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STATE OF CALIFORNIA GAVIN NEWSOM, Governor

PUBLIC UTILITIES COMMISSION
505 Van Ness Avenue
San Francisco CA 94102-3298

To: Energy Company Filing Advice Letter
From: Energy Division PAL Coordinator

Subject: Your Advice Letter Filing

The Energy Division of the California Public Utilities Commission has processed your
recent Advice Letter (AL) filing and is returning an AL status certificate for your records.

The AL status certificate indicates:

Advice Letter Number

Name of Filer

CPUC Corporate ID number of Filer

Subject of Filing

Date Filed

Disposition of Filing (Accepted, Rejected, Withdrawn, etc.)

Effective Date of Filing

Other Miscellaneous Information (e.g., Resolution, if applicable, etc.)

The Energy Division has made no changes to your copy of the Advice Letter Filing; please
review your Advice Letter Filing with the information contained in the AL status certificate,
and update your Advice Letter and tariff records accordingly.

Allinquiries to the California Public Utilities Commission on the status of your Advice
Letter Filing will be answered by Energy Division staff based on the information contained
in the Energy Division's PAL database from which the AL status certificate is generated. If
you have any questions on this matter please contact the:

Energy Division's Tariff Unit by e-mail to
edtariffunit@cpuc.ca.gov



ook

Pacific Gas and
Electric Company”

Sidney Dietz Pacific Gas and Electric Company
Director 77 Beale St., Mail Code B13U
Regulatory Relations P.0. Box 770000

San Francisco, CA 94177

Fax: 415-973-3582

May 28, 2021

Advice 6206-E
(Pacific Gas and Electric Company ID U 39 E)

Public Utilities Commission of the State of California

Subject: PG&E’s 2022 Demand Response Auction Mechanism Purchase
Agreements

l. Purpose

In compliance with Decision (D.) 19-12-040, Pacific Gas and Electric Company (“PG&E”)
hereby submits this advice letter seeking approval of six Purchase Agreements executed
between PG&E and five winning participants, resulting from PG&E’s 2022 Demand
Response Auction Mechanism (“DRAM”) Request for Offers (2022 DRAM RFQO”).

II. Background

On September 25, 2013, the Commission issued Order Instituting Rulemaking (OIR) 13-
09-011 “To Enhance the Role of Demand Response (DR) in Meeting the State’s
Resource Planning Needs and Operational Requirements.” The Commission reviewed a
Resource Adequacy (RA) Capacity Payment Mechanism for DR and Participation of
Retail DR in the California Independent System Operator (CAISO) wholesale market. On
December 4, 2014, the Commission issued D.14-12-024, “Resolving Several Phase Two
Issues and Addressing the Motion for Adoption of Settlement Agreement on Phase Three
Issues” (later revised to be the Joint Proposal of the Joint Sponsoring Parties). In this
Decision, SCE, PG&E, and SDG&E (together, investor-owned utilities, or the IOUs) were
ordered to submit an advice letter for the DRAM pilot, together with a standard contract.
The DRAM pilot was intended to test: a) the feasibility of procuring DR Supply Resources
for RA with third party direct participation in the CAISO markets through an auction
mechanism; and b) the ability of winning bidders to integrate their DR Resources directly
into the CAISO market.

D.14-12-024 required the I0Us to design and implement DRAM for 2016 (2016 DRAM)
and 2017 (“2017 DRAM”). An “open to the public” working group collaborated on the
DRAM pilot design and standard contract language under the active and on-going
supervision of the Commission staff.

Concurrently with the I0Us’ implementation of its 2017 DRAM, the Commission
addressed the need for an additional, post-2017 DRAM solicitation via the process used
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to review and approve the IOUs’ 2017 demand response programs and budgets. D.16-
06-029 approved the 10Us proposed 2017 programs and budgets, with modifications,
and directed the I0Us to continue DRAM with an auction in 2017 for deliveries in 2018
(2018-2019 DRAM). The DRAM working group met and discussed modifications to the
third DRAM pilot that expand on the experience of the first two DRAM pilots and met
Commission requirements as ordered in D.16-06-029.1 SCE submitted an advice letter
on behalf of the IOUs on September 1, 2016, with the proposal resulting from the working
group, including the associated auction design and pro forma contract. The Commission
approved this advice letter, with modifications, in Resolution E-4817.2 The IOUs launched
the 2018-2019 DRAM RFO on or about March 10, 2017 and submitted the executed
standard form Purchase Agreements on June 30, 2017. The Commission approved the
advice letters by disposition letter on August 14, 2017.

On April 27, 2017, in response to Petitions for Modifications (PFM) filed by Comverge,
Inc., CPower, EnerNOC, Inc., and EnergyHub (collectively, the “Joint DR Parties”) and
OhmConnect, the Commission determined that business opportunities for DRPs could be
limited under the corresponding $27 million budget approved for the 2018-2019 DRAM
RFO.% On October 26, 2017, the Commission issued D.17-10-017, and determined that
it is reasonable to require PG&E, SCE, and SDG&E to conduct an additional 2018 auction
for contract deliveries in 2019. D.17-10-017 directed the IOUs to conduct an additional
DRAM pilot solicitation in 2018 for 2019 capacity (“2019 DRAM”), and ordered the IOUs
to use the final approved 2018-2019 DRAM guidelines for the additional 2019 DRAM,
except that the contract term shall be limited to one year and additional guidelines were
required.® The IOUs launched the 2019 DRAM RFO on or about January 25, 2018, and
submitted the advice letter with the executed standard form Purchase Agreements for
executed Purchase Agreements on May 1, 2018. The Commission approved the advice
letters on September 12, 2018, by disposition letter.

Concurrently with the DRAM pilots, the I0Us filed their applications for demand response
programs, pilots and budgets for program years 2018-2022 on or about January 17, 2017.
Decision (D.) 17-12-003 adopted demand response budgets for each of the three utilities

! The DRAM working group’s activities were conducted at the express direction and under
Continuing supervision of the Commission. The DRAM working group included the I0OUs,
Ratepayer Advocates (Public Advocates Office (PAO, formerly ORA for the Office of Ratepayer
Advocates) and The Utility Reform Network (TURN)), DR providers, Energy Division (ED) Staff,
and other interested stakeholders.

2 PG&E Advice 4900-E, SCE Advice 3466-E, and SDG&E Advice 2949-E (collectively, “PG&E
Advice 4900-E, et al’).

3 Resolution E-4817 also ordered a supplemental advice letter to be submitted demonstrating
compliance with the Resolution, which was submitted on February 2, 2017. Two other
supplementals were submitted on PG&E Advice 4900-E, et al. See PG&E Advice 5109-E for
additional details.

4 Petition of the Joint DR Parties for Modification of D.16-06-029 was filed February 3, 2017, in
R.13-09-011. Petition for Modification of OhmConnect of D.16-09-056 was filed December 30,
2016, in R.13-09-011.

> See PG&E Advice 5284-E for additional details.
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to conduct demand response programs, pilots, and associated activities for program
years 2018 through 2022. D.17-12-003 also determined the proceeding should remain
open to consider a number of specific issues. DRAM was not among the issues identified
in D.17-12-003.

On May 22, 2018, the assigned Commissioner issued an Assigned Commissioner’s
Amended Scoping Memo and Ruling, (Amended Scoping Memo) amending the scope to
include the consideration of the DRAM pilot evaluation and extending the statutory
deadline for the proceeding to July 17, 2019. The Administrative Law Judge held a status
conference on June 18, 2018 to further describe the matter and allow for questions. This
was followed by a workshop on July 26, 2018 to present the preliminary results of the
Auction Pilot evaluation and discuss next steps, given the evaluation delay. On August 6,
2018, the Administrative Law Judge issued a ruling requesting parties to respond to
guestions regarding next steps for the Auction Pilot. Responses were filed on August 17,
2018 and reply comments were filed on August 24, 2018.

On November 29, 2018, the Commission approved D.18-11-029, which addressed the
guestion of continuing the DRAM pilot beyond 2019, among other issues. D.18-11-029
described the history of the DRAM pilot auctions for 2016, 2017, 2018 and 2019, and
emphasized the importance of the Energy Division’s evaluation and recommendations for
those pilots.® D.18-11-029 mentions that with the results of the Energy Division evaluation
expected in a few weeks, “[tlhe Commission should wait for the results and
recommendations, then hold workshops based on the recommendations, develop a
record, and issue a proposed decision that is based on the results, recommendations,
and record.”’

The Energy Division’s evaluation of the DRAM pilots was issued January 4, 2019, with
subsequent revisions issued on January 7, 2019. On January 4, 2019, the ALJ issued a
ruling allowing parties to file proposed improvements to the DRAM and setting workshops
to discuss the proposed improvements and the Energy Division’s evaluation. Comments
were submitted in response to the ALJ’s ruling. The workshop convened on February 12,
2019, at the Commission’s San Francisco offices.

On February 28, 2019, the ALJ issued a ruling requesting parties to answer questions
from the February 12 workshop, “February 28th Ruling Directing Responses to Questions
Resulting from the February 11-12, 2019 Demand Response Auction Mechanism
Workshop and Comments on Proposals to Improve the Mechanism.” On March 29, 2019,
parties submitted their responses to the February 28 ALJ ruling, and reply comments
were filed April 10, 2019.

¢ “We conclude that continuing the [DRAM] Auction Pilot or adopting a permanent auction
mechanism should only be considered with complete results of the pilot valuation and
recommendations from the Energy Division for future auction mechanisms.” D.18-11-029, p.
78.) The Commission stated “[W]e also must ensure that if another auction is authorized, it is
done prudently (i.e., with complete results of the evaluation.)” (Id. p. 80.)

7 1d. p.81.
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The Commission issued D.19-07-009 on July 12, 2019, authorizing a two-step process
with an auction to take place in 2019 for deliveries between June 2020 and December
2020 (2020 DRAM”), as well as annual auctions for deliveries in 2021, 2022, and 2023.
The Commission ordered the IOUs to implement eight improvements for the 2020
DRAM,? and it authorized a working group to be convened to discuss open issues,
including Refinements to Appendix A and B Guidelines on qualifying capacity and
demonstrated capacity, respectively. The advice letter was subsequently approved via
disposition on September 26, 2019, and the I0Us launched the 2020 DRAM RFO on
October 11, 2019.

On December 23, 2019, the Commission issued D.19-12-040, which adopted certain
recommendations to improve reliability and performance from a stakeholder working
group report as well as other revised recommendations to the report. These refinements
apply to 2021 through 2023 DRAM deliveries and addressed the remaining technical
requirements and policies; in addition, D.19-12-040 also authorized an annual schedule
for refinements of the DRAM. As required by OP 29, the Energy Division led a workshop
on January 21, 2020, to discuss refinements for the 2021 DRAM, and the IOUs submitted
Advice 5746-E et al on January 31, 2020, to incorporate contract improvements and
update the RFO guidelines. ® The Commission approved Advice 5746-E et al on May 11,
2020, and the I0Us launched the 2021 DRAM RFO on May 22, 2020.

Subsequently, the Energy Division hosted DRAM Working Group (WG) meetings on June
30, 2020, July 15, 2020, and August 3, 2020 to discuss potential refinements to the 2022
DRAM Request For Offers (RFO), to be conducted in early 2021. Parties submitted their
final WG proposals to the Energy Division by August 24, 2020. Energy Division compiled
the proposals into a DRAM WG Report and distributed the report on September 1, 2020,
for the 10Us to submit in a joint Advice Letter, along with proposed modifications for the
2022 DRAM RFO.

In compliance with OP 29 of D.19-12-040, the 10Us submitted joint advice letters PG&E
Advice 5950-E, SCE Advice 4293-E, SDG&E Advice 3608-E (Advice 5950-E et al) on
September 15, 2020, with the DRAM WG Report. The I0Us submitted a joint

8 The improvements include: providing accurate qualifying capacity (QC) estimates, imposing a
penalty structure for shortfalls in demonstrated capacity (DC), calculating DC on invoices,
establishing invoice deadlines, replacement of the residential set-aside with a 10 percent set
aside limited to new market entrants, elimination of the use of the August price cap, exclusion
of the Reliability Demand Response Resources (RDRR) in DRAM, and publication of auction
mechanism contract summaries. D.19-07-009, OP 6. SCE submitted the advice letter
addressing the associated contract improvements and RFO guidelines on behalf of the IOUs
on August 12, 2019, under SCE Advice 4054-E, PG&E Advice 5615-E, and SDG&E Advice
3418-E (“Advice 5615-E et al’). The IOUs submitted a supplement to this advice letter on
September 17, 2019, addressing parties’ responses to the advice letter and providing edits
where reasonable (“Advice 5615-E-A et al”).

9 SDG&E Advice 3503-E, PG&E Advice 5746-E, SCE Advice 4152-E (“Advice 5746-E et al”).
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supplemental advice letter on October 19, 2020, with additional technical corrections or
clarifications.?

The Commission issued Resolution E-5110 on December 18, 2020, approving the joint
IOU advice letters with modifications and ordering modifications to the DRAM pro forma
and related documents. The IOUs submitted Advice 6064-E et al'! on January 19, 2021,
and the Commission approved the advice letters on February 9, 2021, via disposition
letter.

The 2022 DRAM is a competitive solicitation for monthly system, local, and flexible
Resource Adequacy (“RA”) associated with a DR product located in the I0U’s service
area. Sellers will bid aggregated DR directly into the California Independent System
Operator’'s (CAISO) day-ahead energy wholesale markets and meet the CAISO Must-
Offer Obligation (MOO) requirements for the DR product during the contracted delivery
months. Similar to the prior DRAM pilots, the IOUs will only represent the RA attributes
of demand response and will have no claim on revenues the Sellers may receive from the
CAISO.

1. 2022 DRAM Summary

A. Auction Process
1. Auction Overview

RFO schedule and email notifications. PG&E launched the 2022 DRAM RFO on February
23, 2021, pursuant to D.19-07-009, as modified by D.19-09-041, and D.19-12-040. PG&E
announced the RFO launch via email to more than 2,600 registrants that had previously
registered with PG&E to receive PG&E’s RFO- or DRAM-related notifications.

10 PG&E Advice 5950-E-A, SCE Advice 4293-E-A, and SDG&E Advice 3608-E-A.
11 PG&E Advice 6064-E, SCE Advice 4395-E, and SDG&E Advice 3674-E.
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Table 1: 2022 DRAM RFO Timeline

Date/Time Event

February 23, 2021  |PG&E issued the RFO.

March 1, 2021 IOUs jointly held a joint Bidders’ Webinar regarding

10:00 A.M. the 2022 DRAM RFO.

March 12, 2021 Offers due to the Power Advocate online platform.

1:00 P.M.

March 22, 2021 PG&E notified Bidders with a request to “cure” certain non-
conforming Offers.

March 29, 2021 Bidder cure period ended.

April 27, 2021 PG&E notified bidders of selection.

May 4, 2021 Deadline for selected bidders to return signed acceptance
letters.

May 4, 2021 Deadline for selected bidders to submit a signed
Purchase Agreement to PG&E.

May 28, 2021 PG&E submittal of executed standard form Purchase
IAgreements for Commission approval.

RFO website. PG&E created a website dedicated to PG&E’s 2022 DRAM
RFO (www.pge.com/dram), where the following information was posted:

(1) a history of the DRAM and relevant Commission decisions and advice letters;

(2) the solicitation documents, including the 2022 DRAM RFO Protocol
(“Protocol”), pro forma Purchase Agreement, Excel offer form, and qualifying
capacity (QC) assessment Excel template;

(3) CAISO bidding information, including how to obtain customer information
under Electric Rule 24;

(4) a packet of information about scheduling coordinator (SC) services and
estimated costs obtained from a SC Request For Information (RFI) that the
IOUs held in 2015, and which was subsequently updated;

(5) alink to register for PG&E’s 2022 DRAM RFO email notifications; and

(6) other relevant information.

Webinars. A joint-IOU Bidders’ Conference was held to describe the 2022 DRAM
RFO solicitation on March 1, 2021. This Webinar included the following topics:

(1) introduction and overview;

(2) bid valuation and selection;

(3) DRAM RFO bid materials;

(4) QC template & offer forms;

(5) walk-through of each of the I0U’s Offer Forms; and

(6) closing remarks.
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RFO mailbox. PG&E created a mailbox dedicated to the DRAM RFO
(DRAMRFO@pge.com). PG&E received a number of questions through this mailbox prior
to the offer due date.

Altogether, the 10Us received 11 DRAM questions from the Webinar or through
the DRAM RFO mailboxes. The IOUs collaborated on developing the responses, which
was reviewed by the independent evaluator, and then posted the questions and answers
on the I0Us’ respective 2022 DRAM RFO websites.

2. Offer Overview

In response to the 2022 DRAM RFO, PG&E received 51 offers totaling 147.22 MW of DR
system capacity for August 2022.%2 The total estimated number of participating service
accounts is approximately 229,825. Of these, approximately 83,400 are estimated to be
new service accounts that had not participated in a prior DRAM resource. Confidential
Appendix A to this advice letter details all 2022 DRAM offers received (“2022 DRAM
Offers Received and Shortlisted”).

3. Offer Evaluation
Identify Non-conforming Offers. PG&E screened all offers against the following eligibility

requirements: minimum monthly quantity of 100 kW for PDR, a required offer for August
2022, and a maximum of twenty (20) offers per participant.

Quantitative Evaluation. Conforming offers were ranked based on their Net Market Value
(NMV) per Unit ($/kW-year), from highest to lowest. The NMV per Unit is determined by:

Net Market Value = RA Benefits — Offer Costs

RA Benefits = Sum of (Offered Volumer x Product Valuer) where P is each Product
Offer Costs = Sum of (Offered Volumep x Offered Pricinge) where P is each Product
Net Market Value per Unit in $/kW-year = Net Market Value in dollars divided by
Total Offered Monthly Volume in kilowatts and multiplied by 12 for the number of
months in the contract term.

