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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Develop
Additional Methods to Implement the California Rulemaking 06-02-012
Renewables Portfolio Standard Program. (Filed February 16, 2006)

COMMENTS OF THE LARGE SCALE SOLAR ASSOCIATION

ON THE DECEMBER 23, 2009 REVISED PROPOSED DECISION

The Large Scale Solar Association (LSA) submits these comments on the
December 23, 2009, revised proposed decision (RPD) authorizing use of
tradable Renewable Energy Credits (TRECs) for compliance with the California
Renewables Portfolio Standard (RPS). LSA supports the RPD’s general
approach to achieving the purposes of the RPS program through balancing
TREC usage limits and the flexibility of the delivery requirement. LSA proposes
an alternative balance that would more effectively achieve the RPS’ purposes,
providing more accurate recognition of renewable energy deliveries to California,
and a less permissive limit on the use of TRECs for compliance. In addition,
LSA requests workshops to inform the Energy Division’s development of a

methodology for determining TREC prices for certain REC-only transactions.

l. INTRODUCTION

Establishing effective boundaries on the use of TRECs for RPS

compliance has proven challenging for the Commission, as evidenced by the



time the Commission has deliberated and the need for revisions to the first
proposed decision. The challenge stems in large part from California’s lack of
market experience, the lack of a robust regional transmission system, and other
information about the likely impacts of TREC limits. While it is clear that TRECs
will increase compliance flexibility for load-serving entities, the effect of TRECs in
achieving the goals of the RPS program, particularly on the new renewable
generation development in the energy market serving California is not clear. The
absence of TREC experience complicates the task of striking an effective
balance between two important program design elements: the limit on TREC
usage for compliance and appropriate definition of the delivery requirement.

The proposed decisions issued in this phase have viewed this balance in
three different ways. The first PD, issued on October 29, 2008, took the most
liberal approach, with a relatively flexible delivery requirement and no limits on
the use of TRECs for compliance. A subsequent revised PD, issued on March
26, 2009, proposed a clear limit on TREC usage, which would permit a load-
serving entity (LSE) to use TRECs of up to 5 percent of its Annual Procurement
Target (APT) or 25 percent of the LSE’s RPS obligation. The revised PD made
no change in the delivery requirement. The current RPD, issued on December
29, 2009, shifts back toward greater flexibility in the use of TRECs; the RPD
would permit an LSE to use TRECs for up to 40 percent of its RPS obligation (or
8 percent of its APT), and makes the delivery requirement more restrictive.

LSA commends ALJ Simon and Commission Staff for their careful efforts

to strike the right balance in establishing limits on TREC usage. While LSA does
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not oppose the general approach applied in the RPS, it proposes consideration
of a modified balance -- slightly increasing the scope of delivery to reflect
renewable energy that can be readily delivered to California, while placing a
more restrictive limit on the use of TRECs. Specifically, LSA proposes that:

e Electricity delivered under RPS contracts by out-of-state generators
who deliver their energy directly to a California balancing authority,
through physical interconnection, virtual interconnection or firm
transmission, should be treated as bundled RPS transactions.

e The 40 percent limit on TREC usage should be reduced to 20 percent,
to provide reasonable compliance flexibility while ensuring continued
focus on investment in renewable resources that will serve California
load.

Without practical experience, it is impossible to know precisely how these

or any other TREC limits will impact the development in the renewable market.
Consequently, as the RPD recognizes, LSA agrees that it is important to monitor

these impacts and to remain open to modification of the limits as California gains

experience.

Il THE COMMISSION SHOULD MODIFY THE BALANCE STRUCK
BETWEEN THE DELIVERY REQUIREMENT AND TREC LIMIT.

A. The Scope of TREC Authority Carries the Potential to Affect
the Balance Of Resources in LSE Portfolios and,
Consequently, Resource Development.

Public Utilities Code §399.16 authorizes the use of TRECs for compliance,
while leaving the Commission discretion to place limits on their use. As the RPD
observes, parties have supported the implementation of TRECs for a variety of
reasons, most of which focus on LSE flexibility." Parties have also debated the

merits of limiting TRECs directly, through an express percentage limit, and
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indirectly through the interpretation of the statutory delivery requirement. The
need for limits, they suggest, lies in the potential for the LSE’s interest in bundled
contracts to wane in favor of TRECs, impairing new resource development and
leaving ratepayers with increased risk, price volatility, and lesser assurance of
receiving the full panoply of benefits that the RPS statute intends the program to
provide.

Neither the Commission nor stakeholders can predict precisely how a
TREC market in California will influence development. The possibility exists that
interest in TRECs could dampen LSE’s pursuit of new renewable generation that
will serve their load, and not just serve compliance purposes. Recent
submissions of the utilities’ 2010 RPS plans support the expectation that the
utilities will shift their focus in the short-run to TRECs, although the extent of their
likely reliance is not clear.! It is also possible that the use of TRECs, depending
upon the delivery requirement and TREC limits, will tend to favor resources by
technology (e.g., wind versus solar) or by location (e.g., out-of-state versus in-
state). Limiting TRECs while also providing a focused interpretation of the
delivery requirement, for example, should lean the LSE portfolios more toward in-
state rather than out-of-state resources, providing greater benefits to California

ratepayers.

