MAILED 08/27/07

PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

ENERGY DIVISION RESOLUTION E-4052
August 23, 2007

RESOLUTION

Resolution E-4052. Southern California Edison Company’s Request
to Establish a Renewable Transmission Feasibility Study Costs
Memorandum Account to Record Costs of Studying the Feasibility of
Developing Transmission to Access and Deliver Output From
Eligible Renewable Resources Located in Western Nevada, Inyo and
Eastern San Bernardino Counties, the Salton Sea Area in California,
and Western Arizona.

By Advice Letter 2062-E filed on November 22, 2006 and a
supplemental Advice Letter 2062-E-A filed on April 2, 2007 to
replace Advice Letter 2062-E in its entirety. This advice letter
is approved with modifications.

SUMMARY

Southern California Edison (SCE) has requested Commission approval to
establish a Renewable Transmission Feasibility Study Costs Memorandum
Account to record up to $6 million to study the feasibility of accessing new
renewable resources located in Western Nevada, Inyo and Eastern San
Bernardino Counties, the Salton Sea Area in California, and Western
Arizona.

Through this advice letter filing, SCE has signaled its desire to pursue a
path of proactive transmission planning to access renewable resources. We
commend SCE for taking the initiative to find transmission solutions for
accessing renewable resources located far from the load centers. SCE'’s
request distinguishes SCE as a leader committed to meeting the state’s
clean energy goals under the RPS and AB32.
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This Resolution approves SCE'’s request with modifications intended to fold
SCE'’s proposed scope of work into a larger statewide effort that was
formed, in part, as a result of SCE’s advice letter filing. This Resolution
authorizes SCE to establish a renewable transmission memorandum
account and record costs, up to $4.5 million. We expect SCE to (1)
participate in Phase 1 of the California Renewable Energy Transmission
Initiative (CRETI - see Appendix A for the most recent version of the
CRETI Mission Statement!), which will involve a robust cost-effectiveness
analysis that prioritizes California’s renewable resource areas; (2) to
conduct their “Phase 2” work within the framework of the CRETL; and (3)
to focus their transmission studies on those priority areas identified in
CRETI Phase 1. We believe SCE’s proposal, as modified, is a crucial step
towards meeting our greenhouse gas and renewable goals and that these
studies could lead to cost-effective transmission and renewable resource
development.

BACKGROUND

SCE requests authority to establish renewable transmission
memorandum account and record up to $6 million in study costs

SCE has requested authority to establish a Renewable Transmission
Feasibility Study Costs Memorandum Account (memo account) to record
up to $6 million in costs associated with studying the feasibility of
developing transmission capacity to deliver the output of renewable energy
resources located in Western Nevada, Inyo and San Bernardino Counties,
the Salton Sea area in California, and Western Arizona.

Specifically, this advice letter seeks authority to record in a memo account
up to $6 million in incremental Operations and Maintenance (O&M) costs,
including outside consultant costs. SCE also wants to record the costs
associated with evaluating the feasibility of building up to four high-

I The CRETI Mission Statement is attached for illustrative purposes only and is in
no way being voted on or approved as part of the Commission’s decision on this
Resolution. Further, the attached CRETI Mission Statement is draft as of August
20, 2007. The Mission Statement may be subject to further revisions as agreed
upon among CRETI Coordinating Committee members.
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voltage bulk-transfer transmission facilities to the four identified renewable
resource rich areas even though SCE has not yet identified a transmission
route or a specific renewable project. The costs of these studies will be
incremental O&M costs, which are not currently reflected in SCE'’s
distribution or other rates.

According to the advice letter, the studies will identify:
e Initial transmission facility scopes
e Likely transmission routes
e Preliminary environmental surveys identifying potentially sensitive
areas
e Cost estimates

SCE believes Commission Decision (D.)06-06-034 establishes authority to
create a renewable transmission memo account in order to record
transmission study costs

SCE believes that Commission Decision (D.)06-06-034 authorized SCE to
file an advice letter to establish a memo account and record costs related to
renewable transmission feasibility studies. SCE states that the costs it is
seeking to record and later recover are not themselves eligible for California
Public Utilities (PU) Code Section 399.25 rate recovery since the costs of the
feasibility studies proposed do not result from the construction of specific
transmission facilities. In addition, feasibility study costs of the type
proposed cannot be capitalized under generally accepted accounting
principles because these study costs will be incurred prior to selecting a site
and prior to committing to a specific project. SCE interprets D.06-06-034 to
authorize utilities to file advice letters seeking to record and recover
feasibility study costs, provided that a reasonable belief has been
established that, once a specific project is identified, the cost of building
that project would be eligible for Section 399.25 backstop recovery.

SCE seeks cost recovery through the ERRA

SCE seeks cost recovery through its annual Energy Revenue Requirement
Accounts (ERRA) Reasonableness proceeding for CPUC review. The ERRA
is a balancing account to record and track energy procurement and
procurement related costs. SCE proposes that, following an ERRA
reasonableness review of SCE’s actual costs recorded in the memo account,
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SCE will transfer amounts from the memo account to SCE’s Base Revenue
Requirement Balancing Account for rate recovery.

PROTESTS

Neither AL 2062-E nor AL 2062-E-A was protested. However, three
supporting comments with proposed modifications were filed.

e Pacific Gas and Electric (PG&E) provided timely and supportive
comments with modifications regarding AL 2062-E. PG&E filed its
comments on December 12, 2006.

e SCE filed timely reply comments to PG&E’s comments on December
19, 2006.

e (California Wind Energy Association (CalWEA) provided timely and
supportive comments with modifications regarding AL 2062-E-A.
CalWEA filed its comments on April 23, 2007.

e Kern Wind Energy Association (KWEA) provided timely and
supportive comments with modifications regarding SCE’s AL 2062-
E-A. KWEA filed comments on April 23, 2007.