Qualitative Evaluation.

PG&E utilized the following approved qualitative assessment criteria from D.19-12-040 to
adjust an Offer’s cost to reflect additional value or additional risk associated with the Offer:

12 This is notably less than the 206.08 MW of DR capacity offered for August 2021.
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Positive factors (decrease costs by):

e 1 percent for bidders who are small businesses, as registered with the
California Department of General Services or the U.S. Small Business
Association.

e 5 percent for bidders who delivered Demonstrated Capacity invoices totaling
more than 95 percent of its total Contracted Capacity in all of its contract
months in its most recent Auction Mechanism contract.

Negative factors (increase costs by):

e 3 percent for bidders who declined an Auction Mechanism contract when
extended a shortlist offer.

e 10 percent for bidders who willfully terminated or defaulted on an Auction
Mechanism contract, since 2019.

e 5 percent for bidders who delivered Demonstrated Capacity invoices to the
Utility totaling less than 75 percent of the total contracted capacity for all
contracted months since January 1, 2019.

4, Qualifying Capacity (QC) Assessment

In compliance with D.19-07-009, bidders were required to submit estimates of qualifying
capacity (QC) for each offer submitted into the DRAM solicitation. These estimates were
required to be based on historical information, where available, and otherwise, publicly
available performance data that best represents the anticipated performance of the
resource. A bidder’s failure to provide this information would not comply with D.19-07-
009, which would disqualify the bidder’s offer. PG&E was required to have firewalled staff
review the bidder's QC estimates, given the confidential and proprietary nature of the
information contained within the bidders’ QC estimates.

Pursuant to D.19-12-040, PG&E was authorized to implement project viability criteria to
evaluate whether the offer provides reasonable assurances that it is capable of delivering
the associated capacity. PG&E was permitted to reject bids it does not deem plausible or
move the bid downward in ranking based on the qualitative viability score assigned to the
bid. PG&E is required to consult with the Commission’s Energy Division and seek
approval for instances when bids are being rejected under this criteria.

Confidential Appendix B to this advice letter details the valuation of offers. (“Valuation
Process Summary”).
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5. Offer Selection

PG&E selected DRAM Offers according to the following method:

a) PG&E ranked Offers by NMV, adjusted for qualitative criteria and the results of
PG&E’s assessment of the QC estimate provided by the bidder.

b) PG&E selected Offers up to the $6 million budget, which includes administrative
costs.

c) PG&E was not obligated to select an Offer® if:
I. The Offer’s price was above the long-term avoided cost of generation.*
il. One or more of the monthly capacity prices of the Offer were outliers.
ii. The offer is not viable, based on assessment of the QC estimate provided

by the bidder

d) Atleast 10 percent of the August MW procured must be set aside for new market

entrants, unless no new entrant offers were received.

6. Net LRAC

As instructed by Resolution E-5110 Ordering Paragraph (OP) 4, PG&E was to include an
analysis of the Net Long Run Avoided Cost of Generation (Net LRAC) to test a cost-
effectiveness methodology on a “what if basis” for shortlisted offers and disclose the
results in the confidential portion of the Advice Letter with Executed Contracts. The Net
LRAC methodology is used as a floor for screening an offer based on its normalized (per
unit capacity) Net Market Value (NMV) during the DRAM solicitation process. The Net
LRAC (a per unit capacity quantity) would be calculated by deducting the LRAC (also a
per unit capacity quantity) from the short-term 10U specific RA benefit of a unit of capacity.

IV. 2022 DRAM Results

PG&E executed contracts for approximately 74.52 MW of August 2022 System capacity,
of which 51.12 MW is for a Non-Residential product and 23.40 MW is for a Residential
product. A list of the Sellers who executed 2022 DRAM Purchase Agreements with PG&E
is provided in Table 2, below, with contract summaries required by D.19-07-009.

13 10Us are to make such exceptions in consultation with the Procurement Review Group (PRG)
and with approval of Energy Division.

14 As bidders may submit an offer for all 12 months of 2022 or any subset of months, with only a
minimum requirement to offer capacity in the month of August, PG&E has implemented a
weighting methodology to prorate the long-run avoided cost of generation (LRAC) for any bids
that offer a subset of the available term. PG&E weighed the months offered by the respective
short-run Resource Adequacy (RA) value used for assessing the RA benefits.
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Table 2: 2022 DRAM Sellers

Seller Name Product | Customer Class | Contracted Contract Term
Type Capacity in
August 2022
Enel X North System | Non-Residential 3.31 MW | January to December
America, Inc.
Energy Al System | Residential 4 MW January to December
Systems, Inc.
Enerwise Global System | Non-Residential 14.31 MW May to October
Technologies,
LLC
Resi Station, LLC | System | Non-Residential 25 MW January to December
Resi Station, LLC | System | Residential 23 MW January to December
Voltus, Inc. System | Non-Residential 8.5 MW January to December

The offer selection process and more information on the selected offers’ attributes are
found in Confidential Appendix B (“Valuation Process Summary”). For more information
on the 2022 DRAM results, including benchmarks required by Resolution E-4728, please
see Confidential Appendix C (“2022 DRAM Evaluation Metrics”). PG&E notes that such
benchmarks to the I0OUs’ current DR portfolio include program incentives, administration,
and systems expenses.!®

V. Request for Commission Approval

PG&E requests that the Commission approve the 2022 DRAM Purchase Agreements
through a disposition letter issued by the Director of Energy Division within thirty (30) days
of the date of this Advice Letter, with the disposition letter finding that:

1. Each of the submitted 2022 DRAM Purchase Agreements is approved in its
entirety, including payments to be made by PG&E pursuant to each Purchase
Agreement, subject to the Commission’s review of PG&E’s administration of
the Purchase Agreement;

2. The competitive solicitation and offer selection process for the 2022 DRAM
RFO was consistent with PG&E’s approved 2022 DRAM Program Solicitation
Protocol, and that the price of delivered RA is reasonable and prudent; and

3. PG&E'’s ability to reject offers based on PG&E’s assessment of the QC
estimate provided by the bidder is approved.

15 Per Resolution E-4728 and guidance provided by the Energy Division on May 19, 2016, PG&E
provides the cost component of the Program Administration Cost (PAC) test of the DR Cost
Effectiveness Protocols for the Base Interruptible Program, the Capacity Bidding Program, and
SmartAC.



Advice 6206-E -11- May 28, 2021

Confidential Attachments:

Confidential Appendix A: 2022 DRAM Offers Received and Shortlisted
Confidential Appendix B:  Valuation Process Summary
Confidential Appendix C: 2022 DRAM Evaluation Metrics

Confidential Appendix D: Independent Evaluator Report (Redacted version included
with public submittal)

Confidential Appendix F: Executed 2022 DRAM Purchase Agreements

Protests

***Due to the COVID-19 pandemic, PG&E is currently unable to receive protests or
comments to this advice letter via U.S. mail or fax. Please submit protests or
comments to this advice letter to EDTariffUnit@cpuc.ca.gov and
PGETariffs@pge.com***

Anyone wishing to protest this submittal may do so by letter sent via U.S. mail, facsimile
or E-mail, no later than June 17, 2021, which is 20 days after the date of this submittal.
Protests must be submitted to:

CPUC Energy Division

ED Tariff Unit

505 Van Ness Avenue, 4™ Floor
San Francisco, California 94102

Facsimile: (415) 703-2200
E-mail: EDTariffUnit@cpuc.ca.gov

Copies of protests also should be mailed to the attention of the Director, Energy Division,
Room 4004, at the address shown above.

The protest shall also be sent to PG&E either via E-mail or U.S. mail (and by facsimile, if
possible) at the address shown below on the same date it is mailed or delivered to the
Commission:
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Sidney Dietz

Director, Regulatory Relations

c/o Megan Lawson

Pacific Gas and Electric Company
77 Beale Street, Mail Code B13U
P.O. Box 770000

San Francisco, California 94177

Facsimile: (415) 973-3582
E-mail: PGETariffs@pge.com

Any person (including individuals, groups, or organizations) may protest or respond to an
advice letter (General Order 96-B, Section 7.4). The protest shall contain the following
information: specification of the advice letter protested; grounds for the protest; supporting
factual information or legal argument; name, telephone number, postal address, and
(where appropriate) e-mail address of the protestant; and statement that the protest was
sent to the utility no later than the day on which the protest was submitted to the reviewing
Industry Division (General Order 96-B, Section 3.11).

Effective Date

Pursuant to General Order (GO) 96-B, Rule 5.1, this advice letter is submitted with a Tier
1 designation. PG&E requests that this Tier 1 advice submittal become effective upon
date of submittal, which is May 28, 2021.

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 A.17-01-012 et
al. Address changes to the General Order 96-B service list should be directed to PG&E
at email address PGETariffs@pge.com. For changes to any other service list, please
contact the Commission’s Process Office at (415) 703-2021 or at
Process_Office@cpuc.ca.gov. Send all electronic approvals to PGETariffs@pge.com.
Advice letter submittals can also be accessed electronically at:
http://www.pge.com/tariffs/.

IS/
Sidney Dietz
Director, Regulatory Relations

Attachments
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cc.  Aloke Gupta — Energy Division
Maryam Mozafari — Energy Division
Christian Knierim — Energy Division
Service List for A.17-01-012 et al

Limited Access to Confidential Material:

The portions of this advice letter marked Confidential Protected Material are submitted
under the confidentiality protection of Section 454.5(g) of the Public Utilities Code and
General Order 66-D. This material is protected from public disclosure because it consists
of, among other items, the Purchase Agreements themselves and price information of a
proposed 2022 DRAM Purchase Agreement, and competitive solicitation information,
which are protected pursuant to D.06-06-066 and D.08-04-023. Separate declarations
seeking confidential treatment of sensitive information of entities not regulated by the
Commission are being submitted concurrently to Energy Division.

Attachments Publicly Submitted with the Advice Letter:

Redacted Appendix D: Independent Evaluator Report of Merrimack Energy Group, Inc.
Appendix E: PG&E’s Pro Forma 2022 DRAM Purchase Agreement
Appendix G: Confidentiality Declaration and Matrix

Attachments Submitted on a Confidential Basis with the Advice Letter:

Confidential Appendix A: 2022 DRAM Offers Received and Shortlisted

Confidential Appendix B: Valuation Process Summary

Confidential Appendix C: 2022 DRAM Evaluation Metrics
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ADVICE LETTER

SUMMARY

ENERGY UTILITY

MUST BE COMPLETED BY UTILITY (Attach additional pages as needed)

Company name/CPUC Utility No.: Pacific Gas and Electric Company (ID U39E)

Utility type: Contact Person: Kimbetly Loo
E ELC D GAS |:| WATER Phone #: (415)973-4587
E-mail: PGETariffs@peoe.com
[] PLC [] HEAT A T
E-mail Disposition Notice to: KELM@pee.com
EXPLANATION OF UTILITY TYPE (Date Submitted / Received Stamp by CPUC)
ELC = Electric GAS = Gas _
PLC = Pipeline  HEAT = Heat WATER = Water
Advice Letter (AL) #: 6206-E Tier Designation: 1

Subject of ALY pGa s 2022 Demand Response Auction Mechanism Purchase Agreements

Keywords (choose from CPUC listing): Compliance. Demand Response
ALType: [] Monthly [] Quarterly [ ] Annual [O] One-Time[ ] Other:

If AL submitted in compliance with a Commission order, indicate relevant Decision/Resolution #:
D.19-12-040

Does AL replace a withdrawn or rejected AL? If so, identify the prior AL: No

Summarize differences between the AL and the prior withdrawn or rejected AL:
Confidential treatment requested? @ Yes |:| No

If yes, specification of confidential information: See Appendix G

Confidential information will be made available to appropriate parties who execute a
nondisclosure agreement. Name and contact information to request nondisclosure agreement/
access to confidential information: Neda Oreizy, (415)973-4534, NXOC@pge.com

Resolution required? |:| Yes @ No
Requested effective date: 5/28/21 No. of tariff sheets: (

Estimated system annual revenue effect (%): N/A
Estimated system average rate effect (%): N/A

When rates are affected by AL, include attachment in AL showing average rate effects on customer classes
(residential, small commercial, large C/I, agricultural, lighting).

Tariff schedules affected: N/A

Service affected and changes proposed™ /A

Pending advice letters that revise the same tariff sheets: N /A

'Discuss in AL if more space is needed. Clear Form




Protests and all other correspondence regarding this AL are due no later than 20 days after the date
of this submittal, unless otherwise authorized by the Commission, and shall be sent to:

Name: Sidnev Dietz. c/o Megan Lawson

CPUC, Energy Division Title: Ditector. Regulatorv Relations

Attention: Tariff Unit Utility Name: Pacific Gas and Electric Company
505 Van Ness Avenue Address: 77 Beale Street, Mail Code B13U

San Francisco, CA 94102 City: San Francisco, CA 94177

Email: EDTariffUnit@cpuc.ca.gov State: California Zip: 94177

Telephone (xxx) xxx-xxxx: (415)973-2093
Facsimile (xxx) xxx-xxxx: (415)973-3582
Email: PGETariffs@pge.com

Name:

Title:

Utility Name:

Address:

City:

State: District of Columbia Zip:
Telephone (xxx) XXX-Xxxx:

Facsimile (xxx) xxx-xxxx:

Email:

Clear Form
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I. Introduction

A. Overview of the 2022 Demand Response Auction Mechanism (DRAM) Pilot
Program

On February 23, 2021, Pacific Gas & Electric Company (“PG&E” or “Company”) issued
its 2022 Demand Response Auction Mechanism Request for Offers (“RFO”) Solicitation
Protocol (“2022 DRAM RFO” or “DRAM 7 RFO”).! The 2022 DRAM RFO is being
issued as an extension of the DRAM Pilot program. The intent of the 2022 DRAM RFO is
to solicit offers from participants in the RFO (“Participants” or “Bidders™) to provide
resource adequacy (“RA”) capacity (“Product”) to the three Investor- Owned Utilities
(“IOUs”) under a standard form, non-negotiable purchase agreement (“PA”). Through the
2022 DRAM RFO process, PG&E is seeking to procure System?, Local® and Flexible RA*
capacity products. The Solicitation Protocol describes the process by which PG&E seeks,
evaluates, and accepts Offers from successful Participants (“Sellers”) who will bid Proxy
Demand Resources (“PDR”) into the California Independent System Operator (“CAISO”)
wholesale market.

All Capacity Products must be bid as a PDR and meet the must-offer-obligations set forth
in the CAISO Tariff section 40.6 based on their respective resource classification (e.g.
PDR).

The 2022 DRAM RFO is governed by CPUC Decision 19-07-009 as modified by Decision
19-09-041 and D.19-12-040 as well as Resolution E-5110 (December 17, 2020), which
approved the 2022 DRAM RFO. CPUC Decision 19-07-009 authorized a four-year
extension of the DRAM pilot with deliveries in 2020 — 2023. The decision also adopted
several enhancements to the DRAM design to improve the reliability and performance of
DRAM resources and ordered a new evaluation of the redesigned pilots by an independent
consultant. Decision 19-12-040 adopted additional recommendations to improve the
reliability and performance of DRAM resources. The new requirements apply to 2021
through 2023 DRAM deliveries. Resolution 5110 approved the 2022 DRAM RFO, which
will utilize the budgets previously authorized in D.19-07-009. The DRAM budgets for
PG&E, SCE and SDG&E are $6 million, $6 million and $2 million respectively.

Under D.19-07-009 as modified, the IOUs are also not obligated to select offers that exceed
the long-term avoided cost of generation, offers that are not viable based on an assessment
of the qualifying capacity (QC) estimate provided by the bidder, or offers that have outliers
for one or more of the monthly capacity prices.

! Southern California Edison Company (“SCE”) and San Diego Gas & Electric Company (“SDG&E™) also
issued their 2021 DRAM RFO’s on the same day as planned.

2 System Capacity Product are resources not located in a specific local area.

3 Local Capacity Product must be specific to one of the seven Local Capacity Areas (“LCAs”) in PG&E’s
service territory, and all customers must be located in the LCA for which they are providing Local
Capacity.

4 Flexible Capacity Product may be Category 1 (base ramping), Category 2 (peak ramping), or Category 3
(super-peak ramping)., and must meet the qualifications set forth in the CAISO’s most recent tariff.
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The DRAM RFO solicitations are a pay-as-bid solicitation in which the utilities seek to
acquire monthly demand response (DR) system capacity, local capacity and flexible
capacity as applicable, which contributes to the utilities resource adequacy obligations in
the various solicitations. Participants will bid aggregated demand response directly into the
CAISO energy market and any resulting revenues or liabilities shall solely be that of the
Participant. The utilities acquire the capacity and receive resource adequacy credits for it
but have no claim on revenues the winning bidders may receive from the energy markets.
Capacity offered may vary by month and may be offered during one or more months from
January 2022 to December 2022 but must include delivery during the month of August
2022.

Participants must comply with the eligibility requirements listed in PG&E’s Solicitation
Protocol. Participants not complying with these requirements could be deemed ineligible
and their offers may not be considered.

