June 22, 2005

Mr. Thom Kelly, Assistant Executive Director
California Energy Commission

1516 Ninth Street, MS 39

Sacramento, CA 95814-5512
Tkelly@energy.state.ca.us

Ms. Maryam Ebke, Acting Director, Division of Strategic Planning

California Public Utilities Commission

505 Van Ness Ave

San Francisco, CA 94102

meb@cpuc.ca.gov
Re:
PG&E Comments on Draft Energy Action Plan II (EAP II)
Dear Mr. Kelly and Ms. Ebke,
PG&E supports the California agencies in their thoughtful and cooperative approach to addressing California’s energy policy matters.  The first Energy Action Plan (EAP I) has been a valuable tool in clarifying and streamlining California’s energy policy.  EAP II appropriately focuses on implementing state energy policy through the ambitious targets of EAP I and further review and analysis to assess additional targets.

Translating the ideas of EAP II into a comprehensive, workable and sustainable plan for California requires certain specific actions and completion of important tasks:

1. Consciously and realistically balance environmental responsibility, reasonable pricing, and reliability;
2. Finish critical work on key foundational issues, such as long-term resource adequacy and wholesale electric market design; and
3. Fully implement existing renewable and energy efficiency programs and understand implications before setting new targets.

These steps will ensure the effective implementation of the EAP I goals and informed decision making on new goals for EAP II.  PG&E supports the EAP 
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process and will continue to be a constructive participant, offering solutions to problems and ways to remove obstacles to progress.  The following comments discuss important considerations, actions to be taken and additional elements that should be included in the preliminary outline of EAP II.  
Realistic Balance to Produce Optimal Choices
PG&E strives constantly to improve the value of the services we provide to our customers.  To identify and implement those improvements we use the following set of public policy principles to focus our efforts.  PG&E believes that these same principles will provide an essential context for further developing the initiatives set forth in the outline of EAP II: 

· We seek to provide our customers with environmentally preferred sources of energy supply, as well as gas and electric, energy efficiency and demand reduction options.
· We work to maintain a resource portfolio that provides customers with reliable supply and gives us sufficient operational flexibility.

· We continually seek to minimize customer rate impacts, both in the short term and in the long term, recognizing that our customers compete in a global economy. 

The ideal energy resource is green, cheap and reliable.  Unfortunately, few conventional or renewable technologies currently available to meet customer energy needs can simultaneously fulfill all three requirements. There are trade-offs that must be made in energy resource decisions, and policy makers need to have adequate information and clear decision-making guidelines in order to make the best possible choices.  The State agencies involved in EAP II must continue to prioritize and balance as necessary potentially competing objectives, and regularly assess whether the State’s policy and portfolio of resources are producing optimal outcomes for customers and a sustainable base for the State’s economy. The CPUC has two existing proceedings that will develop tools that can be used to assist the State in balancing competing objectives: the Avoided Cost Proceeding, which is developing consistent methods to estimate avoided costs across all choices; and the Distributed Generation OIR, which is developing a benefit cost methodology that can be used to help shape the EAP II choices. 
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Address Key Foundational Issues First
California’s actions in 2005 will determine whether we create sustainable goals and market structures that serve the needs of customers and the State’s economy over time.  We must finish the critical work now in front of us.  There are essential regulatory proceedings already begun, such as resource adequacy, which must be completed and other proceedings, such as the transmission 
planning OIR, that provide the foundation for further development.  These key proceedings can be grouped into key mileposts:

