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RESOLUTION

Resolution E-3663.  San Diego Gas & Electric (SDG&E) requests authorization to modify definitions in Tariff Rule 1 which are applicable to Schedules A-V1, A-V2, A-V3 and RTP 2 and Special Conditions 13 and 14 of Schedule RTP-2 which are applicable to interruptible customers. Denied.

By Advice Letter 1198-E filed November 14, 1999.

__________________________________________________________

Summary

SDG&E filed Advice Letter 1198-E (AL 1198-E) which requests authority to modify  Definitions to its Tariff Rule 1 which are applicable to interruptible Schedules AV-1, AV-2, AV-3 and RTP-2 and Special Condition 13 and 14 of Schedule RTP-2.  The preceding schedules automatically charge customers higher prices when certain load conditions occur.  Customers can choose to curtail or interrupt their load to avoid the high rates.

Proposed modifications would provide SDG&E the discretion to charge the high prices when the load conditions specified in Rule 1 occur. This discretion also allows SDG&E to bid the interruptible load into the ancillary service market.

AL 1198-E is denied  because of  (1) the inequity created by interruptible customers receiving lower rates without having to curtail as frequently as envisioned in the interruptible rate design,  (2) the uncertainty of benefits to both SDG&E bundled customers and other PX customers, (3) inconsistency with  current policies on demand responsiveness, (4)  a  potentially unleveled playing field for competitors,  and  (5) the fact that the interruptible load continues to provide reliability benefits under existing tariffs.

Background

On November 14, 1999, SDG&E filed Advice Letter 1198-E (AL 1198-E) which requests authority to modify  Definitions  to its Tariff  Rule 1 which are applicable to interruptible Schedules AV-1, AV-2, AV-3 and RTP-2 and Special Condition 13 and 14 of Schedule RTP-2.

The aforementioned interruptible tariffs automatically charge customers a very high price for the transportation component  of electricity service when pre-defined high load conditions exist.
  Transportation prices reflect the costs associated with the distribution and transmission system used to deliver the energy from the generation source to the end-users. The high prices create an incentive for customers to curtail their load voluntarily.  Because interruptible customers are expected to curtail, SDG&E does not include their load in its scheduled PX load.

The proposed tariff changes would allow  SDG&E the discretion to charge high transportation  prices  when the predefined conditions occur rather than making it mandatory as it is under the current regime. Hence, interruptible customers may not be exposed to high prices as often as they are under existing tariffs during periods of high demand. If interruptible customers do not face high prices, they are unlikely to curtail their load.  Consequently, with the proposed changes, SDG&E would include the interruptible load in its scheduled PX load.  By including the interruptible load in SDG&E’s scheduled PX load, the interruptible load  is eligible as ancillary service capacity because the ISO can call upon that interruptible load to curtail.
In addition to SDG&E’s  request for discretion to charge higher prices, the advice letter would also allow  RTP-2 customers  to switch to Schedule AV-1 on less than a 12 month basis.

AL 1198-E is almost identical to  Advice Letter 1146-E,  which was filed on January 20, 1999.   The primary differences between the two advice letters are:

1) AL1198, unlike AL1146, does not include Schedules RTP-1 and I-2 , and

2) AL 1198 proposes another use for the interruptible load—self-provided ancillary services. 

Resolution E-3612 denied AL1146-E because it would adversely impact  bundled customers although there may be some benefit to interruptible customers from potentially  fewer interruptions.

In AL 1198-E, SDG&E proposes that the revenues and costs associated with ancillary service bidding  or self-provided ancillary service flow through Schedule PX.  It believes no tariff changes are required for this option.  In the current advice letter, SDG&E acknowledges that the effect of discretion is to slightly increase the PX price relative to the status quo
 because the interruptible load would now be  included in the PX market. SDG&E, however, also stated that an interruptible  load of only 40 MW  is likely to have a negligble effect on the PX market clearing price.  Additionally, SDG&E claims any increase in the PX price would be offset by ancillary service capacity revenues or a reduction in ancillary service charges, if the interruptible load  is used for self-provisioning of ancillary services.  SDG&E further maintains that it would not use the interruptible load for ancillary services unless there would be net benefits to bundled customers.  The utility also asserts that ISO grid reliability would be enhanced under the proposed tariff changes because the interruptible load would unlikely be curtailed and hence would be available for curtailment when the ISO declares a Stage 2 or 3 emergency.

