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COMMENTS OF THE MODESTO IRRIGATION DISTRICT
ON FINAL OPINION ON GREENHOUSE GAS
REGULATORY STRATEGIES

In accordance with Rules of Practice and Procedure of the Public Utilities Commission
(“CPUC”) of the State of California, the Modesto Irrigation District (“Modesto ID”) hereby files
these Comments (“Comments™) on the proposed “Final Opinion on Greenhouse Gas Regulatory
Strategies” issued September 12, 2008 (the “Proposed Decision” or “PD”). Modesto ID also
files these Comments with the California Energy Commission (“CEC”) in Docket 07-OIIP-01.
In these Comments, the CPUC and CEC will collectively be called the “Joint Agencies.”

Modesto ID supports the goals set forth in Assembly Bill (“*AB”) 32 and is committed to
undertaking feasible, cost effective measures to achieve its fair share of greenhouse gas (“GHG”)
emission reductions. Modesto ID continues to advocate an achievable, programmatic approach
to GHG emission reductions that allows entities the flexibility to use all available tools,
including energy efficiency and renewable procurements, to meet established emission reduction

goals in a manner that best serves the interests of its consumers. Modesto ID also continues to
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caution against finalizing the design of California’s program before a regional or national
program has been defined, to ensure not only that the programs are coordinated but also that
entities are not burdened with multiple layers of compliance obligation. For the protection of
California’s ratepayers and all economic sectors, California’s GHG reduction program must
minimize impacts to electric ratepayers and ensure continued reliability of electric services.

L BACKGROUND.

Modesto ID is an irrigation district, organized and operated under the laws of the State of
California, which undertakes both electric and water operations. It is a vertically integrated
publicly owned utility providing electric services to over 114,000 customers in California’s
Central Valley. With regard to its electric operations, Modesto ID owns and operates facilities
for the generation, transmission, distribution, purchase and sale of electric power and energy at
wholesale and retail. Modesto ID is a fully integrated, fully resourced, credit worthy utility. In
2007 Modesto ID served a peak summer load of almost 675 MW and had retail sales of over
2,572 GW-hours.

Modesto ID serves this load through a mixture of owned and purchased resources,
including wind, large and small hydro, natural gas and coal generation. In addition to ownership
interests in significant hydroelectric generation at Don Pedro Reservoir, Modesto ID owns
several natural gas generation facilities. Modesto ID purchases power from a variety of
resources and suppliers, including renewable resources firmed by the supplier. These purchases
are delivered within Modesto ID’s service territory, and outside of its service territory at various
points both within and out of state. Modesto ID is also a member of a joint powers authority, the
M-S-R Public Power Agency (“M-S-R”), which purchases power from wind energy projects in
the Pacific Northwest and owns a share of the thermal San Juan Project in New Mexico. M-S-R

annually produces about 1,750 GW-hours of energy of which about 35% (605 GW-hours) would
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be classified as eligible renewable. Modesto ID’s published Power Content Label, incorporating
the state’s average resource mix for all unspecified purchased power, identifies the following
resource mix: 15% eligible renewables and 17% large hydroelectric, 31% coal, 36% natural gas
and 1% nuclear.

II. CALIFORNIA’S GHG REDUCTION PROGRAM MUST BE FULLY DESIGNED
BEFORE ANY IMPLEMENTATION.

GHG emissions are a global issue and solutions will have to be approached on a global
level. As the PD recognizes, a California only approach will result in increased costs for the
electricity sector without achieving increased GHG reductions. (PD, p. 49.) Modesto ID
supports the recommendation to coordinate with the Western Climate Initiative (“WCI”) but
believes that a single, national approach would be more effective. The PD appropriately
recognizes that “future success in reducing GHG emissions will involve increasing coordination
at the regional and national levels.” (PD, p. 144.) However, multiple regional organizations are
attempting to address GHG reductions, each in its own way, each believing that it could
influence a national program. In the event that a national program is ultimately developed that
does not conform to one or more aspect of the program implemented in California or the WClI,
entities operating under the California system would be disadvantaged by having to repeat or
duplicate their compliance activities. If California’s program continues to exist within the
federal system, but is more restrictive, entities will also face competitive disadvantages.

