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BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE STATE 0

In the Matter of the Application of )

SAN DIEGO GAS & ELECTRIC COMPANY, for )

authority to revise its Energy Cost ) , |

Adjustment Clause Rate, to revise its.) . o

- Annual Energy Rate, and to revise its )  Application 83-07-16

Electric Basec Rates in accordance gv (Filed July 8, 1983)

)
)
)

Decision.B&-12—026 ' Decembeb'S 1984 | {'v (@lf
' h i)

with the Electrical Revenue
Adjustment Mechanism established by
Decision 93892. .

(See Decision 84-02-005 for appearanoes.)
Additional Agpearances

Pillsbury, Madison & Sutro, by Richard W. ,
Od ers, Attorney at Law, for San Diego
Electric Company, applicant. -
John W. Witt, City Attorney, by Leslie J.
Girard, Deputy City Attormey, for the
CTity of San Diego, interested party.
Rufus G. Thayer, Attorney at Law, for
the Commission staff.

FINAL OPINION

I. SUMMARY OF DECISION

We order the San Diego Gas & Electric Company (SDG&E) to /////'
refund $45, 060 000 to its ratepayers. In our interim opinion, v
Decision (D. ) 84~02-005, we found that SDGXE's 1979 Restated _
Agreement (Agreement) with ;eso*o—Alaskan Petroleum Corporation
(Tesoro) was unreasonable.\ This refund returns %o the ratepayers
some of the excessive fuel costs caused by the Agreement over the
period July 1, 1982 to December 31, 1983.« We do ot disallow any
expenses incurred over the January-1 1979 to June 30 1982 period t0'
avoid adjustment of prior *eported earuings ror SDG&E. . .
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We also grant the staff motion for disclosure and direct ,
SDG&E to serve the documents which were the subject of the motion on
all parties to this proceeding. _ - ‘

We deny SDG&E's motion to overturn the Administrative Law
Judge's (ALJ's) evidentiary rulings. The ALJ properly exoluded SDG&E
prepared testimony which simply reargued the reasonablenéssfof the
Agreement. The ALJ also properly admitted staff cestimony‘which
sought to measure the actual consequences of the Agreement. |

II. BACKGROUND

Oz February 1, 1984, the Commission issued an Iﬁterim‘
Opinion, D.84-02-005, which found, inter alia, that SDG&EﬁS Agreement
with Tesoro was unreasonable. The Commission ordered that further
hearings should be held to recelve evidence on the actual
consequences of the Agreement and the financial impact on SDG&E‘of a
disallowance. The Commission wanted to consider this additional
evidence before a disallowance is determined. ~

On February 3, 1984, the ALJ held a second Prehearing
Conference (PHC) to schedule the further hearings ordered’in_'
D.84-02-005. At the start of this PHC, SDG4E made a motion to remove
the ALJ as the assigned hearing officer for the proceeding. SDG&E
presented a written Motion to Disqualify ALJ and asked that the. PHC
be continued until the motion was ruled upon. The ALJ denied SDG&E'
request for a continuance and took the Motion to'DisqualifyoALJ under
sudbnission. A sc¢hedule was set for the_mailing_of preparédote5§imony
and the further bearings. The ALJ also ordered SDGAE to disclose |
certaln documents and other information related to fuel procurement
for the period 1975-1983. \ : :

On Mareh 1, 1984, SDG&E filed a Motion For Establisbment or
10 Day Rule (Rule. 68) As Basis For Filing of Prepared Testimony In
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Penalty Phase Hearings. The ALJ instructed SDG&E to mail any ,
completed testimony under the schedule set at the second PHC and to
mail any additional testimony before the next PHC. |

On March 2, 1984, SDG&E filed an Application For Rehearing
of D.84%-02-005. This application was referred to the Appellate
Section of the Commission’s Legal Division. ‘

On March 5, 1984, the assigned Commissioner issued 2 ruling
denying SDG&E's Motion To Disqualify ALJ. At the Commission‘s
Meeting on March 7, 1984, tre assigned Commissioner reported nis
ruling %o the full Commission.:

Oz March 19, 1984, the ALJ held a third PEC. At this PEC,
the Commission staff asked for clarification on the seope of this
phase of the proceeding. The staff argued that much of the testimony
. prepared by SDG&E for this phase of the proceeding relitigated issues;
| already decided in the Interim Opinion, D.84-02-005. The staff then
moved to exelude SDG&E's prepared testimony from this pnase of the.
proceeding. The City of San Diego (City) joined in staff's motion. |
SDGAE responded that it was not attempting to relitigate D.84-02-005
iz its prepared testinony and‘requested'leave Lo submit by letter‘
legal authorities supporting its position on the appropriate measure.
of damages. The ALJ allowed all parties to submit letters on the
relevant legal authorities and took staff's motion under submission.'
In addition, the ALJ set a new hearing schedule to allow time for
review of the parties' letters.snd,a'ruling on staff's motion.

On April 9, 1984, hearing was held to receive the testimony °
£ two SDG&E witnesses: William A. Abrams and R. Lee Haney. sStarf
and City cross-examined these two witnesses. _ | :

On April 25, 1984, SDG&E filed a Petition Requesting
Coumission Ruling, on Motion To Disqualify ALJ. In this petition,
SDG&E requested that the full Commission approve or deny the assigned
Commissioner's ruling issued March 5, 198n
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. -On May 2, 1984, the ALJ issued a ruling granting stai'f'
and City s motion Lo exclude the prepared testimony of- SDG&E
witnesses John QO'Leary, Arlon Tussing, and William Hughes. The
ruling also excluded portions of SDG&E witness Michael Niggli'
-oestimony. Starff had moved for the exclusion of Niggli's entire
prepared testimony._ ‘ : A o
By letter dated May 21, 158& SDG&E asked that the"
Commission defer a denial of its Application for Rehearing until
fter the Commission issues a decision on. a: disallowance.- However,
~ if the Commission was ‘inclined. to grant rehearing, then SDG&E- said a
deferral would bde unnecessary. This request also was_referred.to.the
Appellate Section. | . : -
Additional hearings were neld ‘on May 22-24 and June 1
1984. Testimony from SDGEE's remaining witness, Michael Niggli and '
stalf's witnesses, Russell Copeland and -Ray Czahar, were received
during these hearings. In addition, SDG&E witness Abrams sponsored
ome rebuttal testimony. : ‘ - y
‘ On May 22, 1984, the ALJ informed SDG&E that the i‘ull /
Commission at its March 7, 1984 Meeting already had confirmed the
assigned Commissioner's ruling on SDGEE's Motion To Disqualify ALJ.
Therefore, SDGLE's April 25, 1984 Petition Requesting Commission
Ruling On Motion To Disqualify ALJ was moot. This is apparently in:
error since no minute order reflecting this action was entered. The
ALJ further advised SDG&E that it must file an appeal of the assigned
Commissioner's ruling if it intended to pursue this matter any '
further. No such appeal was filed nor was the matter raised in
briefs. - We hereby affirm the assigned Commissioner s ruling. o
© On the last day of hearing, June 1 198u SDG&E orally
requested that the ALJ issue a proposed report pursuant to-Rule 78-
Rule 78 provides that a written petition for a proposed report shall
be filed berore the conclusion of'hearing. However, starf and City
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¢id not object to SDGXE's oral request. At this time, SDQ&E'also
stated that the company previously had given documents to |
Commissioners or their aldes which had not been served upon the
parties. Staff and City asked that these documents be - produced and
served upon the parties. The ALJ took this motion to compel ‘
discovery under submlssion.

Opening briefs were filed by SDG&E, staff and City on
July 9, 1984. Closing briefs were filed on July 23, 1984. The ALJ's
Proposed Report was{issued on Seétember 14, 1984. Exceptions to the |
report were filed by SDGEE, staff, and City on October 4, 1984. Oral
argument before the Commission en bane was held on Octobeff29, 1984.

III. SUMMARY OF EVIDENCE '

Additional evidence was received on two subjects. (1) the
financial impact of a disallowance, and (2) disallowance calculations
based on the actual consequences of the Agreement.

. A. Finanecial Impact
1.. SDG&E Evidence ) N

SDGEE sponsored two witnesses on the fipancilal impact of a
disallowance: William Abrams and R. Lee Haney. Abrams is a vice
president at Duff and Phelps, Inc., an investment research -
.organization. Haney is a vice president and treasurer of SDGXE.

Both witnesses testified that a disallowance based on the Agreement“
will have an adverse impact on SDG&E's credit rating and cost of
capital. - o

Abrams explained how Duff and Pbelps'determ;nes credit
ratings and how SDG&E's credit rating would be affected by 2
disallowance. Abrams testified that credit ratings are based .
primarily on the financial integrity of the company. He stated that
‘the stability and protection of the compény’s income streamfare very
important inr measuring a company's financial strength. Abrams also
testified that regulation Is a key factor in judging a ﬁtility
¢ompany. Regulation is evaluated by the comparny's ability to earn a
realistic rate of return, the ¢cash quality of earnings, the stab;lity

-5 ~
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of earning trends, and moderation of the company s need to finance
externally. Both the historical and the forecast financial
performance of the company are considered here.

