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INTERIM OPINION ON TRANSMISSION CONSTRAINTS:
MISSION-MIGUEL AND IMPERIAL VALLEY UPGRADES

1.
Introduction and Summary

We initiated this investigation in November 2000 to “identify and undertake those actions necessary to reduce or remove constraints on the state’s existing electrical transmission and distribution system.” (Pub. Util. Code § 399.15(a)(1) added by Assembly Bill (AB) 970 signed September 6, 2000.)  In Phase 1 of this proceeding, we directed Pacific Gas and Electric Company (PG&E), San Diego Gas & Electric Company (SDG&E), and Southern California Edison Company (SCE) to undertake thirty-one transmission projects to relieve system congestion by the summer of 2001 in specified areas of the state.  (See Decision (D.) 01-03-077.)

In earlier phases of this proceeding, we identified specific transmission system improvements needed to maintain reliability based on grid planning criteria established by the Western System Coordinating Council (WSCC) and California Independent System Operator (CAISO).
  However, the two projects considered in today’s decision, upgrades to transmission west of Miguel (Miguel-Mission Project) and modifications to the Imperial Valley substation transformer bank (Imperial Valley Project) are not needed to meet these criteria.  Rather, they are being proposed and considered here on the basis of economic benefits to ratepayers, or “economic need.”  They are designed to address transmission congestion in Southern California that will occur as new generation plants in the California-Mexico border region and in Mexico are completed and sell power into the California market.  These projects produce benefits in the form of reduced hours of congestion and access to lower production cost power. 
Based on the record in this proceeding, we conclude that the construction of the Miguel-Mission and Imperial Valley Projects will reduce energy costs to SDG&E ratepayers by approximately $6 to $14 million per year, assuming that 1360 to 2360 megawatts (MWs) of new generation becomes operational in the California-Mexico border region and Mexico for export to California.  Ratepayers in the CAISO control area
, as a whole (including SDG&E) can expect energy cost reductions in the range of $13 to $50 million per year.  Assuming that project costs do not exceed the preliminary estimates presented in this proceeding, the net annual benefits to SDG&E ratepayers are projected at approximately $3 to $7 million per year, and to CAISO ratepayers at approximately $10 to $43 million per year.  These net benefits will diminish to some degree if new generation is constructed in the San Diego North area.

Based on this level of estimated economic benefits, we find that the Miguel-Mission and Imperial Valley Projects are needed and in the public interest.  In order to proceed with the licensing process with confidence that the estimated economic benefits will actually accrue to ratepayers, we condition our finding of economic need in two ways.  First, we require SDG&E to coordinate construction of the transmission upgrades with the construction of a threshold level of new generation in the border area.  This will be accomplished through a set of milestone conditions discussed in this decision.  Second, we cap project costs based on the estimates presented in this proceeding, subject to a reasonableness review.

With regard to licensing, we find that the Imperial Valley Project does not require the issuance of a Permit to Construct or Certificate of Public Convenience and Necessity (CPCN) under the requirements of General Order (GO) 131-D.  However, we direct SDG&E to file an informational advice letter with documentation to describe the qualification of this project for an exemption, including the previous voltage rating of the substation and an explanation of how the work will be conducted within the existing substation boundaries.  We conclude that the CPCN process does apply to the Mission-Miguel Project because this project would increase the existing 138/69 kilovolt (kV) transmission line to 230 kV capacity.  However, we expedite the licensing process by permitting SDG&E to file its CPCN application under Section IX of GO 131-D absent the information required by subparts (c), (d), and (f).  The schedule for these filings is contained in the Milestone Schedule presented in Attachment 4.

2.
Procedural History

A prehearing conference (PHC) in Phase 2 was held on July 10, 2001 to identify high priority in-state upgrades that were not being evaluated in other proceedings before the Commission and that could produce significant economic benefits to ratepayers.  Based on the discussion at the PHC, the assigned Administrative Law Judge (ALJ) scheduled evidentiary hearings to evaluate the net economic benefits to ratepayers of relieving two potential in-state transmission constraints in Southern California: (1) west of Miguel and (2) at the Imperial Valley substation.
  She directed respondents and interested parties to present testimony on the potential for generation projects coming on line that would trigger constraints or congestion in these areas, the costs of alternatives to relieve the constraints as well as the allocation of benefits between ratepayers and project developers.  

SDG&E filed direct testimony on September 17, 2001.  The Border Generation Group (Border Generation), comprised of Calpine Corporation, Coral Power L.L.C, Intergen, PG&E National Energy Group, and Sempra Energy Resources, filed intervenor testimony on October 11, 2001.  SDG&E filed rebuttal testimony on October 19, 2001.  SDG&E, the Border Generation Group and the Office of Ratepayer Advocates (“Joint Parties”) filed a Joint Recommendation as a late-filed exhibit on October 26, 2001.

By ruling dated October 26, 2001, the assigned ALJ adopted a protective order and nondisclosure agreement to govern the use of confidential and proprietary information presented in this proceeding.
Evidentiary hearings were held on October 29 and 30, 2001 in San Francisco.  Briefing was bifurcated to first address the applicability of GO 131-D to the proposed projects, and then to address economic need.  On November 13, 2001, SDG&E filed its legal analysis of GO 131-D, and ORA filed a reply brief concurring with SDG&E’s position.  Opening briefs on all other issues were filed by SDG&E, Border Generation, and ORA on November 21, 2001.  In their opening briefs, SDG&E and Border Generation proposed somewhat different milestone schedules for coordinating the construction of the Miguel-Mission and Imperial-Valley Projects with construction of new generation projects.  On December 3, 2001, SDG&E filed a reply brief together with a milestone schedule jointly sponsored by SDG&E and Border Generation. 

3.
Project Descriptions

The following project descriptions are based on testimony presented by SDG&E.
  In addition, SDG&E provided to the Commission numerous documents describing the projects in greater detail under the protective order adopted in this proceeding.  

3.1
Miguel-Mission Project

Miguel is an entry point for electrical power from east and south into the SDG&E load center, which is north of Miguel.  It is also an entry point of Mexico power for CAISO imports into other service territories north of SDG&E, i.e., SCE and PG&E.  Power entering from Miguel can potentially originate from Mexico and the US-Mexico border area, from Arizona via the Southwest Power Link (SWPL), and from the Imperial Irrigation District.  At the current time, most of the power enters Miguel via SWPL.  

The proposed Miguel - Mission Project is designed to relieve potential overloads on various 69 kV and 138 kV transmission lines and 230/69 kV and 230/138 kV transformers on SDG&E’s system.  These potential overloads would occur during high power imports from Mexico and interconnection of new merchant generators in the US-Mexico border region.  Figure 1 presents a map with the locations of these generators.  

Without this project, SDG&E /CAISO imports are constrained and the CAISO must utilize congestion management to reduce generation output during high imports to prevent overloads to maintain reliability.  The Miguel-Mission Project would relieve this congestion by allowing an additional 560 MWs to move north of Miguel. 

FIGURE 1

The proposed Miguel-Mission 230 kV line will have two sections:  Miguel-Fanita Junction (approximately 24.5 miles) and Fanita Junction-Mission (approximately 10 miles).  For the first section, SDG&E proposes to modify existing 138 kV steel lattice towers from Miguel to Fanita Junction to accommodate a new 230 kV circuit with four 336 thousand circular mil (kcmil) conductors per phase.  SDG&E will relocate the existing 138 kV and 69 kV transmission circuits that occupy these 138 kV steel lattice towers to a new wood/steel pole line.  For the Fanita Junction to Mission section, the current 230 kV structure that has a split-phase one circuit will be changed into two circuits, both reconductored with two 900 kcmil conductors per phase.  All construction is planned to occur within existing SDG&E right-of-way.  

SDG&E presents a preliminary estimate of $26 million in project costs (in 2004 dollars) with a tentative in-service date of June 2004, subject to any Commission licensing requirements.  SDG&E’s planning studies looked at the upgrades of various lines and transformers at Miguel and upgrades of 69 kV and 138 kV lines west of Miguel.  However, SDG&E states that these alternatives were all more costly than the proposed Miguel-Mission project, and were therefore not considered further in the economic analysis. 

3.2
Imperial Valley Project

The Imperial Valley Project is also designed to address transmission congestion problems as new generation comes on line.  SDG&E’s studies show that the single existing 500/230 kV bank at Imperial Valley will overload with all lines in service with high export from Mexico and with generation interconnection at Imperial Valley.  (See Figure 1.)  In addition, the bank also overloads under the loss of the Tijuana - Miguel 230 kV path or the double contingency of the Miguel - Mission and Miguel - Sycamore 230 kV lines.  Without a transmission system upgrade to the Imperial Valley bank, congestion management would be used to curtail generation and maintain reliability.

