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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Application of Southern California Edison
Company (U338E) for Approval of the Application 17-12-002

Results of Its 2016 Energy Storage and (Filed December 1, 2017)
Distribution Deferral Request for Offers.

And Related Matter. Application 17-12-003

RESPONSE OF THE CALIFORNIA ENERGY STORAGE ALLIANCE
TO THE APPLICATION OF THE PUBLIC ADVOCATES OFFICE FOR
REAHEARING OF DECISION 18-10-009
In accordance with Rules of Practice and Procedure of the California Public Ultilities
Commission (“Commission”), the California Energy Storage Alliance (“CESA”)' hereby submits

this response to the Application of the Public Advocates Office for Rehearing of Decision 18-10-

009 (“AFR”), submitted by the Public Advocates Office (“PAO”) on November 19, 2018.
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L. RESPONSE.

CESA respectfully recommends that the Commission not grant the PAO’s AFR, which
does not identify any legal errors and appears to re-state arguments the PAO has made in the course
of filings of this proceeding. The Commission’s Rules of Practice and Procedure state: “The
purpose of an application for rehearing is to alert the Commission to a legal error, so that the
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Commission may correct it expeditiously.” The “legal error” identified in the AFR appear to
CESA more as disagreements with the Commission’s reasonable interpretation of existing policy
and application of that policy to the the Llagas Purchase and Sale Agreement (“PSA”), submitted
by Pacific Gas and Electric Company (“PG&E”) in its Application (“A.”) 17-12-003. The
Commission should thus respectfully reject the AFR on the grounds that it does not raise any legal
error or present any new information not already considered by the Commission.

The Commission is responsible for interpreting rules and policies established by
Legislative statute and prior Decisions and for applying those rules to specific instances. In
Decision (“D.”) 18-10-009, the Commission rejected PAQO’s interpretations of the multiple-use
application (“MUA”) rules, cost-effectiveness counting methodologies, and prior Commission
precedent,” siding instead with the interpretations put forth by PG&E and CESA. The
Commission’s interpretation of those rules was well-reasoned and sound.

In the AFR, the primary “error” PAO cites as the basis for the AFR is the Commission’s
application to the Llagas PSA of MUA Rule 7, which requires that energy storage providers

“contracting for services” must demonstrate that distinct capacity is “dedicated and available to

the capacity-differentiated reliability services.” In D.18-10-009, the Commission correctly found

2 For example, in its comments on D.18-10-009, PAO misrepresented precedent set by a prior Commission
Decision (D.16-09-004).



that this rule does not apply to utility-owned storage where no contract exists between the energy
storage provider and the utility.? In filings on A.17-12-002 and in its AFR, PAO argues that MUA
Rule 7 should apply to utility-owned energy storage resources like the Llagas Project because
PG&E is required to provide Resource Adequacy (“RA”) to the California Independent System
Operator (“CAISO”). Under the PAO’s reading of the MUA rules, any legal requirement would
constitute a de facto contract. Such an interpretation contravenes the common and widely accepted
use of the word “contract,” and CESA respectfully believes it was reasonable for the Commission
to reject it.

In addition, the PAO also reiterates other arguments it made in A.17-12-002 in opposing
the Llagas PSA, including how the Commission interpreted and applied policies on cost-
effectiveness and distribution deferral. Again, the PAO does not identify legal error but rather, as
CESA reads the AFR, expresses disagreement with how the Commission chose to interpret and
apply policies and methodologies established in prior Decisions. CESA respectfully disagrees
with PAQO’s views on how these policies and rules should be interpreted and applied, and CESA
previously responded to many of the PAO’s arguments in our reply comments to the Proposed
Decision submitted on October 2, 2018 into the public record. Instead of repeating our points here,
our reply comments are attached to this response and are summarized as follows:

e The Commission should incorporate potential revenue streams in the distribution
deferral cost-effectiveness assessment.

e Expected market revenues are intended to provide supplemental revenue and offset
distribution costs rather than be the primary revenue stream.

e The overload experienced at the Llagas Bank 3 in 2017 does not provide a logical
basis to deny the Llagas Project, and PAO misrepresents Commission precedent.

*D.18-10-009, p. 17-18



CESA requests that the Commission deny the PAQO’s application for rehearing, referring
to our reply comments and evidence already presented by PG&E and other stakeholders
throughout this proceeding. CESA believes that there is sufficient evidence in the record to

maintain D.18-10-009.

