Decision No. C95-0174

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 95R-071E

RE:  THE INVESTIGATION INTO THE POSSIBLE MODIFICATION OF THE RULES CONCERNING INTEGRATED RESOURCE PLANNING, 4 CCR 723-21, AND THE RULES IMPLEMENTING SECTIONS 201 AND 210 PURPA, SMALL POWER PRODUCTION AND COGENERATION  FACILITIES, 4 CCR 723-19.

NOTICE OF PROPOSED RULEMAKING REGARDING
THE COMMISSION'S INTEGRATED RESOURCE PLANNING
AND QUALIFYING FACILITY RULES

Mailed Date:   February 24, 1995

Adopted Date:  February 23, 1995
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BY THE COMMISSION:

A.
Statement of Purpose

The Colorado Public Utilities Commission hereby gives notice of proposed rulemaking regarding its rules and regulations governing the integrated resource planning of supply-and demand-side resources for regulated electric utilities.  Specifically, the Commission will consider modifications to its Integrated Resource Planning Rules, 4 CCR 723-21, and its Rules Implementing Sections 201 and 210, Public Utility Regulatory Policies Act of 1978 ("PURPA"), Small Power Production and Cogeneration Facilities, 4 CCR 723-19.  

B.
Background Information 

1.
The regulation of electric utility resource acquisition activities is becoming increasingly complex as competition intensifies in the electric power markets.  Increased competition is being driven by changes in federal regulatory policy, electric generation technology, and the pressure for low cost electricity on the part of industrial and commercial consumers nationwide.  At the same time, federal and state regulatory policies requiring the development of long-term energy plans which include diversified portfolios of demand side management and renewable energy resources in addition to coal and natural gas-fired generation.  

2.
State regulatory commissions throughout the nation are faced with a conflicting regulatory mission: use enlightened regulatory policies to assist the development of efficient competitive markets that provide beneficial choices for electric consumers; and use traditional prescriptive regulatory methods, which may at times be incompatible with the development of efficient competitive markets, to achieve long-term planning, consumer protection and environmental objectives.  Finding a balance which allows electric consumers to enjoy the benefits of both competition and long-term planning is difficult, especially as it relates to the regulation of electric utility resource acquisition activities.

3.
The PURPA was the first federal mandate to further electric industry competition and long-term electric utility planning objectives.  PURPA requires electric utilities to purchase capacity and energy from qualifying facilities ("QFs") while at the same time requiring state regulatory commissions to consider a broad array of measures designed to encourage energy efficiency.  The tension between competitive markets and long-term planning is best demonstrated by the National Energy Policy Act of 1992 ("EPACT").  EPACT encourages increased competition by establishing a new class of unregulated electric wholesale generators ("EWGS"), and by authorizing the Federal Energy Regulatory Commission ("FERC") to order open access for wholesale users to the electric transmission grid.  At the same time, EPACT demonstrates that Congress places strong emphasis on integrated resource planning and the development of demand side management and renewable energy resources by electric utilities.  

4.
The tension between long-term planning and increased competition is further reflected in the contrast between traditional, prescriptive regulatory policies and those policies that make use of only minimal regulatory oversight.  In an industry marked by increased competition, the Commission must consider what level of regulatory scrutiny is appropriate.  For example, what affect will various regulatory mechanisms, such as traditional rate of return regulation, integrated resource planning, and existing resource acquisition bidding programs, have on the ability of electric utilities, electric consumers, and other industry participants to develop and fully participate in a competitive marketplace?  Is the objective of integrated resource planning consistent with increased competition in the electric utility industry, or are the two incompatible?

5.
Federal and state regulators and policy makers are not of a single mind that the achievement of a competitive marketplace should be the primary objective of electric utility regulation.  Competition alone may not achieve the various objectives society expects from the electric utility industry.  Can competition achieve society's interest in investment in energy conservation and renewable resources, protection of the environment, economic development, and the provision of service to all customers, including those captive residential and small business consumers who may have no competitive alternatives for the foreseeable future?  Achievement of these societal objectives may be further complicated by the growing regionalization of the electric utility industry.  Regional Transmission Groups (RTGs), designed to facilitate the transfer of power across state lines to the most lucrative load centers, may require regulators to balance conflicting interests, not only within the context of the circumstances of their own state, but within an entire region.  

