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EXECUTIVE SUMMARY

Cdifornia State Assembly Bill 117 (AB 117), passed and signed into law in 2002,
gave Cdifornia cities and counties the ability to aggregate the dectric loads of residents,
businesses and public facilities to facilitate the purchase and sde of dectricd energy ina
more competitive market.

Though the law was passed in 2002, no cities or counties have yet implemented
such a Community Choice Aggregation (CCA). Severd dozen loca governments have
expressed interest in forming a CCA, but the future role of CCAsin Cdifornia s energy
marketsis dill uncertain. Since Cdifornid s earlier period of competitive deregulation,
some 12.7% of the load formerly provided by the three main utilitiesis now supplied by
competitive Electric Service Providers (ESPS).

Exigting Community Choice Aggregation programsin other sates, aswell as
sudies performed specificdly for loca Cdiforniacommunities, indicate substantial
benefits for consumers and communities. For example, customers of the Cape Light
Compact in Massachusetts saved between 11 and 22% on the generation portion of their
bill, while estimated savings in San Francisco range from a Net Present Vaue (NPV) of
$266 million over 30 years' to $1.47 billion over 20 years®? CCAs can aso offer energy
independence, price gability and more efficient Energy Efficiency programs. Increased
reliance on renewable and dternative energies and boosts to local employment are gains
that may aso reflect local vaues,

CCAswould aso incur known codts, such as costs for feasibility studies, political
opportunity costs, and adminigtrative costs. A host of unknown costs and obstacles,
including many issuesto be heard in Phase 11 proceedings, will play arole in determining
the modd’ s viahility.

The demonstrated and predicted benefits lead us to conclude that CCAs hold the
potentid for asubstantia improvement in the energy market and increased efficiency.
Nonethdess, the viability of AB 117 revolveslargely around severd key uncertainties
and the actions of thoseinvolved. The keysinvolve cogt-shifting and the extent to which
CCA customers may be mandated to cover cogts incurred by the investor-owned utilities.

Resolution of these issues will depend partly on CPUC findings regarding the
awarding of Energy Efficiency funds and In-kind power to CCAs. CCA proponents may
affect this process by proposing amendmentsto AB 117 to clarify language and by
making a case in CPUC proceedings for in-kind power.

A CCA-favorable resolution would aso depend on potential CCA proponents
successtully navigating the procurement process timeline, which may result in alower
CRS. These efforts can be supported by improving transparency in the procurement
review process. CCA proponents can aso work together to improve the viability of CCAs
politicaly and administratively.

1 “Community Choice Aggregation Draft Implementation Plan,” San Francisco Public Utilities
Commission, April 7, 2005, Ch. 1 p.6, Ch. 4 p.6.
2 Electric Financial Feasibility Study,” R.W. Beck, Inc., January 2004, p.ES-2.



|. Introduction

AB117 was passed in partia response to and as aresult of the Cdifornia energy
crissof 2000-2001. Asaresult of the crisgs, many concerns other than the smple price
of dectricity became of high priority for consumers and policymakers. Issues suchas
religbility and energy independence moved to the forefront, dong with price Sability.
Many communities had aready expressed support for increased reliance on renewable
and dternative sources of energy. Given the high fossl fuel content of much of the
energy on the market during the energy criss, demand for green sources of power
increased.

Areas such as Los Angeles stood out during the crisis, asthey exhibited a certain
level of energy independence by running on municipdized energy. Rather than suffering
during the energy shortage and worrying about the blackouts affecting the Sate, Los
Angeles experienced a surplus of energy and was able to sell that surplus on the market.

Cities such as San Francisco considered smilar dterndtives, and had two such
proposas on the ballot in 2001. One was to create aMunicipal Utility Digtrict in
conjunction with its neighboring city Brisbane; the other was to form asmilar Municipa
Water and Power Authority. During the same dection voters overwhelmingly passed a
bond initiative to alow the City to issue bonds up to $100 million for the development of
solar power, demondrating awillingness to pay for the more expensive dternative.

Even before the Californiaenergy crisis, other states had passed Community
Choice laws. Massachusetts (1997) and Ohio (1999) have the most established versions
of Community Choice Aggregetion in place, and both have demondrated positive effects
for consumers. In Cdifornia, 26 cities origindly participated in a study with Navigant
Consulting, Inc. to determine the feasihility of forming a CCA. Other cities have
conducted smilar feasbility sudies. The results indicate hundreds of millions of dollars
in savings, in addition to a doubling of the Renewable Portfolio Standard to 40%
renewables, increased employment and other benefits.

Despite the gpparent benefits, the future role that CCAs will play in Cdifornids
energy marketsisuncertain. To date, no city or county has yet established a CCA in
Cdifornia. The known costs and obstacles may hold back the development of some
CCAs, epecidly those with smdll or less-than-ideal load profiles. These can be essily
offset in some cases, or & least dlow for a prediction of whether or not certain cities or
counties will choose to establish a CCA. Thiswould then dlow for areasonable
estimation of the role CCAswould play in the Cdlifornia market.

The uncertainties seem to be the largest variable in determining the viability of
CCAs. How the CPUC resolves key questions and what role the potential CCAsplay in
helping shape policy and in determining the costs alocated to loca governments that
seek to pursue this modd will largely determine whether indudtrid, commercid,
resdential and public consumers enjoy the potentia benefits of competitive deregulation
and aggregation.



Predicting the impact that CCAs may have on Satewide energy planning first
requires an understanding of the associated benefits and costs. The extent to which
benefits from aggregation outweigh the cogts, factoring in loca vaues and objectives,
determines the number of communities that will implement such programs. Uncertainty
isafurther factor affecting community decisons. A discusson of these factorsis
presented below, in the following order: benefits, known costs and obstacles; and
unknown costs and obstacles.

. Benefits

Local Control

One of the most prominent features of Community Choice Aggregation isthat it
provides communities with loca control over energy decisons.  Power over energy
generation is removed from the hands of the stat€’ s three investor-owned utilities
(“IOUSs") and put into the hands of aggregators, usudly cities, counties or joint power
authorities (“JPAS’). Thisalowsthe CCA to not only choose who provides their
community’s energy generation, but dso what providesit. CCAs actively choose
between energy service providers (“ESPS’) based on price but also on the source of
energy generation.

Lower Energy Rates

CCAs hold promise for providing consumers with lower energy codts relative to
the status quo. Because community choice opens up Cdifornia s energy markets,
competition is expected to yield cost savings, as regulatory capture by the IOUsfdls.

Feagbility studies conducted for selected California communities predict
ggnificant cost savings under aggregation. Twenty-three cities, towns, and/or counties
interested in aggregation hired Navigant Consulting, Inc. (“Navigant”) to conduct
feasbility andyses. (A list of these 23 communities can be found in Exhibit 1.) To date,
11 of the 13 feasibility studies have been completed and show an average benefit of 5
percent in generation cost savings from 2006 to 2024.

San Francisco, which is not one of the communities included in Navigant's studly,
has used other organizations to conduct feasibility anadlyses. The San Francisco Public
Utilities Commission (“ SFPUC”) calculated a best-case scenario totd savings of 8
percent for San Francisco ratepayers over 30 years, equivaent to anet present vaue
(“NPV”) of $266 million.3 R.W. Beck, Inc. (“R.W. Beck”) aso conducted a feasibility
andysis for San Francisco, finding base- case savings ranging from aNPV of $750
million to $1.47 billion, using a 20-year time horizon.*

CCAs are operating presently in both Massachusetts and Ohio and may be used to
exemplify the potential savings under aggregation. Massachusetts was the first date to

3 «“Community Choice Aggregation Draft Implementation Plan,” San Francisco Public Utilities
Commission, April 7, 2005, Ch. 1 p.6, Ch. 4 p.6.

