STATE OF CALIFORNIA ARNOLD SCHWARZENEGGER, Governor
PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3298

November 6, 2008

Advice Letters 3193-E/E-A/E-B
Brian K. Cherry
Vice President, Regulatory Relations
Pacific Gas and Electric Company
77 Beale Street, Mail Code B10C
P.O. Box 770000
San Francisco, CA 94177

Subject: Amendment to Standard Offer No. 1 Power Purchase
Agreement between PG&E Company and The Pacific
Lumber Company and Supplemental Filings

Dear Mr. Cherry:
Advice Letters 3193-E/E-A/E-B are effective November 20, 2008 by
Resolution E-4212.

Sincerely,

LA™

Kenneth Lewis, Acting Director
Energy Division
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Pacific Gas and
Electric Company..

Brian K. Cherry 77 Beale Street, Room 1087
Vice President San Francisco, CA 94105
Regulatory Relations
Mailing Address
Mail Code B10C
Pacific Gas and Electric Company
P.O. Box 770000
San Francisco, CA 94177

Fax: 415.973.7226

September 29, 2008

Advice 3193-E-B
(Pacific Gas and Electric Company ID U39 E)

Public Utilities Commission of the State of California

Subject: Second Supplement - Amendment to Standard Offer No. 1
Power Purchase Agreement between Pacific Gas and Electric
Company and The Pacific Lumber Company

l. PURPOSE

This filing supplements the request of Pacific Gas and Electric Company (PG&E)
that the California Public Utilities Commission (Commission) approve an
amendment to the Standard Offer No. 1 (SO1) power purchase and sale
agreement (PPA) between The Pacific Lumber Company (PALCO) and PG&E
(Amendment).

PG&E filed its original advice letter on January 11, 2008. On August 12, 2008,
PG&E filed its first supplement by which it submitted a copy of the original SO1
PPA. In this second supplement, PG&E explains why the Commission is justified
in approving the Amendment using the advice letter process.

Il THE SIMILARITY BETWEEN THE COMMISSION’S QF AND RPS
PROGRAMS PERMITS THE COMMISSION TO APPROVE THE PALCO
AMENDMENT USING THE ADVICE LETTER PROCESS.

The relationship between the Commission’s Qualifying Facility (QF) and RPS
programs permits the PALCO contract amendment to be submitted as advice
letter for Commission approval. Although the Commission has not specifically
addressed this procedural question, the statutory underpinning of the QF and RPS
programs and the Commission’s decisions and rulings justify use of an advice
letter in this case.

A. The RPS And QF Programs Share Similar Goals.

The Public Utility Regulatory Policies Act of 1978 (PURPA) “was designed to
encourage the development of cogeneration and small power production
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facilitieg.”” A small power production facility is defined as including biomass and
waste.

When the Commission implemented PURPA in California during the 1980s it
required the utilities to develop standard offer contracts that were made available
to both small power production facilities (i.e., renewable generators) and
cogenerators. PALCQO’s wood waste facility has been generating renewable
power since March, 1986.

When the California Legislature mandated the RPS program it did not do so to
implement PURPA, but the program had the same overarching goal: to increase
reliance on renewable energy resources like PALCO.*

The QF and RPS programs share other similar goals. For example, PURPA was
designed to combat the nationwide energy crisis.

At the time [1978], it was said that the generation of
electricity consumed more than 25% of all energy
resources used in the United States.... Approximately
one-third of the electricity in this country was generated
through use of oil and natural gas, and electricity
generation was one of the fastest growing segments of
the Nation’s economy.... In part because of their
reliance on oil and gas, electricity utilities were plagued
with increasing costs and decreasing efficiency in the
use of their generating capacities; each of these factors
had an adverse effect on rates to consumers and on
the economy as a whole.... Congress accordingly
determined that conservation by electricity utilities of oil
and natural gas was essential to the success of any
effort to lessen the country’s dependence on foreign oil,
to avoid a repetition of the shortage of natural gas that
had been experienced in 1977, and to control
consumer costs.*

Similarly, the RPS program was intended to “increas|e] the diversity . . . of the
energy mix” and “reduce reliance on imported fuels.”™

1/ American Paper Inst. v. American Elec. Power (1983) 461 U.S. 402, 404-405.
2/ 16 U.S.C. section 796(17)(A).

3/ Pub. Util. Code section 399.11(b).

4/ FERC v. Mississippi (1982) 456 U.S. 742, 745-746; citations omitted.

5/ Pub. Util. Code section 399.11(a), (b).
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B. QFs May Qualify as Eligible Renewable Enerqy Resources and
Generation from Such Facilities May Be Counted for RPS

Compliance.

The California Energy Commission (CEC) is responsible for certifying eligible
renewable energy resources that RPS-obligated load-serving entities may use to
comply with the RPS program.®’ The CEC’s RPS certification process and
eligibility guidelines recognize that QFs may qualify as eligible renewable energy
resources. For example, the CEC’s RPS Application for Certification form
contains a section where applicants may enter the facility’s QF identification
number.” Additionally, the CEC’s RPS Eligibility Guidebook provides that 100
percent of electricity generated by a renewable QF that began operating before
2002 and is currently certified as a renewable QF may be counted for RPS
compliance, provided that the percentage of fossil fuel used is no greater than 25
percent of the facility’s total energy input per year.?