6.
Finally, any solutions to these issues must be weighed against potential changes in the vertically integrated structure of the monopoly electric utility industry.  Will electric utilities divest their generation and transmission assets in order to specialize solely in local distribution?  If so, how will this change traditional regulatory mechanisms?  What do these and other unforeseen structural changes portend for the integrated resource planning process and competitive market-based resource acquisition programs?

C.
seq level2 \h \r0 Items to be Addressed

1.
The purpose for this rulemaking proceeding is to consider possible modifications to the IRP and QF rules based on issues brought to light during the 1993 IRP process, issues related to qualifying facilities which have been the subject of numerous Commission proceedings over the past fifteen years, and issues related to regional electric utility planning encouraged by EPACT.

2.
Appendix A is based on comments concerning the IRP process received from interested persons (at the request of Dr. George Parkins, Head of the Commission's Energy and Water Unit, in a letter dated July 18, 1994) and issues related to electric utility resource acquisition that have been raised in other Commission proceedings.
  These comments and docket records are public documents and are available for review at the Commission during regular business hours.

3.
This Notice does not relieve Public Service Company of Colorado from the requirement to implement the 1995 QF bidding process as required by Decision No. C88-726.  

D.
seq level2 \h \r0 Process

1.
The Commission anticipates at two-step process in this rulemaking proceeding.  The first hearing will be general in nature and consider the broadest range of issues.  The Commission will then determine whether to proceed to the second phase.  In the second phase, the Commission will attempt to focus the issues on specific rule modifications.

2.
The first hearing will proceed in the following manner:

a.
Interested persons are invited to submit comments by April 3, 1995, concerning the matters raised in Appendix A, as well as whether the scope of issues contained therein are appropriate, along with any proposed IRP rule and QF rule modifications.  Proposed rule modifications must be presented in legislative format and on floppy diskette.
 

b.
The Commission will hold a hearing in Hearing Room A on April 14 and 18, 1995, beginning at 9:00 a.m.

3.
seq level3 \h \r0 After considering the comments, the Commission will make a determination whether it should pursue specific modifications of its existing IRP and QF rules, or terminate the proceeding.  If the Commission elects to pursue specific rule modifications, it will issue a supplemental notice for a second round of hearings on the following schedule:

a.
Issue a supplemental notice of proposed rulemaking by June 30, 1995.

b.
Rulemaking hearings concerning IRP and QF rule modifications would be held in early August, 1995.

c.
A decision on formally adopted modifications to IRP and QF Rules would be mailed by September 31, 1995.

4.
seq level3 \h \r0 In a parallel proceeding, if necessary, the Commission will issue an appropriate notice to consider modification of the QF bidding decisions established for Public Service Company in Application No. 38771.  The Commission anticipates that any hearing on this separate proceeding will be heard after the Commission issues a decision adopting, if at all, modifications to its IRP and QF rules.

II.
seq level1 \h \r0 

seq level2 \h \r0 ORDER

A.
The Commission Orders That:

1.
This notice of proposed rulemaking be issued regarding possible Resource Planning Rules, 4 CCR 723-21 and/or the Rules Implementing Sections 201 and 210, PURPA, Small Power Production and Cogeneration Facilities, 4 CCR 723-19.  

2.
Hearing on the proposed rules and related matters shall be held beginning at:

TIME:
9:00 a.m.

DATE:
April 14 and 18, 1995

PLACE:
Commission Hearing Room A,

Office Level (OL) 2

1580 Logan Street, Denver, Colorado

3.
Interested parties may file written comments on or before April 3, 1995, concerning the matters raised in Appendix A, as well as whether the scope of issues contained therein are appropriate, along with any proposed IRP rule and QF rule modifications.  Proposed rule modifications must be presented in legislative format and on 31/2" floppy diskette.

B.
seq level2 \h \r0 This Order is effective on its Mailed Date.

ADOPTED IN OPEN MEETING February 23, 1995.

THE PUBLIC UTILITIES COMMISSION


OF THE STATE OF COLORADO

Commissioners

COMMISSIONER VINCENT MAJKOWSKI DISSENTING.