The following eligibility requirements are listed in PG&E’s 2022 DRAM RFO Solicitation
Protocol:

In order to participate in the CAISO market, each CAISO resource must be: (1) at
least 100 kW per PDR; (2) composed of retail customers within PG&E’s service
territory; and (3) within the same CAISO Sub Load Aggregation Point (SubLap),
as that term 1s defined in the CAISO Tariff;

At a minimum, each bidder’s offer must include Product for August 2022;

A single offer may consist of multiple PDRs;

Each Bidder’s offer may contain a portfolio of Product types. For example, one
bidder’s offer may comprise S MW of System Capacity as well as 2 MW of Flexible
Capacity (Flexible Category 3) with System Capacity, using a unique customer set
for each of these Products:

A maximum of 20 offers may be accepted per bidder. All offers should be provided
on a single Offer Form spreadsheet;

The monthly Offer maximum is 10 MW per Offer;

If PG&E selects multiple offers from a bidder, PG&E may stipulate the order in
which the offers must be accepted by the bidder, based on PG&E’s offer ranking
methodology. For example, if a bidder’s offer #1 has a greater Net Market Value
to PG&E than the bidder’s offer #2, PG&E may stipulate that the bidder cannot
contract for offer #2 unless it also contracts for offer #1;

PG&E will presume all bidder’s offers are independent of each other. If this is not
the case, 1t must be explained in the Offer Form;

Offers may be for Residential Customer or Non-Residential Customer Products and
must be identified as such in the Offer Form. A Residential Product is that which
1s defined in the CPUC Resolution E-4728 as: “a minimum of 90% of customers
on residential tariffs and no more than 10 percent of customers on small commercial
tariffs;

Bidders must self-identify qualifications as a New Market Entrant in the Offer Form
utilizing the CPUC-approved definition: a new market entrant is defined as a
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Provider who has not integrated any demand response resources into the CAISO
market during the three years prior to a new Auction Mechanism solicitation
mvolving any form of market-integrated demand response including, but not
limited to, the Demand Response Auction Mechanism or other resource adequacy
contracts. PG&E may request additional information for verification purposes;
PG&E’s acceptance of offers will be subject to the CPUC budget limitations and
CPUC-approved offer selection criteria;

PG&E’s acceptance of Offers is subject to the CPUC requirement that at least 10%
of all MW procured come from New Market Entrant bids, unless this is impossible
due to bids received, the CPUC-approved budget, or other offer or price constraints
approved in D.19-07-009 and D.19-12-040;

The Delivery Period for this RFO’s Products will be no earlier than January 1, 2022
and no later than December 31, 2022;

Each bidder must submit its offer via the Attachment A, Offer Form, providing a
Monthly Quantity (Capacity kW) and Contract Price ($/kW-month) for each
applicable Showing Month (January 2022 — December 2022). If the bidder does not
wish to offer Product during a particular month, excluding August 2022, it should
include a zero for that month in their Offer Form;

If a Seller does not have a credit rating by S&P or Moody’s, or its credit rating is
below BBB- from S&P and Baa3 from Moody’s if rated by both S&P and Moody’s,
Seller shall provide and maintain collateral with PG&E per the terms of the PA;
The PA is a non-negotiable form agreement.

Participants must submit Offers to sell Product to PG&E using the 2022 DRAM
Agreement. The DRAM Agreement is a standard form, non-negotiable purchase agreement
and 1s available on PG&E’s DRAM RFO Website. Accordingly, all purchases will be made
according to the terms and conditions set forth in the PA.

The RFO documents and information available to Participants include: (1) 2022 DRAM
RFO Protocol; (2) Attachment A - Offer Form; (3) Attachment C - DRAM Standard
Purchase Agreement; (4) Attachment B — Corporate Structure and Financials; and (5)
Attachment D — Qualifying Capacity Assessment Template. In addition, PG&E’s DRAM
webpage includes other information to assist Participants. This information 1s 1dentified in
Section III.A of this report.

The RFO Protocol also outlines the evaluation criteria to be applied to evaluate and select
the shortlisted offers from those submitted. The RFO Protocol states that PG&E will
evaluate and rank conforming offers using quantitative and qualitative criteria outlined in
the RFO Protocol.

PG&E will perform a quantitative evaluation of each conforming offer and rank those
offers based on each offer’s Net Market Value (“NMV™) per unit — from highest to lowest
—1n dollars per kilowatt-year ($/kW-year). The NMV in $/kW-year is calculated using total
NMV i discounted dollars for the numerator, and total offered monthly volume in
kilowatts (discounted) for the denominator to derive volume weighted average NMV in




$/kW-year, which is then multiplied by 12 months to calculate a yearly value. The result
of the quantitative analysis is a merit-order ranking of all complete and conforming offers.

Net Market Value’ is defined as Benefits minus Costs. PG&E will calculate an offer’s
benefits using its forecast Resource Adequacy (RA) price for each type of Product in the
offer (e.g., System Capacity, Local Capacity and/or Flexible Capacity). An offer’s cost will
be determined by multiplying (a) the offer’s volume per Product per month by (b) the
offer’s price per Product per month, then summing all of these monthly values together.

For the 2022 DRAM RFO, PG&E will apply to each offer’s cost, as appropriate, an
adjustment based on the joint IOU DRAM qualitative assessment scoring matrix. An
offer’s cost in the NMV calculations will be adjusted with the following formula:

Adjusted Cost for each offer = Cost for each offer multiplied by the Qualitative Factor
Adjustment for each offer, where

Qualitative Factor Adjustment for each offer = 1 + sum of (score for each offer multiplied
by the weight).

Table 1 below lists the qualitative factors and weights applied by PG&E 1n this solicitation.

Table 1: Qualitative Evaluation Criteria

Score Score Weight Weighted
Score

Yes No (Score x
weight)

Small Business
Is the Bidder a certified small
business

Prior Experience
Has the Bidder declined an
Auction Mechanism contract
when extended a shortlist
offer?
Has the Bidder willfully
terminated or defaulted on an
Auction Mechanism contract,
since 2019?
Has the Bidder delivered
Demonstrated Capacity
invoices to the Utility totaling
less than 75 percent of the total
contracted capacity for all
contracted  months  since
January 1, 2019?

3> Monthly benefits and costs are discounted using PG&E’s after-tax weighted average cost of capital.
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Has the Bidder delivered
Demonstrated Capacity
invoices totaling more than 95
percent of its total Contracted
Capacity in all of its contract
months in its most recent
Auction Mechanism contract?

As an example of how the qualitative criteria will be applied, a bidder who violates the
second and third prior experience criteria will have an evaluation score for rank order
purposes that is based on total cost of the offer times 1.15. The higher cost is used in
conjunction with the benefits associated with the offer to derive the NMV in NPV $/kW-
year quantitative value.

In order to comply with D.19-07-009, bidders are required to submit estimates of qualifying
capacity (QC) for each offer submitted into the DRAM solicitation using a CPUC-
approved template. These estimates shall be based on historical information, where
available, and otherwise, publicly available performance data that best represents the
anticipated performance of the resource. A bidder’s failure to provide this information
would not comply with D.19-07-009, which would disqualify the bidder’s offer. Firewalled
staff at PG&E 1is required to review the bidder’s QC estimates, and may not share such
information with PG&E staff that manage PG&E’s demand response programs.

Beginning with the 2021 DRAM, PG&E was authorized (along with the other IOUs) to
implement project viability criteria to either disqualify an implausible bid or apply
additional qualitative criteria based on a PG&E-determined offer viability score. PG&E
shall consult with the Commission’s Energy Division and seek approval for instances when
bids are being rejected under this criterion.

To assist bidders to fully understand the requirements for the QC Assessment, PG&E
included as Section V of its 2022 DRAM RFO Protocol document three pages of
information as guidance for Bidders to complete Attachment D. Appendix A to this report
replicates Section V of the Solicitation Protocol given the importance of the quality of
guidance provided by PG&E to assist bidders from a transparency perspective.

DRAM offers will be evaluated and selected according to the following method:

1. Offers shall be ranked by Net Market Value (NMV) per unit, which is an
assessment based on the RA benefits minus the offer costs, adjusted for qualitative
criteria, and the results of the utility’s assessment of the QC estimates provided by
the bidder;

PG&E shall select offers up to their authorized budget, net of administrative cost;
PG&E may elect to not select an offer if:
a. The offer’s price is above the long-run avoided cost of generation®;

6 As Bidders may submit an offer for all 12 months of 2022 or any subset of months, with only a minimum
requirement to offer capacity in the month of August, PG&E and the other utilities have implemented a




b. One or more of the monthly capacity prices of the offer are outliers;
c. The Offer is not viable, based on assessment of the QC estimate provided
by the Bidder.

The IOUs shall make such exceptions in consultation with the Procurement Review Group
(“PRG”) and with the approval of the Energy Division (“ED”).

In addition, Resolution E-5110 Ordering Paragraph (OP) 4 requires the utilities to include
an analysis of the Net Long Run Avoided Cost of Generation (Net LRAC)’ to test a cost-
effectiveness methodology on a “what if basis” for shortlisted offers and disclose the results
mn a confidential portion of the Advice Letter with Executed Contracts as instructed in
Resolution E-5110. The Net LRAC methodology does not change the bid evaluation
process described above. It will only be used as a tool to test a cost-effectiveness
methodology for DRAM resources. The Net LRAC methodology is used as a floor for
screening an offer based on its normalized (per unit capacity) Net Market Value (NMV)
during the DRAM solicitation process.

Pursuant to regulatory requirements of the CPUC, PG&E retained Merrimack Energy
Group, Inc. (“Merrimack Energy”) as the Independent Evaluator (“IE”) for this market
solicitation.®

B. Cumulative DRAM Procedural History and Regulatory Requirements (Orders
and Resolutions)

On September 19, 2013, the CPUC issued an Order Instituting Rulemaking (OIR) in
Decision (D.) 13-09-011 to enhance the role of Demand Response (DR) in meeting the
state’s resource planning needs and operational requirements. In this rulemaking
proceeding, CPUC Staff proposed that a Demand Response Auction Mechanism (DRAM)°
be used to obtain a new resource comprising Demand Response resources which would be
aggregated as PDRs or RDRRs by third parties in order to participate directly in the CAISO
Day-Ahead or Real-Time Energy Markets!?. Once selected in the DRAM, these third-
party aggregators would be paid by the DRAM IOU buyers for the Resource Adequacy
(RA) attributes of their DRs with capacity payments bid into the DRAM. CAISO energy
settlements would be retained by the third parties as a part of their compensation stream.

weighted methodology to prorate the long-run avoided cost of generation (LRAC) for any bids that offer a
subset of the available term. PG&E weighs the months offered by the respective short-run Resource
Adequacy (RA) value used for assessing the RA benefits for each applicable month.

7 Net LRAC is essentially Net Benefits minus the associated LRAC values. The Net LRAC (a per unit
capacity amount) would be calculated by deducting the LRAC (also a per unit capacity amount) from the
short-term IOU specific RA benefit of a unit of capacity.

§ Merrimack Energy was retained by all three IOUs for this assignment. Merrimack Energy has also served
as IE for the previous six DRAM Pilot solicitations.

? The DRAM was formally introduced by the CPUC in D. 14-03-026 (March 27, 2014), as described
further below.

10 Bidding Demand Response into the CAISO market has been a CPUC objective since 2007. Finding of
Fact 12, D. 14-12-024.




In D. 14-12-024 (December 4, 2014), the CPUC resolved various issues in the evolving
phases of the rulemaking'!, modified an attached Settlement Agreement entered into by the
majority of the parties and directed that the DRAM be instituted as a two-year pilot during
2015 (“2016 DRAM”) and 2016 (“2017 DRAM”)'2. InD. 14-12-024, Ordering Paragraphs
5 and 6, the utilities were ordered to file an advice letter for the DRAM, together with a
standard pro-forma contract and to work collaboratively with stakeholders in the DRAM
pilot design working group.

2016 DRAM (DRAM 1 RFO)

In their Tier Three Advice Letter filed for the 2016 DRAM on April 20, 2015 (“April 20
Advice Letters”)!3, Southern California Edison Company (SCE), Pacific Gas and Electric
Company (PG&E), and San Diego Gas & Electric Company (SDG&E) described the
DRAM Pilot design as follows:

“The DRAM will be a pay-as-bid auction of monthly system Resource Adequacy
(RA) associated with a demand response product located in the IOU’s service area
that will offer the product directly into the CAISO day-ahead energy market. The
IOUs will acquire the RA only and will have no claim on revenues the winning
bidders may receive from the CAISO energy market.” AL 3208-E, p. 3.

In Resolution E-4728 (July 27, 2015), the 2016 DRAM Pilot as proposed pursuant to D.
14-12-024 and the April 20, 2015 Advice Letters 3208-E, 4618-E and 2729-E, was

approved with modifications. Resolution E-4728 resolved open issues arising from the
April 20 Advice Letters as follows'*:

e The DRAM would be a two-year pilot program that was designed to enable DR

wholesale market participation by providing a competitive means to a capacity
contract outside of any IOU DR program;
The minimum target for the 2016 DRAM Pilot was 22 MWs across all three IOUs.
No cap for DRAM procurement was detailed in D.14-12-024. AL 3208-E et al
states that winning bids are limited by either the budget or the applicable
Commission authorized maximum for Rule 24 registrations;

1 The phases of the Rulemaking proceeding were the subject of a series of scoping memoranda and
associated orders: October 24, 2013 Ruling and Scoping Memo: D. 14-01-004 (addressing Phase One
issues); D. 14-05-025 (addressing Phase One issues and closing Phase One); D. 14-03-026 (addressing
Phase Two issues and determining that demand response programs should be bifurcated beginning in 2017
into load modifying resources and supply side resources); and April 2, 2014 Ruling and Revised Scoping
Memo (addressing the continuation of Phase Two and the Phase Three scope and schedule).

12D. 14-12-024 Findings of Fact 31-38; Conclusions of Law 14; Ordering Paragraphs 5-6, 10-13 (more
general back up generation issues).

13 AL 3208-E (Southern California Edison Company): AL 4618-E (Pacific Gas and Electric Company): AL
2729-E (San Diego Gas & Electric Company).

14 The contents of the Tier 1 Advice Letter accompanying the executed DRAM contracts and a
Supplemental Advice Letter filed 30 days after the Resolution were also set forth in Resolution E-4728,
Ordering Paragraphs 16 and 22.




The CPUC encouraged the IOUs to procure viable bids beyond the 22 MW
minimum authorization, up to either the applicable Rule 24 registration limit or
budget limitation;

Bidders would have to demonstrate that they were not relying on fossil-fueled
Back-up Generators (BUGs) for the performance of their PDRs;

While fossil-fueled BUGs were not allowed in the DRAM program, storage was
allowed and encouraged;

The IOUs’ request for a waiver of RA penalties for any failure of DRAM Sellers to
deliver was granted for the limited purpose of the Pilot!S;

DRAM contracts must adhere to RA criteria, as well as CAISO obligations and
criteria;

DRAM customers would not need to be known in advance of contract execution
and certain provisions proposed to allow existing DR customers to migrate to
DRAM were approved;

Net Metering Customers would be allowed to participate in the DRAM program;
A residential set-aside (without any cost cap!’) was approved equal to 20% of the
total MWs procured!® for each IOU for residential customers (defined as
aggregations of at least 90% residential customers). The purpose of the set-aside
was to attract new market players to the DRAM and test the participation of
residential aggregations in the DRAM mechanism. In other words, if the IOUs
collectively procure 50 MWs worth of DRAM bids, then 10 MWs should be
reserved for the residential set-aside;

The IOUs were directed to each inform the CPUC’s Energy Division immediately
if there are bids that it wished to reject that are either clear outliers or where there
was evidence of market manipulation, present those bids and explain the reasons
for rejection in advance of actually rejecting the bids;

AL 3208-E et al stated that cost-effectiveness evaluation did not apply to pilots.
However, for purposes of fully analyzing the costs and benefits of the program, the
IOUs were also required to file a benchmark capacity calculation using the relevant
version of the cost effectiveness protocols approved by the Commission at the time
of filing the signed DRAM pilot contracts. The IOUs were also required to file
benchmark calculations of the capacity value of the IOUs comparable DR
programs;

In D.14-12-024, the DRAM working group was directed to develop transparent
standard evaluation criteria. AL 3208-E et al proposed a quantitative criterion,
which included bid price, weighted by month of delivery and scheduling
coordinator costs, and a list of standard qualitative criteria which may be weighted,
and therefore applied differently at each IOU’s discretion;

The IOUs were directed to develop a clear scoring matrix for each criterion, in a
table format, with a numeric score to be assigned to each variable. This matrix must
include all criteria that will be used in scoring DRAM bids, and must be made

15 Resolution E-4728, Ordering Paragraph 14.
16 Resolution E-4728, Ordering Paragraph 6.
17 Resolution E-4728. Finding Paragraph 29.
18 Resolution E-4728. Finding Paragraph, 30.




available to bidders, incorporated into bid documents and explained at DRAM
Bidders conference(s);

The DRAM Contract provision (§3.3) requiring Seller performance and other data
requested by the CPUC was allowed as modified; the provision (§5.7) requiring
financial information for possible balance sheet consolidation was approved as
modified by mutual agreement; and the provision (§3.3(b)) requiring load impact
analysis was ordered to be removed!?;

Winning bids would be limited as a practical matter to either the budget authorized
mn D. 14-12-024 or the applicable Rule 24/32 maximum registrations;

The request of the IOUs to select the next best DRAM bid if a short-listed bid
discontinues participation in the DRAM auction was accepted;

In addition to signed DRAM contracts, the IOUs were required to file all bids
received for the DRAM pilot;

The Resolution required that the IE Report include both (1) an assessment of the
effectiveness of the set-aside in attracting aggregations of residential customers and
(2) recommendations for how the set-aside can be improved to better attract
residential aggregations in subsequent rounds of the DRAM;

The 2016 DRAM was launched on September 28, 2015, with a deadline for the submission
of 2016 Offers of October 26, 2015. The 2016 DRAM covered the delivery period from
June 1, 2016 through December 31, 2016. PG&E executed (12) 2016 DRAM PAs with six
(6) counterparties for a total of 17.17 MW at a total cost of || j I Residential
accounts represented 23% of August capacity.

2017 DRAM (DRAM 2 RFO)

On October 9, 2015, SCE, on behalf of itself, PG&E and SDG&E, filed a Tier 3 Advice
Letter (AL 3292-E for SCE; AL 4719-E for PG&E; and AL 2796-E for SDG&E) (the
“2017 DRAM Advice Letter”) with respect to the second year of the DRAM Pilot, together
with proposed changes to the standard DRAM Resource Purchase Agreement.
Subsequently on January 28, 2016, the CPUC issued Resolution E-4754, approving with
modifications the second year of the DRAM Pilot Program (“2017 DRAM”).

