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Summary of Proposal
SEIA proposes to develop locational generation capacity avoided cost values based on the loss-adjusted Cost of New Entry (CONE) in each IOU service territory.   This would be consistent with D. 16-06-007 which established the CONE as the avoided generation capacity cost for DERs, without the use of a Resource Balance Year (RBY) to transition from short-run to long-run avoided capacity costs that accurately value distributed energy resources. 

Introduction and Background
1. Available Data on Locational Variation in Generation Capacity Value: The CPUC RA Report
1.1. The annual CPUC Resource Adequacy (RA) Report is the only public source of short-run generation capacity price information in California. It provides aggregated RA contract price information at both the system-level and the Local RA area.  
1.2. Since RA is not transacted in a centralized capacity market, this is the only public source of information with RA price information for system-level and Local RA.
1.3. Although this is the best available information, this report is based on voluntary responses to a CPUC data request and does not necessarily capture the entirety of RA contracts and transactions.
1.4. The CPUC’s latest RA report is available here: http://www.cpuc.ca.gov/WorkArea/DownloadAsset.aspx?id=6442453942
2. Resource Adequacy (RA) and Short-Run Generation Capacity Value
2.1. Load Serving Entities (LSEs) subject to CPUC jurisdiction must participate in the Resource Adequacy (RA) program.
2.2. RA refers to the program as well as the “capacity product” that LSEs must use to meet their System RA, Local RA and Flexible RA requirements. The capacity product can come from an LSE’s generation portfolio and/or through contracts with generators to procure the RA-qualifying MW attributes of the generator.
2.3. Here we focus on System and Local RA, since Flexible RA does not vary within the CAISO.
2.4. In general, CAISO determines the RA requirements for reliable operation of the grid, and CPUC allocates those requirements to its jurisdictional LSEs. This requirement includes a 15% planning reserve margin.
2.5. Local RA is essentially no different from System RA, except that it is located in specific areas (i.e. load pockets) that have limited access to the transmission system.
2.5.1. Local RA is the only RA product that is “locational” – i.e. both the requirements, which are based on the August peak load in the LCR area, and the product are specific to a location on the system.
2.6. On a monthly basis, each LSE must demonstrate to CPUC that they have in their resource portfolio, either through ownership or contract, sufficient RA resources (i.e. operational generating capacity) to meet their RA requirement.
2.7. When DERs qualify as an RA resource, they can be compensated through a contract with an LSE for their RA attribute.
2.8. When DERs don’t qualify as RA but have an impact on the LSE’s RA requirement, those DERs can avoid or increase the LSE’s RA compliance costs.
2.8.1. For example, if EE reduces the LSE’s peak load by 5 MW, then one can calculate the associated RA procurement cost reduction.
2.8.2. Conversely, if EVs increase the LSE’s peak load by 5 MW, one can calculate the associated RA procurement cost increase.
3. Long-Run Generation Capacity Avoided Cost and Net Cost of New Entry (CONE)
3.1. In general, the near-term RA prices are low relative to the cost of new generation, because there is an excess of generators available to provide additional RA if needed.
3.2. In the long-run, however, generators may be retired and loads may grow such that there is no-longer an excess of generators. In this year, the “resource balance year” (RBY), LSEs will need to contract with a new generator in order to meet their RA obligation. Before its elimination the RBY was a much debated concept and year and was based on when lumpy supply-side solutions would be needed to meet capacity needs. As. D16-06-007 finds, the RBY is no longer appropriate in a high-DER world.
3.3. The net cost of new entry (CONE) is an estimate of how much generation capacity would cost from a new generator. It is an estimate of the levelized annual cost of building a new generator less the levelized annual energy and ancillary service revenue the plant would be expected to generate.  The value of CONE can differ by utility service territory, due to factors such as siting costs, the expected energy and ancillary service rents, and different environmental regulations.
3.4. In the RBY and beyond, DERs are reducing the amount of new generating capacity that must be built; hence the CONE represents the long-run generation capacity avoided cost.
3.5. In any year, CONE represents the maximum generation capacity avoided cost, since it reflects the cost of increasing generating capacity by building a new generator.
