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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Promote Policy Rulemaking 04-04-003
and Program Coordination and Integration in (Filed April 1, 2004)
Electric Utility Resource Planning. (QF Issues)

Order Instituting Rulemaking to Promote

Consistency in Methodology and Input Rulemaking 04-04-025
Assumptions in Commission Applications of (Filed April 22, 2004)
Short-Run And Long-Run Avoided Costs, (QF Issues)

Including Pricing for Qualifying Facilities.

SCOPING MEMO AND RULING OF ASSIGNED COMMISSIONER AND
ADMINISTRATIVE LAW JUDGE SETTING SCHEDULE AND SCOPE FOR
RECONSIDERATION ORDERED IN DECISION 08-11-062

Summary
On November 24, 2008, the Commission issued Decision (D.) 08-11-062,

ordering reconsideration of the administrative heat rates adopted in D.07-09-040
for Pacific Gas and Electric Company (PG&E), Southern California Edison
Company (SCE) and San Diego Gas & Electric Company (SDG&E). This
Assigned Commissioner’s and Administrative Law Judge’s (AL]) Ruling
identifies the issues to be considered in the reconsideration and sets a procedural

schedule.

Background
In D.07-09-040, the Commission adopted specific policies and pricing

mechanisms applicable to the purchase of energy and capacity from qualifying

374309 -1-



R.04-04-003, R.04-04-025 MP1/AYK/eap

facilities (QFs) by PG&E, SCE and SDG&E (collectively, the IOUs). Among other
things, D.07-09-040 adopted the Market Index Formula (MIF), which specifies the
methodology for calculating the short-run avoided cost (SRAC) energy price that
the IOUs pay QFs. The heat rate component of the MIF is calculated by
averaging a market-based heat rate for North of Path 15/South of Path 15 and
the existing administrative heat rate adopted for each IOU in prior Commission
decisions.! (D.07-09-040, at p. 66 (slip op.).) D.07-09-040 adopted administrative
heat rates of 9,794 British Thermal Units (Btu)/kilowatt hour (kWh) for PG&E
and 9,603 Btu/kWh for SDG&E. The decision stated that these were the heat
rates adopted for PG&E and SDG&E in D.96-12-028. Based on a proposal by the
California Cogeneration Council (CCC), the Commission adopted an
administrative heat rate of 9,705 Btu/kWh for SCE based on the weighted
average of the “administrative heat [rate] in effect for SCE under the Transition
formula adopted in D.96-12-028 and modified in D.01-03-067.” (Id.)

On November 24, 2008, the Commission issued D.08-11-062. In that
decision, the Commission stated that “there may be an error regarding our
reliance on CCC’s proposal in our adoption of [SCE’s] administrative heat rate.”
(D.08-11-062, p. 2 (slip op.).) Further, D.08-11-062 determined that the heat rates
adopted for PG&E and SDG&E in D.07-09-040 were not the heat rates adopted
for those utilities in D.96-12-028. (Id., p. 3 (slip op.).) Therefore, the Commission

1 This adopted heat rate component is interim in nature. The Commission determined
that once the California Independent System Operator’s Market Redesign and
Technology Update (MRTU) was operational, the MIF would be revised to remove the
administrative heat rate component and heat rates would be based exclusively on
MRTU market prices. (D.07-09-040, at pp. 67-68 (slip op.).)
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decided, on its own motion, to reconsider the administrative heat rates adopted
in D.07-09-040 for PG&E, SCE and SDG&E.

On January 21, 2009, the Commission held a duly noticed prehearing
conference (PHC) to identify issues and consider the schedule to resolve the
reconsideration. PHC statements were filed by CCC, SDG&E, and jointly by SCE
and PG&E.

Discussion

D.08-11-062 identified the following issues to be in reconsideration of the
administrative heat rate (AHR):

1. Whether there is a rationale for the administrative heat rates
adopted in D.07-09-040 that is supported by the record.

2. Whether the administrative heat rates adopted in D.07-09-040
should be modified to be consistent with the rational given in
D.07-09-040.