Abrams testified tkat recent Commission actions have raised
concerns in the investment community about the company's financial '
risk. Adbrams singled out the 1983 change of the AnnualyEnergy Rate
(AER) from 2% to 8%, the prudency review of SONGS 2 and 3 | | ‘
construction costs, the target capacity factor for SONGS 2, the rate
base treatment of SONGS 1, and the ratemakingrtreatmeat‘of the Sun
Desert plant site as examples of increased financial risk to SDGEE.

In Abrams® opinion, a disallowance due to the Agreement
will have two significant impacts on SDG&E. First, a disallowahce¢
would raise interest expense since the common equity base would be
reduced causing the capital structure to be more leveraged. Second,
the investment community would regard a disallowance as a major
signal of regulatory de;erioration‘io‘California. This perception
would engender the belief that SDG&E faces increased risk oh“all'
other matters before the Comzission. Abrams further'stated‘that this
adverse opinion on California regulation could be applied to all
elect r‘c and/or gas utilities in California, zot. Just SDG&E-

Abrams concluded that any adverse deciszon in this
proceed-ng would trigger a special review of SDG&E's credit rating.
He warned that if SDG&E's rating is lowered, then SDG&E's financingw
costs could increase for soue time. | |

Haney testified that any disallowance based on the
Agreement will ¢ast a cloud over the financial standing of‘SDG&E and
every other California utility. In BHaney's opirion, the finanecial
communis ¢y will perceive that the Commission‘may at any time penalize
a utility for earlier: actions even. when those actions have gone
unchallenged for years.‘
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Baney also testified that investors seek out utilities for_
their stability irn earnings. In his opinion, a disallowanoe in tb
proceeding could lead to renewed earnings volatility and could even‘
precipitate a reversal of the oompény'S-steady financial progresso

Haney testified that any disallowadoe io,this*prooeediog;‘
should be considered with the other significant regulatory”issuos
faciﬁg SDG&E. The Commission should be aware that the combination of
adverse decisions on the retention of SONGS 1 and the Sun’ Desert site
in rate base and the prudency of SONGS 2 and 3 construction costs _
could have a harmful impact on the company s. financial standing-

Haney suggested that if the Commission desires to minimize
the inpaect on the company's cost of capital then the earnings cap.of
120 basis point adopted in D.33-08-048 could be used in this
proceeding. This'earnings cap, using the current authorized réte
base of $1.7 dillion and a 43% common equity ratio, is about $8 8
million. '

Abrams also filed some rebuttal testimony in which he tried
to quantify the impact of a disallowance on SDGEE after'assﬁﬁing that
a refund bad been ordered in 1983. If a disallowance of $65 million
had been ordered by the Commission, Abrans estimated that. the
company's interest expense would have ‘increased by $1h 4. million to
maintain 2 3.0 times interest coverage. Abrams then concluded that
such a refund to ratepayers would be a short-lived boon and a long-
tern increase to utility rates because of the increased interest
expense.

2. Staff Evidence | |

‘Staff presented one witness on the financial impact of a
disallowance on SDG&E, Ray Czahar. Czahar analyzed the‘impdot‘or‘ano
assumed $70 million disallowance. He estimated that the after-tax
impact of a $70 million disallowance on SDG&E‘would be $33 3 million.
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Czahar first reviewed SDG4E's key financial:indicators for
the period 1978-1982. He then forecast SDGXE’s cash generation
capital requirements and external financing for the period 1984-
1688. TFrom this historical and prospective. analysis, he determined
that SDG&E's financial record has shown steady improvoment from 1978-
1982 and should continue to improve in future years. -

Czahar then analyzed the impact of a $3h nillion reduction ,
in 1984 common equity earnings on SDG&E. He found that this
reduction would not severely alter SDG&E's financial positionﬁafter
1984. He also found that a $70 million disallowance will not damage
SDG&E's credit worthiness so’ that the utility's. ability to deliver
safe and reliable service to its customers is threatened.

In rejoinder to Abrams’™ rebuttal testimony,_Czahar.' ‘
testified that if one includes the savings from a lowered common
equity base in Abrams' calculation, then the net revenue increase
attributable to 2 $65 million disallowance should amount to $2.2

. mi‘llion' not $14.4 nmillion. Czahar stated this would be a one-time
revenue increase. o | | S
B. Disallowance Calculations

SDG&E presented one witness, Michael Niggln, , ‘
disallowance calculations. Staff also presented .one w‘tness, Russell’e
Copeland, on this subject. ‘

1. SDG&E Caleulations

SDG&E's witness testified that although the company has
prepared several calculations, the c¢ompany believes that ne .
disallowance is appropriate. Arfter presenting each caleulation,
Niggli added the disclaimer that the calculation should not be used_
as the basis for a disallowance sin¢ce the company believes no
disallowance is appropriate. The company's efforts throughout this
phase of the proceeding were devoted to a refutation of any
evidentiary basis for a disallowance.
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The first calculation prepared by SDG4E was $97 million.
Niggli explained that this'rigure represented his initial estimate of
the actual costs and benefits of the Agreement. In making this
caleulation, Niggli assumed that the different oil volumes taken
under the Agreement could have been replaced by natural gas. Under
this assumption, the Agreement c¢ould have increased SDG&E's fuel
costs by $97 million.

Niggli immediately pointed out that his $97 million
calculation was based upon the erronecus assumption_that all
additional o1l volumes under the Agreement ¢ould have been replaced
with natural gas. Niggli testified that due to aupply flow _
limitations and power plant gas availability, natural’ gas could not
have completely replaced oil in late 1981 and early 7982. If the
actual availability of gas is considered then kis $97 million
calculation is reduced to $47 million. The present value or the
benefits and detriments underlying th.s figure, valued as of
January 1, 1984, is $33 million. ,

In supplemental testimony, Niggli reduced this $33 million -
calculation by subtracting prior Commission disallowances ‘of SDG&E B
fuel costs. Niggli subtracted a fuel disallowance of $6.88 million
already ordered in D.82-12-056 and $13 million in unrecovered fuel -
oil carrying costs. These two adjustments on a present value basis
amount to $26.5 million. The $33 million calculation minus these
costs is $6.55 million. :

Last, Niggli points out that the reoord already contains
data whieh could be used 23 a punitive disallowance. In SDG&E's 1979
analysis of the Agreexent's costs arnd benefits, the company‘had
assuned a 50% probability of a $1 barrel penalty for rejected natural
gas. Therefore, SDG&E maintains that an acceptable method for
caleulating a disallowance would be a’$;50/barnel penalty for each
‘additional_barrel of oil (9.1 million barrels) the company agreed to
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take under the Agreement. Under this method, the disallowance would ‘
amount to $4.55 million. Again, SDGXE emphasizes that although the

method exists, it does not believe any disallowance is justified or
appropriate.: ‘

2. Staff Caleulation : T

Staff witness Russell Copeland recommends 2 disallowance of
$65,008,000.

Copeland first assumed that SDG&E had not signed the
Agreement and instead received the low sulfur fuel oil (LSFO) volumes
specified in the prior 1974 Tesoro contract, as amended. Copeland
further assumed (1) that SDGXE could khave burned all available
natural gas from 1979~ 1983, (2) tha%t SDG&E could have disposgd of any
excess LSFO on the spot market, and (3) that SDG&E could have
acquired any needed LSFO above contract volumes on theaspot‘market,

Under the above assumptions, Copeland calculated what
SDG4E's total fuel costs would have been for’the.period 1979-1983
without the Agreement. The natural gas_burh and the price Qt”ha;ub?l_
gas were derived from SDG&E's operatiﬁgfrecords and confirmed by data
requests to SDGYE's natural gas supplier, the Southern'Califbfnia Gas
Company. The amount of natural gas availadble o SDG&Eﬂfrom=1979—19§3‘
and the price of that gas were taken from these recorded*déta;‘“rhe“
disposal cost of LSFO and the acquisition pbice of LSFO on the spot.
market were derived from Lundberg Survey Inc. monthly éeportg-qn"LSFO
prices in Southern California. Eere Copeland found that a range of -
LSFO prices is shown in the Luadberg reports. If one chose from this
raage the LSFOQ prices most favorable to SDG&E (high duying price, low‘
selling price), Copeland found that a disallowance of $26, 953 OOO
could be calculated. However, if one selected the LSFO- prices least
favorable to SDGEE (low buying prlce, high selling price), then a
disallowance of $114, RRS 000 could be calculated.v The range between
these "minimuz" and "maximum" calculations is $87. S‘millign-;a




A.83~0T7=-16 ALJ/vdl/dg

R :
o .u. .

Realizing that this variation was too large, Copeland refimed his =~
analysis. He compared SDGXE's recorded LSFO sales witﬁ;Lundberg‘
reported prices at the time of each sale. Ee found that SDGLE had
sold its LSFO at a price T0¢ per barrel below the average sales price
shown in the Lundberg reports. As a result, Copeland used the |
Lundberg average pfice mirus 70¢ per barrel as SDG&E'S disposal
cost. Since Copeland ¢ould not find any recorded LSFO purchases by
SDG&E to compare with the Lundberg reported prices, he used the
Lundberg average price as SDG&E's acquisition price. With‘these
refined disposal costs and acquisition prices for LSFO, Copeiand'
calculated his recommended "mid-range” disallowance of'$65,008,000.
This figure represents the difference between SDG&E's ‘reeorded fuel
costs with the Agreement and what SDG&E's fuel costs would have been

without the Agreement under Copeland’s assumptions.

