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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Consider

Revisions to the Planning Reserve R.08-04-012
Margin for Reliable and Cost-Effective (April 10, 2008)
Electric Service.

PREHEARING CONFERENCE STATEMENT
OF THE DIVISION OF RATEPAYER ADVOCATES

L INTRODUCTION
Pursuant to the schedule issued in the Order Instituting Rulemaking (OIR), the

Division of Ratepayer Advocates (DRA) submits this PreHearing Conference Statement
to provide suggestions for the scope and priorities to be addressed in this proceeding.
DRA has an interest in this proceeding as the division of the Commission mandated by
state law to advocate on behalf of public utility ratepayers to obtain the lowest possible
rates consistent with reliable and safe service levels.

DRA intends to participate in all phases of this proceeding to ensure that the
impact on rates (and other impacts on end-use customers) are considered in decisions
concerning the Planning Reserve Margin (PRM). The Commission should balance the
need for reliability with the costs. If the Commission decides to decrease or increase the
PRM level, it must also address the cost impacts of these changes on customer rates.

The OIR determined that this proceeding should be categorized as ratesetting, as
defined in Rule 1.3(3). DRA agrees with this determination. Although the ultimate
decision may involve policy considerations, the determination of the appropriate PRM
will impact rates. It necessarily involves many factual issues, and will require hearings.

With respect to the schedule, DRA suggests some scheduling modifications to
better coordinate with the CAISO’s related Planning Reserve Requirements Study
(PRRS) process. In addition, DRA recommends that hearings be held after August 2008

to avoid summer vacation scheduling conflicts.
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The remainder of DRA’s PHC statement will address the scope and priorities of
issues to be addressed, and offers some additional topics for consideration in this

proceeding.

II. PHASE 1 ISSUES

A. DRA'’s Preliminary Comments and Additional
Considerations for Reexamining Planning Reserve
Requirements

1. Basic Definition of Planning Reserves

At their most basic, planning reserves are long-term in nature and forward
looking. They are intended to ensure that control area operators have capacity resources
well in advance of need. Operating reserves are short-term, e.g., for tomorrow, today,
this minute, and are intended to maintain reliable operation except under the most severe
contingencies. The type and quality of reserves is important today, i.e., with respect to
ramping ability, quick start, regulation, and so on as load factors in California are
typically low, around 50% or less in summer in some areas, meaning that the operators
need considerable cycling ability available and reserve units to back that up. In
determining the PRM needed for the future, the bottom line is that the margin of
generation has to be of the right type and quality, and in the right place in order to ensure
that the system has adequate operating reserves as it gets closer to real time.

The CAISO plans to examine it ancillary services markets and products with an
eye toward ensuring its ability in the future to obtain the type, quantity, and quality of
reserves it will need. The CAISO as well as many other entities across the west are
looking seriously at system integration issues, especially with respect to wind generation.
The environment is dynamic and requires the CAISO and CPUC to consider much more
than the overall level of planning reserves, but also to recognize the changing

environment around operating reserves.

a) Penetration of intermittent resources

As renewables, particularly intermittent resources such as wind, increasingly

penetrate the market, the quantity, quality and type of flexible resources needed will
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change commensurately to deal with a resource that can fluctuate between very low
output and maximum output in a matter of minutes. Thus, the ramping ability thermal
units have today will have to be even better tomorrow. This underscores the notion that
it is not just the /evel of PRM that is important, it is the ability of generation to meet the
new demands that intermittent resources will place on the system that is increasingly
important.

b) Operating reserve requirements are

changing and should be considered in
thinking about planning reserves

The Western Electricity Coordinating Council (WECC) recently adopted a new
permanent contingency reserve standard which is described below, and its Operating
Committee is going to undertake a potential further modification by examining a
Frequency Responsive Reserve Standard (FRR). An FRR standard, if adopted after
going through what will be a fairly lengthy WECC standard setting process would then
go to NERC and FERC with the intent of replacing this new permanent standard.