SDG&E proposes to replace the existing transformer with a 500/230 kV, 1120 megavolt-ampere (MVA) transformer bank and install a second transformer of that same capacity within the boundaries of the existing substation.  These upgrades are expected to more than double the approximately 500 MVA that can currently move through the Imperial Valley substation.  However, as discussed further below, without the Mission Miguel Project, these modifications will not provide additional power to SDG&E’s load center.  The earliest feasible in‑service date for the modifications is June 1, 2003.  The total project cost is estimated to be $29.4 million in 2003 dollars.  

4.
Economic Need

SDG&E initially identified need for the Miguel-Mission and Imperial Valley projects through a series of system impact studies performed by SDG&E in connection with generators’ requests for interconnection.
  In this phase of the proceeding, SDG&E presents an economic analysis of the effect of these upgrades on energy costs to SDG&E ratepayers, as well as the effect on ratepayers throughout the CAISO control area.  In the following sections, we briefly describe SDG&E’s economic analysis and consider the results. 

4.1 SDG&E’s Economic Analysis

SDG&E hired Henwood Energy Services (Henwood) to analyze the effect of the transmission upgrades on annual energy costs to ratepayers.  Using its Electric Market Simulation System (EMSS) and PROSYM production cost models, Henwood examined the operations of the power grid (generation dispatch and line loading) for the entire WSCC region, divided into 23 different market zones.  The San Diego region was divided into two separate zones represented as San Diego North and San Diego South, with Miguel-Mission transmission as the path between.  The modeling effort examined operations for all hours of a single year (2004), both with the transmission upgrade and without.  In instances where the transmission between zones was not adequate to allow the most economic resources to meet load, the model redispatched to deliver more expensive energy via the unconstrained transmission paths that were available.  The key assumptions used in Henwood’s analysis can be summarized as follows:

· The demand for electricity in WSCC is forecasted to grow at 2.1 percent per year over the next ten years.

· There is little retirement of existing generation between 2001 and 2004 other than that associated with repowering projects.

· Natural gas prices are assumed to revert from the higher price levels experienced in early 2001 to a lower long-term trend.  After this reversion, the assumed real rate of growth in natural gas prices is 0.4 percent per year.

· Market clearing prices are equal to incremental production costs (fuel price multiplied by the incremental heat rate, plus variable operations and maintenance cost) plus a scarcity premium.

SDG&E provided Henwood with input data, which included load data and transmission path rating updates along with the following generation modeling scenarios:

· Case 1 (Base Case)‑‑generation in the San Diego and North Baja areas equals the existing generation plus planned proposed summer peakers (343 MWs).

· Case 2‑‑Base Case plus 510 MWs, representing the Otay Mesa Power Project.

· Case 3‑‑Base Case plus 1360 MWs, representing the 510 MWs in Case 2 plus a 250 MW AEP Resources plant and 600 MW Sempra Energy Resources plant.

· Case 4‑‑Base Case plus 2360 MWs, representing the 1360 MWs in Case 3 plus a second 250 MW AEP Resources plant and the 750 MW La Rosita Power Project (LRPP) planned by Intergen.

· Case 5‑‑Base Case plus 3810 MWs, representing the 2360 MWs in Case 4 plus a 500 MW AES  plant, 350 MW Intergen LRPP plant and 600 MW Sempra Energy Resources plant.  The Path 45 rating is also increased from 800 to 1300 MWs.

SDG&E’s planning studies indicate that the benefits from the Imperial Valley Project would not be seen without the Miguel-Mission Project.  Therefore, the economic analysis assumes that the Miguel-Mission upgrade is already in place and uses the same cases to evaluate the Imperial Valley Project.  According to SDG&E, the amount of generation in Case 3 would not require upgrades to the Imperial Valley transformer, but the amount in Cases 4 and 5 would require the upgrade (or congestion management).
  Therefore, the Imperial Valley Project was modeled in the Case 4 and 5 scenarios, and its costs were added to those cases in the calculation of net benefits.

Figure 1 presents the location of the proposed new plants that are referenced in the generation scenarios.
  Table 1 summarizes the results of SDG&E’s economic analysis, as follows:  

Table 1:
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Henwood’s model projects that the upgrades will produce positive net benefits in Cases 3, 4, and 5 by reducing congestion hours and improving the economics of the transmission in that area.  For example, in Case 3, the additional transmission capacity provided by the Mission-Miguel Project is estimated to reduce the number of hours of congestion from 4,077 to 371 in SDG&E’s service territory, thereby reducing total annual costs of energy from $843 million to $837 million, or by $6 million.  For the entire CAISO control area (corresponding to SDG&E, PG&E, and SCE service territories), the Henwood model projects a reduction in annual energy costs of $13 million under Case 3.  The projected benefits increase as additional generation comes on line in Cases 4 and 5, as indicated in Table 1.
  The benefits presented in Table 1 above reflect Henwood’s modeling efforts for a single year, 2004.

The projected annual cost in Table 1 represents the levelized annual revenue requirement associated with the Mission-Miguel Project in Case 3, and both the Mission-Miguel and Imperial Valley Projects in Cases 4 and 5.  Total project costs were discounted to 2001 dollars (to be consistent with the benefit figures developed by Henwood) and multiplied by a 15% levelization factor.  In presenting the net benefits (benefits minus annual costs), Table 1 allocates all of the annualized costs to SDG&E ratepayers.

As indicated in Table 1, SDG&E’s economic analysis projects that SDG&E ratepayers would receive $3 million in net benefits from the Mission-Miguel upgrade in 2004, assuming that 1350 MWs of new generation is developed in the US-border region or Mexico for export to California.  If 2360 MWs of new generation develops, these net benefits increase to $7.24 million, including the cost of the Imperial-Valley Project.  They increase further to $26.24 million under a scenario with 3810 MWs in new generation. 

The individual generators identified in the various generation scenarios are also projected to benefit from increased net operating revenues, as shown in Table 1.  Net benefits to ratepayers within the CAISO control area, including those served by SDG&E, are projected to range from approximately $10 to $174 million in 2004, depending on the level of new generation in the California-Mexico border region and in Mexico that is sold into the California market. 

ORA and Border Generation concur with the results of SDG&E’s economic analysis and request a ruling from the Commission that, in view of the potential for net economic benefits associated with the Miguel-Mission and Imperial Valley Projects, these upgrades are in the public interest.

4.2
Discussion

In examining the credibility of the results from SDG&E’s analysis, we first consider whether the models and modeling approach used to simulate system operations are reasonable.  We next consider alternative scenarios or input assumptions that might affect the magnitude of net benefits accruing to ratepayers, and whether the modeling results presented by SDG&E are robust with respect to those changes.  

The models used by Henwood simulate hourly operation and dispatch of individual generation facilities and consider transmission line interconnections, ratings, losses and wheeling rates for the entire regional transmission system.  While modeling complexity does not guarantee against algorithm errors, we nonetheless have increased confidence when the models used attempt to simulate the electric system as it actually functions.
  The record also documents Henwood’s expertise in performing such analysis in the industry, as well as the wide use of its models to simulate electric markets by many other entities, including WSCC members.
  The modeling methods described in the testimony present a logical approach for evaluating annual energy costs with and without the upgrades.  In sum, we have confidence that the modeling approach presented in this proceeding is a reasonable one. 

The downside to using such complicated, resource-intensive models, is that it is difficult to quickly run alternate scenarios to test the robustness of the results.  In its testimony, SDG&E presented the modeling results across all 5 cases for only a single year, 2004, the year in which the transmission upgrades are projected to come on line.  However, without further analysis, it is impossible to determine whether or not the annual cost reductions projected for that single year are representative of future years.  We must be confident that they are before we can conclude that SDG&E ratepayers realize net benefits from the investment in these transmission upgrades over time.

At the request of Energy Division, Henwood modeled Cases 3 and 5 for additional years, and presented the estimated total energy cost savings from 2004 to 2010.  For Case 3, the estimated cost savings to SDG&E ratepayers is $50 million over the seven-year period, or an average of about $7 million per year.  For Case 5, the estimated savings over that period to SDG&E ratepayers is $328 million, or an average of approximately $47 million per year.  Witness Lauckhart testified that these savings were relatively constant on an annual basis over that timeframe, and that one could make a reasonable estimation that the benefits would continue over a longer study period.
  Based on this information, we conclude that the energy cost saving benefits projected for a single year are likely to continue at a relatively constant rate into the future. 