II. CONCLUSION.

CESA appreciates the opportunity to submit this response to the PAO’s AFR and looks
forward to continuing to work with the Commission and other stakeholders throughout the course

of future energy storage proceedings.
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Application of Southern California Edison
Company (U338E) for Approval of the Application 17-12-002

Results of Its 2016 Energy Storage and (Filed December 1, 2017)
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And Related Matter. Application 17-12-003

REPLY COMMENTS OF THE CALIFORNIA ENERGY STORAGE ALLIANCE
ON THE PROPOSED DECISION APPROVING ENERGY STORAGE AGREEMENTS
AND ASSOCIATED COST RECOVERY MECHANISMS

In accordance with Rules of Practice and Procedure of the California Public Utilities
Commission (“Commission”), the California Energy Storage Alliance (“CESA”)* hereby submits
these reply comments on the Proposed Decision Approving Energy Storage Agreements and
Associated Cost Recovery Mechanisms (“Proposed Decision™), issued by Administrative Law

Judge (“ALJ”) Brian R. Stevens on September 7, 2018.
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III. INTRODUCTION.

CESA continues to support the market transformation of the energy storage market,
including for new innovative use cases of energy storage, including for energy storage resources
performing multiple-use applications (“MUASs”) that increase the utilization of any given energy
storage resource and improves the cost-effectiveness of energy storage resources when accounting
for the full range of benefits and revenue streams. On the most part, no parties protested the
approval of most of the energy storage contracts proposed by Pacific Gas and Electric Company
(“PG&E”) and Southern California Edison Company (“SCE”). However, one area of
disagreement with the Proposed Decision’s determinations to approve all of PG&E’s and SCE’s
energy storage contracts is expressed by the Public Advocates Office (“PAO”), specifically
regarding the 20-MW Tesla Llagas Project that will provide distribution deferral at the Llagas
Substation as well as generate market revenues to offset distribution costs borne by the ratepayer.
CESA disagrees with the PAQO’s assessments and finds that this MUA presents a significant
opportunity to not only test out an innovative use case but also to deliver significant ratepayer
savings through a cost-effective distribution investment in a ‘non-wires’ solution.

The focus of our reply comments is thus to respond to PAO’s comments to not approve the
Llagas Project. Specifically, the Commission’s distribution deferral cost-effectiveness policies
should not be narrowly applied, the Commission should view the broader context of the Electric
Program Investment Charge (“EPIC”) Project 1.01 that the PAO cites in its comments, and the
PAO misrepresents precedent from D.16-09-004. CESA details these points further below.

IV. THE COMMISSION SHOULD INCORPORATE POTENTIAL REVENUE
STREAMS IN THE DISTRIBUTION DEFERRAL COST-EFFECTIVENESS
ASSESSMENT.

The PAO cites two Commission decisions, D.18-02-004 and D.16-12-036, from the
Integrated Distributed Energy Resources (“IDER”) (R.14-10-003) and Distributed Resources Plan
(“DRP”) (R.14-08-013) proceedings as justification for why the Llagas Project fails to comply
with the Commission’s distribution deferral cost-effectiveness policies, wherein distributed energy
resource (“DER”) alternatives are only found to be cost-effective alternatives to the traditional

upgrade project if the costs of the former are below that of the latter.> However, CESA finds this

5 PAO comments at pp. 10-11.



narrow focus on upfront costs (e.g., capital, 4% incentive) does not reasonably assess the cost-
effectiveness of energy storage MUAs that are able to offset (or credit) those upfront distribution
costs over time through operational revenues — i.e., from participating in the wholesale energy
market and from monetizing the Resource Adequacy (“RA”) value, as PG&E explained.®

Importantly, CESA recommends that the Commission consider the context of the two
decisions that PAO cites. The focus on third-party distribution deferral opportunities in the DRP
and IDER proceedings means that many third parties are ‘internalizing’ the expected revenue
streams from programs (e.g., Self-Generation Incentive Program, demand response), tariffs and
rate schedules, and market participation. The ability to monetize those services outside of the
distribution deferral solicitation allows third-party bidders to offset their upfront capital costs and
bid only their residual costs into competitive solicitations.

In projects bid by third-party developers where the revenues are partially ‘sourced’
elsewhere, it is reasonable to assess whether the costs of third-party DER alternatives bid into the
solicitations are lower than that of the upfront capital cost of the traditional upgrade project, per
D.18-02-004 and D.16-12-036. However, in the case of the Llagas Project and other utility-owned
projects, the utility is both the energy storage buyer and operator, and thus both the costs and
expected revenues must be factored into the cost-effectiveness calculation to determine whether,
in net, the energy storage alternative falls below the costs of the traditional upgrade project. PG&E
has demonstrated as such. To put this another way: in a third-party-owned project, the project
developer has already factored additional revenue streams into its bid price. In order create an
‘apples-to-apples’ comparison between third-party- and utility-owned projects, PG&E should also
factor additional market revenues from storage operations into its cost-effectiveness assessment

and subtract those revenues from the upfront capital cost in order to arrive at a net cost.

