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Ratesetting
TO:  PARTIES OF RECORD IN RULEMAKING 06-03-004
This is the draft decision of Administrative Law Judge (ALJ) Dorothy Duda.  It will not appear on the Commission’s agenda for at least 30 days after the date it is mailed.  The Commission may act then, or it may postpone action until later.

When the Commission acts on the draft decision, it may adopt all or part of it as written, amend or modify it, or set it aside and prepare its own decision.  Only when the Commission acts does the decision become binding on the parties.

Parties to the proceeding may file comments on the draft decision as provided in Article 19 of the Commission’s “Rules of Practice and Procedure,” accessible on the Commission’s website at http://www.cpuc.ca.gov.  Pursuant to Rule 77.3 opening comments shall not exceed 15 pages.
Comments must be filed with the Commission’s Docket Office.  Comments should be served on parties to this proceeding in accordance with Rules 2.3 and 2.3.1.  Electronic copies of comments should be sent to ALJ Duda at dot@cpuc.ca.gov.  All parties must serve hard copies on the ALJ and the Assigned Commissioner, and for that purpose I suggest hand delivery, overnight mail or other expeditious methods of service.  The current service list for this proceeding is available on the Commission’s website, www.cpuc.ca.gov. 

/s/  ANGELA K. MINKIN
Angela K. Minkin, Chief

Administrative Law Judge
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Ratesetting
Decision DRAFT DECISION OF ALJ DUDA  (Mailed 6/19/2006)
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Order Instituting Rulemaking Regarding Policies, Procedures and Rules for the California Solar Initiative, the Self-Generation Incentive Program and Other Distributed Generation Issues.

	Rulemaking 06-03-004

(Filed March 2, 2006)


OPINION MODIFYING DECISION 06-01-024 TO 

INCREASE SYSTEM SIZE ELIGIBILILTY
This decision modifies Decision (D.) 06-01-024 regarding the maximum size of solar projects eligible to receive incentives through the Commission’s Self Generation Incentive Program (SGIP) and the California Solar Initiative (CSI).  The Commission makes this modification in advance of other Phase I issues in this rulemaking because it has learned the size limit adopted in D.06-01-024 is negatively impacting the solar photovoltaic (PV) market by unnecessarily constraining how SGIP project applicants size their systems. 
Background

For several years, the Commission’s SGIP has provided incentive payments to customers who install distributed generation (DG) systems, including solar facilities.
  Originally, the Commission provided incentive payments to solar facilities, as long as the systems were sized no larger than 200% of peak demand.  
In D.06-01-024, the Commission reduced the size of solar facilities eligible to receive incentives through the SGIP and CSI.  The Commission had witnessed an over-subscription for solar incentives in some utility service areas relative to available funds and was concerned with preserving program funding for more participants.  In addition, the Commission wanted to avoid paying incentives to over-sized systems.  Thus, it reasoned it was not prudent to pay incentives for capacity exceeding the on-site peak load.  Capacity above peak load requirements might result in surplus power that would go unused and would not be eligible to receive net energy metering credits.  Therefore, in D.06-01-024, the Commission reduced eligible system size for solar facilities to 100% of historic peak load, beginning with SGIP applications submitted after the date of the order, January 12, 2006.  (D.06-01-024, p. 15.)  

Following the change in system size eligibility requirements, Energy Division staff learned in February and March 2006 that the new limit of 100% of peak load had the unintended consequence of penalizing some 2006 SGIP solar project applicants by reducing net energy metering credits on an annual basis.  Utility net metering programs allow renewable DG systems producing excess electricity at any point during the day to deliver this electricity to the local utility.  In essence, the customer’s utility meter spins backward gaining a credit for the customer at the retail power rate.  This credit is applied to the customer’s energy bill creating an additional incentive for customers to invest in renewable DG. 

Increase in System Size Cap

In a proposal issued for comment on April 25, 2006, staff reviewed current system size data from a sample of 2006 SGIP solar project applications.
  The data indicated that sizing solar projects based on 100% of annual historical usage allows customers greater flexibility in sizing their DG facilities, reflects the sites’ actual usage, and still prevents potential over-sizing of systems relative to annual energy use.  Based on that analysis, Energy Division staff proposed changing the solar project size cap from 100% of peak load to 100% of annual historical usage and asked parties to comment on whether the change in the size cap should apply to non-solar SGIP applications as well.

Comments from numerous solar industry representatives, namely ASPv, PV Now, The California Solar Energy Industries Association, and Sun Light & Power Company, agree with the staff recommendation to allow solar projects sized up to 100% of historical usage.  They maintain the sizing limit based on 100% of peak load did not allow customers to size their systems appropriately to offset their annual energy use through net metering.  Specifically, Sun Light & Power states that a limit based on 100% of peak demand is not appropriate for solar DG projects that may produce power only during a limited number of hours per day.  It claims that a system sized only for peak demand will never be large enough to offset the customer’s total energy usage.  These parties further maintain that allowing customers greater flexibility to size systems larger than 100% of peak load is critical in meeting CSI megawatt (MW) targets.    