# “San Francisco Local Agency Formation Commission: Electric Financial Feasibility Study,” R.W. Beck,
Inc., January 2004, p.ES-2.



pass such a program. Their “Community Choice Rule€’ was enacted in November of
1997 and became effective on March 1, 1998. The most prominent Massachusetts CCA
is the Cape Light Compact, composed of 21 towns in the southeastern portion of the
gate. In 2002, the Compact successfully negotiated with Mirant Corporation to provide
cheaper power to 45,000 customers not digible for lower sate-set rates because they
signed up for power on or after March 1, 1998. These patrons achieved between 11 and
22 percent generation savings, or between $3.50 and $7 per month for the average
customer.®  Presently, the Cape Light Compact buys power on behalf of 197,000
customers.

Ohio was the second state to enact CCA legidation, as part of their 1999 electric
deregulation legidation. Ohio's success with aggregation iswell documented: more than
600,000 customers took part.® Parmawas the first city in Ohio to get voter gpprova to
aggregate in March 2000.” The CCA, which now serves 90,000 residents, attained a 17-
percent discount on eectricity generation, equivaent to a savings of $60 to $75 per year
for most residential households.® A second notable CCA is the Northeast Ohio Public
Energy Council, which serves 455,000 customersin 112 communities.  In the spring of
2001, the council signed an agreement with Green Mountain Energy to provide its energy
generdion. The agreement, for September 2001 to 2006, called for 2 percent of
generation from renewable sources, and generated customer-pecific savings ranging
from 1 percent to 15 percent. Totd cost savings over the life of the contract are estimated
to be $10 million.

Renewable and Alternative Energy

To the extent that a CCA vaues renewable and dternative energy generation over
and above the levels mandated by the state' s renewable portfolio standard (“RPS’),2° it
can partner with an ESP that provides a specific portfolio of energy generation sources or
procures renewable energy itself via capitd investment. Increasing reliance on renewable
energy sources gppears to be a preference for many of those California communities
presently interested in CCA formation. At the request of study participants, Navigant's
feadbility analyses assumed attainment of double the renewable levels mandated by the
RPS, to reach 40 percent renewable power by 2017. Even with an increased reliance on

° Whitcomb, Robert. “Bundling Municipal Electricity,” Providence Journal-Bulletin, April 25, 2002.

6« States Turn to Aggregation to Boost Markets, But Track Record Mixed So Far.” Power Markets Week,

March 31, 2003.

" Sahley, Caroline. “Electric Consumer Aggregation Options: An Introductory Guide for Non-Profits,
Loca Governments, and Community Leaders,” Green Energy Ohio, May 2001.

8 Brown, Matthew. “An Analysis of Opt-Out Aggregation in Ohio and Massachusetts,” September 2002.

Prepared for the National Center for Appropriate Technology’s National Energy Affordability and
Accessibility Project.

° Brown, Matthew. “An Analysis of Opt-Out Aggregation in Ohio and Massachusetts,” September 2002.

Prepared for the National Center for Appropriate Technology’s National Energy Affordability and
Accessibility Project.; and Sahley, Caroline. “Electric Consumer Aggregation Options: An Introductory
Guide for Non-Profits, Local Governments, and Community Leaders,” Green Energy Ohio, May 2001.

10 california’ s renewable portfolio standard requires that all electricity generators procure at least 20
percent of their energy from renewable sources by 2017.



renewable energy, CCAs are generally predicted to remain as cost effective, if not more
30, than the status quo under the IOUs. Navigant predicts redlized tota eectricity cost
savings (incdluding the utility’ s charges for ddlivery) of between -1 percent and 5 percent,
with an average benefit of approximately 3 percent under this scenario. (Note that these
results assume that CCAss are able to finance new renewable energy resource
development instead of purchasing from the wholesdle market.) These positive results
underestimate the benefits, as the Navigant studies did not include energy efficiency in
the studies. Based on these positive results, the seven participants in the Bay Areahave
established agod of achieving a 50-percent renewable energy level.

Energy Efficient Production

A CCA can encourage the development of new energy generation facilities either
through contracting with ESPs or by funding such initiatives directly. Development of
new generation, whether renewable or fossil-fueled, will displace production from old,
ineffident generation sources (such as cod or ail-fired plants), which can sgnificantly
reduce the environmental impacts of dectricity production. According to the Cdifornia
Energy Commission, current natura gas-fired generation units can operate 30 to 40
percent more efficiently than the 1960’ s-era generators that are currently onlinein
Cdifornia. For every kWh produced from anew generation resource, there would be up
to 40 percent less natura gas used in production and even greater reductionsin air
emissions and greenhouse gases.!*

Energy Price Stability

CCAs may aso provide consumers with energy price stability relative to the
current IOU system. Traditional energy sources are subject to limited supply and
uncertain price. Through increasing their reliance on dternative and renewable sources
of energy, CCAs may buffer themsalves from future energy soikes. Navigant's
feasbility andyses have estimated that by 2018, the market price of renewable energy is
expected to be no greater than the cost of conventiona generation resources. CCAsare
able to finance conventiona and renewable energy projects, which adlows them to avoid
the wholesae energy market for a portion of their power needs and further buffers them
from market fluctuations. Findly, CCAswill lock in multi-year energy prices under
contracts with ESPs, thus shielding themselves from short-term energy fluctuations*?
Business customersin particular tend to value predictability in their energy costs for use
infinandd planning. Rate stability can be afeature used to attract new businessesinto a
community or retain those that may be considering leaving due to high and unstable
energy costs.

11 « Community Choice Aggregation: Base Case Feasibility Evaluation County of Marin,” Navigant
Consulting Inc., March 2005.

12 However, CCAs will periodically need to renegotiate these long-term contracts that will be subject to
then-current market conditions, meaning that there is not a complete buffer from risk and the ESP may
embed arisk premium into the rate structure of the long-term contract. Nevertheless, energy stability from
CCAsisexpected to be a net benefit.



Energy Efficiency Programs

Cdiforniaresdents currently pay 2.87% of their dectricity billsin a public goods
charge, a portion of which goesto energy efficiency programs. Totd energy efficiency
funds are currently estimated a $1 billion for 2006-2008. Community Choice
Aggregators would have the ability to gpply to become administrators for such programs
aswell asissue proposals for programs that might be more suitable for their customer
base. The CPUC may aso consider ordering energy efficiency program administrators to
direct more programs toward CCAs to guarantee equity in the distribution of energy
efficiency benefits®

Studies by SESCO, Inc. have found that energy efficiency programs administered
by the IOUs are less efficient than competitive programs™®. If energy efficiency monies
were alocated to CCAS, better managed programs could result in conservation, which in
turn, could lead to cost savings for CCA customers.