Summary of Comments
Pacific Gas and Electric

On December 12, 2006, PG&E filed comments stating that SCE's
interpretation of D.06-06-034 is “overly restrictive” in stating that feasibility
studies which may or may not lead to the development of transmission
facilities are not eligible for Section 399.25 rate treatment. Instead, PG&E
asks the Commission to make an explicit finding in this Resolution that
such study costs that “can be shown to be “necessary for the achievement of
RPS goals,” should be deemed eligible for recovery under Section
399.25...”2 even if they (quoting SCE’s Advice Letter) “do not result from
the construction of a specific transmission facility.”3

2 See PG&E's Response to SCE’s Advice 2062-E, p. 1

3 See Advice 2062-E-A, mimeo p. 5
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On December 19, 2006, SCE responded to PG&E’s comments, stating that
feasibility study costs incurred before a specific transmission project has
been identified are not eligible for Section 399.25 backstop cost recovery
because such costs cannot be capitalized in association with a specific
project, since the project does not exist. SCE believes that PG&E’s scenario
assumes that such costs can be recorded and capitalized, but SCE
emphasizes that its advice letter addresses costs that occur before a specific
project has been identified and thus cannot be capitalized.

California Wind Energy Association

On April 23, 2007, CalWEA filed comments strongly supporting SCE’s
request to establish a memorandum account but suggesting the following
modifications:

e SCE’s Eastern San Bernardino study should include projects
interconnecting as far east as the Eldorado/Mohave substations in
Nevada

e SCE should coordinate with the efforts of San Diego Gas & Electric
(SDG&E), Los Angeles Department of Water and Power (LADWP),
Imperial Irrigation District (IID), and the Imperial Valley Study
Group (IVSG) to expand transmission access to the Salton
Sea/Imperial Valley area

e SCE’s Salton Sea study should include the significant La Rumorosa
wind resources south of the Imperial Valley

Kern Wind Energy Association

On April 23, 2007, KWEA also filed comments supporting SCE’s request,
but KWEA asks SCE to focus and prioritize study resources for specific
areas they believe contain the greatest amount of RPS potential.

KWEA believes the highest priority resource areas are:
e FEast of Tehachapi into Southwestern Nevada
e Devers area
e South of Devers to the Imperial Valley and the Mexican Border
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DISCUSSION

Proactive Renewable Transmission Planning

Transmission planning and development to access renewable resource
areas faces many difficult challenges, including;:

1) Renewable resource areas are often location constrained.

a. Many renewable resource areas are located far from the grid
and load centers and often require extensive and expensive
transmission upgrades.

b. In order to achieve cost-savings through economies of scale,
and to limit environmental impacts and ultimate build-out
time, large, multi-user transmission projects are needed to
access renewable resource areas.

c. All inclusive comprehensive transmission planning is needed
to avoid inefficient, piecemealed transmission solutions.

2) Anticipation of developer commitment and its timing is difficult
since resource development typically occurs over an extended period
of time and faces complex hurdles, including permitting and
financing challenges.

3) Permitting and construction of transmission facilities require
substantially longer lead times than resource development.

4) Efficient proactive planning and procurement decisions require “big
picture” judgment. This judgment is best informed by thoughtful
planning processes that balance the costs and risks of generation
versus those of transmission.

Considering all of the above factors, we agree with SCE that there is a need
for more proactive planning for the procurement of renewable resources
and related transmission facilities. Thus, we propose the following
Resource Assessment and Transmission Planning Guidelines:

1) A robust cost-effectiveness analysis of the total costs and benefits of
developing the renewable resource area (i.e. generation and
transmission costs and benefits) should be performed and the result
expressed on a dollars per megawatt-hour basis
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2) The renewable resource potential of any particular renewable
resource area should be adequately assessed to determine if it will (a)
produce sufficient capacity and energy to warrant development; and
(b) justify additional transmission capacity to access renewable
resource areas

3) Transmission development should be coordinated with renewable
resource procurement and the state’s RPS and AB32 goals to the
extent practically feasible

4) Renewable-resource supply-diversity should be adequately valued
and encouraged (i.e. off peak intermittent energy should be mixed
with base load and on-peak energy)

5) Robust stakeholder processes should be used to identify economic
resource potential, the projected transmission access needs of
renewable developers, timing, and potential siting constraints

6) Efficient planning can best be achieved through a coordinated
process involving public agencies, the California Independent
System Operator (California ISO), utilities, developers, and other
stakeholders. The CRETI has been established to facilitate such
coordination

SCE’s request to establish Memorandum Account to record costs for
renewable transmission planning is reasonable and consistent with
Commission policy

We agree with SCE that D.06-06-034 creates an opportunity for utilities to
pursue renewable transmission planning, which includes feasibility studies
related to renewable transmission route identification and renewable
resource validation. In recognition of the long lead times necessary to build
transmission projects, D.06-06-034 established Commission policy to
encourage the proactive identification and study of new renewable
resource areas for the state.

There is also ample Commission precedent for this request. SCE’s request
is consistent with the Commission’s recent approval (March 1, 2007) of
PG&E’s request to study the feasibility of accessing renewable resources
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from British Columbia.# In D.07-03-013, the Commission allowed PG&E to
record up to $14 million in feasibility studies in a new account related to
accessing renewable resources in British Columbia. SCE’s request is also
consistent with Resolution E-3969, which the Commission approved
February 16, 2006. In E-3969, the Commission authorized SCE to conduct
biological studies related to the siting of the Tehachapi region transmission
project. Lastly, SCE’s request is consistent with Order 890 of the Federal
Energy Regulatory Commission (FERC), which encourages transparent,
coordinated transmission planning, both locally and regionally.