To date, the WECC Minimum Operating Reliability Criteria (MORC) has required
that Balancing Authorities such as the CAISO carry contingency reserves sufficient to
cover at least the greater of the Most Severe Single Contingency (MSSC), or 5% of the
load served by hydro generation plus 7% of the load served by thermal generation.
Another way to put the 5/7 requirement is that the CAISO needs spinning and non-
spinning operating reserves necessary to meet the WECC MORC.

The WECC on April 16, 2008 adopted a new permanent standard BAL-002-
WECKC-1 to replace the 5/7 requirement. It will be forwarded to NERC and FERC and
presumably be effective this coming June. The new standard is that each reserve sharing
group or balancing authority must maintain a minimum contingency reserve that is the
greater of the following: an amount of reserve equal to the loss of the MSSC, or an
amount equal to the sum of 3% of load (generation minus station service minus net

interchange) and 3% of net generation (generation minus station service).
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An FRR will identify capacity that responds to deterioration of frequency and will
constitute part of operating reserves. A balancing authority’s operating reserves would
consist of a quantity component constituted of spinning reserves measured in MW that
respond to frequency. This will be in proportion to a balancing authority’s size. In
addition, a quality characteristic will be required that is a function of the system’s ability
to respond to frequency drop. A Frequency Response Standard would measure the
aggregate response of all frequency responsive devices (generation and/or load) under the

balancing authority’s jurisdiction.

B. General Phase 1 Comments

As outlined in the OIR, Phase 1 will focus on the methodology for evaluating and
adopting the PRM, the proper sources of data to be considered, and will evaluate a
probabilistic methodology for establishing the PRM level. DRA agrees that the
Commission must coordinate closely with the CAISO’s PRRS stakeholder process to
avoid duplication or conflicting efforts. DRA also anticipates that hearings and/or
workshops will be required. The target date of December 2008 for a Phase I decision on
methodology appears reasonable, but may need to be moved up, given that the Case 1
Study of the CAISO’s PRRS will be 70% completed by approximately this time. (further

discussion and proposed schedule, below.)

C. Detailed Issues Anticipated for Phase I

1. How will the Commission interact with the
CAISO's PRRS? How will the IOUs interact with
the PRRS?

DRA recommends that the CPUC’s PRM proceeding be closely coordinated with
the CAISO’s Planning Reserve Requirements Study (PRRS). These studies are very
technical, complex, time-consuming and expensive to perform, and will require the use of
consultants with specialized expertise. DRA believes that there is no need to duplicate
efforts at the CPUC and the CAISO in the PRM studies and the development of Loss of
Load Expectation (LOLE) modeling. It is better to rely on one study, developed

collaboratively between the two agencies. It is important that the Commission’s Energy
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Division staff, CEC, and other stakeholders be involved in the determination of LOLE,
and that there be a high degree of transparency as to what CAISO’s consultant is
developing in the PRRS.

With such a cooperative effort, the results from the CAISO’s PRRS can be used
by the Commission in establishing the PRM for entities under the CPUC’s jurisdiction. It
should be understood that the CPUC is the authority for setting the PRM for entities
under its jurisdiction. However, as is the case in Local Capacity Requirements (LCR)
study process relied upon by the Commission, the CAISO should be primarily
responsible for performing the underlying technical analysis for LOLE in its PRRS, for
review and adoption (or modification) by the Commission.

DRA emphasizes that these processes should not be conducted independent of one
another. For example, it would be counter-productive for the CAISO to carry out the
LOLE analysis and determine the PRR without ample stakeholder participation and
input. Phase 1 of the Commission’s PRM proceeding provides a forum for parties to
challenge the input assumptions, generation/transmission expansion scenarios, and other
parameters used in the CAISO’s study, and therefore should be coordinated with the
CAISQ’s process, both to allow stakeholder input into the CAISO PRRS study process
before it is too far along to consider this input.

The CAISO began its PRRS in the fall of 2007. In its PRRS study, the CAISO
will investigate the long-term planning reserve requirements, and has already hired a
consultant to determine LOLE for the entire CAISO Controlled Grid and the three intra-
regional areas (Pacific Gas & Electric, Southern California Edison, and San Diego Gas &
Electric service areas). Using the results from LOLE, the Planning Reserve Requirement
(PRR) for the entire CAISO Controlled Grid, as well as the three intra-regional areas,
will be determined based on one day in ten years LOLE.