We also examined the market pricing assumptions used in the modeling scenarios.  One obvious area of inquiry is the “scarcity premium” used by Henwood.  If employed indiscriminately, this premium could greatly overstate project benefits by imputed extremely high market prices in the modeling runs without the transmission upgrades.  This, in turn, could overstate the economic need for the projects.  However, based on the testimony of Witness Lauckhart, we are assured that this is not a problem.  Because the Henwood study looked at normal weather conditions, there are very few hours in which the scarcity premium comes into play, i.e., in which loads are so high relative to resources that bidders bid a large amount towards their fixed costs and drive up market prices exponentially.

We also carefully examined the plausibility of the amount of generation assumed to be coming on line in the modeling scenarios.  The individual members of Border Generation are the sponsors of four of these generation projects in the Otay Mesa area (east and south of Miguel) and in Mexicali, in Baja California, Mexico.  Once constructed, these four generation projects will represent more than 2000 MWs of generation that will move through the Miguel substation into the SDG&E load center and potentially beyond.  All of the generation projects sponsored by members of Border Generation have commenced construction, and all are scheduled to commence operation by the third quarter of 2003.  The project developers have made substantial financial and contractual commitments at this time.  Some of the key record evidence is as follows:
 

· Otay Mesa (510 MWs).  Calpine’s Project Development Manager, Mitchell D. Weinberg, submitted a declaration stating that Otay Mesa Generating Company, LLC (a subsidiary of Calpine) has, among other things, commenced construction and purchased its major equipment, including combustion turbines, a steam turbine, heat recovery steam generators, and an air-cooled condenser. 

· Sempra Energy Resources Project (600 MWs).  An affiliate of Sempra Energy Mexico, Termoelectrica De Mexicali (“TDM”) is planning this 600 MW peaking capacity plant.  According to Mr. Octovio Simoes, a Project Developer for Sempra Energy Resources, TDM commenced construction on September 1, 2001.  TDM has also secured a 20-year firm gas transportation contract with Bajanorte Pipeline and awarded a $158.5 million contract for engineering and construction services.

· LRPP Projects (1060 MWs).  Intergen and Coral are developing these two projects.  Intergen’s Manager, Business Development, Stephen A. Kaufman, filed a declaration stating that, for one of the projects, Intergen has: (1) spent in excess of $250 million, (2) entered into a 25-year power purchase agreement, (3) entered into fuel supply and natural gas transportation agreements, and (4) completed 14.3% of the project.  For the other project, Intergen has (1) commenced construction, (2) spent approximately $65 million and (3) entered into fuel supply and natural gas transportation agreements.  
Based on the evidence in this proceeding, we find it plausible that the new generation assumed in Cases 3 and 4 (1360 MWs and 2360 MWs, respectively) will develop in the California-Mexico border region or in Mexico for export to California.  We concur with SDG&E’s assessment that this range of new generation is more likely to develop than the higher level (3810 MWs) assumed under Case 5.

However, the benefits associated with transporting this new generation from the California-Mexico border to SDG&E’s load center will be offset to the extent that new generation develops within the transmission constrained area, i.e., in the San Diego North zone modeled in Henwood’s analysis.  SDG&E’s economic analysis assumes that there will be no such generation development. At the request of Energy Division, SDG&E presented additional information on this issue in order to explore the impact of alternate assumptions on ratepayer benefits.  

In Exhibit (Exh.) 105, SDG&E presents a status listing of projects currently in its interconnection queue for the San Diego North area.  Although there are approximately 3000 MWs in the queue, most of them have not completed the very initial step in project development (a system impact study), none have signed interconnection studies or initiated with CEC any permitting activity.
  Assuming that one-fifth of this amount would actually be in operation by 2004, Henwood ran Case 3 from the years 2004 through 2010 adding a 600 MW plant in San Diego North.  The results show that the total energy cost savings associated with the Mission-Miguel line decreases, but still produces net economic benefits over the seven-year period.
  Given the uncertain status of project development in San Diego North and the relative robustness of SDG&E’s scenario analysis if even 600 MWs of those projects come on line by 2004, it appears unlikely that the cost saving benefits associated with Miguel-Mission will be negated by increased development of generation within the constrained area.  However, we note that those benefits will diminish to the extent that new generation comes on line in the constrained area.

This brings us to our final area of inquiry regarding the robustness of SDG&E’s analysis:  project costs.  The record provides very little detail describing the basis for SDG&E’s project cost estimates, particularly for the Miguel-Mission Project.  The construction cost information provided under protective order provides some detail for the Imperial Valley project, in terms of assumed labor hours and material costs by task, but there are no cost details presented for Miguel-Mission.  Project cost estimates on the record are characterized as “very conceptual,” “preliminary” and “subject to any CPUC licensing requirements.”
   For Miguel-Mission, SDG&E has done only feasibility engineering, not detailed engineering.  SDG&E has not conducted any detailed environmental surveying or licensing activities, and states that the costs could significantly escalate if the proposed route is changed or the licensing is protracted.  SDG&E’s economic analysis does not include operation and maintenance costs for either projects.
  

Therefore, we are unable to assess the reasonableness or credibility of the project costs presented in SDG&E’s economic analysis, based on the record in this proceeding.  We can only find that the net benefits to ratepayers justify the construction of these projects provided that: (1) a threshold amount of new generation develops in the California-Mexico border area and in Mexico, and (2) project costs are contained at or below the preliminary estimates presented in this proceeding. 

In sum, we conclude that construction of the Miguel-Mission and Imperial Valley Projects can be expected to reduce energy costs to SDG&E ratepayers by approximately $6 to $14 million per year, assuming that 1360 to 2360 MWs of new generation becomes operational in the California-Mexico border region and Mexico for export to California.  CAISO ratepayers, as a whole (including SDG&E) can expect energy cost reductions in the range of $13 to $50 million per year.  Assuming that project costs do not exceed the preliminary estimates presented in this proceeding, the net annual benefits to SDG&E ratepayers are projected at approximately $3 to $7 million per year, and to CAISO ratepayers at approximately $10 to $43 million per year.  These net benefits will diminish to some degree if new generation is constructed in the San Diego North area.

Based on this level of economic benefits, we find that the Miguel-Mission and Imperial Valley Projects are needed and in the public interest.  As discussed above, net benefits to ratepayers are contingent upon:  (1) the development of at least 1360 MWs in new generation and (2) the reasonableness and accuracy of the preliminary cost estimates presented in this proceeding.  Therefore, we will condition our finding of economic need in two ways.  First, SDG&E is required to coordinate construction of the transmission upgrades with the construction of a threshold level of new generation in the border area.  This will be accomplished through a set of milestone conditions discussed in Section 7 below.  Second, we will cap project costs based on the estimates presented in this proceeding, subject to a reasonableness review.  (See Section 5.)  In this way, we can proceed with the licensing process with confidence that the projects are justified based on the economic analysis presented in this proceeding. 

5.
Reasonableness and Allocation of Project Costs

ORA, Border Generation and SDG&E recommend that the Commission defer the question of cost allocation to the Federal Energy Regulatory Commission (FERC), which they argue is “the regulatory body with jurisdiction to determine the justness and reasonableness of SDG&E’s transmission rates.”
  At the same time, these parties urge us to direct SDG&E to proceed with construction under the assumption that FERC will allocate all of the project costs to SDG&E ratepayers, consistent with current FERC policy.  They contend that this is appropriate because the projects are economic to SDG&E ratepayers, even under this cost allocation.
  However, the level of net benefits to SDG&E ratepayers is directly dependent upon the costs of the upgrades.  The range of $3 million to $7 million in annual net benefits discussed above could greatly diminish or disappear entirely if actual project costs are substantially higher than those projected in SDG&E’s analysis, particularly if energy cost savings are adversely affected by less than anticipated new generation in the California-Mexico border region or by new generation development in San Diego North.  SDG&E’s testimony indicates that substantial cost increases could occur under a number of circumstances.  We cannot reach a determination of economic need if the projects are allowed to go forward with considerable uncertainty regarding project costs, and the full risk of this uncertainty is allocated to SDG&E’s ratepayers.