SCE is directed to participate in a statewide assessment of resource
potential, rather than to perform those studies itself

As outlined in Guideline 1, above, a robust cost-effectiveness analysis of the
total costs and benefits of developing a given renewable resource area (i.e.
generation and transmission costs and benefits) should be performed
before transmission to that area is considered. In its reply comments to this
resolution, SCE indicated that it would require approximately 15 months to
complete such an assessment of its 5 proposed resource areas. With the
recent establishment of CRETI, however, an opportunity exists for
performing such an assessment - Phase 1 of the CRETI process - on a
statewide basis. Such an assessment, vetted by a public stakeholder
process, would establish a “renewable resource base case” upon which later
decisions regarding procurement and transmission needs could rely.
Further, such an approach could decrease the amount of time required to
finish SCE’s entire planning process, as we have reason to believe that such
a study could be completed within 8 months.

We therefore direct SCE to participate fully in Phase 1 of the CRETI. SCE’s
participation, both as a purchaser of renewable energy and as a
transmission owner, will be crucial to ensuring the accuracy and
applicability of the Phase 1 studies. However, since SCE will not perform
these studies itself nor hire consultants to do the work, we decline to allow
SCE to record these costs as incremental costs in a new memorandum
account, as requested.

4 See D.07-03-013
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We approve SCE’s request to perform and track the costs of transmission
planning, provided its efforts are aligned with the CRETI

As currently envisioned, the CRETI will continue with a Phase 2 that
considers conceptual transmission plans for those Competitive Renewable
Energy Zones (CREZs) identified as priorities in Phase 1. As a key
participant in the CRETI and owner of much of the transmission grid in
Southern California, SCE, in cooperation with the California ISO and its
regional planning process developed pursuant to FERC Order 890, will be
directed to perform much of the Phase 2 work needed for those CREZs
within its service territory. It is for this process that we authorize SCE to
establish a Renewable Transmission Feasibility Study Costs Memorandum
Account, and to record therein the costs of proactive renewable
transmission planning, up to $4.5 million. We direct SCE, however, to
adjust its efforts and schedule so as to align fully with the CRETI process
and priorities. If Phase 1 of the CRETI determines, for example, that the
five regions identified in SCE’s advice letter are not priority CREZs but five
other regions in SCE’s service territory are priorities, SCE should study
those priority CREZs identified by Phase 1.

Phase 2 - Identification of Transmission Routes and Relative Cost-
Effectiveness

The purpose of Phase 2 of the CRETI, and the purpose for which SCE is
authorized to record costs up to $4,500,000, is to develop conceptual
transmission plans through stakeholder consultations and to identify
preliminary transmission routes through field surveys and additional
stakeholder consultations. Phase 2 will also begin a more detailed
examination of the cost effectiveness of resource procurement and
transmission development for a particular CREZ as compared to other
projects or resources, including, but not limited to, those described in
California Public Utilities (PU) Code Section 1002.3. SCE is authorized to
record costs for this work only after Energy Division staff has reviewed the
CRETI Phase 1 report, agrees with the recommendations, and receives a
detailed work plan and budget of SCE’s costs for their share of the CRETI
Phase 2 studies. SCE is directed to work with Energy Division staff to
develop a schedule for completion of their Phase 2 tasks.

Once Phase 2 is complete, SCE is ordered to submit a report to the Energy
Division detailing the results of the studies, the conceptual transmission
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plans, the preliminary transmission routes, and the relative cost-
effectiveness of the proposed development plan.

Reporting Requirements

e Monthly progress reports with Energy Division through in-
person or web-enabled meetings

e Final report that includes methodology, key findings,
recommended transmission routes, and relative project cost-
effectiveness, and next steps

Phase 3 - Development and Filing of Plan-of-Service

Phase 3 of CRETI will involve the development of definitive plans of
service through the California ISO and publicly-owned utility transmission
planning processes for specific transmission projects and the initiation of
the approval and permitting process.

Because Phase 3 is outside the scope of SCE’s request, and because the
details of CRETI Phase 3 are in development, we refrain from detailing this
phase in this resolution. Moreover, since CRETI Phase 3 is still in
development, nothing in this resolution should be construed as endorsing
or otherwise approving any aspect of Phase 3 as set forth in Attachment A.
However, we direct SCE to consider at all points during its Phase 2 studies
how that work will facilitate and add to the process of obtaining a
Certificate of Public Convenience and Necessity (CPCN) or a Permit to
Construct (PTC). For example, if done well, Phase 2 should serve to
expedite or at least smooth the permitting process by revealing and scoping
environmental siting hurdles, providing evidence of need for a particular
project, and providing evidence of a project’s cost-effectiveness when
compared to other alternatives.

Cost Recovery Mechanism
Overview

SCE seeks authorization to record study costs of up to $6 million in the
Renewable Transmission Feasibility Study Costs Memorandum Account.
SCE indicates that costs for similar work are normally recovered through
the General Rate Case (GRC), in that they are reflected in SCE’s revenue

10
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requirement request. SCE states that the circumstances that made these
feasibility studies necessary arose after SCE’s 2006 GRC was concluded,
and therefore SCE was not able to include the estimated costs of these
studies in its forecast of expenses in the 2006 GRC application.