III.
seq level1 \h \r0 VINCENT MAJKOWSKI DISSENTING:

A.
I respectfully dissent from the majority's decision to initiate this new proceeding to consider modifications of the Integrated Resource Planning ("IRP") rules and the rules relating to implementation of PURPA.  The IRP rules are relatively new.  The Commission just last year considered for the first time the integrated resource plans of the various jurisdictional electric utilities.  It is far too early in the process to consider modification to these IRP rules, or consideration of any consolidation of our PURPA rules into the IRP rules.  Any time a new process is invoked, particularly as complex as the IRP rules, there will be some difficulties.  But it is not obvious in this case that the difficulties are the result of inadequate rules or simply the result of our inexperience with the rules.

B.
Moreover, rather than binding ourselves in new rules to a particular interplay between PURPA and IRP, I believe that interplay should remain flexible to gain experience on the various ways that this interplay could occur.  Adopting rules at this early stage binds us to a particular interplay and eliminates the benefits that can be gained from flexibility in this area.

C.
Rather than modifying either set of rules at this early stage, I believe the more prudent course is to allow the IRP process to run the full three year cycle and, at that time, and given our accumulated skill in working with the IRP rules and their interplay with PURPA, consider whether the rules still needed modification.  For these reasons, I respectfully dissent.

THE PUBLIC UTILITIES COMMISSION


OF THE STATE OF COLORADO

Commissioner
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seq level1 \h \r0 REVISITING THE IRP RESOURCE ACQUISITION PROCESS

A.
Should the current process for determination of the IRP preferred resource plan be modified?  If so, why?

B.
If the current IRP process requires modification, how should it be adapted to reflect the increasingly competitive nature of the resource acquisition market?

C.
If the current IRP process does not require modification, explain how it facilitates competition in the resource acquisition market.  For example, is the current IRP process compatible with the possible future divestiture of generation resources by electric utilities?

D.
It has been suggested that the IRP rules be modified so that a resource bidding mechanism is incorporated directly into the IRP process.  How could this be done? 

E.
Two plausible possibilities for incorporating a resource bidding mechanism within the current IRP process are discussed below.  Please comment on their feasibility.

1.
All-Source Bidding.  Bifurcate the current IRP process into separate, sequential segments, including an all-source bidding process for new resource acquisitions.  This bifurcated IRP process is described by the following process sequence:

a.
Development of the load forecast

b.
Determination of new general resource needs (perhaps to the extent that a general supply-side resource plan is determined)

(1)
Inclusion of existing utility resources and power purchases

(2)
Inclusion of existing and proposed utility sponsored DSM projects

(3)
Inclusion of transmission limitations and planning not specifically related to new generation resources

(4)
General specification of resource requirements in terms of capacity and type:

(a)
Base, intermittent, peaking

(b)
Capacity factor

(c)
Production cost range

(d)
Dispatch characteristics

(5)seq level5 \h \r0 
Approval by the Commission

c.seq level4 \h \r0 
Conduct an all-source bidding process to fill specified general resource requirements

(1)
Third-party supervised

(2)
Utility owned or sponsored resources require a sealed bid provided to the third-party administrator prior to open bid solicitation

(3)
Review and approval of RFP by the Commission

(4)
All-source bidding responses reviewed in segments

(a)
Supply-side resources

(b)
DSM

(c)
Renewable resources

d.seq level4 \h \r0 

seq level5 \h \r0 
Development of a preferred resource plan

(1)
Review and ranking of resources by third-administrator according to:

(a)
Type

(b)
Segment

(2)seq level5 \h \r0 
Preparation of preferred resource plan by:

(a)
Third-party administrator, or

(b)
Utility

(3)seq level5 \h \r0 
Approval by the Commission

2.seq level3 \h \r0 

seq level4 \h \r0 
Resource Bidding without Utility Participation.  Bifurcate the current IRP process into separate, sequential segments such that a resource bidding process for new non-utility owned or sponsored resource acquisitions is instituted after the utility provides its initial preferred plan.  This bifurcated IRP process is described by the following process sequence:

a.
Development of the load forecast and a preliminary preferred plan by the utility 