We have jurisdiction pursuant to Pub. Util. Code § 1005.5 to address this issue through the imposition of a cost cap.
  Although the Miguel-Mission and Imperial Valley Projects address separate system components of SDG&E’s transmission system, they are both designed to increase transmission capacity into SDG&E’s load center during the same timeframe, are functionally interdependent (i.e., Imperial Valley Project cannot increase that transmission capacity unless Miguel-Mission Project is also built) and are jointly linked to the milestone conditions for proceeding with project construction (see below).  Since the estimated costs for both upgrades exceed $50 million, we conclude that § 1005.5 is applicable in this instance.  We will impose a cost cap of $55.4 million for the two projects, based on the estimates presented by SDG&E.

SDG&E has the burden of proving the reasonableness of its cost estimates, but has not done so in this proceeding.  As we discussed in D.01-05-059, our consideration of those costs has bearing on the amount that SDG&E may seek from FERC.
  We retain jurisdiction to review the reasonableness of SDG&E’s final project expenditures pursuant to §§ 454.1, 463.5, 1005.5 and all other applicable law.  We order SDG&E to file an application for such a review within 6 months of final completion of the Miguel-Mission and Imperial Valley upgrades.  If SDG&E’s reasonable costs for the projects exceed the cost cap, SDG&E may seek an increase in the cost cap pursuant to § 1005.5(b).

SDG&E’s economic analysis also presents estimates of increased net operating revenues that are expected to accrue to specific generators with planned projects in the California-Mexico border region.  (See Table 1.)  Economic analysis of transmission upgrades should examine the allocation of benefits among various beneficiaries, such as generators, as SDG&E has done here.  However, in this instance, it would not be reasonable to condition our finding of economic need on a requirement that specific generators contribute to project costs.  Potential beneficiaries of the upgrades include current and future suppliers of power in Arizona (via SWPL), the Imperial Irrigation District and Mexico, not just the current sponsors of new generating facilities in the California-Mexico border region.
  It is therefore not feasible to allocate the cost of these upgrades fairly among all of the private entities that will benefit from them, i.e., all generators and marketers whose power flows through the Imperial Valley substation and/or west of the Miguel substation.  Moreover, as Border Generation points out, specific generators could not receive any firm transmission rights in return for their contribution to project costs.  This is because the congestion at the Miguel and Imperial Valley substations is “intrazonal,” and there are no firm transmission rights allowed within a CAISO zone.
 

Our imposition of a cost cap, coupled with the milestone conditions discussed below, protects ratepayers against forecasting errors that would substantially undermine or even eliminate the economic need for these projects.  With these conditions, we find that the projects are economically justified under current FERC ratemaking policies that would allocate project costs exclusively to SDG&E’s ratepayers.

However, we note that SDG&E’s economic analysis also supports a ratemaking policy that allocates project costs to ratepayers throughout the CAISO control area.  As discussed above, the net benefits projected for this broader base of ratepayers are substantial, i.e., $10 to $43 million per year.  At the time this project went to hearing, FERC was considering modifying its ratemaking approach to allocate the costs of new transmission lines and upgrades across the entire CAISO ratepayer base, rather than to individual utility customers.

The record in this proceeding also indicates that proceeding with Miguel-Mission has cost allocation implications for the Valley-Rainbow Project that SDG&E has proposed in Application (A.) 01-03-036.  Under this project, SDG&E would construct a new 500 kV line from SCE’s Valley substation to a new substation at Rainbow.  In conjunction with Miguel-Mission, the construction of Valley-Rainbow would enable additional amounts of generation entering Miguel (e.g., from the California-Mexico border region) to proceed north to SCE’s and PG&E’s service territories.
  By D.02-12-066, we denied SDG&E’s request for a CPCN for the Valley-Rainbow Project, without prejudice, stating that: “If SDG&E identifies a reliability or economic need for a similar transmission project in the future, SDG&E may file a new application seeing a CPCN for its proposed project. “
  Should SDG&E file such an application in the future, we will consider the interaction of the proposed project with Miguel-Mission as we evaluate the allocation of project benefits and costs for the proposed project.  We will also utilize the record in this proceeding in our future interactions with FERC on transmission cost allocation issues. 

6.
Licensing Requirements 

SDG&E, Border Generation, and ORA take the position that SDG&E should not be required to file a CPCN for either project.
  They argue that the projects fall under specific CPCN exemption provisions of GO 131-D.  We examine the requirements of GO 131-D for each project, and address the licensing requirements below.

6.1
Imperial Valley Project

Sections III. B and C of GO 131-D set forth the relevant criteria for evaluating the licensing requirements for substation construction.  Section III.B provides in pertinent part:

No electric public utility shall begin construction in this state of any electric power line facilities or substations which are designed for immediate or eventual operation at any voltage between 50 kV or 200 kV or new or upgraded substations with high side voltage exceeding 50 kV without this Commission’s having first authorized the Construction of said facilities by issuance of a permit to construct in accordance with the provisions of Sections IX B, X, and XI B of this General Order.  An upgraded substation is one in which there is an increase in substation land area beyond the existing utility-owned property or an increase in the voltage rating of the substation above 50 kV.  Activities which increase the voltage of a substation to the voltage for which the substation has been previously rated are deemed to be substation modification projects and not substation upgrade projects.  (Emphasis added.)

GO 131-D III C provides in pertinent part:

The construction of…substation modification projects which increase the voltage of an existing substation to the voltage for which it has previously been rated within the existing substation boundaries, does not require the issuance of a CPCN or permit by this Commission nor discretionary permits or approvals by local governments.

Because the proposed activities relate to a previously authorized substation (existing substation), would not increase the voltage rating beyond which the substation has previously been rated, and is within the existing substation boundaries, the Imperial Valley Project qualifies as a “substation modification project.”  Therefore, it does not require the issuance of a Permit to Construct (PTC) or CPCN.  However, because it is important for the Commission and its staff to be kept informed of the activities of a regulated utility, SDG&E should file an informational advice letter that includes information establishing the previously authorized substation and previous rating of the substation, a description of how the planned work will be conducted within existing substation boundaries and why the project qualifies as a “substation modification project” pursuant to General Order 131-D.III.B and C.  The schedule for this filing is included in the milestones we adopt today.  (See Attachment 4.)
6.2
Miguel-Mission Project

As discussed above, a key element of this proposed project would result in increasing the existing 138/69 kV transmission line to 230 kV capacity.  Section III.A establishes the CPCN requirement, and provides in pertinent part:

No electric public utility shall begin construction in this state of…or the modification, alteration, or addition to…major electric transmission line facilities which are designed for immediate or eventual operation at 200 kV or more…without this Commission’s having first found that said facilities are necessary to promote the safety, health, comfort, and convenience of the public, and that they are required by the public convenience and necessity.  (Emphasis added.)  
Exceptions are permitted for the replacement of existing power line facilities or supporting structures with equivalent facilities or structures, the minor relocation of existing power line facilities, the conversion of existing overhead lines to underground, or the placing of new or additional conductors, insulators, or their accessories on or replacement of supporting structures already built.

In its November 13, 2001 brief, SDG&E concedes that the magnitude of the Miguel-Mission Project is considerable and that review under the California Environmental Quality Act is appropriate and consistent with the intent of G.O. 131-D and sound public policy.  SDG&E also consents that an application providing a Proponents Environmental Assessment (PEA) for environmental review of the proposed project is consistent with GO 131-D and the Commission’s Rule of Practice and Procedure 17.1.
  Thus, the only issue is whether it is appropriate to submit an application for a PTC or a CPCN under GO 131-D.

SDG&E contends that the CPCN process is too lengthy and complicated, requiring the consideration of project need and cost allocation issues in addition to environmental issues.  SDG&E requests that rather than requiring a CPCN application, which considers these factors, the Commission permit expedited review under a PTC application process.  The rationale is not predicated upon or justified under the specific definitions and criteria of project activity enumerated under GO 131-D A or B.  The request is based upon the argument that the issue of project need (whether or not the Miguel-Mission upgrade is an economic benefit to the public) will be determined in this proceeding and that project cost allocation issues should be deferred to FERC jurisdiction.

The magnitude of the proposed project activities, and particularly replacement of existing power line facilities above 200 kV and beyond equivalent levels (138/69 kV to 230 kV), cannot be justified within the GO 131-D-III.B criteria for a PTC.  For this reason we do not accept the Joint Recommendation of SDG&E, ORA, and Border Generation with respect to the licensing requirements for this project.  