As a result, SCE is requesting authorization to establish a memorandum
account to track the costs in order to seek recovery from customers at a later
date. In order for SCE to recover these costs from customers, SCE would
include these costs in its annual ERRA Reasonableness proceeding for
Commission review. In that reasonableness application, SCE would be
required to show that the amounts were spent on activities described in
their advice letter filing and are incremental (i.e. these feasibility costs were
not recovered through some other authorized revenue requirement).
Rationale for cost-recovery through the GRC and not the ERRA

SCE has requested that all study costs be reviewed in the ERRA. In the
proceeding leading up to D.06-06-034, SCE also requested that transmission
costs related to 399.25 backstop cost-recovery be reviewed in the ERRA.
D.06-06-0345 determined that “Review or audit of the costs should occur in
the utility’s GRC, not the ERRA. The ERRA proceedings are intended as a
six-month forecast of energy-related and procurement expenses, and are
not suitable for review of or setting revenue requirements for transmission
costs.”

SCE had again requested cost-recovery through the ERRA in its request for
a Certificate of Public Convenience and Necessity Concerning the
Antelope-Pardee Project. In D.07-03-012, the Commission again rejected
SCE’s request to recover costs through the ERRA and directed them to seek
recovery through the GRC:

The issues between SCE and DRA regarding use of the ERRA
proceeding to audit accounts and to move costs from the
memorandum account to a balancing account were appropriately
resolved in D.06-06-034, which concluded that, to the extent
applicable, review or audit of costs should occur in the utility’s rate

5 See D.06-06-034, mimeo. at p. 32

11



Resolution E-4052 August 23, 2007
SCE AL 2062-E-A/AEG

case, and not in the ERRA. Until that time, the costs should remain
in the memorandum account. We affirm that determination here.6

As in D.07-03-012, we affirm the determination in D.06-06-034 that the
ERRA is not the appropriate vehicle to review transmission costs, and we
direct SCE to seek cost-recovery in the GRC, not the ERRA.

PG&E’s comments are beyond the scope of the Resolution

Because we find that SCE’s request is justified based on Commission
precedent other than §399.25 authority, as described above, we do not
address PG&E’s comments regarding the scope of D.06-06-034 in this
Resolution.

Description of cost recovery

Because the purpose of the Phase 2 studies is to identify preliminary
transmission paths and upgrades taking into account biological and
cultural surveys, it seems plausible that these costs would fall under
FERC's jurisdiction and that FERC would allow recovery of these costs
through a general planning fund within the FERC transmission owner rate
case process. Thus, to the extent that costs concern FERC jurisdictional
transmission planning activities and may subsequently lead to specific
projects, cost recovery shall be sought through FERC jurisdictional rates.

To the extent that SCE conducts their studies as directed in this resolution
but is denied cost recovery at FERC or determines, in consultation with the
CPUC, that its recorded costs are not FERC-jurisdictional or are out-of-
period for SCE’s relevant FERC rate case, SCE may seek cost recovery
through CPUC+jurisdictional rates through its GRC.

SCE required to file compliance advice letter

We direct SCE to file, within 60 days of the effective date of this Resolution,
a compliance advice letter describing how SCE will implement the new
Renewable Transmission Feasibility Study Costs Memorandum Account,

6 See D.07-03-012, mimeo. at p. 89

12
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subject to Energy Division determining that the revised tariffs are in
compliance with this order. Further, we direct SCE to include with this
filing a work plan detailing activities, budget, timelines, etc. for the Phase 2

studies approved herein. The compliance advice letter shall be served on
the service list for R.06-05-027, R.06-02-012, and 1.05-09-005.

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. Section 311(g)(2) provides that
this 30-day period may be reduced or waived upon the stipulation of all
parties in the proceeding;:

The 30-day period may be reduced or waived in an unforeseen
emergency situation, upon the stipulation of all parties in the
proceeding, for an uncontested matter in which the decision grants
the relief requested, or for an order seeking temporary injunctive
relief.

All parties who commented on the draft resolution mailed on May 8, 2007
have stipulated to reduce the 30-day comment period required by PU Code
section 311(g)(1) to 19 days (14 days for comments and 5 days for reply
comments). Accordingly, this matter will be placed on the first
Commission’s agenda 19 days following the mailing of this draft resolution.
By stipulation of all parties, comments shall be filed no later than 14 days
following the mailing of this draft resolution, and reply comments shall be
filed no later than 19 days following the mailing of this draft resolution.

Comments on draft Resolution mailed May 8, 2007

Comments on the first draft resolution were timely filed on May 29, 2007 by
CalWEA, the Green Power Institute (GPI), PG&E, and SCE. Reply
comments were timely filed by CalWEA, Independent Energy Producers
(IEP), and SCE on June 4, 2007. IEP’s reply comments, however, addressed
issues in the resolution, and were not “limited to identifying
misrepresentations of law or fact contained in the comments of other
parties” as directed. Late comments from the California ISO were filed and
accepted on June 12, 2007. SCE filed timely reply comments to the
California ISO’s late-filed comments on June 19, 2007.

13
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The comments and reply comments on the first draft of the resolution from
the California ISO, CalWEA, GPI, IEP, PG&E and SCE addressing the
scope, detail, timing, and process of Phase 1 are now beyond the scope of
this resolution, since a statewide resource assessment will now be
performed through the CRETI, and is not authorized through this
resolution. Similarly, the concerns expressed in comments from the
California ISO, CalWEA, IEP, and SCE about the “open season” process
suggested in Phase 3 and financing commitments are now irrelevant, since
this revised draft defers a decision on the details of Phase 3 to the CRETI
process. We encourage all interested parties, however, to participate in the
CRETI through the stakeholder process that will soon be initiated, and to
express their concerns and suggestions through that forum.

Most of the comments regarding the Phase 2 studies related to the cost of
the studies and the recovery of those costs. GPI suggested that SCE be
allowed to record up to $5 million in costs for Phase 2. We decline to adopt
this higher figure, since SCE did not indicate that it would require more
than $4.5 million.