(1)
Using the best information on non-utility resources available to it, the utility prepares a preliminary preferred IRP following the requirements of the current IRP process

(2)
Inclusion of transmission limitations and planning in the preliminary preferred plan reporting

(3)
Approval by the Commission

b.seq level4 \h \r0 
Conduct a non-utility resource bidding process to meet specified general resource requirements

(1)
Utility annual avoided costs based on utility owned or sponsored resources identified within the preliminary IRP become a bid cap or bid obligation prior to open bid solicitation from other parties

(2)
Third-party supervised

(3)
Review and approval of RFP by the Commission

(4)
Non-utility resource bid responses reviewed in segments

(a)
Supply-side resources

(b)
DSM

(c)
Renewable resources

c.seq level4 \h \r0 

seq level5 \h \r0 
Develop final preferred resource plan

(1)
Review and ranking of resources by third-administrator according to:

(a)
Type

(b)
Segment

(2)seq level5 \h \r0 
Preparation of final preferred resource plan through resource acquisition adjustments to preliminary preferred plan by:

(a)
Third-party administrator, or

(b)
Utility

(3)seq level5 \h \r0 
Approval by the Commission

F.seq level2 \h \r0 
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Would bifurcating the current process as described under the two resource bidding options described above allow for:

1.
More open collaboration and insightful analysis of the electric load forecast and the assessment of resource needs?

2.
The implementation of a reliable yet more efficient, least-cost resource acquisition process that could function within an increasingly competitive resource supply market?

G.seq level2 \h \r0 
Is it necessary to consider possible modifications to the QF rules and the existing QF resource acquisition process at the same time that modifications to the IRP rules are considered?

If so, how should this occur from a procedural perspective?

H.
Under a resource bidding process, to what extent, if any, should the requirements of IRP Rule 5.00  be modified?  

Specifically, under a resource bidding process, should the requirements of IRP Rules 5.07 through 5.10, only be provided in the final preferred plan 

I.
Under an all-source bidding process, should information for specifically identified new resources, as may currently be required under IRP Rule 5.03(a),(e),(f),(g), and (h), be provided only within the final IRP submitted for Commission approval after completion of a resource bidding process?

J.
To preliminarily assess the need for resources under a bifurcated process featuring resource bidding, and particularly for all-source bidding, it would appear that utilities may need to develop resource investment and production costs (both incremental and fixed) in order to model different types of resources such as base-load, intermittent and peak-load generation units. 

1.
Can this be done using generic resource costs from such sources as EPRI or EEI?

2.
Should generic unit costs reflect operating circumstances peculiar to Colorado? (such information would appear to comply with the requirements of the current IRP Rule 5.03(e)(2))

K.seq level2 \h \r0 
Should avoided costs as described under IRP Rule 5.05 be developed from the results of the bid process in the final IRP? (if so, the specific avoided cost would not be available within the preliminary IRP under a resource bidding process)  

For general resource assessment/screening purposes under a resource bidding process, how should the utility develop a surrogate avoided cost for the preliminary IRP?

L.
Should the requirements of Rule 5.04 and 5.06 regarding new utility sponsored DSM projects be provided within the preliminary IRP and be updated based upon the bid determined avoided cost in the final IRP under a resource bidding process?

M.
As the resource acquisition process becomes more competitive, who bears the risk of electric utility non-performance (for example, the failure to meet non-interruptible load requirements because of resource construction delays)?

N.
Under a resource bidding process, how can the performance requirements between the utility and alternative resource suppliers be equalized?  

O.
To what extent should the utility be given deadline and investment/operating cost flexibility for its own supply-side projects that is not extended or available to alternative suppliers? (this issue becomes more acute under all-source bidding when the utility acts directly as a competing bidder)

P.
Should new DSM projects be treated as competing resources under a competitive resource bidding process?

Q.
Can the existing requirements of IRP Rule 6.00 be maintained under a resource bidding process?  Note that under a resource bidding process the final preferred plan would be filed subsequent to the completion of bidding.  For instance, 

1.
Does IRP Rule 6.01(b)(1) need specifically to state that the outcome of the bidding process is the final source for the preferred resource plan to meet the demand forecast; 

2.
Would the requirements for interaction on the resource plan with the Working Group as required under IRP Rule 6.01(3) be necessary if a resource bidding process is used, particularly an all-source bidding process? 