1 See, e.g., PG&E RPS 2010 Renewable Energy Procurement Plan (Draft), at 37-38 (“To

encourage more market participation and allow more timely responses from TREC providers
once TRECs are available for RPS compliance, TRECs for RPS compliance are included in this
2010 RPS Plan in principle and will become effective after TRECs are approved for RPS
compliance.”); see also SCE 2010 RPS Procurement Plan (draft), at 33 (“As an integral part of
approving this 2010 RPS Procurement Plan, SCE requests that the Commission approve SCE’s
ability to enter into unbundled REC transactions as part of its procurement authority immediately
upon issuance of a Commission decision authorizing unbundled RECs.”)
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In short, the Commission’s adopted TREC policy and limits will affect the
mix in the LSE portfolios and carries the potential to affect the development of
new renewable resources. The potential for these impacts suggests that the
Commission ought to wade carefully into this policy, with balanced limits. In
addition, the Commission should, as the RPD suggests, “within 24 months of the
effective date of this decision, the Commission will review this limit on the use of
renewable energy credits procured from contracts for renewable energy credits

only, and may modify, extend, or eliminate the limit.” 2

B. LSA Proposes a Modified Balance between the TREC Limit and
Delivery Requirement.

The delay in issuing a TREC decision stems in large part from the difficulty
in striking an acceptable and effective balance in limits on TREC usage. The
effectiveness of the limits will depend on the balance between an explicit
percentage usage limit and the interpretation of the statutory delivery
requirement. For example, a restrictive usage limit combined with a broad
interpretation of delivery could yield results similar to a less restrictive usage limit
and more narrow delivery interpretation. The Commission thus cannot view each
issue in isolation, but must look at the combined effect of these limits.

The RPD strikes a balance on TREC limits with a usage limit of 40 percent
of an LSE’s RPS requirement and a delivery requirement based on the nature of
the benefits a transaction confers on California. LSA supports the general
principles applied by the RPD, but recommends a shift in the proposed balance

as discussed below.

2 RPD, Ordering Paragraph 17, at 79.
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1. The Commission Should Expand the Flexibility in the
Delivery Requirement to Include all Transactions That
are Physically Delivered to a California Balancing
Authority.

The RPD interprets the delivery requirement and, consequently, draws the
boundary between RPS eligible “bundled” and “REC-only” contracts as follows:
a REC-only transaction for purposes of RPS compliance is one that either:

1. Expressly transfers only RECs, not energy; or

2. Transfers RECs and energy from an RPS-eligible generation facility
for which the first point of interconnection with the WECC
interconnected transmission system is not physically located within
California and is also not a facility for which the first point of
interconnection with the WECC interconnected transmission
systel377 lies in the CAISO or another California balancing authority
area.

The RPD justifies its designation based on its assessments of the benefits
of various types of transactions. It observes that:

Transactions that convey both RECs and energy to the procuring
LSE also provide more specific and sometimes more local benefits
to the customers of the procuring LSE. Renewable energy
procurement in which the energy is physically delivered to the IOU
is more likely to obviate the need for reliance on conventional
resources in or near the utility's service territory. This can result in
local air quality benefits and the attendant public health benefits
improved air quality provides. Also, as several parties note, fixed
price energy contracts such as RPS bundled contracts also reduce
the amount of price volatility to which a utility's energy portfolio is
subject. *

In contrast, the RPD observes that other transactions:

involve the delivery of the renewable output to someplace other
than the customers of the purchasing California LSE, with the
provision of energy to the California customers from other sources,
which typically are not renewable resources. Such transactions do
not reduce the extent to which the procuring utility is relying on

3 RPD at 32.
4 RPD at 28-29.
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conventional resources, because such resources are used for the
physical delivery of energy to the utility.’

Because of their limited benefits, the RPD reasons that these transactions ,
should be treated as REC-only.

While the RPD’s reasoning is generally sound, the line it draws in
separating bundled and REC-only transactions misses two potential classes of
transactions that are widely anticipated to be used to allow renewable generation
to serve California load. These transactions include energy delivered by dynamic
transfers (or pseudo ties) or using a firm transmission path to the CAISO.

a. Pseudo Ties or Dynamic Transfers

Under CAISO tariffs, conventional resources outside of the CAISO control
area may be treated as “pseudo ties”, with their first virtual point of
interconnection at the CAISO. A “pseudo tie” is employed to dynamically transfer
resources from the balancing authority to which they are physically
interconnected into another balancing authority that assumes operational control
of the resource. The CAISO describes this type of arrangement as follows:

A pseudo-tie generator (PTG) external to the ISO BAA is treated as

any other internal generating resource and may fully participate in

the ISO’s markets, as a Participating Generator. The external

generating resource procures BAA services from the ISO and

provides energy and ancillary services to the ISO BAA. A pseudo-

tie participating generator must adhere to the applicable provisions,

protocols and agreements in accordance with the ISO tariff.