As for cost recovery, SCE expressed concern that its costs would not be
allowed recovery by FERC, and requests that the resolution be modified “to
provide SCE with full recovery of these costs through Commission-
jurisdictional rates.” CalWEA agrees that “the CPUC should make clear
that the utility will be able to use the §399.25(b)(4) backstop if the FERC
denies cost recovery.” As discussed above, we decline to determine here
whether 399.25 cost recovery is applicable in this case, when a specific
transmission project has not yet been identified. We agree in principle,
however, with the need for such studies, and direct SCE to apply in its GRC
for recovery through CPUC+jurisdictional rates of those costs not allowed
recovery through FERC-jurisdictional rates.

Comments on revised draft Resolution mailed July 30, 2007

On August 14, 2007, SCE, the California ISO, CalWEA, and, jointly,
Brightsource and Solel, filed timely comments on the revised draft
Resolution that was mailed on July 30, 2007. SCE filed timely reply
comments on August 20, 2007.

14
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In its comments, SCE claims that the Commission “requires a futile act” by
directing SCE to “seek rate recovery at the Federal Energy Regulatory
Commission (‘FERC’) prior to recovering costs through Commission-
jurisdictional rates” when SCE has reason to believe that FERC will not
allow recovery. We wish to clarify that the Resolution directs SCE to seek
recovery at FERC of those costs that concern FERC-jurisdictional
transmission planning activities and are in-period for their next FERC rate
case. We have added language to the cost recovery section of this
Resolution to clarify this point.

Brightsource and Solel, in their jointly-filed comments, request that the
CPUC clarity “that SCE should be entitled to recover costs for its
transmission feasibility study, even if such costs do not lead to the
construction of a specific transmission facility or project.” Elsewhere in this
Resolution, we have detailed CPUC precedent for allowing SCE to record
these costs, and also the CPUC’s view that such studies are necessary. We
decline to provide up-front guarantee of cost recovery, however. Rather, to
the extent that SCE will be seeking cost recovery through CPUC-
jurisdictional rates, review of those costs will occur at such time as SCE
seeks recovery through its GRC

CalWEA and Brightsource/Solel, in their comments, and SCE, in their reply
comments, suggest that SCE should be allowed to continue with activities
that are deemed “Phase 2” activities in this Resolution, before the statewide
Phase 1 assessment is completed. Brightsource/Solel suggest that
transmission feasibility studies should proceed for all five of the areas
identified in SCE’s AL, and SCE agrees in their reply comments. CalWEA
suggests that such studies should move forward for the Tehachapi Wind
Resource Area and the San Bernardino Corridor, which should be
designated as CREZs by the CPUC. CalWEA points to the number of
projects in the California ISO interconnection queue as justification for
moving forward on certain areas, and Brightsource/Solel similarly point
out that “renewable energy projects with finalized and approved power
purchase agreements are stalled while the projects await access to
transmission.” In reply comments, SCE agrees in principle to the
designation of Tehachapi and San Bernardino County as CREZs, but
suggests that CRETI should focus on resource potential in those areas
“beyond what is currently in the queue,” with the ISO performing cluster
studies for those projects already in the queue.

15
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It should be clear to all parties that the CPUC agrees that transmission is a
major barrier to increased renewable development. It should be clear, also,
that we have no desire to prevent California from meeting its RPS targets.
The CRETTI has been initiated to address both of these issues, helping to
identify and permit, in the most expeditious and efficient manner possible,
those transmission projects needed to access California’s most cost-effective
renewable resources. Such a process, however, must begin with a
thorough, stakeholder-vetted assessment and comparison of all of
California’s resources, including those that, for whatever reason, are not
represented in the California ISO interconnection queue. We do not find it
advisable to risk undermining the CRETI process by pre-judging the
outcome of the Phase 1 assessment in the hopes of saving perhaps six
months. A robust CRETI process will save time “on the back end” by
providing the data and consensus needed to permit transmission projects
on the “expedited basis” envisioned by Brightsource and Solel. Of course,
the CAISO Large Generator Interconnection Procedures (LGIP) still apply,
so the CRETI process in no way interferes with the ability of queued
projects to interconnect as they would have prior to this Resolution. For
these reasons, we decline to allow SCE to record costs for Phase 2 activities
until the statewide Phase 1 assessment is completed.

We decline to adopt CalWEA'’s suggestions regarding the ongoing CPCN
process for the Tehachapi Renewable Transmission Project (TRTP), Large
Generation Interconnection Agreements and clustering of projects in the
CAISO queue in certain areas. We agree with SCE that it would be
inappropriate for the CPUC to adopt such suggestions through this
Resolution.

SCE expresses concern in its comments about the role of the Center for
Energy Efficiency and Renewable Technology (CEERT) as the CRETI
project manager. The CRETI mission statement appended to this
Resolution has been revised to clarify CEERT’s role, which is indeed one of
facilitation and project management. CEERT will be critical to facilitating
stakeholder input for the CRETI process, but will not have more say than
other stakeholders as to the inputs and methodology used in the CRETI
assessments or the conclusions drawn from those assessments.

16
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Finally, the California ISO submitted comments aimed at coordinating this
Resolution and the CRETI process with existing and developing ISO
planning processes, including implementation of FERC Order 890. The ISO
points out that FERC “Order No. 890 makes clear that the CAISO
constitutes the transmission planning entity for its Participating
Transmission Owners, including California’s investor owned utilities”. The
CPUC recognizes this authority, and very much values the California ISO’s
contribution thus far to the CRETI process. The ISO’s revisions, which
focus largely on CRETI Phase 3, are reflected in this Resolution and the
appended CRETI Mission Statement. For clarification, we wish to explain
that a brief description of Phase 3 was included in this Resolution simply to
show the continuity envisioned as part of the CRETI process - that Phase 1
and Phase 2 should not stand alone, but should be designed to feed into
and add value to the existing transmission planning and CPCN approval
processes. Phase 3 is indeed beyond the scope of this Resolution, however,
and is still in development.

