-weighted

average, in $/MWh, is the value of full deliverability for the given bid.

Capacity Adjusted TOD Factors and TOD Periods:

Winter
On-Peak

Winter
Semi-Peak

Winter
Off-Peak

Summer
On-Peak

Summer
Semi-Peak

Period Days and Hours

Nov 1 -Jun 30

Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)

Nov 1 -Jun 30

Weekdays 6 am to 1 pm PST (HE 7 to HE 13)

Weekdays 9 pm to 10 pm PST (HE 22)

Nov 1 -Jun 30

All Weekend Hours NERC Holiday Hours and Weekday Hours
not already considered On-Peak or Semi-Peak

Jull-0Oct31

Weekdays 11 am to 7 pm PST (HE 12 to HE 19)

Jull-0Oct31

Weekdays 6 am to 11 am PST (HE 7 to HE 11)

Time-of-

Factor

1.089

0.947

0.679

1.342
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Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)

Jull-0Oct31
Summer
Off-Peak All Weekend Hours, NERC Holiday Hours and Weekday Hours 0.801
not already considered On-Peak or Semi-Peak
11. Energy Only TOD Factors and TOD Periods:
Energy
Only
Lo Period Days and Hours )
Period Time-of-
day Factor
Winter Nov 1 -Jun 30 1o
On-Peak Weekdays 1 pm to 9 pm PST (HE 14 to HE 21)
Nov 1 -Jun 30
Winter
] Weekdays 6 am to 1 pm PST (HE 7 to HE 13) 1.078
Semi-Peak
Weekdays 9 pm to 10 pm PST (HE 22)
Nov 1 -Jun 30
Winter 0
Off-Peak All Weekend Hours NERC Holiday Hours and Weekday 0.774
Hours not already considered On-Peak or Semi-Peak
Summer Jull-0Oct31 ey
On-Peak | \yeekdays 11 am to 7 pm PST (HE 12 to HE 19)
Jull-0Oct31
Summer
] Weekdays 6 am to 11 am PST (HE 7 to HE 11) 1.181
Semi-Peak
Weekdays 7 pm to 10 pm PST (HE 20 to HE 22)
Summer Jull-0Oct31 0.900
Off-Peak '

All Weekend Hours, NERC Holiday Hours and Weekday
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Hours not already considered On-Peak or Semi-Peak

Projects with full deliverability interconnections are assumed to provide the full
benefits of capacity, and thus will not receive a deliverability adder in the LCBF
assessment of their bids. Projects that choose energy-only interconnections, or that
are located outside of California ISO import points (unless dynamically scheduled),
will be treated as having no deliverability benefits and the value of full deliverability
will be added to their costs in the LCBF computation.

Due to constraints within the California transmission system, resources located
within the California ISO but outside of the SDG&E area may not be able to provide
full deliverability benefits to the SDG&E system even with a full deliverability
interconnection. In such cases, the value of full deliverability for the project will be
multiplied by the ratio of System Resource Adequacy payments to Local Resource
Adequacy payments received or made by SDG&E prior to the beginning of the 2011
RPS RFO. The product, which is considered by SDG&E to be the current market
view of the proportional value of system versus local deliverability within the
California ISO, will be added to the cost in the LCBF computation.

Projects within the CAISO that seek full deliverability interconnections will not
receive a deliverability adder if connecting within the SDG&E area, or a system
deliverability adder if connecting to the CAISO outside of SDG&E's area but within
California. Projects interconnecting with non-ISO California utilities that are located
in California will receive a system deliverability adder. All energy-only
interconnected projects will receive a deliverability adder. The table below indicates
the type of adder that would be applied to various project types._Note that the PPA
price that each project receives will reflect the project’s ability to provide capacity
value during the term of the contract.
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LOCAL-ATTRIBUTE
INTERCONNECTION | IN SDG&E IN IMPORTS TO IMPORTS TO
TYPE AREA CALIFORNIA CAISO FROM CAISO FROM
ISO; OUTSIDE WITHIN OUTSIDE
SDG&FE AREA | CALIFORNIA-=* CALIFORNIA
CAPACITY BENEEIT Ne System40% of | System40% of | Up to Eul40%
{CAISO “FULL Deliverability Deliverability Deliverability | of Deliverability
CAPACITY Adder =0 AdderValue AdderValue AdderValue
DELIVERABILITY"
STATUS
Ealt100% of Eall60% of Eall60% of FEall60% of
ENERGY-ONLY Deliverability Deliverability Deliverability Deliverability
AdderValue AdderValue AdderValue AdderValue
4.5. Develop DRAFT Short List:

The draft Short-list is a first-pass ranking that lets SDG&E determine which offers are most
attractive based on a Preliminary LCBF price, which equals:

¢ For bundled products: the Above Market Costs + TRCR based transmission cost

estimates + the Deliverability A

dder

if applicable) measured in $/ MW;
Salivarals .