Advantages Relative to Municipalization

CCAs are expected to form more quickly and carry less risk than municipaization
—the primary dternative to CCA formation CCAs aso have an advantage relativeto a
municipd utility in that they do not incur as much political opposition. In 2000, the city
of Davis was prevented from placing a proposa to create amunicipa utility on the balat,
despite thousands of petition signatures, due to aLAFCo veto. A second advantageis
that CCAs have less associated risk and fewer fixed costs than do municipa utilities.
CCAs do not need to finance or generate their community’ s full energy needs (athough
they may undertake a portion, should they choose). The sates 10Us remain the
“provider of last resort,” which carries less risk than amunicipa utility. Furthermore, a
CCA would not own the didtribution system within its community, unlike amunicipd
utility, which is one reason why the start- up costs for an aggregator tend to be
ggnificantly lower. Municipdization can dso lead government agencies to spend
vauable public funds purchasing outdated expensive IOU infrastructure and assets, while
CCAs are not subject to the same likelihood.

While CCAs may offer advantages over municipdization for some locdities, they
do not preclude municipdization. For localities that wish to move toward
municipdization, CCAs offer the ability to establish government involvement in
dectricity procurement at alower start-up cost. A CCA may alow acommunity to
increase its adminidrative capacity, aswell asits generationd and infrastructura capacity
over alonger period of time to ease the trangtion toward municipdization. One planin
San Francisco, for example, would result in the construction and development of
dternative and renewable energy sources viamunicipa bond funding, which requires thet
such sources eventualy become the property of the City either upon termination of
contract with the ESP or retirement of the bonds.

13 AB 117, 381.1(c)

14 «“The Myth of 10U Cost-Effectiveness: Reply Comments of SESCO, Inc. on Proposals For Energy
Efficiency Administrative Structure.” Esteves, Richard M., SESCO, Inc. May 5, 2004. CPUC Ruling RO1-
08-028



Allows Municipalities to Meet Other Objectives

Communities can use CCAs as a mechanism to meet other local objectives.
CCAs can be an ingtrument through which the local economy is supported. CCAs must
adminigter the program, which if managed localy can be done viaemploying locd
workers. Developing locd conventiona or renewable power projects would direct
additiona fundsinto theloca economy. Finaly, CCAsthat increase reliance on
renewable sources of energy will have an associated ancillary benefit of reduced loca
and regiond ar pollution.

Known Costs and Obstacles

Start-up Costs
There are significant sart-up cogts associated with forming a CCA. In order to

form a CCA, hundreds of hours must be spent preparing feasibility analyses,
implementation plans, filing paperwork with the CPUC, attending workshops, educating
residents and businesses, and networking/forming coditions insde the city, and with
other communitiesinterested in forming CCAs. In addition to the time cogt, there are
ggnificant monetary costs associated with formation, especialy as private sector firms
are used for specialized technica and operationd assstance. These are costs that must be
borne prior to the CCA ever recelving any revenue from ratepayers. The San Francisco
Public Utilities Commisson, for instance, estimates that the start-up costs for the six
months prior to San Francisco CCA implementation would totdl at least $5 million.*®

In addition to the fixed art-up costs, a CCA must functiondly administer

its program post-implementation including, but not limited to:

power ddivery scheduling;

regulatory affars,

load forecasting;

resource planning;

service liason with |OUs,

consumer education, sales and marketing (including customer opt-out

notification and processing); and

customer service cal centers.

Adminigration can be done fully or partialy in-house through the CCA’SESP, or
through another third party. If donein-house, the CCA woud need to create an
adminidration organization that may require recruiting outsde skilled professond saff
with electricity operations experience.

Critical Mass

Some municipdities may not be large enough and/or have the required load
profile to make CCA formation economicaly viable. ESPswill be more willing to bid on
a CCA proposd (and give them favorable energy rates) if they can anticipate with ahigh

15 « Community Choice Aggregation Draft Implementation Plan,” San Francisco Public Utilities
Commission, April 7, 2005, Ch. 7 p.20.



degree of certainty what the load size and energy demand pattern islikely to be. A CCA
with an uncertain load profile or a CCA that uses large amounts of power during
weekdays and peek timeswill be less attractive than a group that uses large amounts of
power in off-pesk times, such asin the winter and during evenings. Industrid customers
tend to be consumers with more predictable load profiles and are therefore more
attractive to an ESP than are resdentia customers. Load sizeis another factor that will
impact the CCA'’ s ahility to obtain favorable energy prices. A aufficiently large load sze
may be enough to obtain lower prices via economies of scale, Snce the ESP gains many
customers with no associated marketing costs and low transaction costs.

Individua communities with an insufficient or unattractive load profile can
become more attractive to ESPs through forming a Joint Powers Authority (JPA) with
surrounding communities. The JPA structure can provide critica mass for CCAs and
provides economies of scale by enabling common program operations that enhance the
economic benefits available to the CCA.

Opt-Out Rates

AB 117 provides for opt-out provisions, meaning that cusomersin a CCA
territory are automaticaly placed in the CCA unlessthey opt out. Thisisasggnificant
advantage to CCA formation versus the dternative opt-in provisons, asit alows for
lower marketing expenditures to educate a critica mass of customers who would
otherwise have to opt in. With opt-out provisons consumer indifference worksin favor
of the CCA. A CCA can therefore focus on customer retention (as opposed to customer
recruitment under opt-in provisons) — afar less expensive propostion.

As mentioned above, ESPs are less likdly to bid favorably on an aggregation pool
that has an uncertain load. The opt-out provison means that there is no guarantee that all
CCA customers will subscribe to the program, and that the true customer base will not be
known until after thefact. Thisintroduces afurther degree of uncertainty when
determining demand and load profiles. However, the experiences of Massachusetts and
Ohio have shown that this degree of uncertainty may not be very large. Massachusetts
has seen just a 1 percent opt-out rate, with successful education efforts likely playing a
largerole!® Ohio has experienced a 3-percent opt-out rate, on average.

NIMBYism

To the extent that CCAs choose to procure their own renewable and/or dternative
energy, the palitical feasibility of project sites may be a barrier to development. One
prominent example is the Bostor+ based Cape Wind Associates $770 million wind farm
project. The farm would be the first offshore wind-power ingtdlation in the U.S,, located
on ashod just off Cape Cod, and would provide enough power for three out of four
homesinthearea. Thelocation isanear-perfect Site - the wind conditions are idedl, asis
the depth of water, and the plant would be close enough to the shore to tap into the
region’ s existing power grid. A report published by the Army Corps of Engineerson

16 Brown, Matthew. “An Analysis of Opt-Out Aggregation in Ohio and Massachusetts,” September 2002.
Prepared for the National Center for Appropriate Technology’s National Energy Affordability and
Accessihility Project.
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November 8, 2004, which includes assessments from 17 federal and Massachusetts state
agencies, sad property valuesin the Cape Cod area are unlikely to drop due to the farm.
Infact, it said, the wind farm will probably boost the economy by attracting tourists and
cregting jobs. It estimated that the wind farm would generate up to 1,000 temporary jobs
during the 27-month construction and about 150 permanent jobs once the turbines were
operationd. The report dso said the damage to wildlife in the areawould be minimd.

Opponents to the project, including the Alliance to Protect Nantucket Sound, have
thus far been successful a blocking the project from moving forward. For many resdents
of Cape Cod these benefits do not judtify spailing their view. The ingalation requires
gpeckling the horizon with 130 white, three-bladed turbines, each of them tdler than the
Statue of Liberty. Others are opposed to the fact that the wind farm would be owned by a
private entity, rather than by the community or the Cape Light Compact. This second
type of opposition might not be such a problem in Cdifornia, where access to municipa
bond funding results in assets being publicly owned.