SDG&E is required to file an application for a CPCN consistent with GO 131-D III.A and IX, including a PEA consistent with Commission’s Rule of Practice and Procedure 17.1.  However we will expedite this process by permitting SDG&E to file its CPCN application under Section IX absent the information required by subparts (c)(d) and (f).
  Since we have addressed economic need and have adopted a cost cap subject to reasonableness review in this proceeding, we do not require the information required by subparts (c) and (d) to move forward with licensing for this project.  Based on SDG&E’s project description, subpart (f) also does not appear to be relevant, and will not be required.  These modifications to the CPCN submittal requirements provide an expedited process comparable to the PTC process described under Section IX.B.  At the same time, it maintains the integrity of project description analysis consistent with GO 131-D. III.A.  SDG&E should file this application consistent with the milestone schedule we adopt today.  (See Attachment 4.)

7.
Milestone Schedule

As discussed above, the economic need for the Miguel-Mission and Imperial Valley Projects depends upon a threshold level of generation being developed in the California-Mexico border region and Mexico for export to California.  SDG&E acknowledges that ratepayers would be economically disadvantaged if they paid for the upgrades and this generation is not developed.
  As a solution, SDG&E proposes that licensing go forward for the projects, but that construction be tied to “certain generation development milestones or enforceable commitments from generation developers to proceed with their projects.”
  During evidentiary hearings, SDG&E stated that it would work with the other parties to develop such milestones for our consideration, subject to comment in the briefs.
 

Attachment 3 presents the SDG&E and Border Generation joint proposal for milestones coordinating the construction of the Miguel-Mission and Imperial Valley upgrades with construction of new generation projects.
  The milestone schedule provides target dates for construction progress and presents a process for monitoring the achievement of these target dates.  

We have reviewed the proposed milestone procedures and find them to reasonable, with two exceptions.  The first relates to the threshold generation level, and the second to the verification process outlined in the proposal.

The milestones use 1350 MWs as the threshold generation level, that is, the level of generation that needs to meet specific milestones at periodic checkpoints in order for SDG&E to proceed with the next step of project development for the Miguel-Mission and Imperial Valley upgrades.  Section A (General Principles) of the milestones states that this amount is selected because “once new generation in the Border area exceeds approximately 1350 MWs, the annual energy cost savings to SDG&E ratepayers could exceed the annual cost of both the Miguel-Mission Upgrade and the [Imperial Valley] Upgrade.”  However, this statement is not supported by the record because Case 3 does not include the costs of the Imperial Valley substation improvements.  According to SDG&E, upgrades to the substation will not be needed until new generation approaches the amounts represented by Cases 4 and 5.
  Therefore,  SDG&E should not make major financial commitments in the Imperial Valley Project unless and until new generation develops at a level of approximately 2360 MWs.  Specifically, the milestones should be modified so that SDG&E will not proceed with ordering transformers (currently scheduled by the end of June 2002) or take the subsequent steps outlined in the milestone schedule for this project until at least 2360 MWs of new generation has achieved the corresponding generator milestones.   

SDG&E and Border Generation propose the formation of a Verification Committee that will be comprised of selected representatives from their organizations.  The Commission’s Energy Division should also be represented on this Committee, and we delegate to the Assigned Commissioner the selection of that representative or representatives.  Disagreements among Committee members concerning compliance issues, such as whether a missed milestone is significant enough to justify a delay of other milestones, should be resolved by the Assigned Commissioner, or her designee.

We also note that footnote 3 under “General Principles” concerning FERC jurisdication may reflect the views of SDG&E and Border Generation, but does not preempt this Commission from exercising what it considers to be its jurisdiction over transmission costs, as discussed above.  We will remove language from the milestones that reflects assertions by the parties concerning FERC jurisdication. 

Attachment 4 presents the milestones, as adopted herein.

8.
Comments on Proposed Decision

The proposed decision of ALJ Gottstein was mailed to the parties in accordance with § 311(d) of the Pub. Util. Code and Rule 77.1 of the Rules of Practice and Procedure.  Comments were filed on ______________.

Findings of Fact

1. The models used by SDG&E in this proceedings simulate hourly operation and dispatch of individual generation facilities, consider transmission line interconnections, ratings, losses and wheeling rates for the regional system, and are widely used in the industry.  The modeling methods present a logical approach for evaluating annual energy costs with and without the upgrades, and are reasonable for the purpose of evaluating the economic need of the Miguel-Mission and Imperial Valley Projects.

2. The additional model runs produced at the request of Energy Division indicate that the energy cost saving benefits projected by SDG&E’s analysis for a single year are likely to continue at a relatively constant rate into the future.

3. The economic analysis presented in this proceeding is not dependent upon the scarcity premium algorithm used in Henwood’s model, because there are very few hours in which the scarcity premium comes into play under the normal weather conditions assumed in the analysis.

4. The record indicates that the development of new generation in the border region the range of 1360 to 2360 MWs is plausible. 

5. Construction of the Miguel-Mission and Imperial Valley Projects reduces hours of congestion caused by limited transmission capacity and improves access to economic power.  This reduces energy costs to SDG&E ratepayers as well as ratepayers throughout the CAISO control area (i.e., SDG&E, SCE, and PG&E).

6. SDG&E’s economic analysis assumes that Miguel-Mission is constructed at an annual cost of $3 million under the scenario where 1360 MWs of new generation develop, and that both Miguel-Mission and Imperial Valley Projects are constructed at an annual cost of $7.24 million under the scenario where 2360 MWs develop.  Under these cost assumptions, the projects are estimated to produce $3 to $7.24 million in net benefits to SDG&E ratepayers and $9.97 to $43.24 million in net benefits costs to CAISO ratepayers (including SDG&E).  

7. To the extent that new generation comes on line in the constrained area, i.e., San Diego North, the benefits from the transmission upgrades will diminish.  However, given the uncertain status of project development in that area and the robustness of SDG&E’s scenario analysis if even 600 MWs of those projects come on line by 2004, it appears unlikely that the cost saving benefits associated with the projects will be negated by increased development of generation within the constrained area. 

8. There is no basis in this record for considering RMR cost reductions or reductions in market power in determining whether or not the upgrades are in the public interest.

9. The record provides very little detail describing the basis for SDG&E’s project cost estimates, particularly for the Miguel-Mission project.  SDG&E has the burden of proving the reasonableness of its cost estimates, but has not done so in this proceeding. 

10. The net benefits to ratepayers justify the construction of the Miguel-Mission and Imperial Valley Projects provided that: (1) a threshold amount of new generation develops in the California-Mexico border area and in Mexico, and (2) project costs are contained at or below the preliminary estimates presented in this proceeding.  Based on SDG&E’s economic analysis, the threshold amount of new generation for the Miguel-Mission Project should be 1360 MWs.  The Imperial Valley project should not move ahead until 2360 MWs of new generation develops, because this is the level at which the project is needed to eliminate potential congestion.

11. The economic analysis presented in this proceeding supports a finding of economic need based on the estimates of project benefits and costs presented in this proceeding.  However, a finding of economic need is not supported by the record if the projects are allowed to go forward with considerable uncertainty regarding project costs and generation development and if the full risk of this uncertainty is allocated to SDG&E’s ratepayers.

12. The Mission-Miguel and Imperial Valley transmission upgrades are subject to the cost cap provisions of § 1005.5 as a single project since they are both designed to increase transmission capacity into SDG&E’s load center during the same timeframe, are functionally interdependent (i.e., Imperial Valley Project cannot increase that transmission capacity unless Miguel-Mission Project is also built), are jointly linked to the milestone conditions for proceeding with project construction, and together exceed $50 million in estimated costs. 

13. SDG&E’s economic analysis also supports a ratemaking policy that allocates project costs to ratepayers throughout the CAISO control area, which is a policy that was under consideration by FERC during evidentiary hearings in this proceeding.  The record in this proceeding should be utilized in the Commission’s future interactions with FERC regarding transmission cost allocation issues. 

14. The record in this proceeding indicates that proceeding with the Miguel-Mission Project has cost allocation implications for the Valley-Rainbow Project that SDG&E has proposed in A.01-03-036.

15. The milestone procedures proposed by SDG&E and Border Generation do not reflect the fact that the Imperial Valley Project will not be needed until at least 2360 MWs of generation is developed.  The milestone procedures do not include representation of Commission staff in the proposed Verification Procedures.  They should be modified to correct for these deficiencies. 

Conclusions of Law

1. The Miguel-Mission and Imperial Valley Projects are economic to SDG&E’s ratepayers and in the public interest, subject to the cost cap and milestone conditions discussed in this decision.