Furthermore, it is not clear “who is on first.” Numerous program elements remain
undefined with critical details and mechanisms deferred to another entity or additional
investigation. For example, the PD recommends coordination with the WCI that has yet to issue
its proposed program design. A “coordinated” California program cannot be implemented until

the WCI program parameters are adopted. Nor can the appropriate positioning of the California
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program to “move toward a nationally and ultimately internationally integrated program” (PD,

p. 109.) be determined before direction for a federal system is adopted. Modesto ID is

concerned that in the rush to adopt and implement a GHG emission reduction program for
California before such a program is fully defined and before broader programs necessary to the
success of the California program are established, California’s electricity sector will be severely
disadvantaged.

III. THE MODELING RELIED ON BY THE PD IS FLAWED.

The economic modeling relied upon by the CPUC in making its recommendations in the
PD is significantly flawed. As the PD notes, “[tlhe GHG calculator does not estimate the
impacts of GHG policy choices on energy producers or entities other than the seven groupings of
retail providers (and their customers) identified in the model.” (PD, p. 28.) These seven
groupings include the five largest electric utilities in California and an averaging of all other
utilities by geographic location — Northern California utilities and Southern California utilities.
Unfortunately, Modesto ID, like others included in one grouping or the other, is averaged in with
other entities that do not share its critical characteristics (such as load size and type, and resource
mix). Thus, Modesto ID is unable to determine how the various policy scenarios would trend for
or impact on Modesto ID. Moreover, because current data is not incorporated into the model, it
is not possible to determine how the various policy scenarios would impact any utility based on
current statewide data.

The model also assumes achievement of goals that may not be met, fails to consider costs
of achieving the goals relied upon, is unable to model certain recommendations or how the
recommendations will impact individual entities, and relies on limited and outdated data sources.

For example, the GHG calculator is said to estimate the impacts of GHG reduction policies on
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total retail provider and consumer costs, and concludes that while total utility costs will increase
in all modeled resource scenarios, average utility bills would decline with accelerated energy
efficiency and renewable mandates because “total utility costs would be reduced due to high
level of cost-effective energy efficiency and distributed resources, which offset the higher costs
of renewable generation.” (PD, p. 40-41.) Yet these results do not factor in the full costs of
achieving the recommended energy efficiency as “currently no data or analysis exists to estimate
the costs of achieving that level of energy efficiency.” (PD, p. 43.) Furthermore, there are no
assurances that such levels of efficiencies are even obtainable. As discussed below (see,
Section 4.B.1), current experience indicates the opposite. Similarly as the PD notes, “there
continues to be a great deal of uncertainty regarding the assuinptions underlying a 33%
renewable mandate.” (PD, p. 91) Again, as discussed below (see, Section 4.B.2), substantial
barriers exist and must be removed before such a goal can be achieved. There is “significant
uncertainty associated with modeling the costs of achieving 33% renewables and the speed with
which necessary system improvements can be achieved.” (PD, p. 92.) In addition, the PD
admits that “price-induced demand effects will change the estimated cost effectiveness of carbon
reduction measures.” (PD, p. 62.) Although average price elasticity assumptions were tested,
“the effects of price elasticity at higher prices are not clearly understood and the differential
impacts on energy-intensive elements of the economy have not been addressed.” (PD, p. 63.)
True impacts to rates and ratepayers must be accurately determined before any particular
program element is implemented.

IV. A FLEXIBLE, PROGRAMMATIC APPROACH WILL BEST ACHIEVE ALL
THE GOALS OF AB 32.

Every utility has a unique resource mix and serves a unique load profile. A utility load

profile will be affected by such things as load type, weather and water flow, breadth of service
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area, and population growth. For example, being located in the Central Valley, Modesto ID
serves a largely agricultural business and commuter based load, experiences load peaks in the
hottest part of the summer months, and is dependent of snow melt coming out of the Sierras for a
significant portion of its non-emitting hydroelectric resources. Thus, the ability of each utility to
achieve emission reductions from various mechanisms may be equally diverse. Emission
reduction goals must be established for the electricity sector and regulated entities within the
electricity sector must have the flexibility to use a mix of tools to meet these goals. Such goals
must be set to avoid counter-productive mandates and penalties that use up funds that could
better be directed toward achieving emission reduction goals.