In compliance with OP 12 of Resolution E-4728, the 2017 DRAM Advice Letter focused
on including Local RA and Flexible RA in the 2017 DRAM, aligning the DRAM pilot with
the year-ahead RA process, incorporating changes to law or regulation that could impact
the second year of the DRAM pilot, and addressing the inclusion of RDRRs.?°

Resolution E-4754

On January 28, 2016, the Energy Division of the CPUC approved, with modifications, the
2017 DRAM Advice Letters for SCE, PG&E and SDG&E (AL 3292-E for SCE; AL 4719-

19 Resolution E-4728, Finding Paragraph 7, Ordering Paragraph 5.

20 Resolution E-4817, issued on January 20, 2017 identified the two primary differences between the
DRAM I and DRAM II pilots as: (1) in DRAM II a Seller could elect to offer deliveries over 12 months,
from January to December; (2) DRAM II allowed for local and flexible resource adequacy offers, in
addition to system capacity.
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E for PG&E; and AL 2796-E for SDG&E) and ordered the filing of supplemental Advice
Letters within 30 days of the CPUC vote on Resolution E-4754. Among the findings and
ordering paragraphs, Resolution E-4754 contained several principal orders:

e The IOUs’ non-binding cost estimates of $6 million each for PG&E and SCE and
$1.5 million for SDG&E, for a total of $13.5 million, were approved and their
request to expend 2015-2016 bridge year funds in 2017 for purposes of funding the
DRAM, was also approved;

The minimum procurement targets of 10 MWs each for SCE and PG&E, and 2
MWs for SDG&E, were retained for the 2017 DRAM. As with the 2016 DRAM,
the IOUs were encouraged to procure up to the 2017 budget limitation or the
available authorized Rule 24 registrations, whichever comes first;?!

The CPUC required the IOUs to make all revisions and modifications to the pro
forma contract as prescribed in this Resolution in a Supplemental Advice Letter.
Revisions were required for the pro forma contract in Sections 7.2(b)(v), Section
3.3(c), Section 3.4(a), Section 3.5, and Section 1.5;

Unless explicitly modified or revised herein, the provisions, directions, and rules
that were adopted for the 2016 DRAM RFO shall apply for the 2017 DRAM RFO.

In accordance with Resolution E-4754, conforming Supplemental Advice Letters were
filed on February 8, 2016 by the IOUs (Supplemental AL 3292-E-A for SCE; Supplemental
AL 4719-E-A for PG&E; and Supplemental AL 2796-E-A for SDG&E).

The DRAM 2 solicitation was conducted over the period March through July of 2016. On
October 3, 2016, the CPUC issued Resolution E-4803 which approved with modifications,
the request of PG&E for approval of 14 contracts with five counterparties resulting from
the 2017 DRAM as submitted in PG&E’s Advice Letter 4880-E. The Resolution also
required PG&E to procure additional resources from the 2017 DRAM solicitation up to
either the approved amount of Rule 24/32 registrations or the approved budget cap of $6
million. PG&E ultimately executed twenty-seven contracts with six counterparties for a
total of 56.4 MW at a cost of | - F or the DRAM 2 process, residential accounts
represented 21% of total August volumes.

2018 — 2019 DRAM (DRAM 3 RFO)

On June 9, 2016 in Decision D.16-06-029, the Commission stated that it anticipated issuing
a decision in this proceeding that will provide guidance to the utilities for their demand
response program year 2018 and beyond applications. The Commission stated that it cannot
determine whether a DRAM will be adopted by the Commission for 2018 and beyond.
However, given the apparent success of the 2016 auction process and the anticipated
potential for the 2017 auction process, the Commission found that it was reasonable and

21 As a general ordering principle, the IOUs were instructed, “Unless explicitly modified or revised herein,
the provisions, directions and rules that were adopted for the 2016 DRAM RFO shall apply for the 2017
DRAM RFO.”




prudent to continue, at the very least, the current form of the DRAM as a pilot (pages 43-
44). The utilities were authorized a budget of $27 million, double the current budget, for
the continuation of this pilot in the following breakdown for the utilities: $3 muillion for
SDG&E and $12 each for PG&E and SCE for the 2018-2019 DRAM solicitation. In
response to comments by ORA and the utilities, the Commission stated that it agreed that
with the third auction pilot, it was important for the utilities to be prudent and sensible in
selecting and approving bids. Utilities were instructed to ensure that the bids fit portfolio
needs and offer the best value to the ratepayers.

The Decision also required the three utilities to file, no later than September 1, 2016, a tier
three advice letter requesting adoption of a proposal for a third demand response auction
mechanism pilot. Advice Letter 4900-E, filed on September 1, 2016 suggested changes in
the DRAM pilot program in the following areas:

Modifications to product design;
Demonstrated capacity and performance testing requirements, including stricter
performance requirements;
Potential legal and regulatory changes and their impacts
o CAISO market changes associated with resource adequacy and must offer
obligation requirements
o Seller’s provisions of information to buyers to support customer eligibility
for other IOU programs;
Solicitation protocols and valuation criteria
o Refinements to qualitative criteria
o Contract price averaging
o Potential limitations on RDRR
o Available Rule 24/32 registrations
e Contract terms and miscellaneous issues

Resolution E-4817

Resolution E-4817, issued on January 20, 2017 approved, with modifications, the IOU’s
proposals for the DRAM 2018-2019 pilot (DRAM 3 RFO) contained in Advice Letter
3466-E, including modifications associated with auction design, protocols, standard pro
forma contract, evaluation criteria, and non-binding cost estimates. The Ordering
paragraphs in the Resolution included the following provisions and requirements for the
DRAM 3 RFO process:

The IOUs shall ensure that the availability of customer registrations does not limit
2018-2019 DRAM pilot procurement;

The IOUs will procure 2018-2019 DRAM resources up to an approved budget limit
of $27 million across the three IOUs, including $3 million for SDG&E and $12
million each for SCE and PG&E, or to a point at which there was a clear price
outlier in bids, whichever comes first. To reject a bid based on an assessment that
it represented a price outlier, the IOUs would first discuss with the Energy Division,
and Energy Division must agree, before rejecting the bid;

12




The bid selection criteria should be fully transparent and available to all potential
bidders at the time of the 2018-2019 DRAM RFO, including maintaining the
qualitative criteria approved and providing information on how the IOUs will
evaluate contract length;

Authorized the IOUs to hold a secondary auction if either of the following
conditions are met for their company: (1) if three or more sellers terminate at least
one contract prior to the end of the stated contract length if, as a result of
Commission or CAISO rule changes, their DR resources would no longer meet
Commission or CAISO requirements without penalty; or, (2) if, following
Commission or CAISO rule changes that create the same conditions, Sellers
terminate contracts representing a minimum of twenty five percent of the August
2018 or 2019 contracted capacity (MW);

The Commission approved the IOUs proposal that Sellers be permitted to terminate
their contracts or reduce contract capacity at no penalty if CAISO rule changes
negatively impact their ability to deliver the capacity and energy as indicated, if
notice is provided by August 1 of the year prior to the delivery year;

Agreed with the IOUs regarding modifications to the qualitative criteria to reflect
a downgrade 1in the score of bidders who have failed to deliver or perform in other
DRAM RFOs, or demonstrated non-competitive behavior. The Commission agreed
with the IOUs that prior experience with delivery shortfalls is an acceptable
qualitative criterion. The Commission directed the IOUs to work with the Energy
Division Staff and the IE to identify any bidders to which the non-competitive
behavior criterion will be applied and to notify any bidders to whom it is found to
apply of this finding at least one week in advance of the 2018 DRAM RFO.

The Resolution also identified the differences between DRAM 2 and DRAM 3.2 “In
DRAM 3, (1) Sellers were required to differentiate between a Proxy Demand Resource
(PDR) and a Reliability Demand Response Resource (RDRR); (2) scheduling coordinator
costs were now to be bid as part of the product capacity costs; (3) an option was available
for Sellers to offer a Flexible Capacity Category 1 product; (4) a DRAM Seller may now
elect to offer deliveries of a maximum of two years through December 2019; (5) utilities
have enhanced testing requirements to a minimum of one each August (2018 and 2019), if
Full Dispatch has not occurred; and (6) Sellers must show Demonstrated Capacity if a test
or Full Dispatch occurs during a month.

The IOUs submitted modifications to DRAM contracts and related documents in
compliance with Resolution E-4817 on February 2, 2017 via Supplemental Advice Letter
4900-E-A. On March 7, 2017, the CPUC 1ssued a letter to the IOUs instructing them to
launch the 2018-2019 DRAM RFO on March 10, 2017, as outlined in Resolution E-4817.

The DRAM 3 solicitation was conducted over the period March through July of 2017.
PG&E executed contracts representing 79.5 MW for August 2018 capacity and 90 MW for

22 Resolution E-4817 also identified the differences between the first DRAM pilot and and the second
DRAM pilot (DRAM 1 and DRAM 2). These include: (1) in DRAM 2 a Seller could elect to offer
deliveries over 12 months, from January to December as opposed to a partial year in DRAM 1: and (2)
DRAM 2 allowed for local and flexible resource adequacy offers, in addition to system capacity.
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August 2019 capacity for a total cost of || ] For the DRAM 3 process,
residential accounts represented 24.1% of total August volumes in 2018.

2019 DRAM (DRAM 4)
Decision 16-09-056

On October 5, 2016, in Decision Adopting Guidance for Future Demand Response
Portfolios and Modifying Decision 14-12-024 (Decision 16-09-056) the Commission
provided directives regarding Demand Response auctions, including the following:

e The Commission maintained the 20% set-aside for residential customers:

e The utilities are directed to offer annual auctions and must offer contracts to all
complying bids up to the simple average August capacity bid price. The simple
average bid price shall be calculated by:

o Excluding the top 10% of August bids offered
o Totaling all remaining August bid prices, and
o Dividing by the number of bids

Decision D.17-10-017

In Decision 17-10-017, 1ssued on November 1, 2017, the Commission ordered with respect
to the DRAM auction process:

1. The utilities shall conduct an additional demand response auction in 2018 for
deliveries in 2019 in accordance with the procurement budget, guidelines and all
other parameters adopted herein;

. The total budget authorized for a 2018 solicitation in the demand response auction
mechanism pilot is $6 million each for SCE and PG&E and $1.5 million for
SDG&E;

The utilities shall recover the costs of the additional 2018 demand response auction
mechanism pilot solicitation using the same mechanism as that used for the auction
approved in Decision 16-09-029;

The utilities shall utilize the final approved 2017 demand response auction
mechanism guidelines for the additional demand response auction in 2018 for 2019
deliveries, except that contract terms shall be limited to one year of delivery for
2019;

The utilities shall offer contracts to all complying bids up to the simple average
August capacity bidding price or the budget cap, whichever comes first;

The utilities shall work with the Energy Division staff to ensure they use capacity
values in bid selection criteria that appropriately prioritize bids for local resource
adequacy; and

The utilities shall launch the additional 2019 auction no later than February 1, 2018
and shall submit their advice letters for approval of the auction results no later than
May 1, 2018.




The DRAM 4 solicitation was conducted over the period January through March of 2018.
PG&E executed contracts representing 72.7 MW of capacity in August 2019 for a total
cost of approximately [l For the DRAM 4 process, residential accounts
represented 26.0% of total August capacity volumes in 2019.

2020 DRAM (DRAM 5)

In late 2016 in D.16-09-056, the Commission directed Energy Division Staff to “conduct
an independent analysis of the 2015 DRAM and 2016 DRAM pilot auctions and the
subsequent deliveries” and present its findings and recommendations on whether to
proceed from a pilot to permanent implementation of the mechanism to the Commission.
On January 4, 2019, an Administrative Law Judge issued a ruling releasing the final report
of the Energy Division’s Evaluation of Demand Response Auction Mechanism (Evaluation
Report). The ruling also noticed upcoming workshops. Three days of workshops were held
in January and February of 2019 to discuss the evaluation and proposed improvements to
the DRAM process. Following the workshops, the Administrative Law Judge issued a
February 28, 2019 Ruling directing parties to respond to a series of questions. The Ruling
allowed parties to provide general comments on the Evaluation Report and party proposals
discussed during the workshops. Parties filed responses to the ruling on March 29, 2019.
Reply comments were filed on April 10, 2019.

Approximately fifteen organizations participated in the workshops. Participants discussed
a number of issues related to the Auction Mechanism including the goals and objectives
for the DRAM, Evaluation Report and working group proposals to ensure Qualifying
Capacity, proposals to improve performance, and proposals for contract improvements as
well as a timeframe for adopting the changes.

Decision 19-07-009

Decision 19-07-009 was issued on July 12, 2019 and required a number of revisions to the
Demand Response Auction Mechanism solicitation process including the following:
e The Decision approved a four-year continuation of the Auction Mechanism to
improve identified shortcomings;
The Decision authorized annual budgets of $14 million for solicitations in 2020
through 2022 (to procure one-year capacity contracts) and a pro-rated budget of
$12.78 million for the 2019 solicitation to procure seven-month capacity contracts.
For PG&E an annual budget of $5.70 million was established;
Established a schedule for the 2019 Solicitation with First Deliveries i 2020.
Utilities required to launch Request for Offers for Deliveries beginning on June 1,
2020;
Eliminated the August Bid Price Cap adopted in D.16-09-056;
Replaced the 20 percent residential set-aside with a 10 percent set-aside for new
market entrants;
Adopted items that received the most support from parties as critical improvements
mcluding providing accurate Qualifying Capacity for Supply Plans, imposing a
penalty structure for shortfalls in Qualifying Capacity and Demonstrated Capacity,
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calculating Demonstrated Capacity on invoices, and establishing invoice deadlines.
Specific requirements listed in the Order include:

o Beginning with the 2019 Demand Response Auction Mechanism
solicitation, Demand Response Providers shall be required to provide
estimates of Qualifying Capacity for a resource by referencing historical
performance data. Estimates should be consistent with the guidance
provided in Appendix A of this decision. If historical performance data is
not available, the Provider shall reference publicly available performance
data that best represents the anticipated performance of the resource, while
complying with the guidance provided in Appendix A;

The Director of the Energy Division is authorized to work with parties to
develop a standardized reporting format for Auction Mechanism Providers
to submit the estimates of Qualifying Capacity;

Exclude Reliability Demand Response Resources (RDRR);

Publish Auction Mechanism contract summaries, consistent with D.06-06-
066.

The DRAM 5 solicitation was conducted over the period October through December of
2019. PG&E executed contracts representing 99 MW of capacity for August 2020 for a
total cost of approximately [ - ot including admin costs. For the DRAM 5
process, new entrants provided 23 MW of total August capacity volumes in 2020.

2021 DRAM (DRAM 6)

As noted above, Commission Decision D.19-07-009 approved a four-year continuation of
the Demand Response Auction Mechanism to improve performance and reliability of the
associated demand response resources. The Decision also adopted a hybrid Two-Step
Approach with initial critical improvements in Step One and future and continuous
immprovements in Step Two. Step One allowed for a 2019 solicitation with deliveries
beginning on June 1, 2020 (i.e., DRAM 5). D.19-07-009 recognized the need to make
further improvements in Step Two and established a schedule of working group meetings
to address 10 issues. The Commission directed the working group to file a report no later
than August 23, 2019 to recommend proposals resolving these 10 issues. Additionally,
D.19-07-009 directed parties to file responses to questions regarding seven policy
determinations for Step Two. Decision 19-12-040 (Decision Refining the Demand
Response Auction Mechanism) issued on December 23, 2019 ordered the utilities to submit
a Tier 2 Advice Letter with a standard contract and RFO Guidelines outlining the
parameters of the 2021 DRAM pilot.

Decision 19-12-040

Decision D.19-12-040 required the following revisions to the 2021 DRAM RFO (DRAM
6):
e The utilities shall continue to use the short run avoided cost of capacity to calculate
the benefits of a resource in the Demand Response Auction Mechanism;




Beginning with the 2021 DRAM, Sellers shall deliver 30 megawatt hours for each
megawatt of the average of the three highest qualifying capacity months on the
month-ahead Supply Plans associated with a Demand Response Auction
Mechanism contract;

Beginning with the 2021 DRAM, the utilities shall perform evaluations of bids
using the least-cost best-fit evaluation guidelines in addition to other guidance
provided by this decision to evaluate the bids;

The Director of the Energy Division is authorized to work with stakeholders to
explore and develop tools to measure the cost-effectiveness of the DRAM resources
as part of the Auction Mechanism refinement process approved in Decision 19-07-
009;

Beginning with the 2021 DRAM, the utilities are authorized to implement project
viability criteria whereby they may reject bids they do not deem as plausible or
move the bid downward in ranking based on the qualitative viability score assigned
to the bid. The utilities shall consult with the Energy Division and seek approval
for instances when bids are being rejected under the criteria;

The Director of the Energy Division is authorized to work with stakeholders to
explore and develop options for a penalty structure for Demonstrated Capacity in
the DRAM;

Beginning with the 2021 DRAM, the utilities shall use the qualitative criteria and
cost adjustments as provided in Table 5 of this Decision;

Beginning with the 2021 DRAM, the utilities are permitted to procure system, local,
and flexible resource adequacy through the DRAM;

Beginning with the 2021 DRAM, the Director of the Energy Division is authorized
to develop a standard reporting template for use by DRAM demand response
providers. The template should be available for use by Providers in the 2021
Auction Mechanism.

The DRAM 6 solicitation was conducted over the period from May through July, 2020.
PG&E executed 7 contracts for 82.94 MW of RA capacity for August 2021 with six
counterparties for a total cost of | llllll; not including administrative costs.