The input for CAISO’s LOLE analysis will require data on the availability and
performance of energy limited resources; information on forced outage of generating
units; transmission interface constraints; relationship between transmission and

generation facilities; and projected loads and load shapes.
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The CAISO’s study horizon is for the period of 2009 to 2018, with individual
analyses being completed for each of the years 2009, 2013, and 2018. The CAISO plans
to develop and consider alternative case scenarios for future generation, retirement of
some of the existing generation, future new transmission development, load growth, and
demand response programs. Cases may also be developed to investigate the sensitivities
of the LOLE due to various load shapes, variation in outage rates, effects of drought, and
other factors.

Based on the CAISO’s schedule' provided at the November 28-29, 2007 CAISO
stakeholders meetings, the needed data for the case studies will be collected by
approximately July 2008. However, the next stakeholder meeting (30% Technical
Review Meeting) is not scheduled until October 2008, when about 30% of the
investigation will have been carried out. Because of CAISO’s proposed timing for
including stakeholder input, DRA is concerned that too much of the study will be
completed by the time any additional stakeholder review and input is allowed. To
address this problem, DRA recommends two modifications to allow increased
participation and transparency. First, at the workshops tentatively scheduled for May in
this proceeding, the Commission should invite the CAISO and/or its PRRS consultant to
present an update on the progress made so far in the PRRS. Second, after the data
collection is completed in early to mid-summer, there should be an additional meeting at
the CAISO for stakeholders to review and discuss all parameters, inputs and assumptions,
scenarios and sensitivity analyses for the PRRS. This additional stakeholder meeting
should occur prior to the one the CAISO has planned for October 2008 to vet publically
all assumptions, inputs, and scenarios to be used by the CAISO’s consultant. Every
effort should be made to come to as much agreement as possible on input data,

parameters, scenarios, and sensitivity analysis for PRRS at an early enough point in the

L CAISO Planning Reserve Requirements Study (PRRS) Study Scope and Work Plan, p. 15 (November
2007).
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process to accommodate any necessary changes in direction. If there are any significant
disagreements on these issues, they should be clearly noted for the Commission’s benefit.
In summary, DRA recommends that:

a. The Commission and the CAISO work collaboratively on the PRM; the
Commission is responsible for setting the PRM, and the CAISO should take
the lead on conducting the PRRS for consideration and possible adoption in the
this proceeding.

b. The CAISO be invited to participate and present a progress report on its PRRS
study at the May 2008 workshops at the Commission,;

c. The CAISO hold an additional stakeholder meeting to discuss the parameters
for the LOLE analyses after the consultant has collected all the necessary data
for the case studies, in June or July of 2008, well before 30% Technical

Review which is tentatively scheduled for October 2008.

2. How is the decision about an appropriate PRM to
be made (i.e., how is the Commission to evaluate
one PRM option over another)?

a) Reliability Metrics:

The frequency, duration, time of occurrence, and size of outages will all influence
consumer costs due to outages. In California, outages due to lack of sufficient generation
usually happen in the summer during super peak hours (noon to 6 p.m.), causing some
customers to be curtailed by as much as 100%.

For the time being, DRA recommends using a simple metric, i.e., Expected
Unserved Energy (EUE), until there is information obtained by using surveys on
customer’s value of service for residential, commercial, and industrial customers. Once a
value of service is determined, a more complex reliability matrix can be developed and
the cost of unserved energy can be balanced against the cost of increasing the system
reliability to determine the optimum planning reserve margin.

DRA also notes that many outages are caused by problems with distribution

system, rather than by a power shortage. As part of this proceeding, the Commission
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should conduct a study to determine the impact of distribution system outages on
customers, and how it compares to generation and transmission level outages. This
information would help the Commission better understand the effect of the PRM on
customer service reliability, and to determine what level of PRM truly increases
reliability.
b) Data Sources:

DRA recommends that data sources relied upon by the Commission be the same
as the final set of data to be used in the CAISO’s PRRS. As recommended above, there
should be an additional stakeholder meeting at CAISO this June or July to publicly vet

the data to ensure that reasonable data are being utilized in determining LOLE.