FINDINGS

1. SCE filed Advice Letter 2062-E on November 22, 2006, and Advice Letter
2062-E-A on April 2, 2007 replacing 2062-E in its entirety. SCE requests
Commission approval to establish a new Renewable Transmission
Feasibility Study Costs Memorandum Account to record costs related to
renewable transmission feasibility studies.

2. The cost for a feasibility study of renewable resources from these areas is
not within SCE’s existing funding to procure renewable resources and is
incremental to potential in-state renewable resources currently subject to
review and consideration in other proceedings.

3. The adopted transmission feasibility studies, as modified, are entirely
supplemental and do not otherwise affect the existing renewable
resource procurement processes.

4. Transmission study costs are generally reviewed in SCE’s General Rate
Case.

5. We reject without prejudice PG&E’s comments on the Advice Letter.

CONCLUSIONS OF LAW

1. SCE made a reasonable case that there is sufficient Commission
precedent to authorize establishment of a memorandum account to
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record costs associated with renewable transmission feasibility studies,
given that it may lead to a specific transmission project.

SCE met its burden of proof to proceed with the renewable transmission
feasibility studies as modified and adopted herein.

It is reasonable to authorize SCE to record up to $4.5 million to prepare
renewable transmission feasibility studies, as modified.

A renewable transmission memorandum account will allow SCE an
opportunity to seek recovery of the renewable transmission feasibility
studies as a part of its General Rate Case.

THEREFORE IT IS ORDERED THAT:

—

Advice Letter 2062-E-A is approved with modifications.

SCE shall record the study costs in a new Renewable Transmission
Feasibility Study Costs Memorandum Account and may seek recovery
of the costs in a subsequent General Rate Case.

SCE shall coordinate its efforts and schedules to the greatest extent
possible with the priorities, process, and schedules of the California
Renewable Energy Transmission Initiative.

SCE shall work with Energy Division staff to develop a schedule for
completion of its Phase 2 studies.

Upon completion of its Phase 2 studies, SCE shall submit a report to
Energy Division that details the results of the studies and identifies
routes to access the prioritized CREZs.

SCE shall continue to vigorously pursue all pending and future resource
procurement and renewable resource-related activities without regard
to these studies.

SCE shall make a separate filing for authority to pursue any transaction
or project derived from these studies, consistent with all then-applicable
requirements.

The transmission planning efforts contained in this resolution are
intended to feed into the publicly-owned utility and California ISO
planning processes, including any changes to those planning processes
that may result from compliance with Order No. 890 of the Federal
Energy Regulatory Commission.

Within 60 days of the effective date of this Resolution, SCE shall file a
compliance advice letter with the Commission’s Energy Division, which
shall describe how SCE will implement the new Renewable
Transmission Feasibility Study Costs Memorandum Account, subject to
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Energy Division determining that the revised tariffs are in compliance
with this order. Within the compliance advice letter, SCE shall include a
work plan and budget. The compliance advice letter shall be served on
the service lists for R.06-05-027, R.06-02-012, and 1.05-09-005.

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 23, 2007; the following Commissioners voting
favorably thereon:

PAUL CLANON
Executive Director

MICHAEL R. PEEVEY
PRESIDENT

DIAN M. GRUNEICH

JOHN A. BOHN

RACHELLE B. CHONG

TIMOTHY ALAN SIMON
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Commissioners
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California Renewable Enerqy Transmission I nitiative
Mission Statement

DRAFT — August 20, 2007’
I ntroduction

California has adopted energy policies that require substantial increases in the generation
of electricity from renewable energy resources. Implementation of these policies will
require extensive improvements to California’s electric transmission infrastructure. The
California Renewable Energy Transmission Initiative (CRETI) is a statewide planning
process to identify the transmission projects needed to accommodate these renewable
energy goals.

The CRETI will assess all competitive renewable energy zones (CREZS) in Californiaand
possibly also in neighboring states that can provide significant electricity to California
consumers by the year 2020. The CRETI also will identify those CREZs that can be
developed in the most cost effective and environmentally benign manner and will prepare
detailed transmission plans for those CREZs identified for development.

The CRET] effort will be supervised by a Coordinating Committee comprised of
California entities responsible for ensuring the implementation of the state’s renewable
energy policies and development of electric infrastructure, namely:

e CdiforniaPublic Utilities Commission (CPUC)

o Cdifornia Energy Commission (Energy Commission)

o Cdifornialndependent System Operator (CAISO)

e Southern California Public Power Authority (SCPPA)
CRET]I activitieswill be planned and executed by both investor-owned and publicly-
owned utilities, renewable energy developers, and other stakeholdersinvolved in
implementation of state renewable energy policies. The CRETI will be an open and
transparent collaborative processin which all interested parties are encouraged to
participate. The CRETI will work within the existing planning processes at the CAISO,
including any modifications to that planning process resulting from compliance with
Order No. 890 of the Federal Energy Regulatory Commission, and the publicly-owned
utilities to facilitate coordinating planning and minimize duplication of efforts. For further
information, contact members of the Stakeholder Steering Committee identified below.