Copeland also testified that under this method he has

subtracted from his recommended disallowance a prior fuel-related
. penalty of $6.88 million already imposed by the Commiss:.on._ (See

D.82-12-056, pp- 37, 33. ) “

IV. POSITIONS OF THE PARTIES‘

A. SDG:E
| SDG&E believes that no disallowance or penalty ¢an be

justified. Although the Commission in its Interim Opinion, .
D.84~02-005, asked for evidence on the actual consequences of the
Agreement, SDG&E argues that the Commission has failed to 1dentify a
standard or altermative course of action which the company should
rave followed against which the actual coﬁsequences of‘the'Agreement
can be measured. For this reason, SDG&E submits the actual
consequences of the Agreement cannot be determined.

SDG&E contends that the ALJ erred in excluding SDGEE's
prepared testimony on the course of action that avreasonaoleﬁaﬁdV |
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properly motivated utility would have fcllowed‘in 1973;1979, Withcut'\
this type of evidence, SDG&E submits that the Commission cannct £ix a“
disallcwance.

SDG&E further contends that the ALJ. erred in admztting
staff's testimony. SDG&E argues that the staff's calculated
disallowance is based on an alternative course of action that‘
realistically was not availadble to SDG&E. In.addition,‘SDG&E'aSserts
that the staff's disallowance is not limited to the ccnsecuences.cf“
the Agreement. SDG&E believes that the staff's evidence camnot serve
any purpose in ealculatihg the actual conSequences\of the‘kgreemen:e‘
and should bave been stricken from the record.- o o

Finally, SDGLE submits that any disallowance ordered by the
Commission must be proportional to the wrongdoing 1dent1r1ed in
D.84-02~005. SDGAE states that the only wrongdoing identified in the
decision was improper procedures and motivat tions. SDG&E argues that
a penalty for improper procedures and wotivations should not. exceed
the $4.55 million shareholder burden - which SDG&E purportedly sought
to avoid when it entered into the Agreenment.

B. Staff : ‘ : -

Staff submits that its proposed $65 million diSallowance is
the only calculation which covers all actual consequences. of the
Agreement. taff further argues that its recommended dlsallowance
should be adopted by the Commission since Its financial analysis _
shows that a disallowance of $70 million will not have any lasting“
Tinanecial impact on SDGEE or on the ratepayers.

Staff contrasts SDG&E’s evidence with its own showing cn
the financial impact of a disallowance.

Staff first describes SDGYE witness Abranms’ testimony as
nothing more than a general deseription of the securities rating
procedures at Duff and Phelps. Staff then characterizes SDG&E o
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witness Haney's testimony as Just a ¢omplaint about the Commission's
adverse decision on the Agreement. o

‘ Staff asserts that its own witness Czabar has presented a
well-disciplined analysis\consisting of an historical evaluation of
SDG&E's key financial indicators from 1978-1982, a forecast‘of,cash_
generation, capital requirements, and external financing for the -
period 1984-1992, and a forecast of pre- and after-tax interest
coverage from 1984-1988. TFrom this analysis,.the;statf'has;concluded
that SDG&E's financial outlook is very promising. SDG&E's financial
position is so secure that staff believes 2 disallovance of‘$70‘
million will not severely alter SDG&E"s financial standing<after
1984, If a $70 million disallowance was imposed by the Commision in
1984, staff has found that althougn the utility's earnings and .
interest coverage would be lowered“in'198u, SDG&E's basic'financial‘
position after 1984 would be largely unaffected. ‘”

' Staff asserts that its affirmative forecast has been
substantiated by SDGEE's directors. Staff points out that on May 21,
1984 the di ectors increased the quarterly common stock dividend 7. 1%
from 49¢ per share to 52.%¢ per share. Staff notes. that SDG&E's
directors authorized this dividend increase because they felt the;
company's financial position had improved despite the uncertninties
of a disallowance due to the Agreement and the prudency review of
SONGS 2 and 3 construction costs. ‘ o _

Staff submits that the inescapable conclusion to be drawn-
from the evidence in the record is that a disallowance on the order
of $70 million will -not materially impair SDG&E's-impboving,financial

prospects nor result in substantial adverse consequences to}the_
ratepayer. ' :

Staff next addresses the. various calculations on the actual
consequences of the Agreement. '
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Staff states that despite the Commission s clear ‘directive
in D.84-02~005, SDG4E has not presented any meaningful calculations'
in this phase of the proceeding. Staff clainms that SDG&E igncred
D.84-02-005 and instead chose to produce testimony by several
consultants attacking the Commission's decision. Staff submits that
this testimony was properly excluded by the ALJ.

In contrast to SDG&E's showing, staff asserts that its
witness Copeland has presented a thorough analysis covering all
possible consequences of the Agreement. Staff clainms it has
meticulously reviewed the company's operations on a day-by-day basis
for the period 1979-1983. Staff claims that in this review it has
compared SDGXE's actual recorded fuel costs with the Agreement
against an extrapolation of the company's fuel costs without the
Agreement. The staff chose not to look at the‘Agreement by itselr
because the source of LSFO (EIRI, Tesoro, spot.market)-is not
distinguishable after it enters SDGEE's inventory. The staff
believes that its method, unlike the company's simplistic,'
calculations, has properly accounted for all consequences that may
have flowed from the Agreement.

Staff waintains that the utility has not presented any
calculation as an affirmative showing. Instead, SDG&E attempts only
to disassociate itself from the $97 million calculation it had
previously disclosed to the Commission. Staff notes that the
¢company's witness has disavowed some of his own calculations when he
testified that his $97 million figure was based upon incorrect
assumptions. - '

- Staff submits that the only well-reasoned caIculation of a
disallowance has been provided by the staff. The ¢ompany’ s disavowal
of its own figures simply underscores the unreliable methodclogy used
by the company. The staff concludes that its disallowance of $65
zillion should be adopted by the Commission.
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City believes that the staff presented the_mone credidle.
evidence on the financial impact of a disallowance and on the -
consequences of the Agreement. Accordingly, City submits tnat the,
staflf's recommended disallowance should be adopted. Alternatively,
Czty suggests that the Commission may impose a disallowance ‘based
upon the economic difference between the Agreement and the underlying
1974 contract with Tesoro, as amended.

City asserts there is a need for a substantial disallowance
in this proceeding. City concedes that SDGEE has changed its fuel
procurenent practices since 1979; however, City contend3~that a
substantial disallowance is necessary: to ensure that the company
keeps current with the most advanced techniques. City also states
that the company's shareholders should bear the economic burden of
the Agreement $0 they will exert pressure on SDG&E's management tq
continually update the c¢ompany's fuel procurement procedures._

City divides the financial impact of a disallowance into
two categories: (1) the immediate dollar impact on SDG&E's balance
sheet and the concurrent effect on the company s ability to provide“
service, and (2) the effect on the market s perception of the!
company's financial stabilis y and the concurrent long-ternm effect on -
the company's ability to raise capital.. City finds that ‘while (1) is
easy to measure, (2) is relatively difficult t¢ determine.

City says the immediate impact of a $65-T0 zillion
disallowance on SDG&E's balance sheet has been shown in Staff'W1tness
Czahar's direct testimony and SDG&E witness Abrams' rebuttal
testimony. City finds staff's testimony to be zore credible for
several reasons. First, Czahar analyzed the impact of a disallowance |
in 1984 and later years through 1992. On the other‘hand, Abrans
evaluated only the impact of a refund ordered in 1983. ,He.cennncted
no analysis for 1984 or future years. §econd, City points*ent 
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Abrams' calculation of a $14 million revenue increase to cover the
increased interest expense was wrong. Czahar saw that Abrams had
Tailed to include the financial consequences of a reduction in
retained earnings. When this factor is considered, Abrams' ,
calculated figure of $174 npillion drops to $2;2 million. City notes
that Czahar 8 ¢orrection of Abrams’ caleulation was not challenged by
SDG&E. Accordingly, City submits that Czahar has proven to be the
more accurate and credible witness on this matter. Therefore, the
Conmission should find that a $70 million dlsallowance will not
affect SDG&E's financial position.

Regarding the market's perception of 2 disallowance, City
emphasmzes that two major bond rating houses recently have’ upgraded
SDG&E's rating on bonds, dedbt, and stock. These agencies raised
SDGXE's credit ratings knowing that a disallowance as high as $100
nillion has been suggested in this proceeding. City also notes that
SDGEE's stock has contipued to sell above book value during this
proceeding. To City, the finmancial market has demonstrated that
SDG&E's financial outlook is sound despite the prospect of a
substantial disallowance in this proceeding.

City believes there are two ways to calculate the actual
¢onsequences of the Agreement.