Other examplesin Cdiforniainclude opposition to wind generation on the
Berkdey pier, which could possibly result in harming birds, and opposition to solar
panels dueto glare.

Loss of Political Will

Many years are likely to pass from a community’ s firs CCA feashility andyss
to the date on which a CCA begins power ddliveries. In the case of San Francisco, the
city engaged R.W. Beck on February 23, 2003 for afeasbility andyss. Currently, the
SFPUC edtimates that a San Francisco CCA could first begin power deliveriesin March
of 2007. Thisreatively long time horizon between ideaand implementation crestes the
potentid for aloss of politica will for CCA formation. This may be due to dow tangible
progress, change of leadership with conflicting ideology, and/or the success of CCA
opponentsin dowing the process of CCA formation.

Utility Opposition

Cdifornid s three |IOUs gtand to lose sgnificant revenue from CCAs. They may
therefore be reluctant to support CCA formation and may even actively opposeit. For
example, the Generd Rate Case for PG& E permits $912 million in generation revenues
for 2003, or 21 percent of total revenues!’ PG&E stands to lose asignificant portion of
these revenues under aggregation even in a best-case scenario. San Francisco aone
repre?Snts gpproximately 5 percent of PG& E’s energy saesand 7 percent of its customer
base.

The state’s IOUs may not oppose CCA formation evenly across customer bases.
As discussed above, indugtrid customers are much more attractive to IOUs or an ESP
dueto relatively even and predictable load profiles. They aso consume much more
energy and accordingly generate much more revenue than do resdentid customers. In

17 pG& E Corporation Annual Report, 2004, p. 58.
18 « Community Choice Aggregation Draft Implementation Plan,” San Francisco Public Utilities
Commission, April 7, 2005, Ch. 1 p.10.
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2004, residentia customers made up 88 percent of PG& E’s customer base, but generated
just 38 percent of tota revenue. Industria customers, on the other hand, made up just .03
percent of the customer base but generated 12 percent of total revenues.*® In other words,
it would take 1,056 residentia customers to generate the same amount of revenue as 1
industrial customer (on average). An IOU could sdlectively target industrid customers

for retention under aggregation to preserve much of its revenue (and subsequent profits).
AB 117 clearly dates, however, that the |OUs must not oppose attempts to form a CCA:
“All dectricd corporations shal cooperate fully with any community choice aggregators
that investigate, pursue, or implement community choice aggregation programs.”°

Cost Recovery Surcharge/ Customer Responsibility Surcharge (CRS)

The cost recovery surcharge (CRS) is an exit fee that will be paid by CCA
customers and is designed to shield the IOUs from any financid losses or cost increases
that might result from customers switching to service from the CCA. Specificdly, the
CRS includes the cogts associated with long-term contracts entered into during the 2000-
2001 energy crisis mandated by the Department of Water Resources aswel as any IOU
stranded assets and liabilities occurring from CCA customer migration.

The CRSisa utility-specific charge. CCAswill be assessed a charge based on the
ligbilities of the IOU presently serving their area. Under its Phase | proceedings, the
CPUC =t atentative charge of $.02 per kWh across dl utilities. The true CRS assessed
for each CCA will not be known until the vintaging process is complete, whereby the
actuad CRSwill be adjusted to reflect stranded costs at the time of the particular CCA’s
implementation. Actud levels of stranded assets are not known until after the fact asthey
are, in part, based on then-current market prices. Further, the lOUs may be ableto
recover some of their stranded assets by lowering the CRS. The CRS s not a permanent
charge. Asutilities plan for load excluding CCA customers, stranded assets will decline
over time and the CRS will decline accordingly.

The CRS s paid on top of dectricity generation charges and serves as akey
determinant of CCA feasbility. A CRS that istoo high will prevent customers and
municipdities from redizing cost savings and undermine the economic feesibility of
CCA formation. Whether a CCA can attain energy cost savings will be dependent on its
ability to procure eectricity from an ESP a a cost below the market price charged by the
IOUs. Thisisasgnificant hurdle to overcome. The tentative $.02 per kWh CRS
represents a 64 percent premium over PG& E’s current basdline charge for energy
generation ($.03142 per kWh).?! For an average household using 1000 kWh of energy
per month, the CRS amounts to an additional $20 per month, representing a 17.5-percent
premium over PG& E’s March 2005 total residential rate ($.1143). 22

19 pG& E Corporation 2004 10-K..
20 AB 117 366.2 (C) (9)
21 pacific Gas & Electric Company Schedule E-1 Residential Service, filed February 25, 2005.
22
Ibid.
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V. Unknown Costs and Obstacles

Therole CCAs could play in Cdifornia s energy landscape will be determined by
ahogt of unknown costs, obstacles and opportunities. The following uncertainties play
the largest role in determining the CCAS viability as areliable, cost-effective energy
generation modd for local communities:

The“True-Up” of the CRS

Changing load predictions

New reserve margin requirements of 17 percent by 2005
Market fluctuations

Short-term difficulties in attracting private investment
Continuing procurement proceedings

Complex loca and gtate politica negotiations

CRS

As discussed earlier, the CCA modd has proven to be an efficient mechanism to
get utilities and cities to the negotiating table, and to hammer out new models for
Statewide dectricity generation. Nevertheless, many cities poised to form CCAs have
misgivings about exposing their resdentia customers to potentiadly volatile CRS
charges. Severd city officials we spoke to expressed reluctance to sign contracts that
lacked afixed definition of CCAS' responshbility to compensate utilities for their stranded
assets. To remain cost effective, CCAs need to obtain prices from ESPsthat are
aufficiently low s0 asto offset the CRS. The CRS depends not only on the initid charge
of $.02 per KWh, but on the specific circumstances of each utility, market prices, the
timeframe in which the CCA darts up, aswedl asarange of other tariffs and feesto be
determined in Phase Il proceedings. In that sense, the level of burden encgpsulated in the
CRSwill determine the feasibility of CCA design across the date.

The case of the City of Chula Vidaillustrates this point well. A 2004 feasibility
study modeled that from 2006- 2023, implementing a CCA could yidld the city potentid
savingswith aNPV of between $21 and $122 million.?® The study’s authors a'so note
that the CRS and transaction fees * could make the program uneconomical. Especidly
problematic would be unanticipated increases in these cogts after the CCA program has
begun. Such cost increases could impose financia hardship on the City or force CCA
rates higher than the comparable SDG& E rates.”**

In many ways, the CRSis dill catching up to the lasting effects of the Cdifornia
energy crisis. In January 2001, when Cdifornid s investor-owned utilities were unable to
meet the elevated cost of energy, the Department of Water Resources (“DWR”) assumed
respongbility for purchasing the energy requirements of the retaill customers served by
the state’' s three 10Us, Pacific Gas and Electric Company (“PG&E”), Southern Cdifornia

2 City of ChulaVistaMuncipal Energy Utility Feasibility Analysis, Duncan, Weinberg, Genzer &
Pembroke, P.C. McCarthy & Berlin, L.L.P and Navigant Consulting, March 19, 2004, p. 12.
24 s

ibid, p. 23.
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Edison Company (“SCE”) and San Diego Gas & Electric Company (“SDG&E”).?°
DWR's exclusve permisson to purchase long-term energy contracts ended in early 2003,
but not before the Department had bought 25,372 Megawatt Hours of long-term contract
capacity on behdf of Cdiforniaratepayers®

Therole of in-kind power isjust one of many determinants of the CRS that will
prove important to CCA viability. The CRSisapayment CCA customers would make to
pay utilities back for the outstanding costs of the DWR' s negotiated long-term contracts.
This exit fee, however, is not necessarily attached to any alotment of power given over
to CCA customers. CCA advocates argue that if they are paying for the obligations,
CCAs should be able to regp the benefit of the long-term power contracts. Subsequent
“inkind” power rulings will determine whether CCAs should be entitled to take ddlivery
of the power through aphysical dlocation of the dectricity, which would surdly entall
negotiations as well as the development of service agreements.?’