) Base Case Scenario:

The most recent CEC IEPR and investor-owned utilities Long Term Procurement
Plan results should be used to determine the Base Case Scenario for load and resources.
Policy objectives such as the 33% renewable resources goal by 2020 should be reflected

in the future generation portfolio.

d) Change Case Resource Build out Scenarios

The Base Case Scenario should be first utilized to calculate LOLE. Then, using
CEC’s IEPR scenarios, additional analysis should be carried out to find out the sensitivity
of LOLE to changes in load, generation mix, and other input assumptions. DRA’s
understanding is that these kinds of analyses will be carried out in CAISO’s PRRS. DRA
recommends that in the stakeholder meetings at the CAISO, these scenarios should be
fully discussed. Energy Division and others should provide the necessary inputs to the
CAISO in the early stages of PRRS. DRA hopes that this early input as the study
parameters are set up will reduce the need for extensive discussion on these issues after

the CAISO has completed its LOLE investigation.

328492 8



e) Study Timeframe:
The timeframe for the CAISO’s PRRS is 10-years forward (2009-2019). There

will also be a study of LOLE for 2009, 2013, and 2019. DRA believes that this time

frame and the years selected for full studies are reasonable.

3. Interaction with other Commission proceedings:

In addition to coordinating with other agencies, the interaction with other
Commission proceedings must be considered in adopting the PRM. Currently the
LTPP (R.08-02-007) is the umbrella proceeding under which the Commission
coordinates all of the procurement and resource planning related proceedings, and
will determine the amount of resources necessary to meet the State’s needs for the
next 10 years. The IOUs are required to submit their LTTP plans by May of 2009,
for 2010. The OIR in this PRM proceeding estimates that the Phase 2 Decision,
which would set the PRM for the compliance years 2010 and 2011, would be due
in June 2009. The CAISO’s PRRS is expected to be delivered on or about June of
2009.> Although these three events are roughly coordinated, DRA suggests that if
possible, the CAISO’s PRRS study be moved up by a month or so, in order to
allow parties and the Commission time to review the Final PRRS before it is
considered and possibly, adopted in this PRM proceeding. In addition, the IOUs
may need additional time of a month or two to submit their plans in the LTPP

proceeding, after the PRM Final Decision is issued.

In addition, as mentioned earlier in these comments, in order to better
coordinate this proceeding with the CAISO’s PRRS process and ensure timely
input before the 30% Technical Review Study, DRA recommends that the CAISO
push back part of its schedule. If the workshops in this PRM proceeding are to

2 DRA recommends that the CAISO not perform the Case 2 study, as it is not needed, and will merely
involve additional consultant time and expense to produce, and will complicate and delay the timing for
establishing and implementing the PRM at the Commission.

328492 9



have any effect on the CAISO’s PRRS study process, more time is needed for

stakeholder review and comments.

A possible scheduling scenario is as follows (new dates/items in bold):

CAISO begins PRRS Fall 2007
CAISO Data Collection for Case 1 February — July 2008
CPUC PHC on PRM May 2008

CPUC Workshops/CAISO Update On PRRS May/June 2008
CAISO Additional Stakeholder Meeting August 2008 (new)

CPUC PRM Hearings September 2008 (+1 mo.)
CPUC Phase 1 Final Decision

on Methodology November 2008 (-1 mo.)
CAISO Scheduled 30% Technical Review

Stakeholder Meeting December 2008 (+ 2 mo.)
CAISO 70% Technical Review Meeting February 2009 (+ 1 mo.)
CAISO 100% Technical Review Meeting April 2009 (+ 1 mo.)
CAISO Final Case 1 PRR Study May 2009 (-1 mo.)
CPUC Final Phase 2 PRM Decision July 2009 (+1 mo.)