First, City asserts that staff watness Copeland's
caleulated disallowance fairly measures all the consequences of the
Agreement. Caty finds that Copeland has compared the actual events
under the Agreement with the course of action SDG&E reasonably could
have followed without the Agreement. City asserts that each of
Copeland's assumptions is reasconable. In City's view, SDG&B should
have burned all natural gas that was available and sold more
expensive LSFO on the spot market. City assertS»that Copeland s
reconmended disallowance of $65 nillion is reasonable and should be

adopted.
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 City describes a second way of calcnlating a‘disallowanEe
as the economic difference’ between the Agreement and the underlying
1974 contract, as amended. In its brief, City has. calculated this
difference as $7u million dased on data drawn from starr and’ SDG&E
exhibits in the record. :
City submits that a disallowance of $65 nillion or $7&
million should be adopted by the Commission. o : 3

V. ISSUES

The issves raised ir this phase of the proceedingtare ae
follows:

1. Should the Commission's fixing of a
disallowance be tempered by the financial
impact on SDC&E arnd its ratepayers°,

Wbich disallowance caleulations best-

represent the actual consequences of the
Agreement?

Did the ALJ err in excluding the prepared
testimony of SDG&E's hired consultants and in
adonitting staff's testimony on the
¢onsequences of the Agreement?

Should the motion or staff and City to compel
disclosure of documents be granted?
VI. DISCUSSION .

‘A. Finanecial Impact

In our Interinm Opinion, D. 8n-02-005, we stated at page 22
that "...we will consider the financial impact of a disallowanoe on
SDC&E since the ratepayer ultimately may bear some of that impact._
In response to this statement, both staff and SDG&E have presented
testimony and evidence on this matter. However the nature of tne
two presentations is very different. ' ‘

SDG&E's direct testimony did not include any specific
analysis of SDG&E'S firancial position or or the impaet of 2
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particular disallowan¢e on SDG&E. Instead, this.testimony was
limited to general predictions of adverse_consequencesfwhich‘lacked
any reference to SDG&E's financial ¢ircumstances. For example, poth
witnesses proc¢laimed that a disallowance in.this proceeding would ‘
lead to a market perception of regulatory decline in California which
could adversely affect all California utilities. Clearly, both
witnesses sought to avoid any examination of SDG&E's current
rinancial position. One witness, Abranms, initially testified that it
would be "impossible™ to quantify the impact of a disallowance in
advance. EHowever, he later proceeded in his rebutial teSiimonyi#q '
quantify the impact of a $65 million refund made in 1683.

Even the general observations of financial decline offered
by SDGLE's witnesses were made without the most rudimentary
analysis. For example, one SDGEE witness testified‘that the
Commission's Interim Opinion, D.84-02-005, signaled a-change in the
standard of review in California. Yet this same witness'conceded 
that he had not read any other Commission decision which addféSsed
the reasonablecess and prudency of a utility's actions.  An. SDG&E
witnpess also testified that the Commission's D. 83—08-0#8 which raised'
SDG&E's AER from 2% to 8% inecreased SDGE's risk of 1oss without any
offsetting opportunity for gain. Yet, he made this judgmeﬁt-withoﬁty'
‘conducting any review of the gains or losses experienced by SDG4E
under its 2% AER even though he agreed this would be one analyticaﬁay\
of determining whether SDG&E actually faced any indbgaSed risk under
the revised AER procedures. (It is interesting to note tha;}Qn |
August 13, 1984, the Southern Célifornia Edison Company filed a
Comparative AER Analysis For the Peried May 1, 1983 thbough-May 31
1984 as ordered in D.83-08-048 and reported that its recorded AER
revenues exceeded adopted revenues by $50 million-. Clearly, the
opportunity for utility gains under the Commission 3 revised AER
procedures is substantial. ) '
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o
SDG&E's predictions of firancial gloon and’ doom have net

been substantiated by the investment community. Rather, on April R
1984, the Wall Street Journal_reported that both Moody's‘Investors
Service, Inc. and Standard & Poor's Corp. raised SDG&E'S creditf
ratings. These two rating agencies increased_SDG&B's”ratings'with
the full knowledge that a substantial disallowance could bde 1mpbsed
in this proceeding. SDG&E's Annual Report for 1983 which was |

released some time in March 1984 states that SDG&E expects the ALJ to

recommend a substantial disallowance. And SDG&E representatives had

visited both rating agencies several weeks before the upgrade was‘
announced and informed the agencies that possible penalties as ‘hi gn
as $100 million have been suggested in this proceeding.' CIearly,‘
both agencies determined that despite the prospect of a 3ubstantial
disallowance in this proceeding, SDG&E's improved financial position
warranted higher credit ratings.

The staff's presentation was markedly different from
SDG&E's showing. Staff performed a detailed review df SDG&E's past
financial performance and prepared an objective forecast of SDG&E'
capital requirements in future years. Staff analyzed the impact of
an assumed $70 million disallowance and found that a disallowance of
this magnitude will not severely alter SDG&E's basic financial
position after 198&4. During cross—exanination, the staflf witness
further stated that a disallowance upjtol$120 million will not have
an adverse financial impact on SDG4E. In his opinion, SDGLE is ia an
excellent fimancial position with or without a disallowance because
the construction of SONGS 2 and 3 now is completed and because SDG&B
is adle to normalize its income taxes.

The staff's presentation on the financial impact of a
disallowance was complete and convinéing. We are persuaded that
SDG&E's financial position is s0 secure that our fzxing of a )
disallowance up to $70 million should not be constrained by financialﬁ“
impact considerations. ‘
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We note that SDG4E submitted rebuttal testimony to the
staff presentation after cross-examining the staff witness. In this
test;mony, SDG&E attempted to show that the adverse impact on the
ratepayer of a $65 milliorn disallowance in 1983,could3be quant;fied
at some $14.4 million a year in increased interest expense. The
staff demonstrated that this figure was substantially'dverstated'
since it failed to include the decreased revenues due’ to lower equity
costs. Even using SDG4E's assumption of the required’ interest
¢coverage, the correct figure, taking into account lower equity L£OsSts
and higher debt costs, is only $2.2 million. We recall that SDG&E's ‘
witness during c¢ross-examination on his direct testimony stated that
a disallowance would lower equity revenues and raise debt costs.
However, his later submitted rebuttal testimony focused only on the
higher debdt costs. The failure of this witness to present a complete
calculation reflects adversely on his assertions. Our fzndings on
this issue are made with great confidence in the staff presentation.
However, even abseant the staff showing, we would find‘SDG&E’s
presentation to be unreliable and lacking in credxbility.

B. Disallowance Calculations :

We will address SDG&E's, staff's, and City's disallowance

caleculations in tura.
1. SDG(E

SDG&E has calculated figures ranging rrom $97 million to
$4.55 million. ,

The $67 million f;gure was the first calculation made by"'
SDG&E w;tness Niggli. This figure is based on the‘assumption that
the lower and higher LSFQO volumes stated in the Agreement L
respectively were replaced by natural gas and displaced available
natural gas. However, Niggli subsequently found that the. higher LSFO
volumes in late 1981 and early 1982 could not have completely
displaced natural gas. Therefore, according to Niggli, the $97
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million ovestates the detriments attridbutadble to thengreement in
late 1981 and early 1682. : : :

The next figure explained by Niggli is a $33 million
calculation. This figure takes into account_the limited availability
of nmatural gas in late 1981 and early 1982. 1In addition, the figure
includes LSFO sales losses incurred during this. same timeframe which
are attributadble to the Agreement. This‘figure purportedly‘is based
upon a comparison of 197& contract volumes, as amended, with the
actual Tesoro deliveries. (However, the final conmtract volumes: shownf
in Niggli's work papers do not match the recorded Tesore deliveries
showz in the company's data respomse.) Finally, for-this*calculation
Niggli used present worth factors to value all caleulated benefits
and detrimezts of the Agreement or a January 1, 1984 5&5is;

We find several problems with this second. figure. Apart
from his inclusion of LSFO sales losses, it is apparent that Niggli
has focused only on adjustments which will reduce his $97 million 2
figure. Niggli testified that an exhaustive'search and re#iew‘of
SDG&E's_operating records revealed that natural gas could not have
completely replaced the additional‘LSFO'obligations assumed in the
Agreement for late i981 and 1982. Recognition of this 1imitation
re&uced the calculated detriments. of the Agreement.‘ On the other o
hand, ‘Niggli declined to make similar adjustmenta for the "benefit"
period ef 1979 to mid-1981 when LSFO contract volumes were lowered.

For exagp;e, in January 1979, SDG&E did not burn;any
natural gas. Nonetheless, Niggli has included a benefit of .
$1,051,830 for this month based on the erroneocus aSSumptioh that a
lower LSFO volume in this month enabled SDG&E to burn more gas. In
Januvary 1981, SDGAE burned 267 MMef of natural gas equivalent o
about 40,000 barrels of LSFO. Yet Niggli has included a benefit in |
this month of replacing 164,300 barrels of LSFO with natural gas.
Thus, he has overstated the actual benefits of the Agreement.