7 This version of the CRETI Mission Statement is a draft document and reflects
agreed-upon edits as of August 20, 2007. The Mission Statement may be subject
to further revisions as agreed upon among CRETI Coordinating Committee
members.
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Background

Californialaw requiresretail sellers of electricity to obtain 20% of their supply from
renewable energy sources by 2010.2 The Energy Action Plan adopted by the CPUC, the
CEC, and endorsed by the Governor, seeks to increase renewable energy to 33% of state
supply by 2020. Several California cities have adopted similar goals. The reduction of
greenhouse gas emissions required by AB 32 islikely to require increased procurement of
renewable energy on the scale anticipated by the state Energy Action Plan.

The CRETI wasiinitiated as a joint effort among the CPUC, the Energy Commission, the
CAISO, 10Us, and POUs. It will operate as a stakeholder planning collaborative and will
involve a broad range of participants, first to gather information and advice, and then to
build active and consensus support for specific plans for renewable energy and related
transmission devel opment.

The CRETI will build on California’ s most recent experiences in developing renewable
resource areas. 1n 2003, the Energy Commission adopted the Renewable Resources
Development Report that identified renewable energy resources in every county, including
4,500 MW of wind power in the Tehachapi Wind Resource Area® In 2004, the CPUC
ordered the formation of the Tehachapi Collaborative Study Group® to develop a
conceptual transmission plan to connect the Tehachapi Wind Resource Areato the state
transmission grid using a collaborative stakeholder planning process. The CAISO
approved the Tehachapi Transmission Plan in January 2007, and the CPUC approved the
first phases of Tehachapi upgrades shortly thereafter. Southern California Edison
Company filed an application for approval of the remaining Tehachapi upgrades in June
2007.

Mission and Purpose

Meeting California s renewable policy goalswill require rapid development of renewable
resource areas throughout the state and possibly in adjoining states. It will also require the
construction of new transmission infrastructure to deliver energy from those renewable
resource areas to the electric grid. This effort must be guided by an understanding of the
economic and environmental impacts of this development so that it progressesin alogical
and appropriate manner. The CRETI was formed in recognition of the large amount of
work that needs to be done going forward to meet these goals.

The CRET]I will coordinate planning and permitting processes for the CREZs, ensure
consistency in the analytical processes, avoid duplication, include al interested parties,

8 SB 1078 (2002) established a statewide Renewable Portfolio Standard; SB 107 (2006) accelerated the 20% target date
to 2010. POUs have also committed to achieve this goal .

® Energy Commission Report 500-03-080; adopted November 19, 2003, pursuant to SB 1038 and SB 1078.

19 pyrsuant to CPUC Decision (D) 04-06-010.
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strive for consensus among those parties, and produce timely information through a
transparent process that policy makers can rely upon to decide how California can best
meet its renewable policy goals. Specifically, the CRETI will identify the next major
CREZs to be devel oped and will work through the CAISO’ s and POU’ s planning
processes to provide detailed transmission plans of service to access these zones.

Process and Scope of Work
The CRETI’swork will be organized into three phases:

Phase 1 — Identification and ranking of CREZs

1) Conduct athorough review of the literature and other sourcesto collect and
compile data on renewabl e energy resource potential in California and neighboring
states;

2) ldentify CREZs of interest, i.e. areas with potential to contribute significantly to
California s renewable energy goals;

3) Develop aconsistent set of criteriafor describing and ranking CREZs, including
resource and technology types, seasonal and diurnal generation profiles, costs,
potential environmental impacts and other siting constraints, and other
considerations,

4) Work with stakeholdersto validate resources, identify devel opable potential, and
estimate busbar electricity costs for each CREZ;

5) Provide rough estimates for the conceptual transmission requirements and related
costs for each CREZ (estimates will not be based on complete conceptual plans,
results of power flow studies, contingency analysis, etc.);

6) Rank all CREZs according to criteria devel oped, resulting in arenewable resource
base case for California;

7) Submit results to the CAISO and POUs

Phase 1 Deliverable: Statewide renewable resour ce assessment
Phase 1 Outcome: Creation of a short-list of top-priority CREZs

Phase 2 — Refinement of CREZ analysis for priority zones and development of statewide
conceptual transmission plan
1) Expand and refine the analysis of priority CREZs, including siting constraints;
2) ldentify potential environmental, jurisdictional, and technological show-stopping
issues for transmission and generation siting;
3) Prepare development resource mix scenarios and model capacity expansion;
4) Develop conceptual transmission plansin coordination with the CAISO and
publicly-owned utilities for each CREZ;
5) Prepare |least-cost best fit comparisons of CREZ development scenarios;
6) Submit results to the CAI1SO and POUs
Phase 2 Deliverable: Statewide conceptual renewable resour cestransmission plan
with recommended CREZ development scenariosthat is coordinated with, and
informed by, the overall statewide transmission plan developed by the CAISO.
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Phase 2 Outcome: Identification of conceptual transmission plansfor priority
CREZs

Phase 3 — Detailed transmission planning for CREZs identified to be devel oped

1) Perform exhaustive analyses of highest priority CREZ, including generation and
transmission scenarios and siting alternatives;

2) ldentify the transmission project sponsor(s) for each CREZ;

3) Prepare transmission plan(s) of service through existing CA1SO and public-owned
utility transmission planning processes and in coordination with regional planning
efforts taking into consideration project phasing, the results of production cost
models (as appropriate), power flow and contingency analysis, etc.;

4) Achieve stakeholder consensus on the need for each transmission project,
including a determination of need by the CAISO or other relevant planning
authority;

5) In consultation with the CAISO, initiate WECC line-rating process if necessary.
Phase 3 Deliverables: Detailed transmission plans of service for each CREZ together
with a consensus deter mination of need that is documented in the CAI SO and POU
transmission plans.

Phase 3 Outcome: Initiation of the permitting process for each transmission project.