V. EXPECTED MARKET REVENUES ARE INTENDED TO PROVIDE
SUPPLEMENTAL REVENUE AND OFFSET DISTRIBUTION COSTS RATHER
THAN BE THE PRIMARY REVENUE STREAM.

The PAO cited the EPIC Project 1.01 report to suggest that the wholesale market revenues
may be de minimus and not a significant factor into the cost-effectiveness calculation of the Llagas

Project. However, there are certain limitations on how much this report, while still very

® PG&E testimony at 7-2 — 7-3, 7-5 — 7-6.



informative, should be used to assess the merits of this project. First, operation of the Vaca-Dixon
Project, the subject of the EPIC report, operated in the CAISO markets between August 2014 and
January 2016,” but the CAISO has seen significant changes to energy market prices in the years
since then® with higher differentials between the mid-day and peak evening hours as the ‘duck
curve’ effects become more pronounced due to ever-increasing quantities of solar energy on the
grid. Therefore, PAO’s conclusion that day-ahead and real-time energy prices do not provide a
significant energy arbitrage opportunity is based on a study that is out of date and is not applicable
to market and grid conditions that exist today and that will continue to change in the future.
Second, the Vaca-Dixon was tested as a pure market-facing resource whereas the Llagas Project
is intended to generate supplemental market revenues to ultimately offset the distribution costs.
The cost-effectiveness assessment of the EPIC report was to determine whether merchant market
participation would offset the all-in costs of the Vaca-Dixon Project.” By contrast, the Llagas
Project should be assessed on whether the expected market revenues would offset some of the
distribution costs to the degree that it achieves distribution deferral cost-effectiveness.!® Thus,
CESA believes that the Commission should keep these key differences in mind when assessing

the applicability of PG&E’s EPIC report to the Llagas Project.

V. THE OVERLOAD EXPERIENCED AT THE LLAGAS BANK 3 IN 2017 DOES
NOT PROVIDE A LOGICAL BASIS TO DENY THE LLAGAS PROJECT, AND
PAO MISREPRESENTS COMMISSION PRECEDENT.

In arguing that the Commission should deny the Llagas Project, the PAO points to the fact
that Llagas Bank 3 overloaded by 2.9 MW in 2017. The fact that the bank in question experienced
an overload last year, however, does not justify rejection of a project that would address the

overload in question. On the contrary, the fact that an overload has already occurred should

TEPIC Project 1.01, Energy Storage End Uses, Energy Storage for Market Options, p. 11.
https://www.pge.com/pge global/common/pdfs/aboutpge/environment/what-we-are-doing/electric-
program-investment-charge/PGE-EPIC-Project-1.01.pdf

8 EIA, Today in Energy, “California wholesale electricity prices are higher at the beginning and end of the
day,” July 24, 2017. https://www.eia.gov/todayinenergy/detail.php?id=32172

? PG&E Report, pp. 59-61.

10 CESA also points to how storage as transmission assets that overly rely on market revenues may be
better suited as a market resource and thus it would be unreasonable to expect significant market revenues

as pursued by the Vaca-Dixon Project. See SATA Revised Straw Proposal at p. 10.
http://www.caiso.com/Documents/RevisedStrawProposal-Storageas-TransmissionAsset.pdf




provide greater justification and urgency for approving the project. Moreover, the PAO points out
that PG&E is addressing the overload by transferring load onto an adjacent bank.!! Thus, the
PAQ’s argument is rendered moot by the fact that PG&E has means at its disposal (i.e., transferring
load) to address the overload in the short term before the project comes online. The PAO also
points to D.16-09-004 as a precedential case where the Commission denied an energy storage
project because it would not come online in time to address the overload.!? In doing so, however,
the PAO misrepresents D.16-09-004 by suggesting that failure to meet an overload by the project’s
online date was the sole reason why the Hecate projects were denied. A closer read of the D.16-
09-004, however, shows that the Commission rejected the Hecate projects primarily because the
projects were not cost-effective.!> Thus, a small overload prior to the online date is not sufficient

reasoning to deny the project, which were found to be cost-effective.

VII. CONCLUSION.

CESA appreciates the opportunity to submit these reply comments on the Proposed

Decision and supports the timely approval of all proposed energy storage contracts.

Respectfully submitted,

/o 2
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