3. What other aspects, if any, should be considered in adopting the
administrative heat rates to be used in the MIF. (D.08-11-062, pp.

4-5 (slip op.).)
Parties filing PHC statements agreed that the scope of the reconsideration

is limited in nature and could be accomplished through a single round of
comments and replies. The CCC further proposed that a workshop be held to
the extent that there were issues that needed further consideration. However, all
parties agreed that the reconsideration could be addressed expeditiously.

At the PHC, the Cogeneration Association of California and Energy
Producers and Users Coalition (jointly, CAC/EPUC) stated that the scope of the
proceeding should include re-evaluation of the administrative heat rate from
October 1996 through April 2001 and reconsideration of the method for
averaging heat rates in the MIF. CAC/EPUC further indicated that evidentiary

hearings will likely be necessary.
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Based on the PHC statements and comments made at the PHC, we find
that scope of the reconsideration should be limited and focus solely on the
administrative heat rate component of the MIF. We decline to expand the scope
of the reconsideration, as proposed by CAC/EPUC, as it would essentially be a
review of the entire avoided cost pricing methodology adopted in D.07-09-040
and avoided cost payments over the past 12 years. We agree with the IOUs and
CCC that evidence in the existing administrative record is sufficient for purposes
of determining the appropriate administrative heat rate value to be used in the
MIF and that this reconsideration can be completed though a single round of
comments and reply comments. Accordingly, the scope of this reconsideration is
limited to the three questions identified in D.08-11-062. Parties’ comments in
response to the three questions shall be limited to evidence currently in the

record of this proceeding.

Schedule

It is anticipated that the reconsideration may be resolved through the filing
of comments and replies. The schedule for this phase of the proceeding is

presented below:

Event Date

Prehearing Conference January 21, 2009
Opening Comments March 20, 2009

Reply Comments March 30, 2009

ALJ Proposed Decision (PD) May/June, 2009
Initial Comments on PD 20 days after PD
Reply Comments on PD 5 days after comments
Final Decision June/July, 2009

The ALJ may make modifications to this schedule as needed.
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Categorization and Ex Parte Communications

In a Scoping Memo issued on June 4, 2004, R.04-04-003 was determined to
be a ratesetting proceeding. In a Scoping Memo issued on January 4, 2005,
R.04-04-025 was determined to be a ratesetting proceeding. Accordingly, ex
parte communications with the assigned Commissioner, other Commissioners,
their advisors and the AL]J are only permitted as described at Public Utilities
Code Section 1701.3(c) and Rules 8.2, 8.3, and 8.5 of the Commission’s Rules of
Practice and Procedure.

IT IS RULED that:

1. The timetable for reconsideration of the administrative heat rate
component of the Market Index Formula ordered in Decision 08-11-062 is as set
forth herein.

2. The issues to be considered are those described in this ruling.

3. While this scoping memo provides guidance regarding the manner in
which the administrative heat rate component of the Market Index Formula will
be considered, the assigned administrative law judge (ALJ) may make any
revisions or provide further direction regarding the manner in which the issue is
to be addressed, as necessary for a full and complete development of the record.

4. The assigned AL] may make any revisions to the schedule necessary to
ensure the fair and efficient management of the proceeding

Dated February 24, 2009, at San Francisco, California.

/s/ MICHAEL R. PEEVEY /s/ AMY YIP-KIKUGAWA
Michael R. Peevey Amy Yip-Kikugawa
Commissioner Administrative Law Judge



R.04-04-003, R.04-04-025 MP1/AYK/eap

INFORMATION REGARDING SERVICE

I have provided notification of filing to the electronic mail addresses on the
attached service list.

Upon confirmation of this document’s acceptance for filing, I will cause a
Notice of Availability of the filed document to be served upon the service list to
this proceeding by U.S. mail. The service list I will use to serve the Notice of
Availability of the filed document is current as of today’s date.

Dated February 24, 2009, at San Francisco, California.

/s/ ERLINDA PULMANO
Erlinda Pulmano
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