Under SB 107, deliveries under pre-2005 contracts with eligible renewable energy
resources, where the contract does not contain terms regarding the ownership and
disposition of renewable energy credits associated with such deliveries, are
included in a retail seller’s baseline. Deliveries received under pre-2005
contracts with renewable QFs that fall within this category are therefore included in
a retail seller’s baseline of eligible renewable energy resources. SB 107 also
explicitly permits deliveries under QF contracts executed after January 1, 2005 to
be counted toward a retail seller's RPS compliance obligations.m/

C. A Significant Percentage of PG&E’s RPS Baseline is Composed
of QF Generation.

By statute, the Commission is responsible for setting an initial baseline of eligible
renewable energy resources for each RPS-obligated load-serving entity for the
purpose of establishing annual procurement targets.”’ The Commission has

6/ Pub. Util. Code section 399.13(a).

7/ See California Energy Commission’s “Application for Certification” for California RPS
Program, form CEC-RPS-1A, January 2008, section Ill, number 11.

8/ California Energy Commission Renewables Portfolio Standard Eligibility Guidebook, Third
Edition, CEC-300-2007-006-ED3-CMF, adopted December 19, 2007, p. 19.

9/ Pub. Util. Code section 399.16(a)(5).

10/ Pub. Util. Code section 399.16(a)(6).

11/ Pub. Util. Code section 399.15(b)(2); See also D.06-07-032 Mimeo p. 16, Finding of Fact
No. 8, allowing PG&E to receive full credit for all energy purchased pursuant to the IEP Settlement
from Renewable QFs in satisfaction of PG&E's RPS requirements.
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determined the baseline for the investor-owned utilities in a series of decisions.'
A significant percentage of PG&E’s RPS baseline is composed of QF generation,
including purchases under the PALCO contract.

Moreover, the Commission’s recent QF pricing and policy decision (D.07-09-040)
evidences the Commission’s intent to encourage opportunities for renewables to
enter the utilities’ supply portfolio by increasing the means by which a QF may
contract with a utility. Decision 07-09-040 directed the utilities to develop standard
contracts that will be available to all QFs, many of which are renewable resource
generators. Thus, the Commission does not distinguish between cogenerators
and renewable generators in this context. Indeed, the standard contract PG&E
has proposed will, upon Commission approval, be available to both cogenerators
and renewable generators alike.

D. The Commission Permits Use of The Advice Letter Process to
Approve Both RPS and QF Contracts.

The Commission has permitted utilities to submit for approval by advice letter RPS
contracts executed as a result of an RPS Solicitation.”™ The Commission has also
permitted utilities to use the advice letter process to seek approval of RPS contract
amendments."

Similarly, for QF contracts, the Commission established a “Restructuring Advice
Letter Filing (RALF) for review of QF contract restructurings. The Commission
adopted the RALF in fulfillment of its request for a “generic and possibly expedited
process by which we can assess the reasonableness of contract
restructurings....”’” The Commission asked for such a process in 1996 to
implement an incentive mechanism “to encourage the restructuring of QF
contracts so total transition costs [resulting from electric restructuring] might be
reduced.”'®

12/ See Order Instituting Rulemaking, R.04-04-026, April 22, 2004, p. 4; D.04-06-014, mimeo
pp. 10-11 and Appendix B; D.06-10-050, mimeo pp. 23-24 and Attachment A.

13/ D.04-07-029, mimeo pp. 9-12; D.07-02-011, p. 49.

14/ See, e.g., Resolution E-4161, approving PG&E’s contract and amendment for the “Shiloh
II” wind project.

15/ D.96-12-088; 70 CPUC 2d 497, 527.

16/ Id, referring to the Commission’s Preferred Policy Decision, D.95-12-063 as modified by
D.96-01-009.
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E. The PALCO Amendment Should Be Treated As An RPS
Contract.

The PALCO amendment does not fall clearly within either of the processes
discussed above. It is not a contract or amendment resulting from an RPS
solicitation. It is not an amendment intended to reduce transition costs. Instead, it
is an amendment intended to retain PALCO’s renewable energy deliveries for
another eight years. Because of the close relationship between the QF and RPS
programs and their very similar goals, the PALCO amendment should be treated
similar to an RPS contract and approved through the advice letter process.

Although the PALCO amendment is not an RPS contract, it is nevertheless a
contract with an RPS-certified facility whose generation counts toward PG&E’s
RPS compliance obligations. Thus, the Commission should approve the PALCO
advice letter as submitted.

M. REQUEST FOR COMMISSION APPROVAL

One of the conditions of the Amendment is satisfactory Commission
approval. Therefore, PG&E requests that the Commission expeditiously
issue a resolution that:

1. Adopts the Amendment without change; and

2. Approves the Amendment in its entirety, including payments to be
made by PG&E pursuant to the Amendment, subject to the
Commission’s review of PG&E’s administration of the
Amendment.

3. Finds that any stranded costs that may arise from the PPA are
subject to the provisions of D.04-12-048 that authorize recovery
of stranded renewables procurement costs over the life of the
contract. The implementation of the D.04-12-048 stranded cost
recovery mechanism is being addressed in Rulemaking 06-02-
013.

4. The Amendment will have no effect upon the RPS eligibility of the
project.

Protests
PG&E asks that the protest and comment period not be reopened given that this

supplement merely explains why use of the advice letter process is appropriate in
this case.
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Effective Date:

PG&E requests that this advice filing become effective on November 21, 2008.

Notice:

In accordance with General Order 96-B, Section IV, a copy of this advice letter is
being sent electronically and via U.S. mail to parties shown on the attached list
and the service lists for R.01-10-024 and R.08-08-009. Address changes should
be directed to Rose De La Torre (415) 973-4716. Advice letter filings can also be
accessed electronically at:

http://www.pge.com/tariffs

*\?DWES{\Q\WD\ SR

Brian K. Cherry
Vice President - Regulatory Relations

CcC: Service List for R.08-08-009
Service List for R.01-10-024
Paul Douglas - Energy Division

Attachments
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