Present rulings would alow 10Us to keep the DWR-negotiated energy while
collecting the CRS exit fee from CCA customers, and would not erect any barriersto
utilities sAling excess energy on the spot market. Whether a CCA should have the
opportunity to take delivery of any portion of a DWR or utility contract has aready been
the subject of CPUC Phase Il workshops. Given locd jurisdictions lack of enthusiasm
for pursling “in-kind” power, however, it appears unlikely that CCAs will be dlotted the
energy from the DWR contracts, which will likely have detrimentd effects on the
model’ s success.

Uncertain Load Predictions

At least 23 Cdifornia communities are currently interested in CCA formation (see
Exhibit 1 for aligt of these jurisdictions). This andyss sought to gauge the degree of
locd interest in the mode to provide adirection for policymakers in understanding the
potential impacts of CCAs on statewide resource planning. To do so, this research team
adminigtered a voluntary, five-question survey instrument distributed via email to a group
of 23 citiesthat have expressed serious interest in forming CCAs, aswell as San
Francisco and ChulaVista?® Resuilts represent a conservative estimate of interest since
the survey populaion included only those cities willing to hire Navigant Consulting to
perform afeasbility study, which excludes cities that have engaged other consultants or

5« Department of Water Resources Determination of Revenue Requirements For the Period January 1,
2005, Through December 31, 2005,” Submitted To The California Public Utilities Commission Pursuant
To Sections 80110 and 80134 of the California Water Code, p. 4.

2% | nterview with Oscar Hidalgo, spokesman for the Department of Water Resources, May 13, 2005.

27 Order Instituting Rulemaking to Implement Portions of AB 117 Concerning Commu nity Choice
Aggregation, Order Resolving Phase | 1ssues on Pricing and Costs Attributable to Community Choice
Aggregators and Related Matters, Decision 04-12-046 December 16, 2004, p. 32.

28 Often called the frontrunnersin CCA formation, both cities have passed ordinances to implement the
model, have conducted feasibility studies, and are generally thought to be the furthest along in
implementation planning.



that have not performed studies to explore CCA formation. The sample size for the

survey was 23, and we had a 70- percent return rate.?®

This new form of competition will have differentid effects depending on the
timeframe in which cities and counties decide to pursue the Strategy. The table below

gives aprdiminary prediction of the percentage of Cdifornia s éectricity load that could
be aggregated in short, medium and long-term timeframes. By aggregeting, these

communities hope to achieve economies of scde that would adlow them to expand to

meet future demand at a lower price than the status quo IOU system.

Tablel: Short Term & Long Term Forecasts

Prediction of Community Choice Aggregation on Statewide Ener gy Consumption
Short Term & Long Term Forecads
Short-term Forecast Long-term For ecast

% Statewide

Total Energy| Low | Moderate | High | Low | Moderate High
L os Angeles Cnty 16.60% NR* NR
San Francisco Cnty 2.30% 2.30% 2.30%
OTHER CITIES 8.42% NR NR
Berkeley 0.30% 0.30% 0.30%
Beverly Hills 0.06% 0.06% 0.06%
Richmond 0.28% 0.28% 0.28%
Marin Cnty 0.63% 0.63% 0.63%
Emeryville 0.02% 0.02% 0.02%
Pleasanton 0.19% 0.19% 0.19%
San Marcos 0.14% 0.14% 0.14%
TOTAL 28.94% 3.56%| 0.36% 3.43%| 0.49%

*NR indicates No Response

While curent law directs utilities to plan for areduced future load due to CCA

formation, the extent to which they are doing so (and are able to do s0) is uncertain.
According to this group’s caculaions, the jurisdictions interested in pursuing a CCA

together make up nearly 29 percent of the state’ stotd dectricity load. Whether CCAs
take on aggnificant portion of the state’ s generation capacity remains to be seen,

however. Many smaller cities are waiting to see how the front-runners fare, and will

make their decisons only after Phase |1 proceedings are completed.

291t should be emphasized that communities’ uncertainty regarding the process, and the sensitivity of the
timing due to the ongoing workshops inherent to the Phase |l proceedings limited our response rate.
Numerous cities stated they were not sufficiently far along in the process to respond with any confidence.
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Because Cdlifornid s legidation alows customers to opt out of a CCA at any
time, though at a cog, load predictions for CCAs are inherently unpredictable. This
uncertainty surrounding the Sze of the customer base may cause the CCA to be less
attractive to an energy service provider, and makesit difficult to determine how potentid
supplierswould bid on a group without being able to anticipate its load sze and demand
pattern. If ESPs camnot predict accurately, then they may attempt to structure contracts
with cities so that the burden of the uncertainties is borne by the CCA ratepayers. (In
Ohio, for example, CCAs must allow anyone enrolled an opportunity to opt out every two
years without paying aswitching fee) ESPS willingnessto bid islargely a function of
expected net revenues discounted by the uncertainties. Thus, CCAs will need to mitigate
their own risk and control their load predictions by using exit fees and re-entrance fees as
toolsin order to remain cost effective.

“True-Up” and Current Procurement Proceedings

This may represent the greatest potential unknown cost for CCAs. The Phase |
rulings surrounding CCAs lay out a structure in which communities pay a CRS based on
the IOU serving their area. 1n ahybrid world in which CCAs and utilities both procure
energy, the CRSislikdy to vary markedly from period to period, and isunlikely to be
predictable or stable because of its sengtivity to changing market conditions. In
response, Phase | proceedings laid out an annud “true-up” as away to take into account
the changing liabilities incurred by the IOU.

CCA advocates have argued for a mechanism that would “cap” the CRS so that
once “true-up” began, the reconciling process would not creating additiona uncertainty
with large dramatic fluctuationsin numbers. A CCA could dso possibly writeits
agreement with an ESP such that the “true-up” is covered by the ESP rather than the
CCA customers. Phase Il CPUC proceeding are consdering “vintaging” as apossible
way to minimize uncertainty, so that the CRS would change to reflect the IOUS stranded
cogs at thetime of that particular CCA’simplementation. These fees may aso include
the cost of energy contract commitmernts utilities reached after 2003 (as separate from the
obligations related to the contracts brokered by the DWR). It should aso be stated that
the burden of the DWR lidhilities, and their impact on each CCA, would vary according
to the year in which the CCA was incorporated.