The program administrators of current SGIP incentive programs were not unanimous in their views. Pacific Gas and Electric Company (PG&E) and the San Diego Regional Energy Office (SDREO) agreed with the staff proposal to change the solar project size cap, but not the size cap for non-solar SGIP projects.  SDREO suggests that if a facility has a capital improvement plan or other documentation of future load growth, it should be able to size its system with that expansion in mind rather than historic usage.  San Diego Gas and Electric Company and Southern California Gas Company (SDG&E/SoCalGas) support retaining the current limit based on 100% of peak demand because they contend the sizing requirement should be consistent for solar and non-solar DG technologies.  Southern California Edison Company (SCE) supports returning to a 200% of peak demand standard for systems larger than 30 kilowatts.  SCE does not support a sizing standard based on expected annual energy output because it will require program administrators to estimate the likely solar generation from a customer’s system.  

Discussion
After further review, we conclude that the system size requirement for solar facilities adopted in D.06-01-024 is too restrictive to allow customers to meet all or most of their annual electricity requirements from their solar project.  If we allow customers to size systems based on 100% of annual historical usage, we avoid being too restrictive in our sizing requirements and we allow customers to size systems larger than a 100% peak load restriction.  Historic site usage information is readily available for existing structures, may be estimated for new buildings, and should not present a burden to program administrators.  The goal of our SGIP and CSI programs is to facilitate the installation of large amounts of on-peak electricity generation from DG facilities.  We do not want to inadvertently restrict the size of solar facilities, thus forcing the installation of twice as many smaller solar projects to meet our MW goals.  Therefore, we adopt the staff proposal to revise the system size requirement for solar projects from 100% of peak load to 100% of annual historical usage, based on the previous 12 months usage data.   
SDREO suggests we not restrict customers to sizing based on historical usage, but allow customers to size facilities larger if they can document expansion plans.  The current SGIP program handbook already contains detailed language concerning the sizing of systems for future load growth.  Nothing in today’s decision modifying the system size requirement modifies the existing program handbook language.  The program administrators should continue to process applications involving future load growth in the manner described in the current program handbook. 

The system sizing requirements adopted in this order shall apply to all solar project applications received under the 2006 SGIP rules as well as future SGIP solar and CSI projects.  The program administrators should accept amended 2006 applications from customers who want to install solar facilities larger than D.06-01-024 had allowed.  The system size change does not apply to projects on the SGIP waiting list as of December 2005, and the change does not impact system size requirements for non-solar SGIP applications.  Indeed, when the Commission changed the system size requirement in D.06-01-024, the change only applied to solar applications.  The sizing requirements for non-solar applications were not modified by D.06-01-024 and there is no basis for modifying them in this order. 
Comments on Draft Decision

The draft decision of ALJ Dorothy Duda was mailed in accordance with Public Utilities Code Section 311(g)(1) and Rule 77.7 of the Rules of Practice and Procedure.  Comments and/or replies were filed by _______________-.

Assignment of Proceeding

President Michael R. Peevey is the Assigned Commissioner and Dorothy Duda is the assigned ALJ in this matter.

Findings of Fact

1. In D.06-01-024, the Commission reduced the maximum size of solar facilities eligible to receive incentive payments under the SGIP and the CSI programs to 100% of historic peak load.  
2. The solar system size limit adopted in D.06-01-024 restricts the ability of some 2006 SGIP project applicants to size their systems to offset their annual energy use through net metering.
Conclusions of Law

1. If solar facilities are sized based on 100% of annual historical usage, this sizing criterion allows customers to maximize the proportion of their power requirements met by solar facilities, reflects the sites’ actual usage, and still prevents potential over-sizing of systems.
2. System size eligibility requirements for solar facilities should be modified from 100% of peak load to 100% of annual historical usage, based on the previous 12 months customer usage.

3. The new size requirement should apply to all 2006 SGIP solar applicants as well as future SGIP solar and CSI projects.  The program administrators should allow 2006 SGIP solar applicants to amend their applications to meet this modified sizing requirement.

4. The program administrators should continue to process applications involving future load growth in the manner described in the current SGIP program handbook.

ORDER

IT IS ORDERED that:

1. Decision 06-01-024 is modified to change the maximum solar system size eligible for incentives under the Commission’s Self-Generation Incentive Program (SGIP) and California Solar Initiative (CSI) from 100% of historical peak load to 100% of historical annual usage, based on customer usage data from the previous 12 months.
2. The new system sizing requirements shall apply to all 2006 SGIP solar applicants as well as future SGIP solar and CSI projects.

3. Applications involving future load growth shall be processed in the manner described in the current SGIP program handbook.

This order is effective today.

Dated 




, at San Francisco, California. 

INFORMATION REGARDING SERVICE

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

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

Dated June 19, 2006, at San Francisco, California.

	/s/   FANNIE SID

	Fannie Sid
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�  The Commission pays incentives to eligible DG systems through the SGIP in 2006.  Eligible DG systems include solar photovoltaic, wind turbines, fuel cells, and renewable and non-renewable micro-turbines, internal combustion engines, and gas turbines.  Starting in 2007, the Commission will pay incentives to solar projects through the CSI, while payments to DG projects other than solar will continue through the SGIP.


�  ALJ’s Ruling Requesting Comment on Staff Proposal, April 25, 2006, and Attachment entitled “CPUC Energy Division Proposal,” Section 2.5, pages 26-27. 
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