On December 1, 1999, the ISO filed a letter stating that although it takes no position on this advice letter, it  is generally supportive of proposals to bid load into the ancillary service markets.  However, the ISO believes additional tariff changes may be required to reflect ISO requirements.  Upon further discussion between Energy Division and ISO staff, the tariff changes the ISO seeks are mainly to provide notice to SDG&E customers.

In its response to ISO comments, SDG&E states it is aware of the ISO’s requirements for interruptible load to qualify as ancillary service capacity and that it must comply with those requirements.  SDG&E, however, does not see any reason to modify its advice letter.

Notice 

Notice of AL 1198-E was made by publication in the Commission’s Daily Calendar.  SDG&E states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

The California Energy Commission (CEC) filed a protest on November 24, 1999.  The CEC believes that the proposed changes conflict with the basic premise of increasing system reliability because the loads are less likely to be interrupted when high load conditions occur. Another concern raised by the CEC is cost shifting among customer classes as the result of fewer interruptions.  Under the current rate design, SDG&E has reduced costs for interruptible customers based on perceived value to all ratepayers from that program.  But SDG&E is not proposing to make changes to tariffs  resulting from possible costing shifting as the result of interruptible customers being curtailed less. CEC suggests that SDG&E compare the difference in frequency of curtailments with the proposed changes to the present and provide this data in the December 2000 rate design window.  CEC also believes  that retaining the rate structure but reducing the probability of curtailments can be perceived as a load retention program.  CEC proposes  a two-fold strategy to mitigate this concern.  First, the program should be limited to the summer of 2000 and restrict the customer participation data to the program’s operating staff. Any violations of the restriction would be subject to penalties comparable to those associated with affiliate transaction rules. Second, these interruptible  customers  should be subject to hourly PX price rate design.  SDG&E should file supplemental  rate design testimony in the current rate design window so the hourly PX price rate design could be implemented by the summer of 2001.

In its response to CEC’s protest, SDG&E  states it would trigger the interruptible schedules whenever there is a system reliability concern independent of its bids in the ancillary service market.  SDG&E does not believe any  additional changes are needed to address CEC’s reliability concerns.  SDG&E denies the program is designed to retain load because it has requested the Commission to close these interruptible schedules in the its  Rate Design Window application, A.91-11-024 and only seeks some small benefit for customers until the tariff is fully terminated.  SDG&E believes the best solution is for the Commission  to act expeditiously on its Rate Design Window application  rather than limit the program to the summer of 2000 as proposed by the CEC.  SDG&E, however, does not believe  that the Rate Design Window is the appropriate forum for implementing hourly PX rate design because the Rate Design Window only addresses distribution rate design.  SDG&E also states it already complies with affiliate transaction rules.

Discussion

From SDG&E’s perspective this advice letter  provides benefits to  its customers and system reliability.  However, there is no certainty that customers will benefit from the proposed changes. As we stated in Resolution E-3612,  interruptible customers may benefit to the extent that SDG&E calls fewer curtailments. As we  also recognized in Resolution E-3612, there are risks associated with bidding the load into the ancillary service market, e.g. the penalties that would be charged if customers did not curtail when requested by the ISO. SDG&E bundled customers only benefit if any potential increase in the PX price is offset by ancillary services revenues and penalties. 

Even  if  interruptible customers are curtailed less, there are concerns.  As the CEC correctly noted in its protest, current interruptible rates  are designed assuming  a certain level of  voluntary curtailments by the interruptible customers.  Under the proposal, interruptible customers would receive the benefit of lower rates but may be interrupted less than what was expected of them.  In effect potentially, interruptible customers benefit from lower rates without having to be interrupted as frequently. 

Assuming arguendo that SDG&E only activates the call for  curtailments when there are net benefits to its bundled customers, other PX customers may not see a net benefit because they have no corresponding revenues from ancillary service capacity and energy payments to offset a potentially higher PX price.  Although all customers may experience a lower price for ancillary services since the supply of  ancillary services would be supplemented by the interruptible load, ancillary service costs, relative to PX costs, make up a small fraction of the total commodity costs.   However, to the extent the additional 40 MW has no impact on the PX market-clearing price, other PX customers should not be adversely affected.  

Under either proposed or existing tariffs, SDG&E’s interruptible load enhances grid reliability. As we stated in Resolution  E-3612 at p.5, under current tariffs, 

 “… since the load of these interruptible customers has already been curtailed, should a Stage 2 or 3  emergency occur, the additional capacity needed by the ISO to meet the emergency is lower than it would have  been otherwise without the customer –initiated curtailments.”  The proposed tariffs, however, would allow the ISO to directly access the interruptible  load for reliability purposes.  This direct access will also mean that the ISO will be paying for reliability service rather than enjoying the free-of-charge reliability benefits from the same interruptible load.