As noted above, Modesto ID believes that a programmatic approach that sets a GHG
reduction goal and allows regulated entities the flexibility to achieve that goal is the preferable
approach to achieving the reductions required by AB 32. Modesto ID does not support specific
mandates or a mandatory cap and trade program.

A. INHERENT RATE IMPACTS

The PD attempts to balance the need to mitigate rate impacts while avoiding the
creation of windfall profits. It acknowledges that “[u]nless great care is taken, carbon
regulations inadvertently could have disparate customer impacts due to the different generation
mixes.” (PD, p. 134.)

Overall the electricity sector costs and rate impacts due to
achieving 2020 GHG caps through more energy efficiency
measures, greater use of renewable energy, and increased
reliance on CHP are potentially significant but appear
acceptable against the backdrop of the economic and
environmental costs of doing nothing to address the need
to reduce GHG emissions. Total utility costs are expected
to increase...due to load growth and expected real
increases in capital and fossil fuel costs.

(PD, p. 10.)
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The PD concludes that average customer bills could be lowered with the increase in
energy efficiency and renewable procurements even though average retail rates would increase
because there would be less load over which utilities could spread fixed costs. At the same time
acknowledges that “[t]he actual impact of the rate increases would be felt differently by different
types of customers.” (PD, p. 11.) Customers with less discretionary usage, or that are unable to
afford efficiency measures, or that otherwise have less ability to take advantage of energy
efficiency opportunities could be significantly impacted. In analyzing the impact of various
programs, policies and approaches to achieving AB 32 objectives, the PD must be careful not to
rely on benefits that may not actually result from the reduction of GHG emissions. What
happens if the costs of achieving energy efficiency load reductions outweigh the rate savings
from such load reductions? What happens if green industry does not develop as rapidly in
California as some expect? These questions must be examined before program
recommendations are adopted.

B. MANDATES

If increased mandates are to be recommended, such mandates must rely on available
technologies and set achievable goals based on thorough assessments of historical
achievements and known barriers. The proposals presented in the PD are too dependent on the
occurrence of events and the removal of barriers that are uncertain. The parameters, measures
and enforcement of each recommended mandate must be fully defined and analyzed before any
recommendation is presented to ARB.

The PD urges ARB to impose mandates on publicly owned utilities (“POUs”) setting
energy efficiency and renewable procurement requirements equal to those set by the CPUC for
investor owned utilities. In making these recommendations the PD does not discuss the

jurisdictional restraints that may exist. Even if ARB or the CEC does have the legal authority
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to regulate POUs, with or without additional legislation, separate proceedings in which the
POUs actively participate must be undertaken to independently evaluate and establish the
parameters of such mandates. CPUC programs cannot be adopted and imposed on non-
jurisdictional POUs without such independent review.

1. Energy Efficiency

The PD recommends “nearly a doubling of efficiency goals” to mandate that utilities —
both investor and publicly owned — capture all cost effective energy efficiency. (PD, p. 10.)
With intensified efforts in building and appliance standards
and utility programs, and with new strategies and

technologies, the State can capture all cost-effective energy
efficiency.

(PD, p. 5.)

The cost of achieving such objectives has not been evaluated. Neither has the
likelihood of overcoming the barriers to such objectives that have been identified. Nor has any
review of new technologies and their potential for implementation been conducted. The CPUC
has adopted its Energy Efficiency Strategic Plan calling for new codes and bold measures;
however, the “market transformation” required to meet the objectives of that Plan is equally
uncertain.

2. Renewable Portfolio Standards

The PD’s recommendation for a minimum increase in renewable portfolio standards to
33 percent likewise depends on the occurrence of uncertain events — significant investments in
new transmission infrastructure, augmentation of key utility programs, and the removal of
contracting, permitting and grid integration barriers. (PD, pp. 90-1.) Again the development

and implementation of new technologies is required.
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In addition critical program measures and definitions have yet to be developed, making
these recommendations premature as well. For example, the breadth of efficiency savings a
utility can take credit for has not been determined, the definition and role of renewable energy
credits is being determined in other proceedings that again may not be directly applicable on a
sector wide basis.