2022 DRAM (DRAM 7)
Resolution E-5110

Resolution E-5110 approved the 2022 DRAM RFO, which required the budgets previously
authorized in D.19-07-009. The 2022 DRAM budgets for PG&E, SCE and SDG&E are $6
million, $6 million and $2 million respectively. This Resolution approved several
proposals for technical improvements in the DRAM design, rejects or defers some of the
refinement proposals, and clarifies certain contract implementation issues based on
existing Commission decisions, including a significant correction by the Energy Division
to the capacity invoice payment calculation in the 2022 DRAM pro forma. Some of the
refinements to the DRAM authorized in the Resolution include:

e The IOUs shall use the updated Data Issue Reporting Template in the 2022 DRAM

pro forma contracts;
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Approved the IOUs proposal to provide additional guidance to bidders to improve
the clarity and consistency in the QC estimates and supporting data provided by the
bidders and facilitates the IOU’s assessment of the submitted QC estimates;

The Resolution deferred consideration of the IOU proposed revision to the
Demonstrated Capacity invoice payment/penalty structure at this time and direct
the IOUs to remove the changes associated with this proposal from the DRAM pro
forma;

The Resolution stated that DRAM resources must be reliable at their contracted
commitments throughout the delivery period and that if a Seller relied on only high
performing customers by moving them across Resource IDs, this would likely
artificially inflate the portfolio’s real performance capability. Therefore, the
Resolution approved limiting customer movement across Resource IDs in different
delivery months for customer movements within a delivery month;

Directed the IOUs to modify the DRAM pro forma to clarify the Must Offer
Obligations (MOO) requirements;

The IOUs were directed to (1) submit a new Advice Letter to modify the 2022
DRAM RFO guidelines to note that IOUs will use the Net LRAC methodology as
a tool to test (on a what-if basis) the cost effectiveness of DRAM resources
shortlisted in the solicitation process, while maintaining the status quo evaluation
process for selecting the actual winning bids and (2) disclose the test results in the
confidential portion of the AL to be submitted seeking the CPUC approval of
executed 2022 DRAM contracts.

Summary of 2022 DRAM and Modifications from the 2021 DRAM

The Pre-Bid (Bidders) Web Conference contained information on the summary and
modifications associated with the 2022 DRAM. Table 2 includes a list of the key provisions
of the 2022 DRAM solicitation.

Items DRAM 2022
Valuation e  System, Local and Flex Capacity offers eligible
Minor updates to the qualitative criteria
Weighted long-run avoided cost of generation methodology for
offers of less than 12 months
Offer selection includes QC estimate viability
DRAM resources shortlisted in the solicitation process will be
assessed for cost-effectiveness using the Net LRAC methodology

Showing (Operating) January — December 2022 (12 months)
months

Authorized Annual PG&E - $6 million

Budget (D.19-07-009) SCE - $6 million

SDG&E - $2 million

Program Updates Resource ID sharing between contracts is prohibited

Customer movement across Resource IDs in different delivery
months is limited, including the exemptions adopted in D.19-07-
009 for customer movements within a delivery month




C. 2022 DRAM Schedule

In accordance with the applicable orders, resolutions and Advice Letters, each of the IOUs,
mncluding PG&E, adopted the following schedule listed in Table 2 below.

Table 2: 2022 DRAM Schedule

DRAM 7 RFO Event Date

DRAM RFO Launch Feb. 23,2021

DRAM RFO Bidders Webinar March 1, 2021

Offer Due Date March 12, 2021

PG&E Notifies Non-Conforming Bidders with Request to Cure March 22, 2021

Bidder Cure Period Ends March 29, 2021

Notice to Bidders of Selection; Send Final PA for execution April 27, 2021

Deadline to Submit Signed PAs May 4, 2021

Advice Letter Submitted with PAs May 28, 2021

D. Issues Addressed in this Report

This report addresses Merrimack Energy’s assessment and conclusions regarding the
following issues identified in the Commission’s CPUC Independent Evaluator Report

Template:

1.

2.

Describe the role of the IE throughout the solicitation and negotiation process.

How did the IOU conduct outreach to bidders, and was the solicitation robust?

. Describe PG&E’s bid evaluation methodology. Evaluate the strengths and

weaknesses of the methodology.

. Evaluate the administration of the solicitation process including the fairness of the

IOU’s bidding and selection process (i.e. quantitative and qualitative methodology
used to evaluate bids, consistency of evaluation methods with criteria specified in
bid documents, etc.).

. Describe any applicable project-specific negotiations. Highlight any areas of

concern including unique terms and conditions.

. If applicable, describe safeguards and methodologies employed by the IOU to

compare affiliate bids or Utility-Owned Generation (“UOG”) ownership proposals.
If a utility selected a bid from an affiliate or a bid that would result in utility asset
ownership, explain and analyze whether the IOU’s selection of such bid(s) was
appropriate.




. Based on the complete bid process, is (are) the IOU contract(s) the best overall
offer(s) received by the IOU?

. Is the contract a reasonable way of achieving the need identified in the RFO?

. Based on your analysis of the RFO offers, the bid process, and the overall market,
do the contracts merit Commission approval?

All these 1ssues are addressed in this report, generally in the order included in the CPUC
Independent Evaluator Report Template.

II. Description of the Role of the IE throughout the Solicitation

In compliance with the above requirements, the California Investor-owned utilities
(“IOU”), including PG&E, retained Merrimack Energy to serve as Independent Evaluator
for PG&E’s 2022 DRAM 7 RFO. Merrimack Energy was retained to provide an
independent evaluation of the appropriateness of PG&E’s proposal evaluation
methodology and selection process for product offers and to provide PG&E, PG&E’s
Procurement Review Group (“PRG”), and the Energy Division with periodic presentations,
findings and other reports as requested. The objective of the role of the IE is to ensure that
the solicitation process is undertaken in a fair, consistent, unbiased and objective manner
and that the best offers are selected and acquired consistent with the solicitation
requirements.

This role generally involves an assessment of the solicitation documents, detailed review
and assessment of the evaluation process, the results of the quantitative and qualitative
(non-price) analysis, selection of the short list or preferred product options, and monitoring
and assessment of contract negotiations or contract execution. For this solicitation,
Merrimack Energy was retained from the beginning of the process through contract
execution. Merrimack Energy participated in meetings of the DRAM RFO teams
comprised of representatives of all three utilities prior to receipt of offers and coordinated
with all three utilities separately after submission of offers.

A. Regulatory Requirements for the Independent Evaluator

The requirements for participation by an Independent Evaluator (“IE”) in utility
solicitations are outlined in decisions D.04-12-048 (Findings of Fact 94-95, Ordering
Paragraph 28), D.06-05-039 (Finding of Fact 20, Conclusion of Law 3, Ordering Paragraph
8) of the California Public Utilities Commission (“Commission” or “CPUC”) and D.09-
06-050.

The role of IEs mn California IOU procurement processes has evolved over time. In
Decision 04-12-048 (December 16, 2004), the CPUC required the use of an IE by IOUs in
resource solicitations where there are affiliates, IOU-built or turnkey bidders. The CPUC
generally endorsed the guidelines issued by the Federal Energy Regulatory Commission
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(“FERC”) for independent evaluation where an affiliate of the purchaser is a bidder in a
competitive solicitation, but stated that the role of the IE would not be to make binding
decisions on behalf of the utilities or administer the entire process.? Instead, the IE would
be consulted by the IOU, along with the Procurement Review Group (“PRG”) on the
design, administration, and evaluation aspects of the Request for Proposals (“RFP”). The
Decision identifies the technical expertise and experience of the IE with regard to industry
contracts, quantitative evaluation methodologies, power market derivatives, and other
aspects of power project development. From a process standpoint, the IOU could contract
directly with the IE, in consultation with its PRG, but the IE would coordinate with the
Energy Division.

In the Advice Letter filed by the three IOUs on April 20, 2015, the IOUs indicated they
planned to engage an IE to evaluate and report on the solicitation, evaluation, and selection
for the DRAM Solicitation. A single evaluator will be used if one 1s on all IOU approved
IE lists, if available, and using an IE is approved by the Commission through a Resolution
to this Advice letter. The IE can be present at meetings and conference calls between the
IOUs and bidders and will have full access to the solicitation management system used in
DRAM. The IE will review all answers to questions to and may periodically make
presentations to the IOUs, the CPUC and stakeholder groups to ensure that the DRAM
solicitation remains open, fair, and transparent. The IE will also check for consistency in
each IOUs application of its protocols and evaluation processes across bidders in its
auction. The IE will review all offers and share findings about how the DRAM process
worked and what could be improved. The IE will submit a confidential report and a public

report on the auction process to be submitted with the contracts for approval by the CPUC.

Resolution E-4728: Approval with Modifications to the Joint Utility Proposal for a
Demand Response Auction Mechanism Pilot Pursuant to Ordering Paragraph 5 of Decision
14-12-024, 1ssued by the CPUC on July 27, 2015 approved the IOUs request to employ an
IE. In addition to the elements proposed in AL 3208-E et al, the IE’s final report shall
include:

e An assessment of the effectiveness of the IOUs’ efforts in soliciting and attracting
new DR participants, and recommendations for how to better attract new DR
participants to the California market in subsequent rounds of the DRAM, and
The effectiveness of the residential set-aside and recommendation for how to better
attract residential customers to the California market in subsequent rounds of the
DRAM.

Decision 19-07-009 (July 11, 2019) reiterated the role of the Independent Evaluator in the
DRAM RFO solicitation process. The Decision stated (page 12) that an Independent
Evaluator ensures reasonable and uniform treatment of all potential counterparties in the
solicitation process; monitors Utilities solicitation processes, valuation methodologies, and
selection processes; and reviews counterparties’ bids to assure a fair competitive process
with no market collusion or manipulation. The Independent Evaluator reports to the

2 Decision 04-12-048 at 129-37. The FERC guidelines are set forth in Ameren Energy Generating
Company, 108 FERC Y 61,081 (June 29, 2004).
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Commission on the auction process after the solicitation has been completed and winning
bids have been selected.

This report is being filed consistent with the above requirements and is consistent with the
requirements outlined in the CPUC’s Short Form IE Report Template.

B. Description of IE Oversight Activities

The IE was mvolved in a number of activities and completed several specific tasks in
performing its oversight role in connection with development of the 2022 DRAM RFO
process, including PG&E’s evaluation methodology, and evaluation and selection process.
The activities of the IE during the process are described below:

Participated in utility DRAM team meetings prior to receipt of offers as well as
conference calls in which the utilities discussed common issues;

Reviewed and commented on the Draft 2022 DRAM RFO Protocol documents for
PG&E;

Participated in PRG meetings prior to and during the solicitation process for each
utility, including the PRG meetings at which the IOU’s provided their proposed
shortlist selections;

Reviewed and discussed the bid evaluation methodology with all three utilities;
Participated in the Bidders Webinar and provided comments on the presentation;
Reviewed and commented on the Company’s responses to bidder’s questions;
Reviewed and summarized the offers received to ensure the Company and IE
identified and assessed the same list of offers:

Reviewed the conformance assessment undertaken by each IOU and participated
n discussions with the Utilities regarding conformance issues;

Participated in calls regarding the 2022 DRAM Solicitation process with PG&E’s
project team;

Reviewed and assessed PG&E’s quantitative and qualitative (i.e., project viability)
evaluation of the offers received for purposes of selecting the offers that would be
included in the final shortlist. Participated in several conference calls with PG&E’s
project team and project staff to discuss the status of the offers and development of
the shortlist options;

Prepared the IE report for inclusion with the utility Advice Letter filings seeking
approval for the contracts executed;

In addition to the above activities, PG&E’s Contract Work Authorization for the IE for this
assignment includes the following tasks for the IE:

Advise on the consistency of solicitation activities with the CPUC’s procurement-
related rules and procedures and PG&E’s Commission-approved procurement
authority;

Assist in the development, design, and review of the solicitation. Submit any
recommendations to PG&E and/or CPUC consistent with the objective of ensuring
a competitive, open and transparent process, and to ensure that the overall scope
of the solicitation is not unnecessarily broad or too narrow;
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Monitor all communications and/or negotiations between PG&E and
counterparties, as required by the solicitation’s objectives as outlined in the
solicitation Protocol and approved by the CPUC;

Provide recommendations and reports, if required by PG&E and/or the CPUC,
concerning the definition of products sought and price and non-price evaluation
criteria; so that all aspects of the products are clearly understood and all bidders
may effectively respond to the solicitations, as applicable;

Review the comprehensive quantitative and qualitative bid evaluation criteria and
methodologies applied to the 2022 Demand Response Auction Mechanism RFO
and assess whether these are applied to all bids in a fair and non-discriminatory
manner;

Monitor the solicitation, bilateral negotiation and/or contract amendment
processes;

Provide presentations to PG&E’s management, the Procurement Review Group,
and the Energy Division, if requested, regarding the Consultant’s findings or
status;

Provide a final written assessment as to whether the solicitation, bilateral
negotiation and contract amendment processes were open, transparent and fair.

This report provides an assessment and review of PG&E’s 2022 DRAM RFO procurement
process from development of the RFO through execution of the final contracts. The role of
the IE is also discussed as it pertains to specific activities as identified in Section V of this
report.

III. How did PG&E Conduct Outreach to Bidders and Was the
Solicitation Robust

A. Describe the IOU Outreach to Potential Bidders

For the 2022 DRAM RFO, the IOUs’ outreach efforts targeted approximately 2,600
contacts from companies involved in DR and other programs for its distribution list.* This
mncluded companies who had participated in utility programs in California as well as
companies involved in DR programs in other markets in the US and Canada. From recent
DRAM RFOs, the utilities added other contacts to the original list, if appropriate.

The IOUs’ outreach activities resulted in a limited response in terms of the number of
participants and the quantity and quality of the proposals received. As we will discuss later,
the response to the 2022 DRAM 7 RFO was not as robust as the response to previous
DRAM solicitations since DRAM 2, both in terms of the number of bidders and overall
number of offers.

24 The list of potential candidates was based on a compilation of the lists for all three IOUs. PG&E’s own
list includes over 2.800 industry contacts.
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PG&E established a section on the Company website for distribution of information to
prospective Offerors. The website contained all the pertinent solicitation documents
including:

CPUC Decisions related to the DRAM program;

Recent Advice Letter Filings pertaining to DRAM;

2022 DRAM 7 Schedule;

2022 DRAM RFO Protocol and related documents (Offer Form, Corporate
Structure and Financials);

2022 DRAM RFO Bidders Webinar Presentation;

2022 DRAM Purchase Agreement;

Attachment D Qualifying Capacity (QC) Assessment;

Scheduling Coordinator Information;

2022 DRAM Frequently Asked Questions (“FAQs”);

PowerAdvocate Registration Information and Instructions;

CAISO Bidding Information, including Electric Rule 24;

PG&E’s Rule 24 Website for Third-Party Demand Response Providers;
DRAM Set-Asides:

DRP Information Request Form;

CISR — DRP Form;

CISR — DRP Form Instructions:

Steps Necessary to Receive Customer Data;

Rule 24 Checklist;

Map of PG&E’s Electric System;

2016, 2017, 2018-2019, 2019, 2020 and 2021 DRAM RFO websites;
PG&E SubLAP Map;

CAISO Local Capacity Information;

Contact information for PG&E’s DRAM RFO email address and the IE contacts.

The website contained a significant amount of current and backup information on the
DRAM program and related issues and was easily accessible to navigate and from which
to download information.

B. Identify the Principles Used to Determine Adequate Robustness of the Solicitation

There are several principles generally applied to determine whether the robustness of the
solicitation was adequate. These include:

Did the amount of capacity bid for the product sought allow for a competitive
process?

Were offers submitted for all products requested?

Was there a competitive number of Participants for all products?

Did the utility adequately market the solicitation?




C. Was the Solicitation Adequately Robust

PG&E recerved 51 original offers on March 12, 2021 from [ different bidders, which
served to result in a reasonable but limited competitive process.?> This compares to 60
offers from [ Bidders for the 2021 DRAM RFO. N

Of the bidders competing in the process, |l
submitted non-residential offers. [Jjjjjj bidders submitted residential offers in addition to
non-residential offers. In total, there were JJjj non-residential and [Jjj residential offers
submitted. All offers submitted were for a system capacity product. Overall, there was a
total of approximately 147.216 MW submitted for August, 2022 compared to 189.48 MW
submitted for August 2021 for the 2021 DRAM RFO.

The IE concludes that PG&E’s outreach activities were more than adequate and led to a
reasonable market response based on a competitive number of Participants and offers
submitted. However, as noted, the number of bidders and offers continue to decline for the
DRAM RFO solicitation process.

IV. Description of PG&E’s Proposal Evaluation Methodology

This section of the report provides an overall description of PG&E’s evaluation
methodology and criteria for evaluating and selecting DRAM resources. PG&E developed
an internal evaluation methodology designed to assess DRAM offers to meet requirements
for the 2022 DRAM RFO based on the set of constraints and eligibility criteria identified
i the RFO Instructions and the requirements outlined in the CPUC Resolutions and
Decisions as well as Energy Division guidance. As will be discussed in this section, the
three California utilities, including PG&E, developed a consistent “value or net benefit
oriented” quantitative evaluation methodology for the 2022 DRAM RFO.

PG&E’s evaluation protocol for ranking Offers in the 2022 DRAM RFO is based on least
cost, best fit evaluation criteria, including both quantitative and qualitative factors, which
includes, but are not limited to: Net Market Value and Offer Viability criteria. PG&E’s
offer selection methodology in the 2022 DRAM RFO process will be limited by the
following factors: (a) the CPUC-approved budget; (b) the long-run avoided capacity cost
cap; (c) offer price outliers; (d) the amount of the new market entrant set-aside
requirements; and (e) the viability of the offers, based on assessment of the QC estimates
provided by the bidders. PG&E 1is also required to assess the qualifying capacity of offers
in accordance with D.19-07-009, as modified by D.19-09-041 and apply that to the offer
selection per D.19-09-040.