IOUs Submit LTPP Plans for 2010-11 August 2009 (+3 mo.)

a) Definition of Policy Preferred Scenarios:

Determination of the Policy Preferred Scenarios should occur in the LTPP
and IEPR proceedings rather than in the PRM. The “loading order” favoring
energy efficiency, demand response, combined heat and power, renewables, and
clean conventional resources should be followed in determining the best
portfolios. The outcome of the GHG proceeding will put all these policy choices

into perspective in terms of real costs of these resources.

4. Periodic reassessment in a formal Commission
proceeding:

DRA supports a periodic reassessment of the reliability levels on an as needed

basis. This reassessment can be accomplished in a separate formal proceeding similar to
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the current PRM proceeding. This work may turn out to be a time-consuming and
complicated process. It would not be very efficient to include this periodic reassessment
of the PRM in either LTPP proceeding or the IEPR process. These processes have many
complicated issues to deal with. In the future, if the need for reassessment of the PRM is
identified, a new proceeding can be opened to address the issues. Therein, the involved

parties could allocate sufficient time and resources allocated.

S. Long-Term RA and Capacity market alternatives:
DRA believes that either the CCM or bilateral market structure the

Commission adopts in Track 2 of R.05-12-013, would not impact the level of the
PRM. Either choice would require reserves for reliability purposes. However, to be
compatible with the State’s other programs, (e.g. AMI and demand response), the role
of the capacity market should eventually be reduced and the state should transition to

an energy-based market.

6. Variability in PRM:
CAISO, in its PRRS, will conduct two different case study scenarios. Case 1

includes the CAISO entire grid plus one for each IOU service area; Case 2 would involve
a Ten Area Study, for each of the Local Areas identified by CAISO. A number of
participants at the November 28-29, 2007 stakeholder meeting at CAISO did not support
Case 2 study. DRA recommends that the PRRS should be limited to Case 1. The results
from Case 1 will indicate if there is any significant differences in load shape, generation
mix, and other factors that would result in different LOLE and PRM among the three
IOUs. DRA recommends that the issue of PRM variability and the use of a single PRM
set for all IOUs or service area-specific or even load pocket — specific PRMs be discussed
after the CAISO PRRS results become available.

7. Interaction with other LSEs and balancing
authorities:

DRA believes that the support provided by non-Commission-jurisdictional entities

in California to the three IOUs is not significant, with the exception of the hydro power
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and interruptible pumping requirements of Department of Water Resources State Water
Project and Metropolitan Water District. These elements are usually taken into
consideration in load/resources analysis and, therefore, in LOLE and PRM analysis. The
surplus generation and pump storage hydro of LADWP may also support SCE’s system
in emergency cases.

The Pacific Northwest’s hydro capacity also provides important support. In the
past, this support from non-firm, non-committed resources in Northwest during extreme
load situation in California was assumed to be over 1,000 MW. However, it seems that
CAISO’s PRRS will only model firm and participation transactions with areas outside the
CAISO to be available to California. There is no mention of non-firm support from
Pacific Northwest in PRRS. This assumption should be reviewed and discussed in
CAISQO’s stakeholder meetings.

III. PHASE 2 AND OPTIONAL PHASE 3 ISSUES, AND PERIODIC

REASSESSMENTS OF THE PRM.

The overall structure of Phases 1 and 2 makes sense, and the DRA has no issues
with the scope of Phase 2. DRA does recommend that if the PRM is to going to be
reassessed in the future, it should be coordinated with LTPP.

With respect to the Optional Phase I1I, DRA does not recommend that the PRM be
integrated into the modeling methodology for the LCR process. One of the reasons that
many parties objected to the CAISO’s Case 2 Study, is that it would be overly
complicated, and would result in establishing different PRMs for the 10 different Local
Areas in California. For the same reasons, DRA objects to having different PRMs
established for the different Local Areas.

DRA is not opposed to Commission staff performing future reassessments based
on the model developed in this OIR. However, as the OIR points out, this would
require developing the in-house expertise. DRA also wants to ensure that we do
not have multiple state agencies performing the same study in the future, which

would be an unnecessary and imprudent duplication of functions.
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