C. CAP AND TRADE

Modesto ID has stated in previous filings that it does not support a cap and trade
system, does not believe AB 32 requires a cap and trade system, and is not persuaded that a
mandated market system is necessary to achieve GHG emission reductions. Without further
definition of the detailed mechanisms of such a system its ability to act as a "backstop” or an
“insurance policy” is slim to none.

If and when a cap and trade system is undertaken in California for GHG reductions, it
should be phased in gradually and ensure that substantial protections against market
manipulation — intentional and incidental — are securely in place before its start. It is critical
that allowances and allowance values do not result in shifting costs among sectors or
ratepayers. Impacts to the electricity sector resulting from electrification of other sectors must
be neutralized so that the sector responsible for the emissions generated bears the resulting
emission costs, whether such costs arise from additional reductions to be achieved to offset the
new load, additional efficiencies or renewables to be procured, or the direct costs of additional
allowances needed by the electricity provider. (See, PD, p. 127.)

All the elements and measures required for a successful program must be fully
developed before any program is initiated; the target must be clearly drawn and placed before
the first shot is fired. Unfortunately, the PD recommendations contain a number of issues

requiring further development, including how output would be measured, how fuel
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differentiations would be weighted, how transitions from emission to output measures will
occur, how offsets will be judged, what baseline periods will be used, and how the program
would be integrated with the WCI program or more importantly with future federal or
international programs.

1. ALLOWANCES

The PD recommends a dual system of allowance distribution. First the total number of
allowances for California will be determined. Such determination is effected in coordination
with the WCI. Then those allowances are divided among capped sectors based on their
respective portion of historical emissions. The portion of allowances allotted to the electricity
sector would then be divided among sector entities. For the first five years of the market
operation a portion of electricity sector allowances would be auctioned and the remainder
freely allocated; thereafter the entire allotment would be subject to auction. The portion
allocated would be given to regulated deliverers with emitting resources based on a fuel
differentiated output methodology. The portion auctioned would be given to retail providers
who would be required to sell them at an auction administered by ARB or its designee. All
proceeds from the auction would go directly to and be used by the retail provider for AB 32
purposes. Initially the distribution to retail providers would be based on historical emissions
during a baseline period transitioning “by 2020” to an output basis.

Modesto ID does not support auctions and previously filed comments regarding its
concerns with distributing allowances through auction. Modesto ID believes the proposed
transition slope to 100 percent auction is too steep. Entities with ownership obligations and
debt, or with long term commitments, may need more time to fully address these existing
commitments depending on legal constraints, the economy, the availability of low or zero

emission replacement resources, and other factors. Five years is not sufficient time to adjust
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such portfolios. This trajectory should be smoothed out. In such an event, the PD
recommends that the allocation methodology for non-auctioned allowances transition from the
fuel differentiated output basis to a pure output basis. It does not elaborate on how or within
what time frame this transition would occur.

The recommended allocation methods both between the electricity and other sectors
and among entities within the electricity sector depend on “baseline” determinations.
However, the PD defers identification of the baseline to a later date. It is impossible to
determine the validity or impact of the allocation methodology without establishment of a
baseline. A multi-year baseline is crucial to address variables unique to the electricity sector.
Modesto ID believes a four year average using the years 2005 through 2008 would be a fair
representation of the electric sector at the time AB 32 was adopted and best represents typical
hydroelectric fluctuations in California, including two years of low (2008 and 2007) and two
years of high (2006 and 2005) hydro production. This average meets the objectives stated in
the PD.

The operation of the centralized market proposed by the PD must also be designed and
evaluated before any market system can be initiated. If initiated, protections must be put in
place while the market system develops to ensure against instability and price fluctuations.

The PD does properly recommend that all auction proceeds go directly to the retail
providers for specified uses, protecting the funds from diversion to more general state uses and
allowing each utility to determine its own best use of auction proceeds to minimize the impact
of GHG reduction activities and to protect their ratepayers. For POUs this authority is
properly placed with the local governing boards. These elected and appointed governing

boards provide oversight to POU activities similar to the CPUC’s oversight of the IOUs.
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2. FLEXIBLE COMPLIANCE MECHANISMS

Flexible compliance mechanisms will be necessary to the success of any AB 32
implementation program. Such mechanisms should be as broadly designed as possible to
maintain the environmental integrity of the program. Modesto ID concurs with the PD’s
recommendations for multi-year compliance periods and unlimited banking. Modesto ID also
agrees that use of “limited” offsets without geographic boundaries should be permitted.
However, the PD does not define the limits it is recommending and notes that further modeling
is needed in order to set the appropriate levels of allowable offsets. (PD, p. 270.) Allowable
offsets should be defined before this recommendation can be fully evaluated.