In addition, Resolution E-5110 required the IOUs to use the Energy Division’s Net LRAC
proposal as an alternative tool for assessing the cost effectiveness of the 2022 DRAM

S

25




resources on a what-if basis. The CPUC noted that this is consistent with its direction in
earlier DRAM pilots which required the IOUs to evaluate the cost and benefits of DRAM
by using the LRAC as a benchmark to measure cost effectiveness of the DRAM and
authorized the IOUs to reject any capacity bids beyond the LRAC value. The CPUC stated
that it found it appropriate to use the Net LRAC methodology as a tool to test cost
effectiveness of the 2022 DRAM on a what-if basis, without changing the bid selection
process during a DRAM solicitation. The CPUC directed the IOUs to disclose the test
results in a confidential portion of the Advice Letter to be submitted seeking the CPUC
approval of executed 2022 DRAM contracts.

In order to be considered for selection in this RFO, the Offer must (1) meet the eligibility
criteria set forth in Section III of PG&E’s RFO Solicitation Protocol. Conforming offers?
will then go through the analysis described later in this section of the IE report to evaluate
and rank the offers received. Offers will be shortlisted based upon the requirements
identified in the DRAM Decisions, Resolutions, Advice Letters and Energy Division
guidance unless offers are rejected based on its price being above the long run avoided cost
of generation, one or more of the monthly capacity prices are outliers or in cases where
there is clear evidence of market manipulation.?’

The following identifies the process for which offers will be assessed and evaluated leading
up to selection of the final offers for contract award:

1. Once offers are submitted they will be reviewed by the Evaluation Team for an
assessment of errors or omissions that the bidder will be required to cure and to
determine whether offers meet the applicable eligibility requirements for
consideration in the RFO;

. Aninitial Net Market Value assessment will be undertaken for the offers submitted;

. An initial shortlist will be developed to prioritize which offers should be assessed
for offer viability. To the extent possible, PG&E may seek clarification from
bidders when there are concerns that the QC estimation does not appear to be
reasonable or generally where clarification would be helpful in making an offer
selection;

. The Net Market Value Assessment will be updated when cures are provided;

. A separate team (EM&V) will provide the Offer Viability Score for each offer and
bidder based on a -1 to +1 scale;
PG&E will develop a variation of shortlist scenarios considering Net Market Value,
Budget, Price Outliers, the New-Entrant Set-Aside, and Offer Viability Score.

PG&E’s solicitation is seeking to procure DR resources under the following identified
constraints:

26 Based on the schedule, there is a 8-day cure period from March 22, 2021 to March 29, 2021 to cure
offers.

27 The IOUs shall make such exceptions to not select an offer in consultation with its Procurement Review
Group and with approval of the Energy Division.
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e Cost Cap - PG&E’s acceptance of offers will be subject to the CPUC’s authorized
)28;

budget cap of $6.0 million (including administration costs and incentives
Long-run Avoided Cost of Generation (“LRAC”) — D.19-07-009 (page 45) states
that the IOUs are not obligated to select an offer if the offer price is above the long-
term avoided cost of generation, though the IOUs’ ability to reject offers requires
consultation with the Energy Division. The public 2022 avoided cost in E3’s
avoided cost model is $156.30/kW-year (included in E3’s 2021 Avoided Cost
Calculator in the DR Output tab cell K7). As bidders may submit an offer for all 12
months of 2022 or any subset of months, with only a minimum requirement to offer
capacity in the month of August, PG&E will calculate the levelized cost of energy
(LCOE) for an offer based on the average cost for the offered months and compare
against a weighted LRAC for the corresponding offer period to align the units to
$/kW-offer period. The IOUs will weigh the months offered by the respective short-
run RA value used for assessing the RA benefits. Specifically, a weighted LRAC
will be calculated by taking the monthly short-run RA value of the offered period
as a percent of the annual short-run RA value, multiplied by E3’s estimated LRAC.
Each offer’s LCOE will be compared against the weighted LRAC and offers with
an LCOE that exceeds the weighted LRAC may be rejected;

Outliers — If one or more of the monthly capacity prices of the offer are considered
outliers, PG&E may, but is not obligated to, exclude such offer. At the Energy
Division’s direction, the elimination of outlier bids requires consultation with the
PRG and approval from the Energy Division;

e New Market Entrant Set-Aside — At least 10% of the total capacity procured in the
2022 DRAM RFO must be attributed to new market entrants.?® If PG&E does not
receive sufficient offers to attain 10% new market entrant of the total DRAM
capacity, PG&E will be required to procure the new market entrant offers it does
receive barring any monthly capacity price outliers within the Offer and up to the
long-run avoided capacity cost, and utilize the remaining budget for non-new
market entrant offers. The 10% shall be assessed based on the August MWs.

PG&E evaluated conforming offers using the quantitative and qualitative criteria described
below. PG&E performed a quantitative evaluation of each conforming offer and ranked
those offers based on each offer’s Net Market Value*® (NMV) per unit — from highest to
lowest — 1n dollars per kilowatt year ($/kW-year). The NMV in $/kW-year is calculated
using total NMV dollars for the numerator (discounted), and total offered monthly volume
n kilowatts for the denominator (discounted) to get volume weighted average NMV, which

2Decision (D.) 19-07-009. Ordering Paragraph 2 and 3.

2 A new market entrant is defined as a Provider who has not integrated any demand response resources
into the CAISO market during the three years prior to a new Auction Mechanism solicitation involving any
form of market-integrated demand response including but not limited to the Auction Mechanism or other
resource adequacy contracts.

30 NMV = Benefits — Costs. Monthly discounting is applied to the costs and benefits using PG&E’s after-
tax weighted average cost of capital.
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1s then multiplied by 12 months to derive a yearly value. The result of the quantitative
analysis is a merit-order ranking of all complete and conforming offers.>!

PG&E calculated an offer’s benefits using its forecasted Resource Adequacy (RA) market
value for each type of product in the offer, e.g., System Capacity, Local Capacity and/or
Flexible Capacity. An offer’s cost will be determined by multiplying (a) the offer’s volume
per Product per month by (b) the offer’s price per Product per month, then adding all of
these monthly values together. July 1, 2021 will be the Present Value date to which PG&E
will do the discounting.

For the 2022 DRAM RFO, PG&E will apply to each offer’s cost, as appropriate, an
adjustment based on the Qualitative Evaluation Scoring Matrix described in Table 1. The
qualitative assessment scoring matrix will be used to calculate such adjustment. Therefore,
the offer’s cost will be adjusted upward or downward based on the application of the
adjustment factors. Adjusted Cost = Cost multiplied by Qualitative Factor Adjustment,
where Qualitative Factor Adjustment = 1 + sum of (score of each factor multiplied by
weight).

Capacity Value for System capacity will be multiplied by 1.15 since every 1 kW of DR
resources reduces RA requirements by 1.15 kW. All costs and benefits will be discounted
using PG&Es after tax weighted average cost of capital. The result of the evaluation is a
Net Present Value (“NPV™) of the benefits minus costs for each offer. The NPV of the
benefits minus the costs divided by the discounted monthly kW offered is then converted
to a $/kW-year value for each offer. All offers are ranked based on NPV$/kW-year values,
which serves as the basis for selection, taking into consideration any mutually exclusive
offers, the 10% new entrant set-aside requirement, the total budget cap and the relationship
between offer price and the long-term avoided cost of generation.

Resolution E-5110 OP4 imnstructed the IOUs to include modifications of its RFO language
to note that (1) the Net Long Run Avoided Cost of Generation (Net LRAC)*? would be
used by IOUs to test cost-effectiveness on a “what if basis” for shortlisted DRAM resources
in the solicitation process and (2) the IOUs would disclose the results in the confidential
portion of the Advice Letter to be submitted seeking the CPUC approval of executed 2022
DRAM contracts.

The Net LRAC methodology does not change the bid selection described above. It would
only be used as a tool to test the cost-effectiveness of DRAM resources. For each shortlisted
offer, PG&E indicated it will calculate a weighted average NMV ($/kW-year) using the
offer’s calculated NMV and dividing by it by the average of the offer volume (kW-year).
Each offer’s weighted average NMV ($/kW-year) will then be compared against the Net

31 From a formulaic perspective, Net Market Value = Benefits — Costs where Benefits = Sum of (Offered
Volume x Product Value x Discounting Factors) for each Product and Costs = Sum of (Offered Volume x
Offered Pricing x Discounting Factors) for each Product.

32 At the DRAM Refinement Working Group Meeting of June 30, 2020 Energy Division staff stated that
Bid evaluation could be improved by moving from a Price Cap based on LRAC to an NMV Cap based on
Adjusted LRAC or Net LRAC. Adjusted or Net LRAC was defined as the cumulative near-term RA benefit
of DRAM capacity offered minus LRAC.
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LRAC ($/kW-year). The Net LRAC would serve as a floor for screening an offer based on
its normalized (per unit capacity) NMV to ensure selection of offers provides the most net
benefit. It is calculated by deducting the weighted LRAC ($/kW-offer period) from the
corresponding offer period short run RA value ($/kW-offer period).

Prior to 1ssuance of the 2022 DRAM RFO, the IE reviewed PG&E’s and the other utilities’
evaluation methodology and participated in calls with PG&E’s project team along with the
teams of the other utilities to review and discuss the proposed methodology and ensure the
methodology was reasonably consistent to facilitate participation by bidders.

In addition, the IE and utilities had discussions regarding the application of the Net LRAC
methodology based on examples provided by the Energy Division during DRAM
Workshops in June and July of 2020. It was not clear to the IE how the methodology should
be applied based on the two-month examples used by Energy Division staff. The IE felt
that the two-month analysis did not capture how the DRAM offers were provided and
evaluated. The IE also raised several issues regarding the comparison of the NMV values
calculated by each utility based on discounted costs, benefits and volumes relative to Net
LRAC which appeared to be based on nominal dollars. The IE was also uncertain whether
the objective was to develop a simplistic metric based on the difference between the LRAC
and the monthly RA values projected by each utility (i.e., sum of total monthly RA value
— sum of total monthly LRAC).

Based on these discussions, the IOUs contacted the Energy Division on March 5, 2021
requesting a call with Energy Division staff for clarification of the sample methodology
provided by the utilities. The email submitted to the Energy Division also included three
questions about the methodology:
1. For determining the weighted average NMV, is the intent to use discounted or
nominal NMVs as a numerator?
2. For determining the weighted average NMV, 1s the intent to use average quantity
or total quantity (discounted) as the denominator?
3. For partial year bids, is the intent to weight the figures or use levelized (flat)
figures?

The Energy Division, IOUs and IE participated in a conference call to review the example
calculations provided by the IOUs. Subsequent to the call on March 12, 2021 and prior to
receipt of offers, Energy Division staff responded to the questions raised by the IOUs by
asking the IOUs if it would be possible to report the “what 1f”” screening results using both
calculation options (using average volume vs total quantity>>). While Energy Division Staff
did not opine on the issue of using nominal or discounted dollars, the view of the IE was
that an apples-to- apples comparison using consistent values (i.e., nominal dollars for both
metrics and discounted dollars for both metrics) was applicable. The IE proposed to
conduct four separate evaluation results based on the Net LRAC compared to NMV values
to assess if any shortlisted offers would be affected:
e Use of nominal dollars for the NMV based on average quantity;

33 The Total Quantity metric reflects the current methodology used by the IOUs to calculate NMV for each
offer.
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e Use of nominal dollars for the NMV based on total quantity;
e Use of discounted dollars and kWs for NMV based on average quantity;
e Use of discounted dollars and kWs for both based on total quantity.

Also, i order to comply with D.19-07-009, as modified by D.19-09-041, bidders were
required to submit estimates of qualifying capacity (QC) for each offer submitted into the
DRAM solicitation. These estimates shall be based on historical information, where
available, and otherwise, publicly available performance data that best represents the
anticipated performance of the resource. A bidder’s failure to provide this information
would result in non-compliance with D.19-07-009, which would disqualify the bidder’s
offer.

Beginning with the 2021 Demand Response Auction Mechanism as specified in D.19-12-
040, PG&E was authorized to implement project viability criteria whereby bids may be
rejected if not deemed as plausible or bids can be moved downward in ranking based on
the qualitative viability score assigned to the bid. PG&E shall consult with the
Commission’s Energy Division and seek approval for instances when bids are being
rejected under the criteria.

Firewalled staff at PG&E was required to review the bidder’s QC estimates and may not
share such information with PG&E staff that manages PG&E’s demand response
programs. As it did in the DRAM 6 process, PG&E evaluated the QC estimates for all
shortlisted bids and provided a (+), or (-) rating to indicate whether the offer had a
reasonable chance of providing the QC bid. While offer viability was not formally a bid
selection criterion in initial DRAM years, it has been permitted since the 2021 DRAM.
These ratings were shared with PG&E’s DRAM RFO Steering Committee and the PRG,
as well as the Energy Division. For this RFO, bid evaluation used similar offer viability
criteria as the 2021 DRAM pursuant to OP 20 of D.19-12-040.

D.19-07-009 requires DRPs to provide estimates of qualifying capacity (QC) for each offer
at the time of bidding by referencing historical performance data, consistent with the
guidance provided in Appendix A of the decision. The DPRs are required to reference
publicly available performance data that best represents the anticipated performance of the
resource if historical performance data is not available.

The IOUs were required to assess each offer’s QC estimate to determine the offer’s
viability by evaluating whether the offer provides reasonable assurances that it is capable
of delivering the associated capacity. The assessment would be based on the following
criteria, as outlined in Attachment 2 of D.19-12-040:

e Loadreduction per customer based on customer and load type and dispatch method;

e Historical performance;

e Number of existing and forecasted customers.

Each IOU would utilize its own assessment, but would broadly categorize offers based on
whether or not the offer(s) appears to be reasonable. Such assessments would be made




using the bidder’s supporting documentation and historical performance, as outlined in
Attachment 2 of D.19-12-040.

For project viability assessment, PG&E used the following assessment scale:
e +1 —the offer appears to be reasonable and likely to be delivered based on historical
performance and supporting documentation;
0 — the offer appears to be technically feasible, but is not well supported by
historical performance and supporting documentation;
-1 — the offer does not appear to be reasonable or likely to be delivered based on
historical performance and supporting documentation.

PG&E noted that scores of +0.5 and -0.5 are also permitted.>*

After submission of offers, the IE also summarized and ranked the offers received by each
utility as a check relative to the summary prepared by the utility. The IE also reviewed
PG&E’s and other utilities” assessments of the offers received to ensure that the best offers
were reasonably considered based on the constraints and requirements imposed. The IE
used his own spreadsheet model as a check against the IOU’s assessment.

Framework and Principles for Evaluating PG&E’s Bid Evaluation Methodology

This section of the report addresses the principles and framework underlying Merrimack
Energy’s review of PG&E’s methodology for the 2022 DRAM RFO offer evaluation and
selection. Key areas of inquiry by the IE and the underlying principles used by the IE to
evaluate the methodology and results include the following:

o Were the procurement targets, products solicited, principles and objectives clearly
defined in the RFO documents?

e Is the bid evaluation and selection based on the criteria specified in the bid
documents and Commission Decisions and Resolutions?

¢ Do the bid documents clearly define the type and characteristics of products desired
and what information the bidder should provide to ensure that the utility can
conduct its evaluation?

e Does the methodology identify how qualitative and quantitative measures were
considered and were they consistent with an overall metric?

34 In implementing the evaluation methodology for offers based on QC assessments, for offers with
multiple resource types. PG&E calculated a weighted average based on the scores for each resource type.
As aresult, some offers had scores that deviated from the values highlighted above.
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e Does the price evaluation methodology allow for consistent evaluation of offers of
different sizes and in-service dates?

Evaluation Criteria and Methodology

PG&E’s 2022 DRAM 7 RFO Solicitation Protocol adequately defines the products
solicited (Section ITI in PG&E’s 2022 DRAM RFO Solicitation Protocol), the basis for the
solicitation, RFO goals for PG&E, eligibility requirements, the evaluation criteria,
quantitative and qualitative evaluation factors, and the information required from the
bidders. The 2022 DRAM RFO documents also provide the Offer Forms which the bidders
must complete as part of their offer, including the Offer Form and the Qualifying Capacity
Assessment Template. As described in the RFO Solicitation Protocol, as a first step all
mncoming offers were initially assessed for conformance with the basic submittal and
eligibility requirements identified in the 2022 DRAM RFO Solicitation Protocol.
Subsequent to the conformance review and cure period, PG&E undertook a quantitative
and qualitative assessment of the offers submitted. PG&E assessed the offers based on the
benefit and cost relationship which reflects the relationship between the offer price
submitted for each month relative to PG&E’s projection of market RA value for each
product to calculate the Net Market Value of each offer.

As is typical in procurement processes, the 2022 DRAM 7 RFO documents do not provide
the detailed inputs (i1.e., RA prices projected for each month by product) that PG&E will
use in the evaluation. However, the methodology was reviewed with the IE in advance of
receipt of offers. Also, the methodology was described in detail during the Pre-Bid Web
Conference. The methodology was consistently and reasonably applied to all offers given
the type of product sought.

As described above, based on the provisions of D.19-07-009, as modified by D.19-09-041
and D.19-12-040, bidders were required to submit estimates of qualifying capacity (QC)
for each offer submitted into the 2022 DRAM solicitation using a CPUC-approved
template. These estimates shall be based on historical information, where available, and
otherwise, publicly available performance data that best represents the anticipated
performance of the resource. A bidder’s failure to provide this information would not
comply with D.19-07-009, which would disqualify the bidder’s offer.

Beginning with the 2021 DRAM as specified in D.19-12-040, PG&E was authorized to
implement project viability criteria whereby offers may be rejected if not deemed as
plausible or offers can be moved downward in ranking based on the qualitative viability
score assigned to the offer. PG&E was required to consult with the Commission’s Energy
Division and seek approval for instances when offers were rejected under this criterion.