If we examine how these uncertainties play out in the City of ChulaVida, for
ingance, the impact of such rulings on the mode’ s viability becomes clear. For Chula
Vista, “cost savings or benefits are projected to occur in the years 2006-10,”° according
to the feasibility study, aso performed by Navigant. By 2011, however, SDG&E is
projected to reduce its rates due to the expiration of DWR power purchase contracts,
which could iminate the CCA’s savings or benefitsin the years 2011 through 2014.
After 2014, the utility’ s rates are scheduled to go up again, the report assumes, providing
additional savingsto Chula Vista.of $11 million/year in 20233! In short, depending on

30 City of ChulaVistaMuncipa Energy Utility Feasibility Analysis, Duncan, Weinberg, Genzer &
Pembroke, P.C. McCarthy & Berlin, L.L.P and Navigant Consulting, March 19, 2004, p. 55.
31

ibid.
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when the CPUC cdlsfor “true-up” or “vintaging” could greatly affect how the City of
Chula Vigta can compete with the utility’ s rates.

Furthermore, the playing field has changed now thet the utilities are in the long-
term power purchasing business once again. Procurement proceedings are ongoing at the
CPUC, in fore entirely separate from those dedling with CCAs. This could cause some
conflict, as the proceedings are consdering incentives for procurement. While the
utilities are mandated by AB 117 to cooperate with attempts to form CCAS, incentives for
procurement could run counter to both the utilities mandate to cooperate with CCA
formation, aswell as the CPUC’s mandate to facilitate competitive power procurement.

In the case of San Francisco, the frontrunner for the CCA modd, Pacific Gas &
Electric is “embarking on contracting initiatives for thousands of megawaits of power.”*3
Such contracts will doubtless have amagor impact on the liabilities San Francisco faces
should the city opt for the public generation modd.

While new state requirements that 10Us hold an energy reserve margin of 17
percent by 2006 may prevent the rolling blackouts of the late 1990s, the “true-up” that
follows to adjust the CRSto reflect these new long-term energy contracts could act
againg the viability of CCAsasamode for locad communities. Currently, the CPUC has
proposed asingle CRS statewide at $.02 per Kwh. But with the reserve margin
requirements of 17 percent, the potentia costs of the CRSfor dl citieswill rise, no matter
the “vintaging.” Put smply, if the IOUs contract hundreds of megawett hours of
additiona energy that each CCA must pay to exit from, the mode could quickly become
economicaly impossble.

Market Factors
To the extent that long-term energy contractsfall to fulfill 100 percent of the

CCA’s power needs, local aggregators will need to buy power on the energy spot market.

In such ascenario, it is uncertain how cities and suppliers can buffer themselves againgt
magor shocks to the energy market that would dramaticaly shift prices. AB 117 grants
cities and counties the authority to competitively procure electric services rather than
continuing to rely on |OUs as the single power supplier within their jurisdiction.

CCAsmust renegotiate their power contracts periodically, but like a utility, to the
extent that they lock in atemporary, unfavorable rate due to short-term market
fluctuations, they appear to have little recourse for renegotiation. The SFPUC has argued
that CCAs may get less favorable rates than utilities when negotiating power contracts
with energy brokers since they are unable to exercise the same market power as an 10U.
Several modes are currently being explored to address this potentid stumbling block:
onein San Francisco would tie the CCA’ s rate to the utility’ srate over time.

Nonetheless, if the rate were high when the long-term contract was negotiated, CCA
customers would till end up paying more should market rates then fall.

32 pyblic Utilites Code 366 (a)
33 san Francisco Public Utilities Commission and San Francisco Department of the Environment,
“Community Choice Aggregation Draft Implementation Plan,” Working Draft, April 7, 2005, p. 16.
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If we look to Ohio as an example of a competitive energy market, we see that the
experience with aggregation has not aways been postive. In September of 2003, a
natura gas opt-in program known as the Miami Valey Communications Council
(MVCC) plan was made available to residentid gas customers of Vectren Energy
Ddivery of Ohio living in Bellbrook, Centerville, Germantown, Kettering, Miamisburg,
Moraine and Springboro, Ohio. The program, offered through Shell Energy, provided
resdents afixed rate for natura gas through the winter heeting season, November
through March, and alowed for avariable rate the remainder of theyear. The
aggregation program was offered through direct mail, and over 4,000 residents opted in
to the program.

The am of the MV CC plan was to provide a stable rate for natural gas customers
through the winter months that normaly see the greatest fluctuation in gas prices. To that
end the program was a success. However, the winter of 2003/2004 was unusud in that
the winter rates for naturdl gas, which usudly increase over the course of the winter
months, were stable or decreased from month to month. Ultimately, the program ended
up cogting the average household gpproximately $20 more than they would have paid
Vectren for the same five month period.®* This experiencein part led the Dayton Area
Chamber of Commerce to publicly oppose energy aggregation programs.®

CCAswill face additiond difficulties atracting private investment to finance the
start-up cogts associated with switching to a new generation system. Cities have the
unigue ability to mitigate some of these cogts through issuing revenue bonds for the
finance or refinance the acquigition, construction, ingtalation, equipping, improvement or
rehabilitation of equipment or facilities for renewable energy and energy conservation.
Municipa bonds have severd benefits. Firdt, they provide up-front financing for the
development of aternative energy sources. Second, the lower bond pricesresult in
chegper prices compared to other developers of dternative energy. Third, they may be
used to provide incentives for private energy service providers through lease-buyback
arrangements where the CCA issues the bonds and contracts the energy service provider
to build the aternative generation source.

Per Navigant’s calculations, CCAs possess an important competitive advantage
relaive to investor-owned utilitiesin their ability to utilize low-cost financing for capitd
projects. Such financing can aso be used to cregte ratepayer savings for CCA customers.
Nonetheless, as the SFPUC suggedted in its draft implementation plan, meeting bond-
rating criteriamay be an obstacle to the extent that CCAs Htill experience unpredictability
during the customer opt-out period.>®

34 MV CC program homepage, http://www.mvcc.net, visited May 2, 2005.

3 Jim Bohman, “ Cities Defer Action on New Gas Plan: Participants in aggregation paid more than others.”
Dayton Daily News, February 10, 2004.

38 san Francisco Public Utilities Commission and San Francisco Department of the Environment,
“Community Choice Aggregation Draft Implementation Plan,” Working Draft, April 7, 2005, p. 16.
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The San Francisco LAFCo is currently discussing how a CCA could apportion
some of the future CCA savings towards offsetting short-term higher costs, which could
in turn offset initia higher costs from generd fund revenues. The SFPUC estimates that
CCA revenues pad in rates by CCA customers could be $200 million annually, afigure
that makes San Francisco an intriguing proposition for wholesale dectricity suppliers>’

A few other market factors will dso complicate the future for CCAs. Aggregators
will need to compete with the resdentid and indudtria discounts offered under the status
quo 10U system. Low-income consumers, for instance, are not guaranteed discounted
energy ratesin the CCA mode. Although CCAs are not required to continue such
programs under AB 117, to the extent that they chose too, this discount is another cost
they would bear. In addition, al industrid/commercia customers may not be available
for the CCA energy pool due to two mgor factors: (a) Direct Access, a provision that
alows customers to contract directly with energy service providers, and (b) economic
development rates, or the discounts offered to these customers by 10Us to keep them in-
state.