V. CONCLUSION.

Modesto ID appreciates the opportunity to review its concerns regarding the PD and
urges the CPUC to clarify the issues identified herein. The CPUC must provide program design
recommendations to achieve compliance with AB 32 in the most cost effective manner and avoid

unnecessary or disproportionate impact to electric sector ratepayers and entities.

Respectfully Submitted,

Joy A. Warren

Regulatory Administrator
Modesto Irrigation District
joyw@mid.org
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ELL5@pge.com; GXL2@pge.com; jxa2@pge.com; JDF1@PGE.COM; KEBD@pge.com;
sscb@pge.com; SEHC@pge.com; svs6@pge.com; S1L7@pge.com; vjw3@pge.com;
karla.dailey@cityofpaloalto.org; wetstone@alamedapt.com; dtibbs@aes4u.com;
ralf1241a@cs.com; jhahn@covantaenergy.com; tdelfino@earthlink.net;
andy.vanhorn@vhcenergy.com; sean.beatty@mirant.com; joe.paul@dynegy.com;
info@calseia.org; gblue@enxco.com; Patricia.R.Thompson@gmail.com;
sbeserra@sbcglobal.net; monica.schwebs@bingham.com; phanschen@mofo.com;
wbooth@booth-law.com; josephhenri@hotmail.com; pthompson@summitblue.com;
dietrichlaw2@earthlink.net; alex.kang@jitron.com; Betty.Seto@kema.com;
JerryL@abag.ca.gov; jody_london_consulting@earthlink.net; steve@schiller.com;
ahaubenstock@brightsourceenergy.com; svolker@volkerlaw.com; mrw@mrwassoc.com;
rschmidt@bartlewells.com; lwisland@ucsusa.org; tandy.mcmannes@solar.abengoa.com;
stevek@kromer.com; clyde.murley@comcast.net; nrader@calwea.org;
carla.peterman@gmail.com; elvine@lbl.gov; rhwiser@lbl.gov; C_Marnay@]Ibl.gov;
epoelsterl@sunpowercorp.com; ksmith@sunpowercorp.com; philm@scdenergy.com;
rita@ritanortonconsulting.com; cpechman@powereconomics.com; emahlon@ecoact.org;
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esprague@consol.ws; richards@mid.org; rogerv@mid.org; tomk@mid.org; fwmonier@tid.org;
johnrredding@earthlink.net; clark.bernier@rlw.com; rmccann@umich.edu;
grosenblum@caiso.com; mgillette@enernoc.com; rsmutny-jones@caiso.com;
saeed.farrokhpay@ferc.gov; e-recipient@caiso.com; dennis@ddecuir.com;
david@branchcomb.com; kenneth.swain@navigantconsulting.com;
kdusel@navigantconsulting.com; gpickering@navigantconsulting.com;
Ipark@navigantconsulting.com; pmaxwell@navigantconsulting.com;
david.reynolds@ncpa.com; scott.tomashefsky@ncpa.com; ewolfe@resero.com;
cmkehrein@ems-ca.com; bsb@eslawfirm.com; djw@eslawfirm.com;
Audra.Hartmann@Dynegy.com; Bob.lucas@calobby.com; curt.barry@iwpnews.com;
dseperas@calpine.com; dave@ppallc.com; dbwalker@edf.org; dschwyze@energy.state.ca.us;
jose@ceert.org; wynne@braunlegal.com; kgough@calpine.com; kellie.smith@sen.ca.gov;
kdw@woodruff-expert-services.com; pbarthol@energy.state.ca.us; pstoner@lgc.org;
bernardo@braunlegal.com; steven@lipmanconsulting.com; steven@iepa.com;
wtasat@arb.ca.gov; etiedemann@kmtg.com; ltenhope@energy.state.ca.us; obartho@smud.org;
wwester@smud.org; bbeebe@smud.org; bpurewal@water.ca.gov; dmacmull@water.ca.gov;