In its 2022 DRAM RFO Protocol, PG&E provided detailed guidance associated with
Attachment D — QC Assessment. This guidance was designed to assist Participants to
complete Attachment D and also provided references to the 2022 DRAM Protocol
requirements and Purchase Agreement provisions. The section from the 2022 DRAM
Protocol is included as Appendix A to this IE report.

32




In summary, the description and implementation of the evaluation methodology, criteria,
and mputs meets the requirements of the CPUC Resolutions and Decisions and Energy
Division guidance. While the Qualitative Scoring Matrix for the 2022 DRAM RFO
includes criteria to reflect bidder performance, the IE continues to believe that one issue to
consider for future DRAM solicitations is whether the evaluation process should contain
stricter thresholds or stricter qualitative criteria based on performance of bidders who were
seeking or were awarded contracts and their experience performing under the contract
during the DRAM pilot solicitation processes.

Strengths and Weaknesses of PG&E’s Evaluation Methodology for DRAM RFO

This section of the report provides an assessment of the strengths and weaknesses of
PG&E’s evaluation and selection methodology.

Our experience has indicated that utilities use a variety of methodologies and criteria to
evaluate resources based on the specific products requested and other factors. For DRAM
solicitations, it now appears that the regulators and utilities have generally agreed on a
consistent quantitative evaluation methodology, although differences may still exist with
regard to the application of more subjective qualitative criteria. We will draw upon this
experience to address PG&E’s methodology relative to the product solicited.

The following are the strengths identified by the IE with regard to the evaluation
methodology:
e The quantitative Net Market Value methodology is reasonably straightforward, 1s

easy to implement, and can be reviewed and audited easily;
This methodology is generally consistent with the traditional utility “least cost best
fit” methodology wherein the utilities generally compare the value of an offer based
on market projections relative to the offer cost. The Net Market Value methodology
therefore accounts for both value (i.e., benefits) and costs in evaluating and ranking
offers. Furthermore, this methodology is valuable for the DRAM 7 RFO and future
DRAM RFO’s in which the utilities may be considering a range of RA products
(1.e., system and local RA, flex options, etc.) and contract delivery options (i.e.,
summer only or full year offers). In particular, the methodology is capable of
evaluating a range of products and offer types;
The methodology is consistently applied for both residential and non-residential
customers:;
Adjustments made to the LRAC price cap methodology generally allow for a
reasonable and fair evaluation of offers of different terms based on the use of the
utility’s short-run RA curves to weight the annual LRAC value;
Although Bidders seemed more responsive to the QC assessment requirements and
cooperated with the utilities seeking clarification of data or requests for more

information to properly assess the viability of each offer, || N




e The results of the quantitative evaluation of the offers submitted to PG&E
illustrated that the Net LRAC methodology did not have a measurable impact as an
alternative cost effectiveness criterion

In the opinion of the IE, there are a few potential weaknesses with regard to the
methodology that may be associated with the inclusion of additional constraints imposed
on the evaluation methodology.

While two major weaknesses were identified by Merrimack Energy in its DRAM 4 reports
(e.g., use of the average August capacity price cap and the 20% residential set-aside
requirement) have been eliminated, a few other issues have emerged as the offer structure
has evolved. One issue that arose during the DRAM 5 solicitation was the application of
the Long Run Avoided Cost (LRAC) relative to offer prices as a basis for eliminating high
cost offers. This issue was exacerbated by the delivery term for the DRAM 5 process of
seven months. The methodology applied for DRAM 6 and DRAM 7 appears to have
potentially addressed the issues which emerged during DRAM 5 about valuing offers with
different delivery terms relative to the LRAC.

One change in the DRAM 7 process was the inclusion of more partial year offers

all offers were valued based on the weighted average NMV times 12
to reflect an annual period. This methodology, however, may contain a bias against partial
years offers since the methodology is essentially taking a weighted average based on four
months of data, for example, and allocating the difference over 12 months. Given the larger
number of partial-year offers, the IE suggests that the IOU’s may want to revisit this
methodology for future DRAM RFOs. As we will discuss later in this report, it may be
more equitable across offers to value the offers based strictly on the periods submitted,
rather than over a 12-month period.

Another 1ssue which emerged in the 2022 DRAM RFO was the issue of the New Entrant
set-aside option and the failure of both the DRAM 6 and DRAM 7 processes to illicit any
offers from New Entrants. It is unclear if the lack of new entrants is due to the DRAM
process itself or the overall market. For example, if new entrants are participating in other
utility demand response programs but have decided not to participate in DRAM, what are
the reasons for such decisions? The IE believes that any “lessons learned” assessment of




the DRAM process should evaluate why new entrants are not gravitating to the DRAM
process given the favorable new entrant requirements.

Additionally, there are no consistent criteria upon which the project viability assessment
based on QC information is currently defined. At this time, it is generally up to each utility
to determine how they choose to apply project viability assessments. While the DRAM
process 1s still a pilot program, we expect there will be “lessons learned” based on the
approaches taken by each utility to assess project viability. The performance of the bidders
to deliver the product amounts each bidder claims possible will become more obvious as
actual experience with the ability of the bidders to perform is known. Actual experience
with the QC assessment information and bidder performance will begin to emerge as more
contracts are executed and performed.

In conclusion, the IE is of the opinion that the general quantitative methodology used by
PG&E (and the other IOUs) for evaluating DRAM RFO offers is generally reasonable for
this type of product. The methodology provides a systematic way of evaluating and ranking
a range of offers and products considered with the objective of meeting the spending targets
to develop a final short list based on the constraints identified and offers submitted.
Furthermore, this methodology offers a solid base in cases where the DRAM solicitation
requirements may become more complex. However, we believe the IOUs should review
whether partial year offers are reasonably evaluated or whether adjustments to the
methodology are required. In addition, the qualitative factors applied to bid pricing seem
to provide an incentive for bidders to perform and not submit frivolous offers. However,
the application of project viability assessments is still a work in progress and the lessons
learned from this RFO, future DRAM RFOs, and bidder performance will be important to
guide how best to implement project viability criteria into the DRAM solicitation process.
Since the QC assessments are generally subjective at this point in the process, perhaps one
option would be to include some of the factors applied in the QC assessments as qualitative
evaluation criteria that affect bid pricing in a more objective and transparent manner.

V. Administration of the DRAM Solicitation Process

In performing its oversight role, the IE participated in and undertook a number of activities
in connection with the DRAM 7 solicitation including providing comments on PG&E’s
RFO documents, participating in conference calls with the IOU’s project teams prior to
receipt of offers, discussing the bid evaluation methodology and selection process,
including the application of the Net LRAC methodology, discussing the rationale for any
constraints or objectives underlying the evaluation and selection, discussing with each
utility its proposed approach for evaluating the QC assessments, organizing and
summarizing the offers received, reviewing and commenting on the evaluation and
selection process and criteria and results at each step of the evaluation and selection
process, and participating in meetings with the Energy Division and PRG. The key project
activities are listed in this section of the report in conjunction with the activities of the IE.




Project Team Meetings

The IE participated in both joint meetings of all three utilities, primarily focused on the
preparation for the Pre-Bid Web Conference, assessment of the QC template data
associated with bidder submission of qualifying capacity and historical performance data
by Sellers as required in Appendix A of D.19-07-009, discussions regarding the
methodology for assessing offers relative to the proposed Net LRAC metric, discussions
whether a specific bidder would classify as a new entrant, and discussions related to
responses to bidder questions via the Q&A process, as well as select calls with individual
utilities to discuss issues specific to that utility.

While there were a few joint team meetings held, there were fewer joint meetings required
given the level of experience of the utilities regarding the DRAM process.

Launch of the DRAM 7 RFO

On February 23, 2021 PG&E i1ssued a notification to market participants announcing the
issuance of the 2022 Demand Response Auction Mechanism Request for Offers. The
notification informed market participants that PG&E had an authorized budget cap of $6
million to procure system, local and flexible capacity products from demand response
aggregators who would bid Proxy Demand Resources (PDR) into the CAISO wholesale
market. Offers were due on March 12, 2021.

The RFO was 1ssued on February 23, 2021 as planned. The 2022 DRAM RFO Instructions,
Offer Form, and related documents were posted to PG&E’s 2022 DRAM RFO website at
that time. The documents included on PG&E’s 2022 DRAM RFO website were 1dentified
previously in this report.

Pre-Bid (Bidders) Web Conference

The IOUs held a Pre-Bid (Bidders) Web Conference on March 1, 2021 for interested
Participants to provide an overall perspective on the solicitation process, including the
products sought, eligibility requirements, offer evaluation and selection methodology and
process, quantitative and qualitative evaluation requirements, summary of modifications
from the 2021 DRAM, the DRAM RFO schedule, and Purchase Agreement revisions and
highlights. In addition, the utilities provided a description of the Offer Forms used by each
utility as well as the QC Template and Offer Forms required for offer submission. Each of
the utilities also conducted a walk-through of their specific offer forms and submission
requirements. Participants/Bidders had the opportunity to ask any follow-up questions, and
the IOUs, including PG&E, posted the responses shortly after the Pre-Bid Web Conference.
The IE had the opportunity to review the Pre-Bid Web Conference presentation and
provided a few comments on the draft materials.

Agenda items addressed at the Pre-Bid Web Conference included:
e Introduction
e DRAM RFO Pilot Overview




Bid Valuation and Selection Process

DRAM Request for Offers Bid Materials

QC Template and Offer Forms

Walk-Through of IOU DRAM 7 RFO Offer Forms for each Utility
Closing Remarks

The Pre-Bid Web Conference presentation also included the website addresses for the 2022
DRAM 7 RFO for all three utilities. All three utilities posted the presentation on its website
for the 2022 DRAM 7 RFO.

Approximately forty-four (44) Participants attended the Pre-Bid Web Conference,
including twenty-two (22) non-IOU or CPUC representatives. Representative of the IE

team were present at the Pre-Bid Web Conference.

Questions and Answers

The utilities in total received and answered seven questions for the DRAM 7 RFO, which
was fewer than for past DRAM solicitations. Questions were generally received at the Pre-
Bid Web Conference. Once questions were received, the utilities each provided input to
the responses. The IE reviewed final draft responses.

List of New Market Entrants

To assess whether a Seller was a New Market Entrant and would be able to qualify for the
10% new entrant set-aside,*’ the IOUs compiled a list of Non-New Market Entrants for the
DRAM 7 solicitation, including a list of DRAM Sellers based on public information filed
with the CPUC 1n the advice letters seeking approval for the previous DRAM contracts.
The IOUs also agreed that if a Bidder self-reports as a New Market Entrant the IOUs would
verify that the Bidder: (1) was not awarded a DRAM contract across any of the IOUs in
the three years prior to a solicitation; and (2) are not registered as a DRP with the CPUC.

After submission of the offers, an issue arose with regard to clarification of what constitutes

a new market entrant |G

3 Per D.19-07-009 (page 44). a New Market Entrant is defined as a Provider who has not integrated any
demand response resources into the CAISO market during the three years prior to a new Auction
Mechanism solicitation involving any form of market-integrated demand response including but not limited
to the Demand Response Auction Mechanism or other resource adequacy contracts.
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]
Receipt of Offers

Offers were received as scheduled on March 12, 2021. For PG&E, offers were submitted
to the PowerAdvocate Platform established for this event. The IE had access to the
PowerAdvocate Platform and could download and review the offers submitted. A total of
[l Bidders submitted offers. In all, 51 offers were submitted to PG&E, the fewest number
of offers since the initial DRAM RFO.3¢ The 51 offers included a total of 147.216 MWs in
August 2022. As noted, no new entrants submitted offers to PG&E’s DRAM 7 RFO despite
the 10% new entrant set-aside. [Jjjjjj Participants submitted offers into all seven PG&E
DRAM RFO’s, [

Table
3 includes a list of bidders, number of unique offers submitted by each bidder, and total
August mega-watts.

Table 3: Summary of Unique Offers Received

Bidder Number of Offers Total August MW

147.216

All offers submitted were for system capacity. jjjj Bidders: | N
I svbmitted all non-residential offers for System Capacity. ||

]
A total of. offers

. |
were for an annual strip of capacity while |j offers were partial year bids, || N
I

36 Forty-nine offers from ] Bidders were submitted to PG&E’s 2016 DRAM RFO. In the 2017 DRAM
RFO, PG&E received 95 offers from [Jjj bidders. For the 2018-2019 DRAM RFO, PG&E received 83
offers from Jjj bidders. PG&E received 81 offers from]] bidders in response to the 2019 DRAM RFO. For
the 2020 DRAM RFO, PG&E received 96 offers from|| bidders. In the 2021 DRAM, PG&E received 60
offers from | bidders.
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In summary, eligible Bidders submitted offers that included a total of 147.216 MW for
August 2022 compared to 189.48 MW for August 2021 from the DRAM 6 solicitation

process. As a result, both the number of offers and the August MWs offered declined from
the DRAM 6 to the DRAM 7 solicitation.

The IE downloaded the offers and reviewed the offers along with PG&E’s project team.
The IE prepared its own summary and evaluation of the offers received including
information regarding the offer quantities and pricing for each product. The IE used this
information to also check the evaluation results and ranking of offers compiled by PG&E
for selection purposes using a model developed by the IE. In addition, the IE calculated the
Net LRAC using the four metrics identified previously.

Appendix B provides the IE’s list of the offers received, including the Participant, the
customer class offered, estimated number of registrations, monthly capacity and pricing

offered, and total costs for each offer.

Conformance of Offers/Cure Period

The 2022 DRAM 7 RFO schedule allowed approximately 10 business days from
submission of offers on March 12, 2021 to identify and notify bidders of any conformance
1ssues and to allow bidders to cure any non-conformance issues associated with their offers
by the cure deadline of March 29, 2021.

With regard to conformance issues, PG&E issued follow-up questions to all bidders after
the initial review. Most of the questions involved clarification of the QC assessment data.
All bidders made an aggressive attempt to be in conformance by responding to PG&E’s
questions and clarification requests in an expeditious manner. As a result of the requests
for conformance on the part of the bidders, all offers were deemed eligible for evaluation.

Offer Ranking and Selection

After the conformance stage, PG&E proceeded to undertake its review and assessment of
offers from both a quantitative and offer viability perspective. From a quantitative
perspective, PG&E compiled the offers received and rank ordered the offers based on Net
Market Value (Benefits minus Costs), including the qualitative evaluation scores.’” At the
same time, a separate group within PG&E was responsible for evaluating the offers relative
to the QC assessment criteria developed by PG&E as part of its internal protocol. Each
component of the evaluation process is described below.

37 For the evaluation and ranking of offers. | NG |2 2 qualitative adjusted to
their cost based on the application of the qualitative criteria. || N
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QOualifying Capacity (OC) Assessment

For the QC assessment, the IOUs assess each offer’s QC estimate to determine the viability
of the offer by evaluating whether the offer provided a reasonable assurance that it is
capable of delivering the associated capacity. The assessment will be based on the
following criteria as outlined in Attachment 2 of D.19-12-040:
e Load reduction per customer, based on customer and load type and dispatch

method;

Historical performance;

Number of existing and forecasted customers>®
PG&E’s approach essentially involved creating a QC Assessment score for each offer by
bidder from -1 to 0 to +1. PG&E relied upon historical performance data and the
reasonableness of per-customer reduction estimates based on data provided by the bidders
to develop a score for each bidder. PG&E also incorporated the additional data requested
as described below in the final QC Assessment scores.

Table 4 provides a summary of the offer viability scores evaluated by PG&E’s QC
assessment team to score each of the bidders overall.

Table 4: Summary of Project Viability Scores by Bidder

Bidder Overall Viability Historical Viability Score
Ratin Performance Score (WAVG)

38 For evaluation purposes, PG&E expanded the metrics it would consider in its evaluation along with
positive and negative factors associated with each metric. Metrics considered included: total capacity
offered, ratio of active and registered service accounts to total service accounts, project percentage of load
impact or reduction, projected per-customer load impact, historical performance, and customer class
considerations.
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The quantitative evaluation and selection methodology consisted of the following steps:

1. Calculate the total bid cost for each offer for each month as the product of the
monthly capacity offered times the monthly offer price;*

2. Calculate the total RA value of the offer for each month as the product of the
monthly capacity offered times PG&E’s forecast of the RA value for each month
based on the product submitted by the Respondent;

. Multiply the total RA value by 1.15 for System RA;
Calculate the Net Present Value of the cost and benefit streams based on PG&E’s
discount rate of 6.78%;

. Apply any qualitative adjustment to the cost at this point in the evaluation;*

. Calculate the difference between the benefits and costs for each offer;

. Divide the difference between the benefits and costs by the discounted sum of the
monthly kW submitted for each offer;

. Multiply this value times 12 to derive a PV$/kW-year metric;

. Rank order the offers from highest to lowest value (PV$/kW-year) for all eligible
offers:

. Compare the Levelized Cost of each offer with the Long Run Avoided Cost of
Generation to determine if the offer price exceeds Long Run Avoided Cost. PG&E
will calculate the levelized cost of energy (LCOE) based on the average cost for the
offered months and compare that against a weighted LRAC for the corresponding
offer period to align the units to $/kW-offer period. A weighted LRAC will be
calculated by taking the monthly short-run RA value of the offered period as a
percent of the annual short-run RA value, multiplied by E3’s 2022 LRAC. Each
offer’s LCOE will be compared against the weighted LRAC;

. Keep going through NMV ranking until no more offers satisfy all the criteria (i.e.
at or below total budget authorization, not above the long-term avoided cost of
generation, meets 10% new entrant set-aside);*!

. Reflect the results of the QC assessments for each offer and bidder in making a
determination to reject bids that do not seem plausible or move bids downward in
ranking based on the qualitative viability score assigned to the bid.

