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I. INTRODUCTION

Pursuant to Rule 14.3 of the California Public Utilities Commission’s
(“Commission”) Rules of Practice and Procedure, the Division of Ratepayer Advocates
(“DRA”) hereby submits these reply comments in the Proposed Decision (“PD”) of
Administrative Law Judge (“ALJ”) Jessica T. Hecht’s in Phase 1 of Rulemaking
(R.) 07-01-041.

II. DISCUSSION

Because of time and resource constraints, it has been a challenge to conduct a
thorough examination of Energy Division (“ED”) and E3’s proposed Avoided Cost
Calculator (“ACC”) and the Demand Response (“DR”) Reporting Template. DRA
largely relied on the ED’s and E3’s presentations and materials provided at the November
2" workshop (“Workshop”).

Based on parties’ opening comments, it appears there are significant errors with
the proposal. In addition, key issues may need to be further clarified before the protocols
and the template could be adopted for use in investor owned utilities’ (“10OUs”) 2012-
2014 DR Program Cycle applications. Given the extent of issues and errors raised by
parties in comments, it becomes apparent that there should have been more forthright
discussion of these concerns at the November 2 workshop—or even earlier—so that at
least some those issues could have been resolved. Accordingly, DRA recommends the
Commission not adopt the Proposed Decision at this time, and allow further discussion
and development of the 2010 Protocols through additional comment periods and/or
workshops. While DRA discusses some of the arguments raised by parties in their
opening comments, this does not necessarily mean that DRA agrees with the positions of

parties not discussed below.



III. REPLY TO COMMENTS BY PARTIES
A. Pacific Gas and Electric Company (PG&E)

1. Competitive Solicitations Should Not Be Exempted
From Use of the Cost-Effectiveness Protocols in
Evaluating the Final DR Contracts

PG&E asserts that “the proposed 2010 Protocols should not be used to evaluate
offers received in a competitive solicitation.”! PG&E argues that “requiring utilities to
use a model to evaluate bidders that is transparent and readily duplicated by bidders and
others is contrary to the goal of a competitive solicitation.”? PG&E further argues that
“preference for using publicly-available data and the E3 Avoided Cost Calculator in the
Proposed Decision is not appropriate for competitive solicitations, i.e. using public data
would not increase the transparency of the calculation of demand response costs and
benefits since the results and offers could not be publicly released.”

Although DRA understands that PG&E may want to use its proprietary,
confidential price forecasts and models to evaluate bidders, any DR contract PG&E elects
to submit for approval must still be subject to the cost-effectiveness tests and other
requirements in the protocols. It is not the internal process which a utility uses to
evaluate and select the final bids that are important, but rather whether the end product
resulting from that process—the final contracts—meet the Commission’s requirements
for cost-effectiveness based on the adopted protocols. From a ratepayer’s perspective,
DR obtained through competitive bidding is no different than any other DR resource.

The current Commission thinking appears to be that all DR is good and therefore
there should be no limit on DR, regardless of the unnecessary cost it imposes on
ratepayers. This is erroneous thinking. At a minimum, the Commission should prescribe
a megawatt limit on DR aggregator contracts to ensure that there is a real competition
among them if the Commission decides that they should not be subjected to the proposed

2010 Protocols.

' PG&E’s Opening Comments, p.3.
2 Id.
31d., p.4.



2. Pilots Should Be Included In Calculating the DR
Portfolio’s Cost-Effectiveness

PG&E recommends that costs for DR pilots and programs intended for research
purposes not be included in calculating the DR portfolio benefit-cost ratio. PG&E
clarifies that this includes DR pilots, emerging technology programs, analysis work for
developing new programs and developing new products for the CAISO markets.? DRA
disagrees. This is too broad an exclusion. The cost of pilots that would directly benefit
load serving entities’ (“LSEs”) programs should be included in their portfolio cost-
effectiveness analysis. For example, ratepayers would not have incurred the costs of
Participating Load (“PL”) and Proxy Demand Resource (“PDR”) pilots but for the need
to develop DR programs that can participate in the CAISO’s markets.