R.seq level2 \h \r0 
Should the current QF resource acquisition process mandated by Decision No. C88-726 be eliminated and replaced entirely by a bidding process conducted through the IRP?  

1.
If the QF bidding process is eliminated, should the IRP resource acquisition process be modified to occur every two years, or should the current three-year IRP cycle be maintained?

2.
If a separate QF bidding process is maintained, how can it be coordinated with the IRP process in order to allow for coherent supply-side resource acquisition and planning?

S.seq level2 \h \r0 
If the QF bidding process mandated by Decision No. C88-726 is subsumed within a bidding process conducted through the IRP, what modifications to the Commission's QF rules are required?  

1.
Would QF Rules 3.502 and 3.600 need modification in order to coordinate the QF rules with the IRP rules?

2.
Would any other modifications to the QF rules be required?  

T.seq level2 \h \r0 
If the QF bidding process mandated by Decision No. C88-726 is subsumed within a resource bidding process conducted through the IRP, should any of the procedures or requirements referenced beginning on page 7 of that decision be included in the IRP? 

U.
Regardless of whether the QF bidding process is maintained or subsumed within the IRP process, should the 20% target for QF capacity described in Decision No. C88-726 be modified or eliminated?  

V.
Regardless of whether the QF bidding process is maintained or rolled into the current IRP process, does the IRP resource acquisition process described in IRP Rule 6.00 allow the Commission and jurisdictional electric utilities to comply with the intent and specific requirements of PURPA §210?  

W.
How should electric utility load retention projects, or other projects involving resource acquisitions, proposed outside of an approved IRP be treated?  See for example, IRP Rule 5.08.  

1.
Should a CPCN for such projects be granted based on the need for additional capacity or on the basis of "overall ratepayer benefit"? 

2.
Should such projects trigger a market-based all-source competitive bidding program so that QFs and non-QF NUGS are given an opportunity to provide the capacity in question?

3.
If the standard of "overall ratepayer benefit" is used to grant a CPCN for load retention projects, what should be the treatment of investments made for major modifications to existing electric utility generation assets?  

4.
Should the IRP rules be more prescriptive to emphasize that the IRP plan consider all resources (new and existing) and the opportunities for new resources to replace existing resources at a lower total cost?  See for example, IRP Rules 5.03(a), (c) and (d). 

If so, how should the existing rules be revised to accommodate this situation?

X.seq level2 \h \r0 
Do the current IRP rules adequately consider the possibility of significant additional savings in total system cost for a utility by considering interaction of supply-side resource development with its local distribution and transmission system development? See for example, IRP Rules 5.05 (b)(2),(3),(4) and 5.02(b).

If not, how should the existing rules be revised to accommodate this situation?

Y.
How should electric system reliability and operational issues be addressed in the current IRP process and what effect would resource bidding have on these issues?

1.
Are the requirements in the current IRP process sufficient to assess the efficiency of electric system dispatch of the utility?  See for instance, IRP Rules 5.03(b),(e) and (j), 5.12 and 6.01(4).

2.
To what extent should the process evaluate the proper level and assignment of resource planning reserve margins.  See for example, IRP Rule 6.01(5)(V).

3.
How should transmission constraints be handled and identified within the IRP process?  See for example, IRP Rule 5.02(b).

II.seq level1 \h \r0 

seq level2 \h \r0 
LOAD FORECASTING ISSUES

A.
Could the current requirements for the electric energy and demand forecasts as described within IRP Rule 4.00 be maintained under a resource bidding scenario?   

B.
For the purposes of developing acceptable electric energy and demand forecasts to determine resource acquisitions, should Commission-approved existing DSM projects be treated as part of the load forecast or separately as a resource?  See for instance, IRP Rules 4.03(d)(1) and 4.03(d)(2). 

C.
Should end-use forecasts of energy sales for the residential and commercial customer classes under IRP Rule 4.03 continue to be required?  If not, what effect would this have on analysis of DSM resources under IRP Rule 5.04?