. Furthermore, Niggli testified that he did not consider LSFO
inventory levels in his caleulatiorn. If SDG&E had unused tank

¢
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capacity, the company would have oeen able to burn available natural
gas whether or not it was obligated to receive‘higher'or_lower-LSFO
volumes under the Agreement. Therefore, if‘SDG&E'had enough tank
capacity to store excess LSFO, the Agreement's lower volumes from
1979 to nid-1981 would not have enabled a greater gas burn.;“

Niggli did not consider such actual operating conditions
which would have lowered his calculation of the benefits from the
Agreement. Thus, Niggli has not applied 2 consistent methodology in
deriving his $33 million figure. This figure is substantially
understated since the calculated benefits have not been adgusted to
reflect actual operating conditions in the same manner in which the‘i
calculated detriments were adjusted. _ . ‘ . ‘ .

In his supplemental testimony, Niggli made two adjustments .
to his $33 million figure. First, he subtracted a prior disallowance
of $6.88 million ordered in D.82-12-056 becsuse the staff in its
calculation had deducted this amount. Although Niggli iz his
rebuttal testimony c¢ompletely repudiated the staff's methodology, he
suggests that his figure should be adjusted in the same way staff's
calculation was. Second, Niggli contends that some $43'nillion in
unrecovered LSFO inventory carrying costs should also be reeognized
and subtracted. As discussed earlier, Niggli did not consider LSFO
inventory levels in his method. Yet despite this omission he
suggests it is reasonable to subtract the unreeovered carrying costs
of excess LSFO to further reduce the $33 million figure. Both: of
these adjustments to the $33 million figure reveal’ SDGLE's intent to '
engage in whatever maneuvers that will lead to a lower disallowance
figure. The inconsistent positions taken by SDGLE confirm our belief
that SDG&E's evidence should be viewed with: skepticism. ,

The last figure offered by Niggli is $4.55 million. As
stated earlier, this figure is based on the shareholder burden that
SDG&E was concerned about when it was evaluating the proposed
Agreement. Since we have already found in D. 84-02-005 that the




.

A.83-07-16 ALJ/vdl/bg/it

Agreement was unreasonadble, it would be incongruous to limit the
disallowance $o an assumption in the underlying ¢company énalysis.

First, the 50% probability of a penalty assumed’ by SDG&E is
inapplic¢able here. SDG&E's estimation of the likelihood of a
Conmission penalty is not binding on or relevant to ‘the Commission s
fixing of a disallowance. S

Second, the one-dollar—per-barrel difference’ between LSFQO
and gas prices assumed by SDGEE as the potential penalty was just
plain wrong.

SDGLE asserts that this difference between the Tesoro pr;ce
for LSFO and the GN-5 rate for gas is in accord with D. 90&0& 1.CPUC
2d 596 (June 5, 1979). That decision addressed the reasonableness of_
certain LSFO sales losses in the record period-June 1, 1977 to June
30, 1978. The Commission found that SDGXE had induréed an LSFO sales
loss of $5,018,800 but realized some $19.3 zillion in excess gas
revenues. The Commission then decided that SDG&E's electric
‘ ratepayers should not bear the burden of the LSFO sales 'loss and

disallowed this amount minus the fuel cost savings from bdrning ges;
(1 CPUC 2d at 629-630.) In effect, SDG&E's electric ratepayers were
made indifferent to this transaction. And since: at that time a
Supply Adjustment Mechanism (SAM) was not in effect, 'SDG&E, not its
gas ratepayers, retained the $719.3 million in excess gas. revenues
reduced by the disallowed sales loss. SDGE's gas ratepayers were
not affected by the tramsaction. Thus, the Commission previously was.
simply addressing the question of whether SDGAE should have retained
all the bezefits of the LSFO sale,witbout bearing any of theeoosts-
The Agreement was made in an entirely different set of
ciroumstancese First, a SAM was in‘effect therefore, any exceSs gas
revenues flowed through to the gas ratepayers and were not retained
by SDG&E. Sec¢ond, the Agreenment obligated SDG&E to purchase
additional LSFO which could displace less expensive gas. The
Agreement raised SDG&E's total fuel costs. D. 90&0& addressed a sale
of excess LSFO so that SDG&E could burn more gas. This-praﬁsactionj ‘
. lowered the company's total fuel costs- .

- 23 -
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In D.90404, the Commission ensured that the ratepayers were
made indifferent to the LSFO sales loss. To reach’the same result
for the ratepayers in this proceeding, the Commission must consider
the actual cost of gas to SDGEE or the G-61 commodlty rate. The -

' difference between the G-61 rate and the Tesoro price during the

period SDGLE was reviewing the proposed Agreement, January 1979 to
May 1979, was:
$ 7.54/bb1 January 1979 .
$ 7.26/pblL February 1979
$ 3.02/pbl March 1979
$ 8.26/bbl April 1979
$ 8.56/bbl May 1979
Total  $39.64/bbl -
Average $7.93/bbl
If the average price difference is inserted in Niggli's suggested method,
the shareholder turden which SDG&E's management should have foreseen under
the Agreement is 9.725 million barrels x $7.93/bdl = $72“3671000"oo.? A
disallowance of this amount would be proportional to the wrongdoing
committed by SDG&E and would be an accurate measure of the" risk that
should have been foreseen in SDG&E's analysis of the proposed Agreement.
In summary, SDG&E's first caleulation of $97 miliion is

- based on a consistent method which uses the different contract volume

requirexents; however, it does not reflect actual operating
conditions in the period 1979-1983. SDG&E's subsequent adjustment of
this figure to reflect actual operating conditions in latev1981‘and-
early 1982 was not based on a consistent methodology since:similar
adjustments were not made for the "benefit" period. Furtnermore, the
work papers for this adjusted figure conflict with SDG&E's data
responses. Finally, SDG&E's last method of calculating'a
disallowance relies upon the company's earlier analysis of the ‘
Agreement. However, this analysis used incorrect assumptions whicn
if corrected, yield a disallowance figure of. $72 million.

;J_
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N ) |
| 2. sStaff | |
Staff recommends a disallowance of $65 million. As
discussed earlier, this figure is based on a reconstruction of -
SDGE's fuel costs for the period 1979-1983 absent the Agreement.’
SDG&E protests that the staff's method goes far beyond the
actual consequences of the Agreement. We agree that staff has
calculated "credits™ and "penalties™ on LSFO quan;ities-which‘exceed
the volume changes negotiated in the Agreement. However, this
approach does not lead us to SDG4E's conclusion that the calculated
disallowance is meaningless. Ratker, we conclude that the #;aff"  ‘
method is a consistent calculation of what SDGEE's fuel costs would
bave been if SDG4E had burned all available natural gas from 1979- -
1983. | | AR
Staff determined that the primary consequen¢e7of the‘f
Agreement was the rejection of available natural gas from SDG&E's
fuel mix. Staff decided not to confine its analysis to the
. increm:ental volume changes of the Agreement because staff was unable
| to determine the supplier source of LSFO in SDG&E's inventoby and in
its LSFO durn. Staff, unlike SDGEE, was unwiliing to as;uﬁé that the
Agreement's lower LSFO contract volues necessarily enabled a higher
gas buran and that the Agreement's bigher contract'voiumesuﬁécéssarily
resulted in gas rejections. Instead, staff predicated‘its.method'on‘
SDG&E's recorded LSFO burn and the recorded availability offnatural 
gas. Reliance on these two factors eliminates the need to”deterﬁine
whether the Agreement's incremental volumes actually repla@ed”or
displaced natural gas. Instead, the staff was adle to calculate
SDG&E's fuel costs based on a maxizum gas burn. The staff method
implies that the Agreement turned SDG4E's management away“frdﬁ a gas
optimization fuel mix although it would have been reasonable fo:1_
SDG&E to manage its resources in this manner from>1979-1983;'
The c¢ritical assumptions undérlyiﬁg.the stafs figure are
the disposal cost of LSFO and the acquisition price of LSFO in the
spot market. As ome can see.from the range of figuéé$_¢él¢uiétedibyA
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the staff, the use of different LSFO prices can result in a f‘gure as
low as $27 million and as high as $114 million. However, we find
that staff bhas selected the best available. guidelines in’ determin;ng _
from within this range what these disposal costs and purchase prices
reasonably would have been.. "

We do find two flaws in the staff caleulation., Fibst,‘ase

pointed ocut by SDG&E, staff.has used begigning-of-the—year'péesent

value factors rather than mid-year factors. We agree with‘SDG&Efthat
use of the mid-year factors is appropriate. Second, wetsote"that
staff has limited its c¢alculated penalties for gas rejection in the
moaths of July 1980 and January 1981, to the LSFO'vo;uhes'enderfthe
1974 contract with Tesoro, as amended. The only reaSon\orfered'by‘
staff for this limitation is that staff did not want to penalizef
SDG&XE for taking any EIRI LSFO. However, there is no valid- reason
why staff's method should be limited to the uederlying 197& contract
voluzes. The purpose of staff's method is to maximize tbe gas burn
and to dispose of excess LSFO, regardless of its. supplier. The
staff's nethod does not imply that the level of the Tesoro 197& :
contract volumes or the HIRI LSFO volumes were unreasonable ‘but oniy
that SDG&E should have disposed of this LSFO if it~ could be replaced_\
with gas. If one corrects these two flaws, staff's caleulation is
reduced to $63,647,000. :

3. City | ‘

The City's alternative'caleulatien of $7h'millieﬁ is Based
on a hybrid approack. City has used SDGAE's exhibits and data
responses to calculate what the benefits of the Agreement‘were’from'
1979 to. mid-1981. City then draws upon the staff exhibit to ‘ .
determine what the detriments of the Agreement were from-mid-1981 to
1983- .