Collabor ative Planning Process, Gover nance and Communications

The Coordinating Committee will supervise the overall CRETI process. The primary
purposes of the Coordinating Committee will be to

o ensurethat the CRETI process produces the information needed for renewable

energy and transmission development policy decisions by relevant organizations;

e keep the process on schedule; and

o provide direction on peripheral policy issues when necessary.
The Coordinating Committee will be comprised of representatives from the CPUC and the
Energy Commission (representing Commissioner Grueneich and Byron’s offices), a
CAISO representative, and one or two representative(s) of the POUs. The Coordinating
Committee will meet by conference call every other week, and will meet monthly after the
Stakeholder Steering Committee meetings.

The Sakeholder Seering Committee (SSC) will be comprised of key stakeholder
representatives: transmission owners/providers; generators; utilities/power purchasers,
local, state and federal permitting agencies; landowners; and environmental and public
interest organizations. The SSC will develop and adopt awork plan for the effort and
ensure the active participation of its member organizations. The SSC will consult regularly
with the Plenary Stakeholder Collaborative and form working subgroups to complete the
scope of work and other tasks as necessary.

The SSC will meet monthly. Membership will be limited to approximately 20 peopleto

facilitate work on substantive tasks. All California transmission owners/providers will
participate on the SSC; al other classes of stakeholders will select one person to represent
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them on the SSC. The SSC will report its work and the progress of its working groups to
the Coordinating Committee, to a Plenary Stakeholder Collaborative, and to scheduled
CAISO and POU planning stakeholder groups.

The Plenary Stakeholder Collaborative includes all participants and interested parties. It
will meet approximately once every six weeks to review progress, and provide input and
advice to the SSC and Working Groups. The definition of renewable resource areas and
conceptual transmission plans to access them will represent, to the extent possible, a
consensus of the Plenary Stakeholder Collaborative. Each participant in the Plenary
Stakeholder Collaborative and the SSC, including the POUs and the CAISO, will pay its
own costs.

The Center for Energy Efficiency and Renewable Technologies (CEERT) will serve asthe
CRETI project manager on behalf of the Coordinating Committee.™ 1t will recruit
participation in, and support the work of all CRETI committees and working groups. It
will organize and notice all meetings and ensure that agendas are prepared and are
available in advance of the meetings of all working groups. It will facilitate all meetings
and ensure that minutes of all meetings are recorded, are approved by participants, and are
posted for public review. It will be responsible for keeping the overall effort on schedule,
including timely completion of each phase of the initiative. CEERT will also work with
the CAISO and POUs to assure that the CRET]I effort is appropriately represented in their
planning processes.

To facilitate transparency, the Energy Commission will manage awebsite where
information about the work of al CRETI committees and working groups will be
available both for participants and the general public.

CRETI committees and working groups will adopt ground rules to support cooperative
group interaction, encourage all participants to express their views, and prevent any party
from imposing its interests or dominating discussion. CEERT will facilitate project
meetings toward this end.

The CRETI will endeavor to make its work and decision-making as transparent as
possible. Minutes of each meeting noting decisions of the group will be reviewed and
adopted at the succeeding meeting to establish a written record of the group's progress.
Data on planning assumptions will be shared among participants; working groups will
devise appropriate methods to safeguard any competitively sensitive or confidential
information. In sum, the CRETI will pursue its technical work in ways that help build
stakeholder support for its recommended renewabl e resource area transmission

1 CEERT’swork as the CRETI Project Manager is funded by a Public Interest Energy Research (PIER) contract with
the Energy Commission. SCE participation follows CPUC Resolution E-4052. PG&E participation is funded in part by
aPIER contract awarded by the Energy Commission.
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development plans. Transparency and collaboration are essential to the development of the
required broad support.

Working group participants agree to work in good faith to achieve consensus support for a
recommended development plan. If it provesimpossible to arrive at a consensus
recommendation, the CRETI reports will note disagreements with the majority plan and
the case for alternative plans preferred by dissenting parties.

Participants

Thisjoint planning process intends to bring the knowledge and interests of key

stakehol ders together to construct a renewables devel opment plan including
comprehensive transmission solutions that provide the greatest statewide benefit at the
least cost. Stakeholder involvement is essential to development of plans that minimize
environmental impacts of proposed generation and transmission devel opment, thereby
facilitating project permitting. The CRETI isintended to lay the foundation for timely
approval and construction of amix of renewable generation and associated physical
transmission upgrades and for procurement of renewables by all retail providers of
electricity. Consequently, active stakeholder support for the overall development planis
essential.

Participation is open to all interested parties. These include, but are not limited to:

Transmission owners/providers active in California, Nevada and Arizong;

Wind, solar, geothermal and biomass power compani es/generators;

All retail providers of electricity and other potential power purchasers;

Counties and local jurisdictions;

State and federal agencies, including representatives from Nevada and Arizong;
Landowners;

Environmental and public interest organizations;

Energy Commission; CPUC; utility regulatory commissions of neighboring states;
Other interested parties.

For Further Information:

CEERT
Rich Ferguson  rich@ceert.org (707) 895-9121
Dave Olsen ol sen@avenuecable.com (805) 653-6881

Energy Commission
Clare Laufenberg Gallardo
Claufenb@energy.state.ca.us (916) 654-4859

Chuck Ngjarian  cnagjaria@energy.state.caus (916) 654-4079
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CPUC
Paul Douglas psd@cpuc.ca.gov
Anne Gillette aeg@cpuc.ca.gov

Tom Flynn trf @cpuc.ca.gov
CAISO

Julie Gill joill@caiso.com
SCPPA

Bill Carnahan bcarnahan@scppa.org
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