
[image: image1.png]


R.06-02-012

Workshop Agenda – 2008 Market Price Referent (MPR) 

March 27, 2008

California Public Utilities Commission

Courtyard Room

Purpose of the workshop: 

1. This workshop is intended to provide parties an opportunity to discuss technical issues related to the MPR methodology and identify areas of consensus.  

2. The workshop will also assist Staff in identifying potential issues for a post-workshop ruling, which will ask parties to file comments and reply comments regarding specific modifications to the 2008 MPR. The Commission will base its decision regarding the 2008 MPR methodology on the party comments and past Commission decisions regarding the RPS program and the MPR.

Contact Information: Sean Simon; svn@cpuc.ca, 415-703-3791

Background:

Public Utilities Code 399.15 (c)(1-3) requires that the Commission establish a methodology to determine the market price of electricity for terms corresponding to the length of contracts with renewable generators, in consideration of the following:

a. The long-term market price of electricity for fixed price contracts, determined pursuant to the electrical corporation's general procurement activities as authorized by the commission.

b. The long-term ownership, operating, and fixed-price fuel costs associated with fixed-price electricity from new generating facilities.

c. The value of different products including baseload, peaking, and as-available output.

The MPR then functions to deem reasonable per se and allow to be recovered in rates those “[p]rocurement and administrative costs associated with long-term contracts entered into by an electrical corporation for eligible renewable energy resources pursuant to this article, at or below the market price determined by the commission pursuant to subdivision (c) of Section 399.15. . .” (§ 399.14(g).) If a contract price (on a net present value basis) exceeds the MPR, it triggers consideration of methods to fund the above-market costs of long-term contracts for RPS-eligible generation entered by IOUs and approved by the Commission.

In Decision (D.) 03-06-071, the Commission determined that it would rely on the second and third considerations set out in §399.15(c). In D.04-06-015, the Commission developed a "proxy plant" to model the long-term costs “associated with fixed-price electricity from new generating facilities,” taking into account “the value of different products, including baseload, peaking, and as-available output.” In D.05-12-042, the Commission refined and stabilized the MPR model.

The MPR model, as set out in D.05-12-042 and applied for the past several years, requires several types of input data, including natural gas prices, capital costs, operating costs, finance costs, taxes, and power delivery assumptions. The primary input drivers for the MPR calculation are the California gas price forecast, power plant capital costs, and the capacity factor for a proxy baseload plant. 

The Commission adopted an interim GHG adder for the 2007 MPR and authorized further examination for how the costs of GHG emissions should be reflected in the 2008 MPR and later years (D.07-09-024). 

Notable issues raised in comments that are outside the scope of the workshop:

In pre-workshop comments, submitted on March 6, 2008, parties raised several issues that are not within the scope of this workshop and/or the Commissions administration of the MPR. 

Senate Bill 1036 

Senate Bill (SB) 1036 modified the process by which above-market funds are administered.
  SB 1036 has no effect on the function of the MPR or the MPR methodology per se.  On March 12, 2008, the Commission, on its own motion, issued draft resolution E-4160, which would implement SB 1036, propose eligibility criteria and guidelines for approving requests for above-market costs for eligible renewable energy contracts procurement through competitive solicitations.
  Parties interested in commenting on the implementation of SB 1036 should file comments on draft resolution E-4160, which are due no later than Tuesday, April 1, 2008.

Utility Time-of-Delivery Factor Methodology and Benchmarking

The Commission reviews (but does not approve or adopt) the IOUs’ TOD factors when it approves the IOUs’ annual RPS Procurement Plans and Solicitation documents (Plans) via Commission decision. On February 14, 2008, the Commission adopted D.08-02-008, which approved the IOUs’ 2008 RPS Plan. Parties interested in commenting on the IOUs’ TOD methodology should do so during the review of the IOUs’ 2009 Plans (R.06-05-027 or successor proceeding).

Externality Value(s) of Renewables 

In D. D.04-06-015, the Commission clarified “what the MPR is not:  it does not represent the cost, capacity or output profile of a specific type of renewable generation technology. . .   [T]he MPR is to represent the presumptive cost of electricity from a non-renewable energy source, which this Commission, in D.03-06-071, held to be a natural gas-fired baseload or peaker plant.”
  Consequently, any discussion regarding the value of renewable generation within the MPR methodology is inconsistent with prior Commission decisions and, consequently, is out of scope for this workshop.

Use of the MPR beyond RPS Proceedings R.06-02-012 and R.06-05-027

Staff appreciates the parties’ concerns regarding the ever expanding use of the MPR outside the context of the RPS program. Having said that, Staff has been tasked by the Commission to develop an MPR for the RPS Program and keep it updated, consistent with the statute and the Commission's foundational decisions on the MPR. We encourage parties to notify the Commission where the MPR is used inappropriately or in a manner that is inconsistent with the law.  A discussion on this issue, therefore, is out of scope for this workshop.

