Item 4.i: Additional Locational Granularity into Avoided Energy
Joint IOUs’ Initial Proposal 
LNBA Working Group

[bookmark: _GoBack]Note: In the June 7 ACR, Item 4 states: “Incorporate additional locational granularity into Energy, Capacity, and Line Losses.” The IOUs have subdivided this item into three separate items covering energy, line losses, and capacity (respectively).
Summary of Recommendations
1. Replace the system-wide avoided energy forecast from the 2016 DERAC with DLAP price forecasts for each IOU.
· Remove the system-wide avoided energy values currently obtained from Energy and Environmental Economics’ (E3) 2016 Distributed Energy Resource Avoided Cost (DERAC) model. Add default load aggregation point (DLAP) forecast for the three IOUs. DLAP prices represent the cost that the IOUs incur when serving its customers’ load.
2. Consistent with current system-wide avoided energy values, the any GHG avoided cost component would be removed from the DLAP forecast since the LNBA tool incorporates a GHG forecast as a separate avoided cost component.
3. The next step is to propose a methodology for forecasting the DLAP prices.

Introduction and Background
The current avoided energy cost utilizes a system-wide forecast obtained from the 2016 DERAC model. The system-wide forecast does not provide any value differentiation between locations. As part of the recommendations following the IOUs’ DRP demonstration project B, the LNBA WG recommended to update the avoided energy cost with more location specific values as an improvement to the LNBA tool.[footnoteRef:1] For the long term refinement of the LNBA, this task is one of the priority items to be accomplished.[footnoteRef:2] [1:  “Locational Net Benefits Analysis Working Group – Long Term Refinement Topics Scoping Document,” More Than Smart, pg. 4.]  [2:  “Assigned Commissioner’s Ruling Setting Scope and Schedule for Continued Long Term Refinement Discussions Pertaining to the Integration Capacity Analysis and Locational Net Benefits Analysis in Track One of the Distribution Resources Plan Proceeding,” June 6, 2017, pg. 12.] 

At the first long term refinement LNBA working group (WG) meeting held on July 7, 2017 the joint IOUs presented to the greater WG what was believed to be reasonable alterations to the LNBA spreadsheet tool to address long term refinement item 4 – locational avoided energy in the Assigned Commissioner’s Ruling dated June 7, 2017. 

Discussion
The DLAP price is a weighted average of all the locational marginal prices (LMPs) within the DLAP area. The DLAP area represents a geographic area within CAISO where demand bids “shall be submitted and settled.”[footnoteRef:3] As noted by California Independent System Operator (CAISO), “load is bid in and settled at the DLAP LMP as opposed to the nodal LMP.”[footnoteRef:4] In other words, the DLAP price is what the IOUs pay to serve their customers. To follow the avoided cost methodology of the LNBA tool, the locational avoided energy forecast should be the DLAP forecasts associated with each IOU. [3:  “Business Practice Manual for Definitions & Acronyms,” CAISO, version 16, October 3, 2016, pg. 36.]  [4:  “Load Granularity Refinements, Pricing Study Results and Implementation Costs and Benefits Discussion,” CAISO, January 14, 2015, pg. 11.] 

In order for the LNBA tool to be updated with the DLAP forecasts, a methodology must be developed to forecast the DLAP prices.

Conclusion and Next Steps
· Replace the system-wide avoided energy forecast from the 2016 DERAC with DLAP price forecasts for each IOU.
· DLAP prices represent the cost that the IOUs incur when serving their customers’ load.
· The next step is to propose a methodology for forecasting the DLAP prices.
· The IOUs are currently evaluating the suitability of existing public DLAP forecasts.