The City's approach is subject to the same critieiSms we
have made of SDG&E and staff caleulation methods.

The City's determination of benefits from the Agreement is
overstated to the ‘extent it does not recognize the actual gas burn or
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take into account LSFO storage availability. The City has assumed
like SDG&E that the Agreement’s lower LSFO volumes from' 1979 to mid- _
1681 enabled SDG&E to burn more gas. This has not been demonstrated
on this record. ‘ o

The City’ s determination of detriments from the Agreement
does recognize SDG&E's actual operating conditions sinoe it is taken.
from the staff calculation. However, the City also has used improper"
present value factors and limitations on gas rejections.

City has not explained why thzs hybrzd approach is
appropriate other than to say that in its view this is one way to
measure the economic difference between the_Agreement-and the
underlying 1974 contract with Tesoro, as amended. .

4. The ALJ's Recommended Disallowance

The record now contains three disallowance figures which _
may be adopted by the Commission; $97 million, $72‘million; and,$63

nillion.

The $97 mill ion figure increases slightly to $98 million ir
present value factors are used. Again, this. figure is based on )
replacezent fuel costs for the different LSFO volume: requirements ‘
imposed by the Agreement. It is not based upon actual LSFO |
deliveries or the recorded availability of natural gas but rerers
only to the actual contract changes with Tesoro. :

The second $72 million figure is drawn from SDG&E'
proposal to disallow the risk or ‘burden assumed by SDG&E in its ‘
analysis of the proposed Agreement. Under this method SDG&E is
penalized for the risk that it reasonably should have foreseen when
it signed the Agreenment. o

The third $63 million figure is derived under the staff
method from recorded data. This method assumes that absent the
Agreement SDGLZE could have mapaged its fuel mix to take advantage of .
~all availadle natural gas. This method does incorporate SDG&E'
recorded LSFO burn and the recorded availability of natural gas._
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In addition to these three figures, the Commission*may
develop its own disallowance figure drawn fronm the considerable
evidence received in the record for this. proceeding. For example; we:
can see from SDG&E's data responses that in. 1979 SDG&E had adequate
storage capacity to accept the unreduced Tesoro LSFO volumes and
still burn all available natural gas. Ihus, the Commission may
conclude that the Agreement actually resulted in no benefits in 1979
other than a lower LSFO inventory level. And of course since SDG&E's
shareholders bore excess inventory.carrylng_costs in 1979, the
ratepayers would not have received any benefit of a reduced‘LSPQ'
inventory irn that year. As another example, the Commiséien eouid
calculate what the benefits of the Agreement were by examining_actual
Tesoro deliveries fro; 1979 to mid-1981 rather than the final
contract levels. Most of these refinements would raise a
disallowance figure calculated by the parties. ~

The ALJ proposed that the Commission adopt a disallowanee
of $70 million to be refunded to SDGAE's ratepayers in its ECAC
balancing account. In the ALJ's view, this recommended disallowance
is towards the low end of the three disallowance figures that could
be adopted. According to the ALJ, since some of these figures could
be increased, it is a minimal figure, when viewed in. the light of
Czahar's financial amalysis which indicates that a $70 million
disallowance will not have a lasting financial impact on SDG&E, and
that a disallowance as high as $120 nmillion will not ‘harm SDG&E-

5. The Adopted Disallowance .

Iz our Interim Opinion, D.84-02-005, we directed the
parties to submit calculations on the actual cbnseQuencesiof‘the
Agreement. Although we found that the Agreement was unreasonable, at
that time we did not know what the effeets of the Agreement,were
apart from the $45 million in underlift: payments made under the 1982
Tesoro Suspension Agreement. At that poiat we could_have simply b//,‘
disallowed the $45 million in underlift paymengs- _However,‘Sipee"
SDG&E claimed it had entered into the Agreement‘to¢enéb;e a greater
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gas durn in 1979 and 1980, we extended the proceedins_to,determine
what fuel savings had occurred due to the lower eontractevoldmes'in |
those years. It was our expectation’thbat consideration of the fuel
savings would offset some of the underlift payments-ffrhiSTwas,notl
the case. | l | o

After reviewing SDG&E's reoords, we now know that the _
Agreement's lower volumes for 1979 did not enabdle a greater gas burn
or any fuel savings. SDG&E could have accepted the original Tesoro
volumes and still burned all availabdle gas in 1979. Any excess LSFO
could have been stored in SDG&E'S inventory. (SDG&E's. average LSFO-
inventory level in 1979 was 1.873 million barrels while itsrtank '
capaclty was 3.8 million barrels. ) By entering into the Agreement,
SDGLE was able to reduce its LSFO inventory carrying cost in 1979.
The Agreement's lower volume in that year did not affect the gas
burn. However, in 1980 and the first half of 1981 SDGAE did realize
some fuel savings due to the Agreenent's lower volumes. Most of the
savings occurred in the first half of 1981 because the oil/gas price
differential unexpectedly had increased to $24-$30 per barrel.

After mid-1981, the Agreement's extended term raised.
SDG&E's fuel costs. The Agreement's higher volumes in the'mid-1981
to 1983 period forced SDGLE to reject cheaper natural gas, no sell
excess LSFO at a2 loss, and to pay underlift penalties to Tesoro.‘ In
addition, the Agreement increased SDG&E's inventory carrying costs
over this period. From mid-1981, the Agreement increased SDG&E'
fuel expenses.

There are several ways of quantifying the above’
consequences of the Agreement. The ALJ proposed a disallowance of
$70 million. This recommendation is drawn from a range of $63 ,
million to $97 million which he finds is established in the record.
We agree that the Agreement has inoreased SDG&?'S fuel costsoner tne'
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We recall ‘the Commission's statement in‘Dt92u96nisSued}‘
December 5, 1980 that adjustments to prior record periods’“could'be
damaging to the financial standirng of California utilities'because ol
the corresponding assumption that reported earnings would" be subject
to possible adjustment for years in the future.” (4 CPUC 24 701.)

By confining our consideration of the disallowance to the July 1, -
1982 - December 31, 1983 period we will avoid adjustment of prior
reported earnings for SDG&E.

In reviewing the full range of 'igures developed in this
record, we conclude that the only solid figure is the underlift
penalty associated with the Suspension Agreement.‘ In‘makingia? '
disallowance, we will not attempt a calculation for the record period_
months of July, August and September 1982, because we are’ not
comfortable caleculating a rigure for the oil/gas differential for
these months. However ‘we know that fron October 1, 1982 to December

31, 1983, SDG&E did not receive any LSFO from Tesoro: and instead paid | .

a $6.55/bbl underlift penalty, or a total of $45,060 OOO in uncerlift
penalties. This is the amount we will disallow- S
We emphasize that we will continue to. revieW“discreticnary
utility actions and management decisions which affect expenses in a
record period even though those actions and decisions may have been
made at an earlier time. For example, the reasonableness of expenses
paid pursuant to a particular‘long;term contract wili be an issue not
only initially as to whether the utility should have entered the
contract at all, but further in each and every record period for
which rate recovery is sought, and for which the contract is in:
effect. Otherwise, a utility could be encouraged to enter into
contracts which may yield immediate benefits bdbut over the contract
tern are imprudent. Recently, we addressed this very issue in
reviewing the increased ¢oal costs resulting from the renegotiation
of Edison's contract with Utah International Corp., in Edison'5”1982
reasonableness review proceeding. In our decision we concluded that
"The price paid under the renegotiated Utah International coal supply
“eontract was‘reasonable during the review period Edison for future
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1979-1983 period by at least $60 million, and perhaps as high as

$97 million. We are simply not comfortable with this range or

figures. ‘ ‘ _

' We will confine our consideration of the disallowance to-
expenses caused by the agreement with Tesoro in the. period July 1,
1982 to December 31, 1983. Although this record period. concludes
April 30, 1983, we have necessarily reviewed all of the costs related
to SDG&E's Tesoro agreements in this proceeding. We choose”net to_
adjust the balancing account for the period Japuary- 1 1979 to June
30, 1982. - ‘ o

We are reluctant to make adjustments to the expenses
incurred in record periods for which we already have issued
decisions. We already have reviewed the January 1, 1980 to June 30,
1982 period and issued decisions on. the reasonableness of expenses
incurred over that time period. (See D. 82;0&-115 issued April 28
1982 and D. 82—12—056 1ssued December 13, 1982). Wnile we have’ only

. partially reviewed the 1979 record period and have retained '
jurisdiction to disallow ruel related expenses for that prior
period,2 the ‘Agreement itself did not affect fuel expenses in that |
Year, and the exclusion of this period does not change the
disallowance.