2. The Commission has jurisdiction pursuant to Pub. Util. Code § 1005.5 to cap project costs, and such a cap is applicable to the transmission upgrades we are considering in this proceeding. 

3. The Commission should cap the project costs for the Miguel-Mission Project and Imperial Valley Project at $55.4 million for the combined upgrades. As discussed in this decision, the Commission should conduct a reasonableness review of SDG&E’s project expenditures pursuant to Pub. Util. Code §§ 454.1, 463.5, 1005.5 and other applicable law.

4. Under Pub. Util. Code § 1005.5, SDG&E may return to the Commission to seek an increase in the cost cap if the reasonable combined costs of the projects exceed the cost cap we impose here. 

5. As discussed in this decision, the Imperial Valley Project qualifies as a “substation modification project” which is exempt from GO 131-D requirements for either a CPCN or PTC.

6. SDG&E is required to file a CPCN for the Miguel-Mission Project under GO 131-D given the magnitude of the proposed project activities and the proposed replacement of existing power line facilities above 200 kV and beyond equivalent levels.  As discussed in this decision, the filing requirements under subparts (c) and (d) can be eliminated in this instance because this proceeding has addressed economic need and the project costs will be capped and subject to a reasonableness review.  Moreover, based on SDG&E’s project description, the requirement of a schedule showing the program of right-of-way acquisition and construction under subpart (f) does not appear relevant, and can be eliminated.  

7. SDG&E and Border Generation’s proposed milestones, as modified by this decision, are reasonable and should be adopted.

8. In order to proceed expeditiously with these projects, this order should be effective immediately.

INTERIM ORDER

IT IS ORDERED that:

1. The Miguel-Mission Project and Imperial Valley Projects are economic and are in the public interest.  San Diego Gas & Electric Company (SDG&E) shall proceed with the licensing of these projects subject to the following conditions:

a. Project costs for the combined upgrades shall be caped at $55.4 million, and subject to reasonableness review.

b. Construction of the projects shall be coordinated with the construction of a threshold level of new generation per the Milestone Schedule presented in Attachment 4.

2. Consistent with the milestone schedule set forth in Attachment 4, SDG&E shall file a Certificate of Public Convenience and Necessity (CPCN) for the construction of the Miguel-Mission Project.  As discussed in this decision, SDG&E is permitted to file its CPCN application under Section IX of General Order 131-D absent the information required by subparts (c), (d), and (f).

3. Consistent with the milestone schedule set forth in Attachment 4, SDG&E shall file an informational advice letter that includes the following information on the Imperial Valley Project:

a. project description

b. information establishing the previously authorized substation

c. previous voltage rating of the substation

d. explanation that the work will be conducted within existing substation boundaries

e. explanation why the project qualifies as a “substation modification project” pursuant to General Order 131‑D.III. B and C.

4. Within 180 days of final completion of the Miguel-Mission and Imperial Valley upgrades, SDG&E shall file an application at the Commission’s Docket Office for reasonableness review of project expenditures.  A notice of availability of the application shall be served on the appearances and state service list in this proceeding, or its successor.  Complete copies of the application shall be served 

on the assigned Administrative Law Judge, Assigned Commissioner, Energy Division, and Office of Ratepayer Advocates.

This order is effective today.

Dated 




, at San Francisco, California.
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LIST OF ACRONYMS

LIST OF ACRONYMS

A.
Application

AB 970 
Assembly Bill 970

ALJ
Administrative Law Judge

Border Generation
Border Generation Group

CAISO
California Independent System Operator

CPCN
Certificate of Public Convenience and Necessity

D.
Decision

Exh.
Exhibit

EMSS
Electric Market Simulation System

FERC
Federal Energy Regulatory Commission

GO
General Order

Henwood
Henwood Energy Services 

Imperial Valley Project
Modifications to the Imperial Valley Substation


transformer bank

“Joint Parties”
SDG&E, the Border Generation Group, and the

Office of Ratepayer Advocates

kcmil
thousand circular mil

kV
kilovolt

LRPP
La Rosita Power Project

Miguel-Mission Project
Upgrades to transmission west of Miguel

MVA
megavolt-ampere

MW
Megawatt

ORA
Office of Ratepayer Advocates

PEA
Proponents Environmental Assessment

PG&E
Pacific Gas and Electric Company

PHC
prehearing conference

PJZ
Presidente Juarez

PTC
Permit to Construct

Pub. Util. Code
Public Utilities Code

RMR
reductions in reliability-must-run

RT
Reporter’s Transcript

SCE
Southern California Edison Company

SDG&E
San Diego Gas & Electric Company

SWPL
Southwest Power Link

TDM
Termoelectrica De Mexicali

WSCC
Western System Coordinating Council
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ATTACHMENT 3

ATTACHMENT 3:  

SDG&E AND BORDER GENERATION PROPOSED JOINT MILESTONE SCHEDULE COORDINATING CONSTRUCTION OF THE MIGUEL-MISSION AND IMPERIAL VALLEY UPGRADES WITH CONSTRUCTION OF NEW GENERATION PROJECTS

A. GENERAL PRINCIPLES

The general principles that govern the milestones are as follows:

1. Paragraph 8 of the Joint Recommendation states:

Based on the economic study presented in this proceeding, it appears that justification exists for construction of the transmission upgrades if a threshold level of new generation develops in the Border area. Once new generation in the Border area exceeds approximately 1350 MW, the annual energy cost savings to SDG&E ratepayers could exceed the annual cost of both the Miguel-Mission Upgrade and the IV Upgrade.

The milestone schedule is intended to ensure that, at each milestone point, new generation exceeding approximately 1350 MW develops as SDG&E proceeds with construction of the transmission upgrades.

2. The milestone schedule is not intended to be specific to individual generators.  The objective, at each milestone point, is to achieve, or demonstrate progress in achieving, the milestones with any combination of generation that exceeds approximately 1350 MW.

3. SDG&E and the BGG agree that these milestones are an appropriate and reasonable approach under the facts and circumstances in this case.  The milestones set forth herein are not intended to establish a precedent, however, for the parties or for the Commission.  SDG&E and the BGG recognize that FERC plans to issue a rule that will in the future govern how public utilities that own, operate, or control transmission facilities under the Federal Power Act will treat interconnections.  See Standardizing Generator Interconnection Agreements and Procedures – Advance Notice of Proposed Rulemaking, Docket No. RM02-1-000 (issued October 25, 2001).

4. In order to ascertain whether substantial compliance has been achieved with respect to the milestones, a “Verification Committee,” comprised of selected representatives from SDG&E and members of the BGG, will meet near the end of each calendar quarter, beginning in March 2002.  Because the milestones do not reflect the entire universe of possible facts and circumstances that could affect the timeline, the Verification Committee will have the discretion to adjust the milestones as necessary.

5. The Verification Committee will determine, on a case-by-case basis, whether a missed milestone is significant enough to justify a delay of other milestones.  The Verification Committee will consider whether reasonable adjustments to the milestones should be made in order to accommodate specific circumstances.

6. In order to verify substantial compliance with the milestones, the Verification Committee will accept documentation and sworn affidavits by responsible representatives, and will employ site visits.  Parties will inform the Verification Committee immediately upon determining that a milestone will not be met, and explain why they cannot meet the milestone. 

7. SDG&E and the BGG anticipate that SDG&E will not spend more than a total of $2 million on the upgrades until it receives a final order from FERC that addresses how SDG&E should treat the costs of the upgrades.
  In the absence of a final FERC order by the time SDG&E has expended approximately $2 million, SDG&E will determine whether its milestones should be delayed, and SDG&E will advise the Verification Committee of its decision immediately.

8. SDG&E anticipates that, by the beginning of April of 2002, it will have spent around $2 million on the upgrades.  This is when SDG&E will determine whether it should delay its milestones absent a final FERC order addressing how the costs of the upgrades should be treated for ratemaking purposes.  After this point, SDG&E would face significant financial exposure for, among other things, cancellation fees associated with materials on order.  

9. SDG&E and the BGG anticipate that SDG&E will not begin constructing the Miguel-Mission upgrade until it receives an order from the Commission that authorizes it to do so under G.O. 131-D.  If SDG&E does not receive an order from the Commission in time to commence construction under the milestone schedule, SDG&E will determine whether its milestones should be delayed, and SDG&E will advise the Verification Committee of its decision.   

10. Once a generation project achieves the point in construction at which all of the Major Equipment (defined below) is mounted on the foundation on the project site, progress is deemed to be sufficient not to require additional milestones for the generation project.