AL 1198-E is inconsistent with our  current policies on demand responsiveness. To mitigate price spikes, enhance market efficiencies, and improve reliability, Resolution E-3650 approved  SCE and PG&E demand responsiveness programs with modifications which allow customers to respond to PX prices.  Although SDG&E’s interruptible customers will continue to see actual variations in the commodity price under  AL 1198-E , they are less likely to be exposed to high transportation prices.  Customers make their consumption decisions based on the total price –commodity and transportation.  High transportation prices (e.g. $1.8/kWh) coupled with high commodity costs amplify price signals to customers to curtail.
  Conversely, low transportation prices (e.g.$.01/kWh) mute the signal of high commodity prices.
  Consequently, under AL 1198-E we would expect customers to see a weaker price signal to curtail during periods of high PX prices.

AL 1198-E also distorts the competitive landscape.  SDG&E is using a transportation rate differential to potentially  lower procurement costs to its bundled customers.  Other commodity providers do not have a transportation rate differential which would offset the procurement costs charged to their customers.

AL 1198-E is denied  because of  (1) the inequity created by interruptible customers receiving lower rates without having to curtail as frequently as envisioned in the interruptible rate design,  (2) the uncertainty of benefits to both SDG&E bundled customers and other PX customers, (3) inconsistency with  current policies on demand responsiveness, (4)  a  potentially unleveled playing field for competitors,  and  (5) the fact that the interruptible load continues to provide reliability benefits under existing tariffs.

Comments

"Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  No comments were filed.

Findings

1. SDG&E filed Advice Letter 1198-E on November 14,1999.

2. The proposed  tariff changes would allow SDG&E the discretion to charge interruptible customers  high prices when the predefined load conditions occur rather than making it mandatory as it is under the current regime. This discretion permits SDG&E to bid the interruptible load into the ISO’s ancillary  service market or to self-provide ancillary service.

3. SDG&E would include the interruptible load in its scheduled PX load, whereas under current tariffs that load would be excluded since customers are expected to curtail.

4. With the proposed changes, interruptible customers may not be exposed to high prices as often as they are under existing tariffs during periods of high demand.  These customers may benefit to the extent that SDG&E calls fewer curtailments.

5. The California Energy Commission filed a protest on November 24, 1999. The CEC believes that the proposed changes conflict with the basic premise of increasing system reliability because the loads are less likely to be interrupted when high load conditions occur.  The CEC is  also concerned that there is also a potential for cost shifting  among customer classes because interruptible customers would be curtailed less than what was reflected in the interruptible rates .

6. On December 1, 1999, the ISO filed a letter stating that although it takes no position on this advice letter, it  is generally supportive of proposals to bid load into the ancillary service markets

7. In its response to CEC’s protest, SDG&E  states it would trigger the interruptible schedules whenever there is a system reliability concern independent of its bids in the ancillary service market

8. SDG&E bundled customers only benefit if any potential increase in the PX price is offset by ancillary services revenues and penalties

9. Other PX customers may not see a net benefit because they have no corresponding revenues from ancillary service capacity and energy payments to offset a potentially higher PX price.

10. Although all customers may experience a lower price for ancillary services because the interruptible load would supplement the supply of ancillary services, ancillary service costs, relative to PX costs, make up a small fraction of the total commodity costs.

11. Under AL 1198-E, interruptible customers would see a weaker price signal to curtail during periods of high PX prices.

12. SDG&E is using a transportation rate differential to potentially  lower procurement costs to its bundled customers.  Other commodity providers do not have a transportation rate differential which would offset the procurement costs charged to their customers.

13. AL 1198-E  should be denied  because of  (1) the inequity created by interruptible customers receiving lower rates without having to curtail as frequently as envisioned in the interruptible rate designs,  (2) the uncertainty of benefits to both SDG&E bundled customers and other PX customers, (3) inconsistency with  current policies on demand responsiveness, (4)  a  potentially unleveled playing field for competitors,  and  (5) the fact that the interruptible load continues to provide reliability benefits under existing tariffs,

14. CEC protest is denied  since we do not adopt their mitigation measures.
Therefore it is ordered that:

1.  SDG&E’s Advice Letter 1198-E is denied.

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on August 3, 2000  the following Commissioners voting favorably thereon:
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