III.seq level1 \h \r0 
PUBLIC PARTICIPATION PROCESS ISSUES

A.
Should the IRP public participation process specified in IRP Rule 7.00 be modified?  Specifically:

1.
Is the IRP public participation process too lengthy or costly?

2.
Does the IRP public participation process actually achieve the objective of encouraging meaningful participation by all members of the public who have an interest in electric utility planning issues?

B.seq level2 \h \r0 
What is the best procedure to insure that complete and pertinent data associated with electric load forecasts, transmission and distribution constraints, resource acquisition plans, etc., be made available to the public on a timely basis and in a useable manner under the current process or in a resource bidding scenario?  See for example, IRP Rules 8.01(b), 8.02(d).
C.
How can the discovery process specified in IRP Rule 8.03(c) be modified to insure all members of the public are allowed timely access to key data without burdening jurisdictional electric utilities who are charged with providing the information within:  

1.
The current IRP process?

2.
A process incorporating resource bidding?

D.seq level2 \h \r0 
Under the current IRP process, should the requirement for a Preliminary IRP plan contained in IRP Rule 8.01(b) be eliminated or simplified?  If so, how?

IV.seq level1 \h \r0 
OTHER IRP ISSUES

A.
Should electric utilities be allowed to up-date their IRP plan after it is filed?  See for instance, IRP Rule 8.04.
1.
Under the current IRP process?


2.
Under a resource bidding process?

B.seq level2 \h \r0 
Should the Commission approve annual IRP up-dates or merely consider them to be informational filings?  See for example, IRP Rule 8.04 and 3.02(d).

C.
What modifications to the IRP process can be devised in order to recognize the changing nature of the electric utility resource planning?  Specifically how can the process be modified to provide utilities with the flexibility to consider resource acquisition projects outside of their approved action plan?

For resource acquisitions proposed outside of an approved IRP short-term action plan, to what extent should the utility be required to document or correlate how the proposed resource acquisition project changes its approved plan?  See IRP Rule 8.03(a).

D.
Should the technical corrections to the existing IRP rules originally proposed in Decision No. C93-235 be implemented?  

E.
Should the planning period for specific resource acquisitions within a resource bidding process be focused on the first 10 years?  How valuable is reporting of the second 10-year plan under the current process or a resource bidding process?  See for instance, IRP Rule 2.16.

F.
What should the Commission's role in the IRP process be?  Should the Commission review the plan, accept the plan, or approve the plan?  See for example, IRP Rule 8.02.

G.
What should be the legal effect of the Commission's actions?

Should IRP Rule 8.03 related to the burden of proof in CPCN proceedings be modified?

H.
In addition to the proceeding issues in this appendix, are there other suggestions as to how, or should, the IRP process be maintained given increasing competition in the electric supply market and potential electric industry restructuring?

I.
Should the Commission take further actions to encourage or promote the inclusion of renewable energy or demand-side resources within the IRP process?  If so, please provide your recommendations.  See for example, IRP Rules 5.04, 5.06 and 5.03(j).

J.
In light of the establishment of the Western Regional Transmission Association and other regional transmission associations, how, or should, the Colorado IRP process be coordinated with regional activities and information sources?




    � For example, Docket Nos. 93I-098E (PSCo IRP), 94A-426E (Total CPCN Application) and 93S-210E (Phoenix Power).  In addition, EPACT §111(d)(9)  requires the Commission to consider regulatory changes to encourage energy efficiency investments in electric power generation and supply.  This requirement is currently the subject of Docket No. 94M-523E.


    � The floppy diskette should be a high-density 3.5" diskette.  Rule modifications should be made using DOS compatible WordPerfect version 5.1.  The Commission will offer interested persons a copy of the IRP and QF rules on floppy diskette to assist in this process. 


    �  Commentators are encouraged to refer to their responses to other sections of Appendix A if such references serve to provide a more detailed explanation concerning how such modifications should be made.


    � Note that a bifurcated IRP process featuring resource bidding may require possible modifications to the existing IRP rules and the existing QF resource acquisition process.  However, it should also be noted that significant portions of the existing IRP and QF rules may not require modification.
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