Additionally, pro forma Pseudo Participating Generator Agreement

(PPGA) and the pro forma Meter Service Agreement for ISO

Metered Entities (MSA-CAISOME) agreements between the ISO

and the generating resource’s operator are required. Operating
agreements between the ISO and the generating resource’s native

5 RPD at 29.

Page 7 — LSA Comments



BAA and any intermediary balancing authorities that are
interconnected to the I1SO are also required.®

Under a pseudo-tie arrangement, an out-of-state generator that does not
physically meet the “first point of interconnection” could nonetheless have
its first point of interconnection with a California balancing authority
through this virtual interconnection. In this case, California would receive
the same benéefits that it would receive from an entity delivering its energy
physically into the CAISO. In other words, California load would be served
by the renewable generator, reducing California’s dependence on fossil-
fuel resources, their volatile pricing and their greenhouse gas and other
emissions.
b. Firm Transmission Path to a California Delivery Point

Energy and RECs delivered by an out-of-state generator to the CAISO
control area using a firm transmission path would not meet the RPD’s proposed
delivery requirement but would nonetheless result in physical delivery to
California. Consistent with the RPD’s goals, these transactions should be treated

as bundled, rather than REC-only, contracts.

2. The Commission Should Reduce the Proposed TREC
Usage Limit to 20 Percent.

With a more flexible definition of delivery as proposed above, the
Commission should reexamine the proposed TREC usage limit. The RPD’s
proposed limit of 40% of the LSE’s RPS requirement would permit an LSE to use

TRECs for up to 8% of its retail load. The proposed limit is unreasonably

6 CAISO Dynamic Transfer Issue Paper, November 30, 2009, at 6, which can be found at

http://www.caiso.com/2476/2476ecfa5f550.pdf.
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generous. SCE (15.5% in 2008) and PG&E (at 11.9% in 2008) could meet the
entire remainder of their 20% RPS obligation with TRECs. The Commission
should create a usage limit that sends a stronger signal favoring bundled RPS
contracts. LSA proposes that the Commission adopt a limit equal to 20% of the

LSE’s RPS obligation (4% of its APT).
. THE COMMISSION SHOULD INCLUDE STAKEHOLDERS IN THE

DEVELOPMENT OF A METHODOLOGY FOR APPLYING THE $50

MWH PRICE CAP.

The RPD adopts a price cap on TRECs of $50 per MWh. The RPD
correctly observes that in the case of a TREC transaction, the TREC price will be
transparent; similarly, a TREC price could be specified and made transparent in
a REC-only transaction including energy. There may be cases, however, in
which a TREC price may not be transparent in a transaction considered under
the RPD to be a REC transaction, but one that involves a bundled contract—
including an energy component. LSA seeks clarification of the methodology for

determining the TREC price in these cases.

The RPD contemplates the process of making this determination.

In this situation, the 10U will have to provide an estimate of the
REC price, by separately indentifying the energy price. The most
transparent and consistent source of such an estimate is likely to

be an estimate of the market value of the energy through the life of
the contract. The net REC price could then be determined by
subtraction. If an IOU signs another type of RPS-eligible transaction
in which the REC price must be inferred but forward price curves
are inappropriate or unavailable, the IOU would need to provide
sufficient information for Energy Division to make a determination of
whether the inferred REC price is at or below the REC cap.

Page 9 — LSA Comments



The RPD directs the Energy Division (ED) to develop a methodology for making
this determination and to make any changes to the processing of advice letters
that are necessary in order to implement the price cap on TRECs. LSA submits
that ED’s development of a methodology would benefit from workshops including

stakeholders.

IV. CONCLUSION

For all of the foregoing reasons, LSA requests that the Commission
modify the RPD to broaden the delivery requirement and narrow the TREC
usage limit as proposed in these comments. Specifically:

e Electricity delivered under RPS contracts by out-of-state generators
who deliver their energy directly to a California balancing authority,
through physical interconnection, virtual interconnection or firm
transmission, should be treated as bundled RPS transactions.

e the 40 percent limit on TREC usage should be reduced to 20 percent.

Importantly, the Commission should remain open to reviewing and modifying

these limits as California gains experience with a TREC market to ensure that

there are no dampening effects on renewable resource development.
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In addition, LSA requests that the Director of the Energy Division hold
workshops to inform the development of a methodology for assessing TREC

prices in a REC-only transaction involving energy sales.

Respectfully submitted,

/s/ Shannon Eddy

Shannon Eddy
Large Scale Solar Association

January 19, 2010
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