3.6. CONE includes cost components, such as the cost of land for a new generator, which could vary by location; however, since CONE is based on a system-level shortage of resources, such components are evaluated locationally to calculate location-specific variants of the CONE.
3.7. CONE also should be adjusted for losses, because 1 MW of capacity supplied by DERs behind the meter is equivalent to 1 + Loss % MW of generation-level capacity from a new utility-scale generator, as a result of the losses between the utility-scale generator and loads.  These loss percentages will vary by location, and thus so will CONE. 
Discussion
1. Level of Granularity for Generation Capacity 
1.1. As described above, RA can be either System or Local, depending on whether a resource is located in a CPUC-designated Local RA area, informed by CAISO’s LCR Areas. 
1.2. The highest level of granularity for RA price variation is therefore at the Local RA level.
2. LNBA WG discussions
2.1. During the 7/15 LNBA WG meeting, the IOUs introduced the CPUC RA report and existing public generation capacity price forecasts, including the forecast currently in the Demo B LNBA tool. 
2.2. Discussion centered on the need to reconcile the requirement for location-specific generation capacity avoided costs in LNBA with the fact that the only locational information available (i.e. the CPUC RA report) applies to the short-run generation capacity cost (i.e. RA prices) but not to the long-run generation capacity avoided cost (i.e. CONE).  Stakeholders expressed openness to an IOU proposal which used RA price data to develop short-run locational generation capacity avoided costs.
2.3. [bookmark: _Hlk491852180]During the 8/15 LNBA WG meeting, the IOUs presented a proposal to parties and answered questions.  This document outlines SEIAs concurrence on some issues of fact but rejection of the proposed replacement of CONE with local RA and a local RBY, in light of the long-run value of DERs and the Commission’s recent elimination of the Resource Balance Year in D.16-06-007.
3. Use of the Resource Balance Year in Light of IDER Decision D.16-06-007
3.1. Decision 16-06-007 in the IDER proceeding required the use of capacity benefits based on the long-run avoided capacity cost when doing cost-effectiveness analyses of demand-side management programs.  Similarly, it prohibited the concept of resource balance year (a.k.a. year of need) in the Commission’s DER avoided cost model.
3.2. The IOUs argue that the LNBA will not be used for the purpose of evaluating cost-effectiveness of DER programs and tariffs. A Proposed Decision in R.14-08-013 released August 25, 2017 reaffirms that a revised DERAC calculator is an intended use case of the LNBA.
3.3. If this proposal is incorporated into the LNBA methodology and if a Commission decision directs the LNBA to be used for purposes of DER cost-effectiveness in IDER, the Commission would also have to modify D.16-06-007 and potentially require additional stakeholder review in the IDER proceeding.
3.4. SEIA also observes that the IOU method uses location-specific short-run RA values, but a system-wide resource balance year.  Local areas with high short-run RA values are presumably closer to the RBY in that local area than the system as a whole, and thus should increase more quickly than system-average capacity values.  However, the IOU method does not use RBYs for local resources areas.
3.5. SEIA and its members supported D. 16-06-007’s elimination of the resource balance year concept when determining the cost-effectiveness of DERs.  SEIA agrees with D. 16-06-007’s conclusion to eliminate the RBY because distributed energy resources are displacing new capacity rather than short-term capacity, and because the RBY concept fails to recognize the full value of small-increment, short-lead-time, high priority resources such as DERs.

Proposal
1. [bookmark: _GoBack]Calculate the loss-adjusted CONE for each IOU service territory.  SEIA proposes to develop IOU-specific, loss-adjusted CONE values for each IOU service territory.  Loss adjustments should be based on peak period line losses in each IOU service territory from the generation level to the load level.  These IOU-specific CONE values would reflect locational differences due to (1) differences in peak period losses in each IOU service territory and (2) different CONE calculations given variations in CONE between service territories as a result of differences in siting costs, energy rents, environmental costs, or the base cost of the marginal source of capacity.

Conclusion and Next Steps
1. SEIA proposes to use loss-adjusted CONE values specific to each IOU service territory as the locational avoided cost of capacity for the LNBA. 
2. The proposed method yields results that more accurately reflect the IOUs’ actual avoided costs than the current DERAC values which do not use IOU-specific CONE values.