B. Southern California Edison Company (SCE)

1. The Issue Whether Load Impacts Of DR Programs
Should Be Based On the DR Load Impact Protocols
or On The Net Qualifying Capacity Needs Further
Discussion And Clarification By The Commission

SCE argues the Commission should adopt load impacts based on DR Load Impact
Protocols because they are documented in a transparent way and are subject to review.2
On the other hand, SCE argues that the Energy Division often de-rates the load impacts
of some DR programs based on their own expert judgment, a less transparent plrocess.g
DRA understands it is the NQC that determines the resource needs of a utility in an RA
proceeding. Therefore, ratepayers get the capacity value of DR based on how much NQC
it provides regardless of the capacity indicated by the DR Load Impact Protocols.
Accordingly, DRA recommends using NQC. If more transparency is required on how
NQC is determined ED should make an effort to provide additional explanation about

how it exercises its judgment when it derates the load impacts.

* PG&E’s Opening Comments, p. 9.
*Id.
S1d.



C. The Utility Reform Network (TURN)

1. DRA Agrees With TURN That In The Long Run,
DR Should Be Valued Based On Actual Market
Costs Avoided

TURN argues that using a combustion turbine (“CT”) proxy method with an
assumed resource balance is inconsistent with how the Commission should be moving to
integrate DR within the Market Restructuring and Transmission Upgrade (“MRTU”) and
RA frameworks.? TURN argues the current CT-proxy method should be temporary until
the DR is valued based on the actual costs avoided.® DRA agrees the Commission should
move DR in the direction of earning revenues in the actual RA and MRTU markets, just
like conventional generation resources currently do.

Once the markets start determining the value of products DR provides, there
would no longer be a need for the myriad assumptions and proxies employed in the cost-
effectiveness framework. DRA recommends the Commission clarify the direction it

wants in terms of how DR would be valued in the long-run.

D. The California Large Energy Consumers Association
(CLECA)

1. Resource Adequacy

Because DRA questioned whether DR avoids generation-related costs if it does
not count for RA purposes at the Workshop, CLECA suggests that DRA undermines the
principles and terms of the settlement in D.10-06-034 in Phase 3 of this proceeding.g
DRA corrects CLECA’s interpretation of DRA’s comment and further explains the point.

The stated purpose of the November 12, 2010 workshop was (1) to allow the ED
and its consultant, E3, to explain the proposed cost-effectiveness protocols and (2) to
provide a forum for interested parties to ask clarifying questions about the proposed
protocols. In that spirit, DRA raised the question that if a party proposes a DR program
that does not meet the requirements of the Commission’s RA counting rules, should that

DR program be assigned the avoided capacity generation value provided in the proposed

" TURN’s Opening Comments, p. 5.
81d., p. 6.
* Id., pp. 5-6.



protocols? While DRA supports the existing Settlement, this is a larger question that
deserves clarification.

The Phase 3 Settlement was adopted in D.10-06-034 with specific terms and
conditions under which the current emergency-type DR programs will be transitioned for
bidding into the CAISO’s new Reliability Demand Response Product ("RDRP”’). The
Settlement provides that DR programs that qualify to use the new RDRP product may not
exceed, in aggregate, two percent of CAISO’s system peak by 2014 in order to be
counted towards the LSEs” RA obligation.m The Settlement, however, also provides
there is no limit on how many RDRP megawatts the CAISO may accept—the two
percent limit is just on the megawatts that count toward RAM Clearly, one could
imagine that a party may want to bid into RDRP to receive the payment provided in the
RDRP product even though it may not count for any RA credit. Similarly, a party may
negotiate a DR arrangement/program with a utility to provide emergency load reduction
in case of a transmission emergency only even though such an arrangement/program may

not count towards RA. Therefore, this is a legitimate question in need of clarification.

IV.  CONCLUSION

In summary, DRA recommends the Commission provide additional time to
resolve important issues and correct errors in the PD that parties have identified in their
opening comments. Even if this entails pushing back the current due date for filing of
2012-2014 DR Program Cycle applications to February, it is extremely important to get
the new protocols in place without any significant errors and with all the important issues
resolved. DRA is not concerned about small inaccuracies resulting from the adoption of
default factors because on the whole default factors do bring more transparency and
consistency to the process. Similarly, DRA is not concerned about small inaccuracies
resulting from the use of publicly available data because that makes the calculation
verifiable to all parties. However, any and all errors in the calculator and template should
be corrected and all major issues should be resolved before the adoption of new cost-

effectiveness protocols.

19 Reliability Based Demand Response Settlement (D.10-06-034), Appendix A, Section A.4 b.
1
1d, p.3.
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