B. 

MILESTONE SCHEDULE

The specific milestones are as follows:

By The End Of January 2002

Generators (new generation exceeding approximately 1350 MW)

1. Engineering Procurement & Construction Contract (EPC) signed, or equivalent.

2. Major Equipment (combustion turbine, steam turbine, heat recovery steam generator (HRSG)) ordered.

3. Interconnection agreement signed or in advanced stage of negotiation.

4. All major US/Mexico licenses/approvals required for commencement of power plant site construction.

5. Gas pipeline transportation agreement executed.

6. Substantial plant construction and grading commenced.

7. Generation tie-line construction in progress, if applicable.

SDG&E

1. Finish joint interconnection/system upgrade study.

2. File petition for Declaratory Order for rolled-in rate recovery with FERC (target date 1/1/02 or sooner).

3. Order circuit breakers for IV Sub banks.

4. File advice letter for IV transformer upgrade, if applicable.

By The End Of March 2002

Generators (new generation exceeding approximately 1350 MW)

1. Combustion turbines delivered, or status report stating when delivery will occur. 

2. Foundations for Major Equipment complete, or status report stating when the foundations will be complete.

3. Power plant switchyard construction commenced, if applicable.

4. All major U.S./Mexico licenses/approvals required for commencement of tie-line construction, if applicable.

SDG&E

5. ML-MS#2 environmental data collection complete.

6. File the relevant G.O. 131-D pleading for ML-MS #2.

By The End Of June 2002

Generators (new generation exceeding approximately 1350 MW)

1. Major Equipment delivered, or status report stating when delivery will occur.

2. Condensers, Distributed Control System (DCS) equipment ordered.

3. Substantial progress on power plant switchyard construction, if applicable.

SDG&E

1. Complete design of IV bank upgrade.

2. Long lead-time materials ordered for ML-MS#2.

3. Order transformers for IV upgrade.

By The End Of September 2002

Generators (new generation exceeding approximately 1350 MW)

1. Major Equipment on site.

SDG&E

1. Start construction for IV bank upgrades.

2. Start construction for ML-MS#2 (contingent on receipt of an order from the Commission that authorizes construction under G.O. 131-D).

By The End Of December 2002

Generators (new generation exceeding approximately 1350 MW)

1. Major Equipment mounted on foundation.

2. Condenser, DCS equipment on site.

3. Power plant switchyard complete, if applicable.

SDG&E

1. Complete engineering for ML-MS#2.

2. Receive IV transformer banks.

3. Complete design of ML-MS#2 project.

By The End of January 2003

Generators (new generation exceeding approximately 1350 MW)

1. Tie-line construction complete, if applicable.

By The End Of June 2003

Generators (new generation exceeding approximately 1350 MW) 

1. Testing/start-up operations in process, or status report stating when these activities will occur.

SDG&E

1. Install and test first new transformer (May 2003).

2. Place first new transformer in service.

By The End Of September 2003

Generators 

No further milestones.

SDG&E

1. Remove old transformer and install second new transformer (August 2003).

2. Relocate 69 kV and 138 kV lines.

By The End Of December 2003

Generators

No further milestones.

SDG&E

1. Place second new transformer in service.

By The End Of September 2004 (or sooner if reasonably practical)

Generators

No further milestones.

SDG&E

1. Install new 230 kV line.

2. Place ML-MS#2 in-service.

C. 

CONCLUSION

In accordance with the Presiding Judge's direction to the parties, SDG&E and the BGG present the foregoing milestone schedule as an agreed upon approach to coordinate the construction of SDG&E's Miguel-Mission and Imperial Valley Substation upgrades with the construction of a threshold level of new generation in the border area.

CERTIFICATE OF SERVICE

I hereby certify that I have served, this day, a copy of the foregoing SAN DIEGO GAS & ELECTRIC COMPANY AND THE BORDER GENERATION GROUP'S JOINT MILESTONE SCHEDULE COORDINATING CONSTRUCTION OF THE MIGUEL-MISSION AND IMPERIAL VALLEY UPGRADES WITH CONSTRUCTION OF NEW GENERATION PROJECTS on the service list for I.00-11-001 by electronic mail, as well as mailing a properly addressed copy, by first-class mail with postage prepaid, to each party.

Executed on December 3, 2001, at San Diego, California.

Julie A. Stuart

ATTACHMENT 4

ATTACHMENT 4:  

ADOPTED MILESTONE SCHEDULE COORDINATING CONSTRUCTION OF THE MIGUEL-MISSION AND IMPERIAL VALLEY UPGRADES WITH CONSTRUCTION OF NEW GENERATION PROJECTS IN THE CALIFORNIA-MEXICO BORDER REGION

D. GENERAL PRINCIPLES

The milestone schedule is intended to ensure that, at each milestone point, new generation exceeding approximately 1350 MWs and 2360 MWs develops in the California-Mexico border region as SDG&E proceeds with construction of the Miguel-Mission and Imperial Valley transmission upgrades, respectively.

1. The milestone schedule is not intended to be specific to individual generators.  The objective, at each milestone point, is to achieve, or demonstrate progress in achieving, the milestones with any combination of generation that exceeds the generation thresholds. 

2. These milestones are an appropriate and reasonable approach under the facts and circumstances in this case.  The milestones set forth herein are not intended to establish a precedent, however, for the parties or for the Commission.  

3. In order to ascertain whether substantial compliance has been achieved with respect to the milestones, a “Verification Committee,” comprised of selected representatives from SDG&E, members of the Border Generation Group and the Commission’s Energy Division, will meet near the end of each calendar quarter, beginning in March 2002.  The Assigned Commissioner in Investigation (I.) 01-11-001 shall select the Energy Division representative or representatives. Because the milestones do not reflect the entire universe of possible facts and circumstances that could affect the timeline, the Verification Committee will have the discretion to adjust the milestones as necessary.  Disagreements among Committee members concerning these and other compliance issues shall be resolved by the Assigned Commissioner in I.00-11-001, or her designee. 

4. The Verification Committee will determine, on a case-by-case basis, whether a missed milestone is significant enough to justify a delay of other milestones.  The Verification Committee will consider whether reasonable adjustments to the milestones should be made in order to accommodate specific circumstances.

5. In order to verify substantial compliance with the milestones, the Verification Committee will accept documentation and sworn affidavits by responsible representatives, and will employ site visits.  Parties will inform the Verification Committee immediately upon determining that a milestone will not be met, and explain why they cannot meet the milestone. 

6. SDG&E will not spend more than a total of $2 million on the upgrades until it receives a final order from FERC that addresses how SDG&E should treat the costs of the upgrades.  In the absence of a final FERC order by the time SDG&E has expended approximately $2 million, SDG&E will determine whether its milestones should be delayed, and SDG&E will advise the Verification Committee of its decision immediately.

7. SDG&E anticipates that, by the beginning of April of 2002, it will have spent around $2 million on the upgrades.  This is when SDG&E will determine whether it should delay its milestones absent a final FERC order addressing how the costs of the upgrades should be treated for ratemaking purposes.  After this point, SDG&E would face significant financial exposure for, among other things, cancellation fees associated with materials on order.  

8. SDG&E will not begin constructing the Miguel-Mission upgrade until it receives an order from the Commission that authorizes it to do so under G.O. 131-D.  If SDG&E does not receive an order from the Commission in time to commence construction under the milestone schedule, SDG&E will determine whether its milestones should be delayed, and SDG&E will advise the Verification Committee of its decision.   

9. Once a generation project achieves the point in construction at which all of the Major Equipment (defined below) is mounted on the foundation on the project site, progress is deemed to be sufficient not to require additional milestones for the generation project.

E. 