¢ For FTRECunbundled RECs: the unbundled REC price measured in $/ MWh

The “Preliminary LCBF” price does not include the congestion adder (all bids are assigned a

zero congestion adder at this stage). At this point, bids have not yet been screened to determine
whether they comply with RFO requirements. Note that for projects in SB2 categories 2 and 3,
SDG&E’s procurement will be limited by the statutory requirements and the Rim Rock
settlement (if applicable).

a. Run query to group bids based on RPS compliance and SDG&E’s identified
SPG&E’s need as follows:

Compliance Period 1: Deliveries between Jan 1 2013 and December 31 2013
Compliance Period 3: COD between 4Q2016 and 1Q2017

Offers with deliveries outside these windows will be considered non-conforming, unless
| between SDG&E’s need in-CP2assessment has changed materially between the time of issuance
of this 2012 RPS Plan and the launching of the 2012 RFO.

b. Determine RPS Compliance Period 1 & 2 NeedRenewable Net Short (“RNS”)
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SDG&E’s CP1 RNS is calculated as described in Section VI of its 2012 RPS Plan.

In case there is a CP1 need and given it will be 2013 by the time the RFO yields a shortlist,
which is late into CP1, SDG&E anticipates that it will place a priority on 2011-2012 unbundled
RECs (e.g. no development or production risk) and then on short-term bundled offers from
existing facilities (e.g. no development riskj).

c. Rank all the Compliance Period 1 Bids by preliminary LCBF price until 150% of
SDG&E’s Compliance Period 1 RPS Provisional NeedCP1 RNS is fulfilled.

SDG&E will shortlist 150% of its CPP1 RNS in order to provide an additional volume of potential
projects that will be available if higher ranked projects do not materialize. SDG&E will divide
its shortlist into 3 tiers, as discussed in Section 7 below.

There is no need in CP2. SDG&E expects to bank any excess procurement into CP3.

d. Determine SDG&E’s Compliance Period 3 RPSNeedRNS

SDG&E Cempliance Period3RPSNeedCP3 RNS is based-on-the-following formula:

Mafgmcalculated as described in Sectlon VI of Preeafemem—lts 2012 RPS Plan

:; lini M . EP 15029 _ ’ . 3
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e. Rank all the CompliancePeriod-3-CP3 Bids by preliminary LCBF price until one

third of 150% of SDG&E’s Compliance Period 3-RPS-Contingent NeedCP3 RNS is
fulfilled.

-SDG&E will shortlist one third of 150% of its C?3 RNS in order to provide a list of projects that
will be available if higher ranked projects do not materializet. SDG&E will divide its shortlist
into 3 tiers, as discussed in Section 7 below.

f.  Sunrise Powerlink (“SPL-back-up-”) After establishing these preliminary Shortlists,
if SDG&E finds itself short of the SPL pledge, which is not the case today, SDG&E
will consider SPL-eligible projects and add them to the shortlists to re-fill the pledge.

5.6.Final Short -Lists:

a. All offers in both preliminary Shortlists (CP 1 and CP 3) are screened for
conformance. To the extent offers are not conforming, SDG&E will likely discard
(given the high number of anticipated offers) or attempt to make it conforming via
discussions with the counterparty provided that the non-conformance is minor.

b. Phase 2/GIA consideration (only for CP 3 offers). SDG&E will conduct sensitivity
analyses around whether or not projects that have a CAISO Phase 2 interconnection
studies or a signed Generator Interconnection Agreements change their shortlist
status if thesethis data, which is typically more precise, is available. If by-using the
Phase 2 or LGIA data makes-a-project-being-shertlisted-(as opposed to using the
TRCR dataj;) would move a project onto the shortlist, SDG&E will do so on the basis
that having a Phase 2 or an LGIA is a strong sign of viability. If the opposite were
true, SDG&E will apply judgementjudgment and endorse it with the IE and the PRG.

c. Adding Congestion Charges. SDG&E and the IE will add the relevant Congestion
Charges to the Bids once obtained from SDG&E Transmission.