We also note that inclusion of this period would raise the
calculated disallowance since the Agreement did not bring about any
fuel savings in 1979. The realized fuel savings in 1980 and the
first half of 1981 are substantialﬂv -outweighed by the later expense
from rejecting natural gas, the losses on excess LSFO sales, and the
underlift payments to Tesoro in the July 7, 1981 to June 30 1982 o
period. Consideration of the January 1, 1979 to June 30, 1982’period

increases rather than deereases the disallowance which could be e
imposed on SDG&E»

1 Even 'SDGEE's ecaleulation of $33 million increases to $60. 5
million when the 1979 fuel savings is removed.

2 See the "express reservation™ provisions of D. 91106~issued
December 19, 1979 and D.91545 issued April 15, 1980.
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reasonableness periods should bear the burden of proving the

reasonableness of the price paid under the’ renegotiated terms-

_ To reiterate, our primary focus is-the review of the
reasonableness of expenses incurred by a utility.during tne ‘record
period, given the existence of the contract. To acconplish this
task, it may be necessary to continuously reassess the reasonableness
of the contract itself. This does not mean that long-term contracts
are £o be discouraged in favor of "flexible" short-term contracts or
that the intrinsic benefits often embodied in long-term contracts ,
will be disregarded for ratemaking purposes. We nerely state the
obvious: neither utility management nor utility regulators operate
in a static eavironment. Both must act responsibly'and responsively
as circumstances c¢hange. As a previous Commission so aptly stated'“

- "[The utility's] theory that once it is determined
that it entered into a reasonable and prudent
contract, its shareholders are absolved from all
risks, is not correct in that it neglects the

. very important factor ¢f changed ¢irumstances.

"Whether or not a ¢ontract should remain in
effect, be abrogated, or be renegotiated should
be decided by utility management. It seems |
obvious that normally utility management will
consider a c¢hange in the status quo only when
there Iis an incentive for it to do so. If we
pass through all expenses without determining
their reasonableness simply because they have
been contracted for, there would never be an
incentive for utility review of such expenses.
Qur review. of the reasonableness of contract -
expenses with the possibility of disallowance
provides management incentive t¢o incur only

reasonable costs." (D.82-12-109v10 CPUC 2dfu88
492-493.)

We rully expect this disallowance will be the last of its
type for SDG&E- SDG&E does have new procedures-and new personnel in
ts fuel procurenent department. We are confident that with' these

changes, current management bas taken the steps necessary to-avoid

the kind of mistakes of the past that led to the Agreement causing N//’
. this disallowance. S :
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C. " ALJ Rullngs

SDG&E asks the Commission to overturn the ALJ's evidentiary‘
rulings excluding some of SDG&E's prepared testimony and admitting .
staff testimony. o . , o ‘

A review of the excluded testimony shows that it was:
prepared to reargue the reasonableness of* the Agreement. SDG&B has :
read the Interim Opinion, D.84-02-005 to say only that SDG&E'
procedures ‘and motivatlons were unreasonable, not the;Agreement. )
SDG&E's hired consultants thea were instructed Lo determine whethet»
absent these unreasonable procedures and motivations, 'SDGEE .
reasonably ¢ould have entered into the Agreement. Not surprisingly,
each -of the consulfants has: concluded that the Agreement was

D.84-02-005 clearly -states that the Agreement was
unreasonable based upon the facts Xnown to SDG&E at the: time lt
entered into the Agreement. After thefCommissxon found that the

- Agreement itself was unreasonable, the Commission went on in’

D.84-02-005 to discuss some of the reasons why SDG&E entered into ‘
such an. unreasonable Agreenent. The Commissmon stated that SDG&E had"
not conducted adequate studies, SDG&E had not properly evaluated the
uncertainty of its gas’ forecasts, and SDG&E had a.tempted to. shield
its shareholders from certain penalties at the expense of the
ratepayers. The primary finding that the Agreement was unreasonable‘
is not dependent on the latter dlscussion which identifies additional
conduct by SDG4E that was unreasonable._f | o

' In short, SDGAE does not. accept the plain meaning of |
D.84~02-005 and has °ought in its,excluded testimony to relitigate
the reasonableness of the Agreement- The ALJ has properly excluded
this evidence. S : T TR S
We observe that D. 8&-02-005 was - issued after the receipt ofﬂ
testimony from the SDGEE officer who actually'signed the Agreement ln»'
1979. Such testimony is the best evidence that could be orfered of
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the circumstances surrounding the Agreement. The testimony of hired
¢consultants who did not participate in the negotiation. or the. signingf
of the Agreement would pale in comparison to the testimony of such a -
percipient witness.

SDG&E also argues that since the Interim Opinion did not
describe an alternative course of action, the Commission has not yeo
determined that the Agreement was unreasonable, just SDG&EY
procedures and motivations. There are many reasonable courses of
action that SDG&E could have followed In 1979. The‘Agreémenniwas not
one of them. If this truly is not_apparent,to-SDG&E‘,'we‘nUSt
conclude that despite its loud claims of improvement, SDGXE's fuel
management department has not progressed since 1979. |

A reasonable and p:d;entrutility manager would mot have
signed the Agreement that SDG&E did. As stated in D.84-02-055, SDG&E
extended its Tesoro obligation beyond the expiration date to a period '
when it already had under contract adequate LSFO supplies from HIRI.
SDG&E signed the Agreement when its probability'analysis indicated
that the different LSFO volumes created just offsetting risksvof
excess LSFO. SDGAE signed the Agreement when its own economic
analysis predicted net fuel savings of just $500,000. And SDG&E
signed che Agreement, whose primary benefit suppoéediy was a
reduction of contract volumes in 1979-and.1980~toﬁennblé an Increased
gas burn, when the most recent projection of LSFO‘réqnircments‘cited
by its witness showed that LSFO requirements exceeded the total
supplier volumes without any reduction in contract volumes.‘

A reasonable and prudent utility manager'would have.
undertaken a course of action in which the perceived benefits
outweighed the risks. SDG&E did just the opposite.

A reasonadle and prudent utility manager would have '
recognized in 1979 that since its forecasts were highly uncertain,
the company should certainly malntain and strive to increase its fuel
mix flexibility to allow for unexpected conditions. As‘stated'in :
D.84-02-005, SDGLE unwisely gave up the flexibility it had under the
HIRI contract when it signed the Agreement. SDG&E to: this day'does
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not acknowledge that it had any flexibility under the HIRI‘contract;
0f course, SDG&E realizes now that reliance on the flexibility of the
HIRI contract was one obvious alternative to the Agreement which
would have substantially lowered its fuel costs.

SDG&E's narrow interpretation of the HIRI contract B
pPOVlSlons is not supported by the facts. As can be seen in the
following table, from 1974 to 1978 SDG&E was able. to negotiate large

reduetiona of the original contract volumes without paying any
underlift charges to HIRI.,

Tadle 1 _ ‘
BIRI Contract Requirements - MBBL Per Year

1978 1976 1977 1978 1979 ‘ _jLﬁL v//(

8/74 'Contract 6,278 7,665 10,512 10,512 10, ,512 . 10, 512.‘
11/74 Amend. 1 5,427 7,665 10,572 10,512 - 10,512 10,512
2/76 Amend. 2 6,768 10,512 10,512 10,512 10,512 -
8/76 Amend. & - 6,935 ° 10,512 -10‘512Q' 10,512
11/77 Amend. 6 | 6,132 10,512 103512
5/78 Amend. T o 5,366 . 5,110 . 5,110
By 1979, SDG&E on five occasions was able to negotiate substantial
volume reductions when it became apparent that it diq not need as’ much
LSFC as the contract required SDGLE to take. . ‘

Amendment No. 7 was in effect when SDG&E signed the
Agreement. SDG&E's witness Niggli testified that in his opinion
Amendment No. 7T inereaaed the flexibility‘in volunmes SDG&E already
had under the HIRI contract. This opinion is confirmed by the ract
that SDG&E was able to subsequently nesotiate another large'beduetion

in the minimum contract volumes without paying any underlift charges
to. HIRI.

DL T

A3'suggested in D. 8&-02‘005, a prudent -and feasonable o

utility manager would have relied upon the flexibility in the. HIRI J

contract. SDGXE literally threw this flexibility away; " The: company"

should have known that it would have been better off not signing the‘
. Agreement. We do not say now or in D. 8&-02-005 that the only path
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SDG&E reasonably could have followed in 1579“was_adherence'to the
status Quo. In D.84-02-005, we simply bave found that the Agreement
was an unreasonable alternative to the status quo. Based on the
facts and circumstances existent in 1979, the Agreement was!a snen'in
the wrong direction.‘ There are perhaps more reasonable courses of
action the company could have followed rather than adhering to the
status Quo. However, SDG&E has not attempted to present these
alternatives in its testimony and instead has tried only to reargue
the reasonableness of the Agreement.3 :

On the other hand, staff nas presented in its testimony an
alternative to the Agreement which in staff's opinion was a
reasonable course;ofvactzon‘available‘to SDGXE in,1979- Staff has
fully accepted the finding in D.84-02-005 that the Agreement-was~
unreasonable; SDGEE clearly bas not. For this reason, starf'
evidence was properly admitted while SDG&E's evidence was excluded.