· Long-term resource adequacy, broadly defined, includes resolution of the Resource Adequacy OIR and issues such as “counting” qualifying generation resources for capacity and defining local resource adequacy requirements.  There are significant transmission planning issues to resolve at the California Energy Commission and California Public Utilities Commission (CPUC).  In addition, there is important unfinished business that the CPUC must resolve regarding proposed demand side programs such as energy efficiency and automated metering.  Resource adequacy requirements must be assigned to all load-serving entities in the State, including publicly-owned utilities, in order to ensure all consumers in the State are assured reliable and adequate supplies of energy. In addition, the Resource Adequacy OIR has so far focused only on near-term standards. Because of the lengthy time required to develop new resources, long-term (i.e., five year) resource adequacy standards need to be established as well. Assuring there is enough steel in the ground and robust demand side management programs is the first and highest priority.
· Enhancement of utility infrastructure investment must be a priority of State energy policy, including not only new powerplants, renewable resources and customer energy efficiency, but also transmission and distribution facilities and advanced metering technologies needed to maintain and enhance services to consumers and keep California’s economy competitive.  In this regard, PG&E strongly recommends that EAP II focus as much attention on the “customer side” – including investment in distribution and advanced customer metering technology – as EAP I focused on the “resource side.”  Without increased investment in distribution facilities and improved customer services, California’s
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energy infrastructure will continue to accumulate a huge “deficit” in the capital expenditures needed to maintain basic retail utility 
· services, even as new powerplants, transmission lines and other wholesale market facilities come on line.
· Supply portfolio issues include resolution of qualifying facility (QF) policies on pricing and new and expiring QF contracts.  The CPUC is actively working on cost comparisons for planning 
· purposes in its Avoided Costs proceeding and there are a number of important tasks to complete on the existing renewable program, including approval of the 2004 contracts and approval of 2005 procurement plans.
· Assigned cost responsibilities for DWR contracts, community choice aggregators and municipal departing load must be determined in their respective proceedings at the CPUC. 

· Stable wholesale markets are a significant milepost.  Successful implementation of the CAISO’s Market Redesign and Technical Update (MRTU) will continue to require significant coordination and cooperation among the State agencies and the CAISO.  The CPUC is also examining the appropriate use of capacity markets, such as that used in the NYISO, and it should be clarified whether California is going to adopt a similar model.
Implement Existing Programs, Then Set New Goals

Policy makers and stakeholders should take advantage of the lessons that can be learned through implementing the renewable portfolio standard and customer energy efficiency programs recently approved in utility long term procurement plans.  Although PG&E conducted a successful solicitation for renewable energy in 2004, the ensuing contracts have yet to be approved.  Still to come is the essential step of determining whether supplemental energy payments will be required to bring these new facilities on line.  Based on real costs, lessons learned, and sustainability, California can more effectively design and implement programs, goals and market features.
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New Features of EAP II
We are encouraged to see that EAP II includes transportation fuels and climate change as new categories.  These are important components of California’s 
energy future.  Addressing all major energy components on an integrated basis will lead to the best outcome at the lowest cost for Californians.
What Else Should be Included in EAP II?
Delivering reliable energy services to California also requires investments in distribution and customer services, not just resources and transmission.  In addition, California’s energy infrastructure is aging and much of it will require 
replacement to maintain system reliability.  These unavoidable investments carry their own costs and must be factored into California’s energy policy. 
PG&E endorses EAP II’s proposal for expedited approval and implementation of advanced metering technologies, including CPUC approval of proposals by PG&E and other utilities by early 2006.  Advanced metering is a priority of PG&E’s program to deliver energy to its customers faster and more cost effectively, and it should be a cornerstone of California’s energy policy.

PG&E also supports EAP II’s emphasis on measuring and evaluating the cost effectiveness and performance of various energy policy initiatives.  In addition, PG&E recommends that EAP II include as a “Key Action” the objective of “stable and affordable energy prices.”  Affordability of energy should be a priority of State energy policy in its own right, and not just a criterion to be included among many others.
At the end of the day, once the policy debates have been resolved, each Californian must pay their energy bill.  Every one of them, from the largest industrial customer to the smallest baseline residential customer, is affected by the cost of energy.  Affordability is a key component of EAP II:
Our overarching goal is for California’s energy to be adequate, affordable, technologically advanced, and environmentally sound. Energy should be adequate and reliable, provided when needed and where needed. Energy must be affordable to households, business and industry, and avoid environmental damage. We must use advanced technologies and we need to improve economic and environmental conditions to lead the way to a better energy future. These goals affirm the original objectives of EAP. (From EAP II, Draft dated June 8, 2005)
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These properly balanced goals are the right goals for an energy policy that can serve the needs of the state and its citizens sustainably over time.

Very truly yours,

Karen A. Tomcala

Vice President Regulatory Relations
Pacific Gas and Electric Company

CC:  Joe Desmond, Chair, CEC


     Jackalyn Pfannenstiel, Vice Chair, CEC

        Arthur H. Rosenfeld, Ph.D., Commissioner, CEC

        James D. Boyd, Commissioner, CEC

        John L. Geesman, J.D., Commissioner, CEC

        Michael R. Peevey, President, CPUC

        Geoffrey F. Brown, Commissioner, CPUC

        Susan P. Kennedy, Commissioner, CPUC

        Dian M. Grueneich, Commissioner, CPUC


     John A, Bohn, Commissioner, CPUC 