At present, CCAs are d0 indigible for energy efficiency funds and in-kind
power. When viewed as awhole, these discounts could become amajor obstacle for
CCAsin the market in Cdifornia Massachusetts experiment with deregulation provides
arelevant comparison. Under Massachusetts' legidation enabling CCASs, the state
alowed incumbent utilities to offer a*“standard offer” 10-percent discount to dl
cusomers. Customers that remained with the utilities received an automatic 10-percent
discount for the first year of CCA legidation (March 1, 1998 — March 1, 1999) and a 15
percent discount for the following 4 years. This proved a huge barrier to CCA viahility
as communities found it very difficult to locate an ESP that could match or best this
discount. The Cape Light Compact experienced severa failed attempts to locate an ESP
that could provide a competitive rate for al of its customers®® Ultimately, it was only
able to secure a discount for those customers not digible for the standard offer discount.

In that sense, introducing competition into the eectricity market via CCAs had
the effect of lowering Massachusetts energy rates for al consumers. Thus, CCA-
enabling legidation led to chesper dectricity hills for Massachusetts customers, but failed
to further the two main community vaues enshrined in the law, those of energy sdif-
aufficiency and locd control. Since the “standard offer” ended on March 31, 2005, it will
be important to monitor how the demand for CCAs responds in the newly competitive
market. The discount largely worked to the favor of utilitiesin the short-run, and without
careful understanding of how energy efficiency and in-kind power may be providing a
gmilar type of “built-in discount,” the same framework could be replicated in Caifornia

37 San Francisco Public Utilities Commission and San Francisco Department of the Environment,
“Community Choice Aggregation Draft Implementation Plan,” Working Draft, April 7, 2005, p. 16.

38 Christopher Swope. “Power to the People?’ Congressional Quarterly DBA Governing Magazine,
January 2001.
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Energy Efficiency

Asnoted earlier, Cdiforniaresdents currently pay 2.87% of their dectricity bills
in apublic goods charge, a portion of which goesto energy efficiency programs. Tota
energy efficiency funds are currently estimated a $1 billion for 2006-2008. 1n July 2004,
the CPUC ruled that these funds would remain with investor-owned utilities for the next
3-year cycle.

Under the decision, the investor-owned tilities are responsible for the
adminidration — including planning, oversght and management — of energy efficiency
programs run by both utility and non-utility implementers. According to their May 1,
2004 filings for year-end 2003, the IOUs conducted 37 statewide and local “savings’
programsin 2003.3° Of these, 14 were non-residentia programs and 23 were residentia
programs. Six of the residentia programs were implemented by contractors on behaf of
the IOUs. The remaining 17, which were implemented directly by the IOUs, had an
average Tota Resource Cost (TRC) ratio of 0.87. A cost-effective level consgsof a
TRC ratio of at least 1.00. Of the 17, only 3 are cost effective, while the other 14 have
TRCsranging from 0.92 to 0.05.

AB 117 emphasizes that energy efficiency programs should advance the public
interest “in maximizing cos-effective eectricity savings and related benefits’ and
requires the CPUC to consider “the value of competitive opportunities for potentidly new
administrators”°  If energy efficiency monies were alocated to CCAs, better managed
programs could result in conservation, which in turn, could lead to cost savings for CCA
customers.

CCA advocates have not mounted alegd chalenge to avow whether CCAs are
entitled to a share of these funds. According to some interpretations, CCAs are legaly
entitled to a proportiond share of energy efficiency funds, which amounts to a sgnificant
sum of money (some portion of the “public goods charge’ of 2.87% of each dectricity
bill). Should CCAs successtully chalenge this decison at the date level through
rewording AB 117, the funds would go to energy efficiency programs that the CCAs may
manage more effectively than current recipients. To the extent that this occurs, reduced
energy consumption would further CCA energy savings.

Palitics

Onelagt hurdle for local communities saeking to become involved in energy
resource development isthe loca and statewide palitica climate. CCAs can be dow to
form. From gart to finish, formation may take at least two years, during which time locdl
decison-makers must wrangle with acomplex body of information and make mgor
choicesregarding inditutiona change. In thistime period, organized opposition can
further dow the politica process, which per regulations, is open to public comment in
every phase. Given the environmenta and other regulatory hurdles central to the process,

39 The Myth of 10U Cost-Effectiveness, 2003, Reply Comments of SESCO, Inc. on Proposals for Energy
Efficiency Administrative Structure, May 5, 2004, p. 5.

0 The Myth of 10U Cost-Effectiveness, Comments on the August 1, 2003 Draft Decision and Alternate
Draft Decision and Reply Comments on the August 1, 2003 Comments, August 8, 2003, p. 3.



dternative energy goals may aso be subject to fierce debate and unexpected congtraints
in the local decison-making.

On the date levd, the codition to bring back the Direct Access mode, composed
of powerful industrial and commercid interests, holds more sway in Sacramento than
does the group petitioning to change AB 117 to redlocate energy efficiency fundsto
local jurisdictions. Should Direct Access reemerge, CCAs will be hard-pressed to offer
comptitive dternatives to businesses within their jurisdiction. Direct Access customers
could be ordered to pay a CCA an additiond exit fee, but sudies have faled to
understand how this complex set of negotiations impacts CCAs.

One peer review of the Navigant report of Chula Vista pointed out that it was
unclear whether the consulting firm had factored in the amount of revenue SDG& E
derives from direct access exit fee revenues (Smilar to the concept of the CRS). SDG&E
direct access loads gpproach 20% of its overdl demand, so the utility receives substantia
revenues from its direct access exit fee. This, in turn, makes DWR consderably chegper
for SDG& E, and would put the CCA a a disadvantage.**

V. Concluson

Community Choice Aggregation can demongtrably lead to substantia benefits for
consumers and communities. Y et these benefits will depend in large part on the
favorable resolution of the described uncertainties. Severd key uncertainties stand out as
those most easily resolved. Favorable resolution will be determined partly by the CPUC
rulings and decisons and partly by the leve of participation on the part of potentia
CCAs.

Energy Efficiency: Thereis gill some ambiguity over whether Energy Efficiency
funds from the Public Goods Charge will be alocated to the CCAs or to the utilities.
CPUC decision D05-01-055 awarded the funds to the utilities for the years 2006 — 2008.
CCA proponents claim that the decision left an opening for the issue to be revisited
specificdly in the Stuation that a CCA would want to administer those funds. The
gpecific clause sates: “Our interpretation of "administrator” for purposes of AB 117, as
aticulated in D.03-07-034 and reiterated in this decision, is consstent with the
competing interests articulated in Section 381.1 as well as the requirements for handling
ratepayer money. Nothing in today's decison prevents the Commission from modifying
the process for dlocating PGC funds to Community Choice Aggregators in the future, or
revisiting the question of whether CCA customers should be rdieved of their
responsibility for energy efficiency PGC and procurement surchargesif the CCA eectsto
take over these functions.”*?

4! Evaluation of Navigant Consulting’ sLong-term SDG& E Rate Forecast, Crossborder Energy, Prepared
for the City of Chula Vista, March 24, 2004, p. 14.
*2 CPUC Decision D05-01-055



This issue has not yet been resolved by the CPUC, but it will have a
condderable effect on the viability of a CCA. Given that more than $1 billion will be
available statewide in energy efficiency funds over the 2006 — 2008 period, to the extent
that CCA customers pay into the funds and don't receive the benefits, they will be
subsidizing the utilities, the current administrators of the funds. Three possibilitiesare to
dlocate the funds to the CCA directly, direct the funds to programs in the CCA territory,
or waive the PGC charge for CCA customers. Another possibility isthat interested
parties |obby the legidature to amend AB117 to clarify the language to ensure thereis no
cost-shifting between the utilities and the CCAs.