0

PG&E’s evaluation process consisted of quantitative ranking of offers based on NMV in
rank order as well as adjustment in the selection based on project viability assessment

scores combined with assessment of the QC evaluation to derive a viability rating for each
offer and bidder.

Presentations on the evaluation results were initially reviewed with PG&E’s Evaluation
team and approved by the Steering Committee before the presentation to the PRG.

39 The bid cost includes Scheduling Coordinator costs.
40

41 As discussed. there were no eligible new entrants for this solicitation.
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Evaluation and Selection

One of the challenging decisions for PG&E was how to combine the quantitative evaluation
(including adjustments for qualitative factors) with the results of the offer viability
assessment based on QC evaluation to inform decisions on offer selection. There were
several factors that would have an impact on portfolio development and selection for
PG&E including:

While PG&E conducted its QC viability assessment based on its pre-established rating
system of -1 to +1, it was challenging to convert these results into an objective ranking and
scoring system for each offer, although PG&E identified examples of positive and negative
factors associated with specific evaluation metrics. While PG&E has attempted to develop
a more objective process for assessing project viability, the QC viability assessment has
proved to be a somewhat subjective process, particularly for rankings of bidders and offers
that were deemed to be close in terms of viability from a QC perspective. For PG&E, this
evaluation process involves judgement and trade-offs in the creation of portfolios.

Steering Committee Meeting

In preparation for the meeting with the Steering Committee, PG&E’s evaluation team
prepared several portfolios in addition to the required ranking of offers in rank order based
on the Net Market Value methodology described above, up to the budget cap of

approximately [ S Bl (ot including administrative costs). ||

PG&E’s evaluation team and the IE met ahead of the Steering Committee meeting to
discuss the portfolios considered and the basis for the proposed selection. PG&E provided
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detailed evaluation results regarding the project viability criteria for each bidder and offer
including compelling evidence to support its portfolio development options. The IE noted
that its quantitative evaluation results were consistent with PG&E’s results with both
parties generating the same offer ranking on an NMV basis.

‘ b
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Decision to Exclude_ Offers

After the Steering Committee meeting, PG&E engaged the Energy Division regarding the
decision to exclude offers |l » ravk order based on the offer viability
assessment and sought Energy Division approval to reject || | I - O~ April
8, 2021 prior to the PRG meeting, Energy Division informed PG&E that it had approved
PG&E’s recommendation to exclude |Jjjjjjij offers from its 2022 DRAM 7 solicitation
shortlist.

PG&E PRG Meeting — 2022 DRAM RFOQ Final Selection

PG&E presented its final evaluation results, portfolios, and proposed shortlist selection to
the PRG on April 9, 2021. PG&E presented an overview of the 2022 DRAM 7 RFO
schedule, a review of the offer selection criteria, a description of the offer viability
assessment criteria used by PG&E, and an overview of the number of bidders, offers
submitted, and MW offered for this solicitation relative to previous DRAM solicitations.
PG&E summarized the number of offers and prices submitted by month and bidder for
DRAM 7. In addition, PG&E provided a summary of the Viability Assessment and
resulting scores for each Bidder in DRAM 7 along with a comparison of the viability score
and the NMV of the offers submitted by each bidder.

PG&E also discussed its quantitative and qualitative criteria and described in general its
offer viability assessment. PG&E noted that it ranked offers by Net Market Value per unit
(RA benefits minus offer costs), adjusted for qualitative criteria (if applicable). PG&E
noted that it planned to select offers up to the budget cap of $6.0 million including
Administrative costs. PG&E noted that it may elect to not select an offer if (a) the price is
above the long-run avoided cost of generation; (b) one or more of the monthly capacity
prices are outliers; or (c) the offer is not viable based on assessment of the QC estimates
provided by the bidder.

PG&E presented the results

SN
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Table 7: PG&E Preferred Shortlist Selection

Bidder Product Residential August NPV Selected
Type or Non- Capacity ($/kKW- =
Res (MW) contract




The offers selected are summarized
with the following statistics:

74.52 MW of Demand Response RA in August, 2022;
Total cost of | (cxcluding Administrative costs);

Merrimack Energy as the IE was also asked to provide its perspective on the Shortlists and
final selection. Merrimack Energy provided overall comments on the 2022 DRAM 7
solicitation process followed by comments on PG&E’s selection process.

With regard to comments on the 2022 DRAM 7 solicitation process Merrimack Energy
noted:

j For the 2022 DRAM 7 RFO, PG&E received 51 offers froml bidders reflecting a

continued decline in the number of bidders and offers submitted. || EEEGEGNG

There was | that included an offer price that exceeded the Long Run
Avoided Cost or LRAC.
One other change in the 2022 DRAM RFO was that more partial year offers
were submitted relative to past solicitations, in which
of the offers were for annual strips. For PG&E’s 2022 DRAM
RFO, jiirartial year offers were submitted compared to [Jjjjjj such offers for the
2021 DRAM RFO;
There were no new entrants in the 2022 DRAM 7 RFO.

~
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Merrimack Energy conducted its own independent assessment of the offers
submitted and was able to verify the NMV results and rankings of offers reached
by PG&E;

Resolution E-5110 required the IOUs to use the Energy Division’s Net LRAC
methodology proposed as an alternative tool for assessing the cost effectiveness of
the 2022 DRAM offers on a “what 1f” basis. There were [Jjjj offers initially for
which the NMV calculation was lower than the Net LRAC (LRAC minus
Benefit).

‘?

Notification to Bidders

PG&E notified bidders on April 27, 2021 of the status of their offers.

~
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Contract Revisions for DRAM 7

Resolution E-5110 included Ordering paragraphs addressing revisions associated with the
DRAM Agreement. The Resolution ordered the IOUs to remove all changes made to the
DRAM pro forma and its Exhibits related to the topics in the Resolution deemed out of
scope including:
e Resource ID Fragmentation;

Concurrent Dispatch Requirement;

DC Invoice Calculation based on Average Performance:

DRAM Resource Limitations on LSE’s Customers;

Required Energy Quantity Threshold:

Performance Assurance Modification.

The Resolution approved the following refinement proposals:
e Use of defined terms and capitalization in the DRAM pro forma;
e Inclusion of the Subscription ID field in the Data Issue Reporting Template;
e Additional guidelines for the QC estimation and assessment for inclusion in the
relevant pro forma exhibits and RFO material;

Limitation on customer movement across Resource IDs in different delivery
months;

Corrections related to confidentiality in the 2022 DRAM contract language.

For the Bidders Webinar presentation, the utilities included a slide on DRAM Purchase
Agreement (PA) Highlights. The slide is reflected in Table 8 below.

Table 8: Key Revisions to the DRAM PA for 2022

Article Provisions
Article 1 e Type of Products
Transaction o Residential/Non-Residential
o System, Local and Flexible Capacity
e Demonstrated Capacity (DC)
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o DC Dispatch must align with Clock Hour or other
mnterval consistent with the CAISO dispatch
instruction

Minimum Energy Dispatch Requirements

Article 3 — Seller
Obligations

Supply Plan
o Due 10 Business Days prior to Buyer’s
compliance Showing deadlines
Qualifying Capacity (QC) information — Exhibit G
o Due 10 Business Days prior to the deadline for
Seller’s Supply Plan
QC-De-Rate Notice
o For compliance filings less than the quantity in
Seller’s Supply Plan
o Due 8 business days prior to Buyer’s Compliance
Showing deadlines
RA Obligations
Mandatory testing

Article 4 — Payment
and Billing

Invoicing (include Demonstrated Capacity m a form
similar to Exhibits C1, C2)

DC payment and penalty structure adopted in D.19-07-
009, was modified so that the DC/QC performance ratio
shall be assessed at the individual resource (Resource ID)
level with the permitted exception involving the
concurrent dispatch of multiple resources as a prerequisite
for performance aggregation

Article 5 — Credit
and Collateral

Due within 10 Business Days after contract execution
Collateral calculation includes 20% of estimated
undelivered Energy Penalty based on Monthly Contracted
Quantity

Article 7
Representations,
Warranties and
Covenants

Prohibited Resources (DRP cost sharing obligations
subject to change pending outcome of A.18-10-008, et al)

Article 9 — Events
of Default

Failure to achieve Milestone by applicable deadline
Laws and rules protecting the confidentiality and privacy
of customer and Personal Confidential information

Article  13.1
Confidentiality

Privacy Obligations and Obligation to Notify

Contract Execution

The final steps in the DRAM 7 RFO process involved shortlist notification through contract
execution. In the April 27, 2021 letter sent to bidders who were awarded contracts, PG&E
informed the counterparties which offers were selected. PG&E also notified the bidder that
an officer of the bidder was required to execute a copy of the notification letter and return
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the executed signature to PG&E by April 29, 2021, indicating whether they accepted the
shortlist offer. As PG&E noted to the bidder, by returning the letter to PG&E the bidder
was agreeing that it would not commit or offer, into any other solicitation or to any other
party, any of the Products from the DRAM Resources that is the subject of the Offers listed
in the notification letter and in Table 1 of the Purchase Agreement. PG&E also informed
bidders with offers selected that an executed version of Purchase Agreements were due on
May 4, 2021. PG&E also identified the amount of Performance Assurance due and
informed bidders that Performance Assurance was due 10 business days after the Execution
Date of the PA.

All offers by PG&E to selected participants to execute contracts were accepted by the
participants.** The participants provided executed copies of the contracts back to PG&E
by the deadline date.

As a result, PG&E ended up executing six (6) contracts with five (5) counterparties for
74.52 MW of 2022 August capacity at a total cost of JJjjjjjjj million, comprising Jjjj offers.

Appendix B contains applicable information for each contract executed that supports the
summary information for the MWs executed provided above.

V1. Fairness of PG&E’s Offer Evaluation and Selection Process
Principles Used to Determine Fairness of the Solicitation Process

In evaluating PG&E’s performance in implementing the 2022 DRAM 7 RFO, Merrimack
Energy has applied a number of principles and factors, which incorporate those suggested
by the Commission’s Energy Division as well as additional principles that Merrimack
Energy has used in its oversight of other competitive bidding processes. These include:

Were bidder questions answered fairly and consistently and the answers made
available to all?

Did the bid evaluation team maintain consistent scoring and evaluation among and
across projects, including different products, offer metrics and price structures?

Did the evaluation methodology result in a fair and equitable evaluation and
selection process?




Was the evaluation and selection process consistent with the requirements outlined
in the CPUC Resolutions and Decisions and Energy Division guidance with regard
to the DRAM RFO process?

Were the requirements listed in the DRAM RFO applied in the same manner to all
proposals?

Was there evidence of any undue bias regarding the evaluation and selection of
different offers that cannot be reasonably explained?

Were the offers given equal credibility in the economic evaluation?

Did PG&E ask for “clarifications” that provided the bidder an advantage over
others?

Were all cost factors treated in an equitable and consistent manner?
Did PG&E consistently apply the requirements, procedures and criteria of the
evaluation process as identified in the RFO documents to different bids and types

of projects?

Was the evaluation and selection process based on complete information about each

proposal and a thorough investigation by PG&E’s project team?

Merrimack Energy has the following observations about the process based on our role as
IE:

e Overall, the IE viewed the offer evaluation and ranking process used by PG&E
as being reasonable, consistent, and fair to all participants and consistent with
the pre-specified evaluation protocols and criteria identified in PG&E’s DRAM
7 RFO Solicitation Protocol documents. PG&E followed the process and
methodology it had identified, including the guidance provided by CPUC
Decisions, in ranking and selecting offers and in seeking feedback from the
Energy Division based on decisions to bypass offers in rank order;

PG&E evaluation and selection process was based on a combination of
quantitative criteria, qualitative factor adjustments, and implementation of
project viability criteria to reject bids, revise ranking of offers and select offers
out of rank order. In particular, PG&E’s used the results of the project viability

assessment fo_reject G

PG&E’s evaluation and selection process resulted in PG&E meeting its targets
subject to the budget amounts identified in the Commission Decisions which
apply to the 2022 DRAM 7 RFO. PG&E’s evaluation and selection process
resulted in the following outcomes:
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0 PG&E contracted for 74.52 MW of RA capacity for August, 2022
o PG&E’s expenditures of Jjjjjjjj million plus administrative costs results
in PG&E spending approximately its budget cap;

There were no new entrants who submitted offer into the 2022 DRAM
solicitation.”®

Based on our assessment of the evaluation process relative to the above criteria,
it 1s the IEs opinion that all participants had access to the same amount and
quality of information at the same time via PG&E’s website. PG&E maintained
a website dedicated to the solicitation and posted all documents and Questions
and Answers on the website. PG&E also utilized the PowerAdvocate Platform
for bidders to submit their offers. The IE also observed no difference in the
treatment of participants regarding clarification questions for participants,
correspondence and communications with participants, and follow-up contacts.
PG&E (in conjunction with the other IOUs) also conducted a Pre-Bid Web
Conference call which allowed all potential bidders to ask clarifying questions
about the DRAM RFO and related requirements;

PG&E and the other IOUs were diligent in answering questions submitted by
potential bidders and were thorough in their responses. The answers were
posted on the websites of the three IOUs;

The outreach activities of the IOUs were broad and far reaching. There was no
lack of effort in targeting potential DRAM suppliers. Despite the outreach
efforts, the number of bidders and offers submitted continues to decline;

B cligible offer bid into the PG&E 2022 DRAM solicitation was priced
above the LRAC, I

There were Jjjjjjoffers initially for which the NMV calculation was lower than
the Net LRAC (LRAC minus RA Benefit). |

which may illustrate that the Net LRAC methodology
served its purpose as a cost effectiveness metric and in PG&E’s solicitation did

generally serve as a floor.




e The PRG was actively involved in the DRAM 7 RFO process via PG&E’s
presentation on Final Offer Selection on April 9, 2021. PG&E’s PRG
presentation included a discussion of DRAM 7 offer selection criteria
requirements, offer viability assessment, overview of the DRAM market, a
summary of the offers received, description of JJjjj potential shortlists, a
recommended shortlist and basis for selection, the RFO schedule, and back-up
information. PG&E also informed the PRG of its decision to reject | N
offers due to low project viability scores || | RN
B Bascd on regulatory requirements, PG&E contacted the
Energy Division regarding its recommendation to reject
Energy Division approved PG&E’s recommendation to exclude ||l bldS
from its 2022 DRAM 7 solicitation shortlist.

PG&E’s Protocol Document and other information provided was transparent
regarding the application of QC Assessment information.

Our assessment is that PG&E’s evaluation of the offers and its decisions on offer ranking
and selection were fair, reasonable and consistent.

VII. Contract Negotiation Process

The 2022 DRAM 7 RFO Pro Forma Purchase Agreement (“2022 DRAM PA”) is a
standard contract which incorporates elements of the Edison Electric Institute (“EEI”)
Master Power Purchase and Sale Agreement between the Parties used in RA contracts, and
elements of existing DR contracts. Since the DRAM PA was intended to be executed
without negotiations or changes, participants were not allowed to provide a redline mark-

up.

VIII. Safeguards and Methodologies Employed

Sections VII, Confidentiality and Section XII, Bidder’s Representations and Warranties in
PG&E’s 2022 DRAM RFO Solicitation Protocol address safeguards in the process. Section
VII states that no Bidder shall collaborate on or discuss with any other Bidder or potential
Bidder offer strategies, the substance of any Offer(s), including without limitation the price
or any other terms or conditions of any Offer(s), or whether PG&E has selected Offers or
not.

Section XII addresses Bidder acknowledgement of the conditions of the RFO. Bidder
acknowledges that it has read, understands and agrees to be bound by all terms, conditions
and other provisions of the Solicitation Protocol. Also, another provision in this section is
that Bidder acknowledges that it has not engaged, and covenants that it will not engage, in
any communications with any other actual or potential Bidder in the RFO concerning this
solicitation, price terms in Bidder’s Offer, or related matters and has not engaged in
collusion or other unlawful or unfair business practices in connection with the RFO.
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No affiliate proposals were submitted.

IX. Recommendation For Contract Approval

The CPUC IE Report Template requires that the IE address the question, “Based on your
analysis of the proposals received and available, the bid process, and the overall market
does the contract merit Commission approval? Explain.” The resulting contracts from this
solicitation include six (6) Purchase Agreements with five Demand Response Providers.*!
The agreements resulted from a competitive solicitation process that generated a reasonable
but limited level of competition for Demand Response RA products subject to the
requirements and constraints for this solicitation. As discussed in the previous sections, the
solicitation was conducted consistent with the utility’s protocols and was required to meet
the provisions identified in the CPUC Decisions and Resolutions.

Since the contracts were essentially standard contracts, there was no formal contract
negotiation process with any participant. Instead, the process of completing and executing
contracts generally involved clean-up items such as the name of the counterparty, contact
information, verification of pricing, contract volumes and delivery periods, and agreement
on the level of credit required.

Overall, the six contracts®* executed were reasonably selected and executed [N

I [ hrough this solicitation, PG&E procured 74.52
MW of August 2022 capacity at a cost of approximately JJjjjjij million.

As a result, IE concludes that PG&E’s Preferred Portfolio and associated contracts are

reasonable and result in an increase in overall viability |

X. Conclusions and Recommendations

The results of PG&E’s 2022 DRAM 7 RFO Solicitation process for DR products are
generally consistent with policy objectives. However, the response of the market was not
robust in that there were fewer offers submitted and number of bidders competing in this
solicitation relative to previous DRAM solicitations. The response of the market was
disappointing from the IE’s perspective. For the second solicitation in a row, there were no
new entrants to DRAM 7, even with the significant incentives provided. || N

31 As listed in Appendix B, there were 6 contracts executed representing [JJ] selected offers. This resulted
from aggregating similar offers into fewer overall contracts.

32 There were five bidders and six contracts. PG&E executed two contracts with Resi Station; one for Non-
Residential offers and one for Residential offers.
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One of the challenging decisions for PG&E and the other utilities was how to combine the
quantitative evaluation (inclu