4 The Comphance Perlod 3 need is divided bV three because SDG&E expects to launch three yearly RFOs
over the next few vears to reach RPS compliance in 2020.
5 Conformance check will start earlier if possible
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d. Qualitative Factors: SDG&E may differentiate offers of similar costé by
reviewing qualitative factors including: (in no particular order of preference)

e Project Viability’

e Local reliability

¢ Benefits to low income or minority communities
e Resource diversity

e Environmental stewardship

e Rate Impacts

e DBE factor

e. SDG&E and the IE will then develop the preliminary Final Short-Lists that includes
congestion costs and Phase 2 study results if applicable. Qualitative factors,
including project viability or Diverse Business Enterprise factors, will be used as a
tie-breaker.

7. _SDG&E's shortlists will be organized in 3 eategories-or Tiers:

- Tier1“Nominal Need”: the projects that are shortlisted because they fulfill SDG&E'’s
Nominal Need, e.g. prior to applying probability weighting. SDG&E will require
exclusivity as a condition for Tier 1 shortlisting.

- Tier 2 “Probability WeightedRisk Adjusted Need”: the projects that are shortlisted

because they fulfill SDG&E's Prebability WeightedRisk Adjusted Need._ For these,
SDG&E will attempt to get exclusivity for a limited period.

- Tier 3 “Contingency Need”: the projects that are shortlisted because they fulfill
SDG&E’s Contingency Need- (150% of the Risk Adjusted Need). These projects will be
shortlisted on a “stand-by” basis and counterparties will be informed of such.
Exclusivity will not be required for Tier 3 shortlisting.

f-a. The preliminary Final Shortlist is prepared and shared with the PRG during next
viable meeting in Q1 2013 (meeting dates for 2013 are to be determined at this point)

¢ The term “similar cost” is used to indicate expected indifference by the PRG and CPUC as to the cost of
one offer or another. The PRG will have access to SDG&E’s evaluation and the quantitative and
qualitative components of those offers prior to SDG&E’s recommendation filing to the CPUC.
7 SDG&E considers project viability as a qualitative factor and relies on the Energy Division’s Project
Viability Calculator and self-scores from the bidders. For projects that SDG&E rejects due to low
viability scores, SDG&E rescores the projects to affirm the bidder did not unfairly seeredscore itself too
low. For projects that SDG&E shortlists, SDG&E rescores the project to affirm that the bidder did not
unfairly score itself too high. Projects below a certain viability threshold will not be considered for the
shortlist.
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£:b. SDG&E will consider PRG feedback before notifying bidders of whether they have
been selected for the Final Shortlist in Q1-Q2 2013.

10
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RPS NEEDSHORTLIST
CALCULATION

(CP1 through CP3)

11
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The table below is illustrative of the methodology that SDG&E will use to determine its need by
CP using the most updated data available at the time of the pre-bidders conference for the
2012next RFO. Between now and then, there will be material changes to the position and
therefore needs will be modified. The key message is that SDG&E: (i) will be seeking offers in
CP1 if the portfolio underperforms between now and 4Q-2632the next solicitation, and (ii) for
CP3, it will procure whateverany unmet need-is-there, net of CP2 into CP3 banking, pre-rata
inover the course of 3 geessolicitations.

Probabih | Minimum
Complian | RPS ty Marginof | Need (GWh)150% | Risk Type
ce Period | Target Weighted | Procureme | of theminimum | Adjuste | efContingent
(GWh) | Peliverie | at{GWh} | marginof d Need | Need (Tier 3
sHGWh) procurementNomi | (MWTi | Shortlist)
nal Need (Tier 1 er2
Shortlist) Shortlis
£
LR R
1 B TBD TBD ContingentT
D BD
2 -E None None NAANone
D
3 TBD TBD TBD TBD

12
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AFFIDAVIT

I am an employee of the respondent corporation herein, and am authorized
to make this verification on its behalf. The matters stated in the foregoing SAN
DIEGO GAS & ELECTRIC COMPANY (U 902 E) AMENDED 2012
DRAFT RENEWABLE PROCUREMENT PLAN are true of my own
knowledge, except as to matters which are therein stated on information and
belief, and as to those matters I believe them to be true.

I declare under penalty of perjury under the laws of the State of California that the
foregoing is true and correct to the best of my knowledge.

Executed this 15th day of August, 2012, at San Diego, California

/s/ Hillary Hebert
Hillary Hebert
Partnerships and Programs Manager
Origination and Portfolio Design Department