I n-kind Power: As described above, thisissue concerns energy contracts paid for

by the utilities, but for which CCA consumers must dso pay ashare. Status quo is that
the utilities have access to the full amount of eectricity ddivered under the contracts.
Again, to the extent that CCA consumers pay for the eectricity and don’t have access to
it, they will in essence be subsdizing the utilities. After having been paid once for the
energy, the utilities can in turn sdll the surplus eectricity on the market.

Thisissue has amilarities to the energy efficiency issue. Resolution depends on
the outcome of the CPUC decision, which in turn is affected by interested parties
participating in the process. Who participatesin the process, and to what extent, will
largely determine the dlocation of these funds.

There may aso be some room for renegotiation of power contracts. While the
DWR power contracts may be more difficult to renegotiate, New World Generation
contracts appear to be more flexible. Rather than relying on cost recovery for power
contracts, |0Us could conceivably renegotiate contracts, either for amended amounts of
power ddivery or to include the CCA as a participant.

CRS: Likewise with the previous two issues, this dependsin part on the CPUC
decisons, and in part on the active participation of potentiad CCAs. Phasell
proceedings, likely to end in the summer of 2005, are scheduled to resolve many of the
remaining chargesto be included in the CRS. Careful participation by CCA advocates
can help shape the outcome of thisdecison. As mentioned earlier, in some aress, this
issue done can determine the viability of a CCA.

There are saverd main factors regarding the CRS that would improve the vigbility
of CCAs. Oneisto make the procurement review process transparent. Much of the
information regarding current utility procurement of energy is kept confidentid and
inaccessble for those communities wishing to form aCCA. AB 117 mandates that
utilities cooperate fully in the provision of rdevant information with potentid CCAs, but
the current procurement review process hampers the access of important information.

The second factor is closely rdlated to the firsd. Communities interested in
forming a CCA should pay close attention to the long-term contracts being procured for
ther sarvice territory. Timing is crucid for the optimum CRS, so paying atention to
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when current contracts expire and when utilities are in the process of negotiating new
contractswill help a CCA act in atimely manner.

The CPUC may dso play arole by limiting procurement of long-term power
contracts once a community declares its commitment to forming a CCA. CCAsmay dso
condder including changing cods of “true-ups’ into their RFPs and contracts with ESPs.

Load Profile Many communitiesinterested in forming CCAs are dready
working to accommodeate the disadvantage of aless-thanidedl load Size or profile,
Forming a Joint Powers Authority improves the feasibility of a CCA, in that costs are
shared and a single contract can be negotiated for many communities. NOPEC in Ohio
congsts of over 100 communities in one aggregated codition, for ingance. Marin County
is currently consdering forming a CCA with 11 communities (I thought it was 9!).

Exit feesfor CCA customers who wish to opt out after theinitid opt-out period
can aso reduce uncertainty regarding load size and profile,

Direct Access. Thefuture of direct access will depend in part on the Cdifornia
Legidature and in part on the CCAs. There are severd things potentid CCAs can do to
diminish the likelihood that customers will choose Direct Access (DA) over aCCA. One
isto form a CCA while DA is till not an option. Customers choosing to opt out after the
initid 60-day period would then have to pay an exit fee to the CCA, making opting out
lessdesirable.

Anather option isto lobby the legidature to garner more support for AB117
instead of supporting Direct Access. The mogt effective thing potentid CCAs could do is
to be sufficiently successful so that there is no consumer demand for Direct Access. In
Ohio, where CCAs and DA are both an option, 93% of consumersin the two programs
are CCA customers.

Summary

To summarize, the role of Community Choice Aggregetion in the future of
Cdifornid s deregulated energy markets will be largely determined by the as yet
unresolved uncertainties. The benefits of CCAs have been demongtrated both through
examplesin other states and through detailed andyses particular to theloca context. A
successful CCA implementation in Cdiforniawill further reduce uncertainties and
increase the viability of Community Choice Aggregation asawhole. CCAsrepresent a
preferable dternative to the current regulated monopoly market structure and, depending
on acommunity’s characterigtics, may offer sgnificant gainsto al dasses of consumers.

The known costs are predictable and in most cases will not prevent the formation
of aCCA. The unknown costs, or the uncertainties, represent the biggest threst to the
viability of CCAs, and therefore any resolution of these uncertainties offers the best
ingght into the overdl viability of Community Choice Aggregation.

23



CCA proponents can play alarge role in affecting statewide process to increase
the mode’ s viahility on thelocd leve, and ultimately, throughout the state. Asthe Phase
Il proceedings near their close, the CPUC' s actions in key areas of uncertainty will have a
lagting impact on the future of Statewide energy planning.
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Exhibit 1

CommunitiesIncluded in Navigant’s Feasbility Analysis

Bay Area Southern CA San Diego Area

(served by PG& E) (served by SoCal (served by SDG&E)
Edison)

Berkeley Beverly Hills San Diego County

Emeyville Los Angeles County San Marcos

Oakland Torrance

Marin County West Hollywood

(11 Cities)

Pleasanton

Richmond

Vdlgo
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Exhibit I1.

The California Ener gy Resour ces Scheduling division at the DWR covered 35% of thethree utilities
peak demand and ener gy requirementsin 2001, at the height of the energy crisis. The remaining
DWR long-term contractswill only cover approximately 15% of the utilities’ requirements by 2010.
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{13 For 301 Ihrough 2003, parcentage basad on MYW's schaduled by CERS and CAIZO0 peak demand. PG&E, SCE, and SDGAE primaily account lor CAISO
total demand. For 2004 and beyond, percentags based on MW™s under conlract and 2% annual escalalion of 05 peak demand.

{2} For 2001 and 2002, parcentags based on CERS recorded and energy dellverias (o ulilly customers as reparted n uliliies inancial statamenls. Far 2003 and
beyond perentage based on total confract delverles (sxcuding sUrplus sakes) and 2% annual escalaion of 02 fofdl energy requirements of the thes utiilies.

source: http://wwwcers.water.ca.gov/
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Theremaining cost for the portfolio of contracts, from 2005 thr ough 2015, is $25.6 billion dollars.

source: http://wwwcers.water.ca.gov/
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LIST OF ACRONYMS:

AB 1890 — Assembly Bill 1890

AB 117 — Assembly Bill 117

CCA — Community Choice Aggregetion

CEC — Cdifornia Energy Commission

CPUC — Cdifornia Public Utilities Commission
CRS — Cost Responghility Surcharge

CTC — Competition Trangtion Charge

DG — Digtributed Generation

DWR — Department of Water Resources

FERC — Federa Energy Regulatory Commisson
GRC — General Rate Case

IOU — Investor Owned Utilities

JPA — Joint Powers Agency

KW - Kilowatt

KWh — Kilowatt hour

MW — Megawatt

MWh — Megawait hour

NOPEC — Northeast Ohio Public Energy Council
PG& E — Pacific Gas and Electric Company
PUC — Public Utilities Code

PUCO — Public Utilities Commission of Ohio
RPS — Renewable Portfolio Standard

SCE — Southern Cdifornia Edison Company
SDG& E — San Diego Gas and Electric Company

SFPUC — San Francisco Public Utilities Commission
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