AGENDA 

I. Overview – CPUC Staff
9:00 - 9:15 AM

· Introductions

· Housekeeping 

· Workshop objectives and scope

II. Capacity Factor
9:15 - 10:45

· Discuss TURN proposal

· Marginal operating costs vs. market price of electricity disconnect

· Use CCGT technical capacity factor

· Discuss CalWEA proposal (3 options)

· Use actual capacity factors summarized in CEC’s 2007 Cost of Generation report

· CAISO annual CCGT calculations

· Calculate CCGT capacity factors using electric market prices in day-ahead market and daily burner-tip natural gas prices

· Should capacity factors reflect going-forward conditions and not be based on historical data?

· Should capacity factor(s) be updated on an annual basis, and if so, what is the process?

BREAK
10:45 - 11:00

III. MPR Gas Methodology and Fuel Price Risk Premium

11:00 – 12:30 

· Staff presentation – existing research regarding fuel risk premium theory

· Discuss UCS proposal – current model fails to reflect fully the costs of eliminating all fuel price volatility over the entire 10- to 20-year RPS contracts  

· 2004 method of transitioning from NYMEX to fundamentals is superior to 3-year interpolation method adopted in D.05-12-042

· Rely on the last available NYMEX futures settlement data as opposed to any average or interpolation from multiple years.

· Use 12 years of NYMEX

· Transaction cost component used to calculate MPR gas forecast should be updated on an annual basis

· Discuss CalWEA proposal – current model fails to reflect fully the costs of eliminating all fuel price volatility  over the entire 10- to 20-year RPS contracts  

· Use 12 years of NYMEX

· Add a premium to the fundamentals forecast that reflects any observed premium in the forward market, above the fundamental forecast, over the last 5 years of NYMEX forecast

· Discuss the strengths/weaknesses of adopting CEC’s proposal to use a Capital Asset Pricing Model to derive the risk premium for gas to account for fuel price risk

· Is fuel price risk premium best incorporated in MPR methodology through adjustments to the discount rate or adjustments to gas price forecast?

LUNCH
12:30 – 1:15 PM

IV. GHG Adder 
1:15 – 2:45

· Discuss appropriate criteria for evaluating GHG price forecasts and methodology

· UCS proposal – update 2007 GHG adder values using Synapse “Mid Case” forecast

· CalWEA proposal – Revise 2007 GHG adder values for 2008 MPR.

· Uses current EU carbon prices of $29 per ton for 2008, then increasing over time to Synapse’s medium projections for 2020 ($36/ton) and 2030 ($65/ton).

· Should cost of “early actions” be incorporated into GHG adder calculation?

· SCE proposal – inappropriate to include GHG adder in 2008 MPR methodology

· Alternatively – use 2007 GHG adder

· PG&E, TURN, EPUC/CAC,GPI, and SDG&E - Use 2007 MPR GHG adder values for 2008 MPR

· Post 2008 - Process and data sources for updating GHG adder going forward?

V. Installed Capital Costs
2:45 - 3:45

· Discuss TURN proposal – add PG&E’s Colusa 8 to the dataset used to calculate MPR installed capital costs

· Discuss SCE proposal – do not adjust capital cost escalation rate because current MPR model already takes into account the findings in Brattle Group report

· Discuss CalWEA proposal –  use Brattle Group escalation index

· Discuss UCS proposal – use Cambridge Energy Research Associates Power Capital Costs Index or the Handy-Whitman Index of Public Utility Construction Costs

· Discuss PG&E proposals:

· Need to identify appropriate historic and prospective escalation factors for installed capital costs

· Rolling 5-year timeframe for capital cost escalation should not be adopted

· Fixed and variable O&M should be adjusted in the model to reflect dry cooling

· Discuss strength/weaknesses of using installed capital costs outlined in CEC’s Cost of Generation report

BREAK
3:45 - 4:00

VI. Other (optional, based participant feedback and available time)
4:00 – 5:00  

· GMM-based Line Loss Factors


· Discuss SCE proposal – current MPR methodology is based on energy being delivered to the load center (Busbar + GMM). 

· Typically, CCGT would have delivery point at busbar. So, methodology should be modified to reflect the expected delivery point at the busbar – no GMM?

· Discuss CalWEA proposal – Current GMM value is a simple average of all GMMs on the CAISO system. Recommends that a generation-weighted average be used to calculate statewide GMM value.

· PG&E – recalculate GMM on an annual basis. Use CAISO’s GMM. No comment on simple vs. weighted.

· MPR Administration 

· PG&E  - adopt MPR on confidential basis

· Coordination issues with other proceedings?

· PG&E – use most recently adopted MPR to evaluate RSP contracts

· CalWEA – modify model to calculate 25- and 30-year term

· SCE – MPR methodology does not properly capture all of the revenues the MPR proxy CCGT power plant receives 

� Statutes of 2007, Chapter 685, Perata; � HYPERLINK "http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1036_bill_20071014_chaptered.pdf" ��http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_1001-1050/sb_1036_bill_20071014_chaptered.pdf�


� � HYPERLINK "http://docs.cpuc.ca.gov/word_pdf/COMMENT_RESOLUTION/80089.pdf" ��http://docs.cpuc.ca.gov/word_pdf/COMMENT_RESOLUTION/80089.pdf�


� D.04-06-015, p. 6






Page 3