kmills@ctbf.com; karen@klindh.com; ehadley@reupower.com; sas@a-klaw.com; egw@a-
klaw.com; alan.comnes@nrgenergy.com; kyle.silon@ecosecurities.com;
californiadockets@pacificorp.com; Philip.H.Carver@state.or.us; samuel.r.sadler@state.or.us;
lisa.c.schwartz@state.or.us; cbreidenich@yahoo.com; dws@r-c-s-inc.com;
jesus.arredondo@nrgenergy.com; charlie.blair@delta-ee.com; Tom.Elgie@powerex.com;
clarence.binninger@doj.ca.gov; david.zonana@doj.ca.gov; ahl@cpuc.ca.gov; ayk@cpuc.ca.gov;
agc@cpuc.ca.gov; aeg@cpuc.ca.gov; bim@cpuc.ca.gov; bbc@cpuc.ca.gov; cfl @cpuc.ca.gov;
cft@cpuc.ca.gov; dsh@cpuc.ca.gov; edm@cpuc.ca.gov; eks@cpuc.ca.gov; cpe@cpuc.ca.gov;
hym@cpuc.ca.gov; jm3@cpuc.ca.gov; jnm@cpuc.ca.gov; jbf@cpuc.ca.gov; jk1@cpuc.ca.gov;
jst@cpuc.ca.gov; jtp@cpuc.ca.gov; jzr@cpuc.ca.gov; jol@cpuc.ca.gov; jci@cpuc.ca.gov;
jf2@cpuc.ca.gov; krd@cpuc.ca.gov; Irm@cpuc.ca.gov; ltt@cpuc.ca.gov; mjd@cpuc.ca.gov;
mc3@cpuc.ca.gov; pwl@cpuc.ca.gov; psp@cpuc.ca.gov; pzs@cpuc.ca.gov; rmm@cpuc.ca.gov;
ram@cpuc.ca.gov; smk@cpuc.ca.gov; sgm@cpuc.ca.gov; svn@cpuc.ca.gov; scr@cpuc.ca.gov;
tcx@cpuc.ca.gov; zac@cpuc.ca.gov; ken.alex@doj.ca.gov; ken.alex@doj.ca.gov;
jsanders(@caiso.com; ppettingill@caiso.com; mscheibl@arb.ca.gov; gcollord@arb.ca.gov;
jdoll@arb.ca.gov; pburmich@arb.ca.gov; vwelch@arb.ca.gov; dmetz@energy.state.ca.us;
deborah.slon@doj.ca.gov; dks@cpuc.ca.gov; kgriffin@energy.state.ca.us;
ldecarlo@energy.state.ca.us; mpryor(@energy.state.ca.us; pperez@energy.state.ca.us;
pduvair@energy.state.ca.us; wsm@cpuc.ca.gov; ntronaas@energy.state.ca.us;
hlouie@energy.state.ca.us; hurlock@water.ca.gov; hcronin@water.ca.gov;
rmiller@energy.state.ca.us

SENT VIA MAIL:

President Michael R. Peevey
California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102
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The Honorable Amy C. Yip-Kikugawa
Administrative Law Judge

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

The Honorable Charlotte TerKeurst
Administrative Law Judge

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

The Honorable Jonathan Lakritz
Administrative Law Judge

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Cindy Adams

Covanta Energy Corporation
40 Lane Road

Fairfield, NJ 07004-1012

Stephen E. Doyle

Executive Vice President

Clean Energy Systems, Inc.

3035 Prospect Park Drive, Suite 150
Rancho Cordova, CA 95670-6071

Downey Brand

Sacramento Municipal

555 Capitol Mall, 10™ Floor
Sacramento, CA 95814-4686

Matthew Most

Edison Mission Marketing & Trading, Inc.

160 Federal Street
Boston, MA 02110-1776

Thomas McCabe

Edison Mission Energy

18101 Von Karman Avenue, Suite 1700
Irvine, CA 92612

Mary McDonald
Director of State Affairs
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California Independent System Operator CAISO
151 Blue Ravine Road
Folsom, CA 95630

Melissa Jones

Executive Director

California Energy Commission
1516 9" Street, MS-39
Sacramento, CA 95814
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