MILESTONE SCHEDULE

The specific milestones are as follows:

By The End Of January 2002

Generators (new generation exceeding approximately 1350 MW)

1. Engineering Procurement & Construction Contract (EPC) signed, or equivalent.

2. Major Equipment (combustion turbine, steam turbine, heat recovery steam generator (HRSG)) ordered.

3. Interconnection agreement signed or in advanced stage of negotiation.

4. All major US/Mexico licenses/approvals required for commencement of power plant site construction.

5. Gas pipeline transportation agreement executed.

6. Substantial plant construction and grading commenced.

7. Generation tie-line construction in progress, if applicable.

SDG&E

1. Finish joint interconnection/system upgrade study.

2. File petition necessary FERC applications.

3. File advice letter for IV transformer upgrade, if applicable.

By The End Of March 2002

Generators (new generation exceeding approximately 1350 MW)

1. Combustion turbines delivered, or status report stating when delivery will occur. 

2. Foundations for Major Equipment complete, or status report stating when the foundations will be complete.

3. Power plant switchyard construction commenced, if applicable.

4. All major U.S./Mexico licenses/approvals required for commencement of tie-line construction, if applicable.

SDG&E

1. ML-MS#2 environmental data collection complete.

2. File the relevant G.O. 131-D pleading for ML-MS #2.

By The End Of June 2002

Generators (new generation exceeding approximately 1350 MW for Miguel-Mission Project and 2360 MW for Imperial Valley Project)

1. Major Equipment delivered, or status report stating when delivery will occur.

2. Condensers, Distributed Control System (DCS) equipment ordered.

3. Substantial progress on power plant switchyard construction, if applicable.

SDG&E

1. Complete design of IV bank upgrade.

2. Long lead-time materials ordered for ML-MS#2.

3. Order circuit breakers and transformers for IV upgrade.

By The End Of September 2002

Generators (new generation exceeding approximately 1350 MW for Miguel Mission Project and 2360 MW for Imperial Valley Project)

1. Major Equipment on site.

SDG&E

1. Start construction for IV bank upgrades.

2. Start construction for ML-MS#2 (contingent on receipt of an order from the Commission that authorizes construction under G.O. 131-D).

By The End Of December 2002

Generators (new generation exceeding approximately 1350 MW for Miguel Mission Project and 2360 MW for Imperial Valley Project)

1. Major Equipment mounted on foundation.

2. Condenser, DCS equipment on site.

3. Power plant switchyard complete, if applicable.

SDG&E

1. Complete engineering for ML-MS#2.

2. Receive IV transformer banks.

3. Complete design of ML-MS#2 project.

By The End of January 2003

Generators (new generation exceeding approximately 1350 MW for Mission Miguel Project and 2360 MW for Imperial Valley Project)

1. Tie-line construction complete, if applicable.

By The End Of June 2003

Generators (new generation exceeding approximately 1350 MW for Mission Miguel Project and 2360 MW for Imperial Valley Project) 

1. Testing/start-up operations in process, or status report stating when these activities will occur.

SDG&E

1. Install and test first new transformer (May 2003).

2. Place first new transformer in service.

By The End Of September 2003

Generators 

No further milestones.

SDG&E

1. Remove old transformer and install second new transformer (August 2003).

2. Relocate 69 kV and 138 kV lines.

By The End Of December 2003

Generators

No further milestones.

SDG&E

1. Place second new transformer in service.

By The End Of September 2004 (or sooner if reasonably practical)

Generators

No further milestones.

SDG&E

1. Install new 230 kV line.

2. Place ML-MS#2 in-service.

CERTIFICATE OF SERVICE

I hereby certify that I have served, this day, a copy of the foregoing SAN DIEGO GAS & ELECTRIC COMPANY AND THE BORDER GENERATION GROUP'S JOINT MILESTONE SCHEDULE COORDINATING CONSTRUCTION OF THE MIGUEL-MISSION AND IMPERIAL VALLEY UPGRADES WITH CONSTRUCTION OF NEW GENERATION PROJECTS on the service list for I.00-11-001 by electronic mail, as well as mailing a properly addressed copy, by first-class mail with postage prepaid, to each party.

Executed on December 3, 2001, at San Diego, California.

Julie A. Stuart
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� Attachment 2 explains each acronym or other abbreviation that appears in this decision.


� See D.01-03-077 and D.01-10-070.


� The CAISO control area corresponds to the SDG&E, SCE, and PG&E service territories, combined.


� See ALJ rulings dated June 25 and July 19, 2001. 


� Sources:  Exh. 101, pp. 3-4, 9-10; Reporter’s Transcript (RT) at 361-365, 377-379, 502-503.


� Exh. 101, pp. 3-4; RT at 357-360.


� See Exh. 110.


� Exh. 101, p. 10.


� Source:  Exh. 103.  NOTE:  The AES 500 MW plant for Case 5 is not shown on the map in this exhibit, but is planned to connect at the “PJZ” (Presidente Juarez).  The Intergen LRPP 350 MW plant referred to in Case 5 is the “Intergen B” project on the map.  The map depicts this plant and Otay Mesa with slightly different nameplate ratings than used in the economic analysis.   


� See RT at 440-445, 453-460; Exh. 110, p. 2-1.


� Exh 108, p. 6.  While concurring with the results of Henwood’s modeling efforts, Border Generation contends that ratepayer benefits are actually greater than those identified in SDG&E’s analysis because that analysis does not consider: (1) reductions in reliability-must-run (RMR) costs, (2) qualitative reliability benefits and (3) reductions in market power.  However, Border Generation presents no evidence that the Miguel-Mission or Imperial Valley Projects actually produce such benefits.  Nor does Border Generation attempt to quantify them.  In fact, Border Generation’s contention that SDG&E’s RMR contractual requirement would change as a result of the new generation and transmission upgrades is not supported by the record.  The ISO establishes RMR requirements based on unrelated criteria. (RT at 404�407.)  Moreover, the future of RMR contracts beyond 2002 appears uncertain. (RT at 511-512; ORA Opening Brief, pp. 2-3.)  We therefore have no basis in this record for considering RMR cost reductions, or the other benefits that Border Generation mentions, in determining whether or not the upgrades are in the public interest. 





� In particular, we do not have concerns that the modeling effort conducted here represents a simplified tool that must be properly benchmarked against more sophisticated models in order to assure confidence in its use.  See our discussion of this issue during our consideration of a new Southern California link to the Southwest: D.01-10-070, mimeo. pp. 21-22.


� See RT at 381, 448, 452-453.


� Exh. 105, pp. 1-2; RT at 447-448, 468.


� RT at 464-466. 


� See Exh. 108, p. 5; Exh. 109, pp. 3-5, 19-21 and attached declarations of Mitchell D. Weinberg of Calpine Corporation, Stephen A. Kaufman of Intergen and Octavio Simoes of Sempra Energy Resources; Exh. 112; RT at 472-473, 477-483.








� RT at 411-412.


� Ibid., pp. 3-5; RT at 43433-436.


� Exh. 105, pp. 6-7.  


� Exh. 101, p. 4. Exh. 105, Response to Energy Division Data Request Question 5. 


� Ibid.  At the request of the ALJ, SDG&E’s Witness Brown did provide rough estimates to indicate that these operation and maintenance costs would be relatively low, i.e., $150,000 to $200,000 per year for the Miguel-Mission Project and $25,000 per year for the Imperial Valley Project.  RT at 490.


� Exh. 108, p. 6.


� Id.; Opening Brief of ORA, pp. 1-2; SDG&E Opening Brief, p. 8; Border Generation Opening Brief, p. 28. RT at 429-430; 496; 506-507. 


� See D.01-05-059, mimeo. pp. 33-35.  All statutory references are to the Public Utilities Code, unless otherwise noted. 


� Id.


� Exh. 109, p. 16, RT at 400-401, 475-476. 


� Exh. 109, pp. 10-12, 17.  


� Exh. 109, p. 18; RT at 392, 484-487.  


� RT at 420-422, 461-463.


� D.02-12-066, p. 70.


� Exh. 108, pp. 6-7.  RT at 502-506. SDG&E’s Brief Addressing The Applicability of GO 131-D, November 13, 2001. 


� Ibid., pp. 6-7.


� Subpart (c) requires a statement of facts and reasons why the public convenience and necessity require the construction and operation of the proposed transmission facilities. Subpart (d) requires a detailed statement of the estimated cost of the proposed facilities. Subpart (f) requires a schedule showing the program of right-of-way acquisition and construction. 


� Exh. 101, p. 11.


� Ibid.


� RT at 492-493.


� ORA was provided a copy of this document during the briefing period and indicated that it does not have any objection to the proposal.


� We also note that footnote 3 under “General Principles” concerning FERC jurisdication may reflect the views of SDG&E and Border Generation, but does not preempt this Commission from exercising what it considers to be its jurisdiction over transmission costs, as discussed above.  We will remove language from the milestones that asserts facts concerning FERC jurisdication. 


� Exh. 101, pp. 10-11.


� SDG&E and the BGG agree that FERC has exclusive jurisdiction over the justness and reasonableness of SDG&E’s transmission rates.  See Transmission Access Policy Study Group, et al. v. FERC, 225 F.3d 667, 718 (D.C. Cir. 2000).