SDG&E's motion to overturn the ALJ's evidentiary rulings
shall be denied.

E. Disclosure of Documents

SDG&E adnitn that it has gdven less than six documents to
Commissioners or their aides which were not served. upon the patties.
SDG&E was unwilling: to reveal the contents of these documents and
stated only that they were. distributed before the Commission 1ssued
D.84-02-005. ‘ :

SDG&E has not denied the relevance of these documents to
this phase of the proceeding. Accordingly, we ‘must assume that they ,

are relevant to the determination of a disallowance in this phase of
the proceeding.

3 Although one SDG&E witness, William Hughes, does identify several
alternatives to the Agreenment, his prepared testimony is not a
measurement of the likely consequences of these alternatives against
the recorded c¢osts under the Agreement. Rather, his testinmony is
limited to a determination that in late 1978 none of his selected
alternatives seemed better than the Agreement.
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. Public Utilities Code (PUC) § 1705 nequires thia'Comm‘ission ‘
to make findings of fact and conclusions of law based on: ev;dence io ;f
the record. The parties are entitled to examine these documents S0
that they may assure themselves that the Commission has properly
based its ultimate decision on the- record. We will direct SDG&E" to-
serve the documents on all partles. : o R
Pindings of Fact _ C : T

1. A,disallowance of $70 millaon will Bt severely alter
SDG&E'S financial position after 1984, . ‘ - |

2. SDG4E's flnancaal position ie substantially improved since‘-
the construction of SONGS 2 and 3 is completed and the company is
able to normalize its income taxes. ' - .

3. A ¢isallowance of $70 million will not’ barm SDG&E's credit
worthiness or threaten its ability to provide safe and- reliable
service to its customers. ' ~ ST

4. SDG&E's evxdence and testimony on the financial impact of a
disallowance was not ‘suppoerted by any analysis of SDG&E's current
financial condition and lacked credidility. .

5. A disallowance figure of $97 million may be calculated
based on the LSFO volume differences negotiated in’ the Agreement and
subsequent contract amendments. : ‘

6. A disallowance figure of $72 million ray be calculated :
based on the risk that was reasonabdbly foneseeable to SDG&E when ity
slgned the Agreement. o : : . ‘
7. A disallowance ’1gure of $63 million may be calculated e
based on a maximum burn of natural gas that was available to'SDG&E y///
from 1979- 1983. o S CL .

8. Some of the disallowance rigures could be lncreased if
SDG&B's actual operating conditiona from 1979 to-mid-1983 are
recognized. _ o o )

9. SDG&E's adjustments to the $97 million figure wereﬁlimited‘
to the detriment period of mid-1981 to 1983; SDG&E did not make ‘
similar adjustments for the benefit perzod of 1979 to mid-1981 : 4

10. The ALJ proposes a. disallowance of $70 million based on tne

range of dzsallowance figures in ‘the record and the stafr'a financial
analysis. :

o
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1. SDG&E in the testimony of its hired consultants attempted
to reargue the reasonableness of the Agreement.- o

12. SDGE bas misread D.84-02-005 to say only that the j7~
company s procedures and potivations were improper. ‘

13.  D.84-02-005 clearly states that the Agreement was,
unreasonable based uponr the facts known to- SDG&E at the time it
signed the Agreement. : -

1&. SDG&E has.informally distributed documents to Commissioners
or their aides which were not served on all parties to this-
proceeding. ' ' : ' .

15. The assigned Commissioner f{ssued a ruling’ denying SDG&E'
petition Lo disqualify ‘the ALJ in this proceeding.

16. To eliminate any uncertainty over the outcome of this
proceeding, this order should: take effect on  the ‘date ‘of issuance.d

17. A disallowance of $45,060,000. OO is appropriate based on _‘b//f o
the underlift payments (6. 6S/Bbl) made. by SDG&E to Iesoro from ' o
October 1, 1982 to December 31, 1983. : ' - o

‘18. Disallowance of expenses isocurred in prior record periods
should be avoided'so that a utility '8 reported earnings for those
periods are- not affected. ‘ ‘ ‘

Conclusions of Law ‘

1. The disallowance adopted in: this decision is just and
reasonable. ' o

2. The ALJ's evidentiary rulings were eorrect. o
3. SDG&E should serve upon the parties the documents thatfit
has informally given to Commiss.oners or their aides.

R The assigned Commissioner 3 ruling declining to disqualify
ALJ Wu should be affirmed. ' ' Lo Co

FiNAi*ORDER.'

IT IS ORDERED that:z " . .
1. San Diego Gas & Electric Company (SDG&E) shall refund to |

its ratepayers $45,060,000.00 as of January 1,‘1985 through its ”l .b//(/
Energy Cost Adjustment Clause . balancing account.v L o ' |
2. SDG4E's motion to overturn the. Administrative Law Judge s

- evidentiary rulings is denied.
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3. SDG&E shall, within 10 d.ays or the date of is.sua.nce of this -
order, serve upon all parties all documents it has. distributed to
Comnmissioners or their aides. :

4. The assigned Commissioner s ruling is affirmed.

This order is effective today.
Dated DEC 51984 , at San Francisco, Calirornia.

I.dissent, - DONALD VIAL "d"
' President
WILLIAM T, BAGLEY, Qapissioner © YICTOR CALVO - ,
T d{ssent L PRISCIIIA C.. GREW
»

o Comm.ssz.oners
FREDERICK R. DUDA, Commissioner ST

I CERTIFY. mrm-mmq PR .
YRS AP ")""":D S T - THE ’th:gvrSv:mh

C \Q,LS:: Qs\': ::‘A 1. =, -
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In addition to these three figures, the Commission may.
develop its own disallowance figure drawn from the considerable
evidence received 'in the record for this proceeding-, For example, weﬁ
can see from SDG&E's data responses that in 1979 SDG&E had adequa.e

storage capacity to accept the unreduced Tesoro LSFO- volumes and
still burn all available natural gas. Thus, the Commission may
conglude that the Agreement actually resulted in no benefits in. 1979
other than a lower LSFQ inventory level. And of course since SDG&V*S
skareholders bore excess inventory carrying costs in” 1979 the
ratepayers would not have received any benefit of/e reduced LSFO
inventory in that year. As another example, e Commission could
calculate what the benefits of the Agreement were by examining actua1<
Tesoro deliveries from 1979 to mid-19871 fFather than the final
contract levels. Most of these refinements would raise«a
disallowance figure calculated by tpé parties. ;

The ALJ proposed that tie Commission adopt a disallowanoe '
of $70 million to be refunded t¢/ SDG&E's ratepayers in its ECAC
balaneing account. In the ALJ's view, t this recommended disallowance
is towards the low end of thé three disallowance figures that could
be adopted. According to Yhe ALJ, since some of these figures cou.d
be inereased, it is a mipimal figure, when viewed in the light of
Czahar's financial amalfsis which indicates that a $70 million ‘
disallowance will not have a lasting financial impact on SDG&E and
that a disallowance As high as $120 million will not harm SDG&E.

5. The Adoptéd Disallowance o

In our Interim Opinion, D.84-02-005, we directed tne .
parties to submiy calculatioms on the actual consequences or‘the _ :
Agreement. Altlough we found that the Agreement was unreasonable,‘at"
that time we 3%& not know what the effects of the Agreement were.
apart from the $45 million in underlift payments made under the 1982
Tesoro Suspension Agreement. We could. have simply disallowed tbe $#S
million in underlift payments. However, since SDG&E claimed it had
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entered into the Agreement to enadble a greater gas burn in 1979 and
1980, we extended the proceeding to determine what fuel savings had
occurred due to the lower contract volumes in those years. It was
our expectation that consideration of theffuel savipgs would offset
some of the underlift payments. _‘ - | |

After reviewing SDG&E's. records, we now know that-the
Agreenent's lower volumes for 1979 did not enable a %ipater'gas bura
or any fuel savings. SDG&E could have accepted theroriginal Tesore
volumes aand still durned all available gas in 1879. . Any excess LSFO
could have been stored in SDGXE's inventory. (SDG&E's average LSFO 
inventory level in 1979 was 1.873 millioen parrels while Its tank
capacity was 3.8 million barrels.) By tering into the Agreenment,
SDG4E was able to reduce its LSFO inventory carrying cost im 1979.
ne Agreenment's lower volume in tha year did, not affect the gas
purn. However, in 1680 and the first ralf of 1981, SDG&E did realize
some fuel savings due TO the Agpeement's lower volumes. Most of the
savings occurred in the first Aalf of 1981 because the oil/gas price
differential dnexpectedly had increased to $24-$30 per barrel.

After mid-1681, e Agreement's extended tern raised
SDG4E's fuel costs. The Agreement's higher volumes in the mid=-1981
to 1983 period forced SDGLE to reject cheaper natural gas, to sell
excess LSFO at a loss,/and to pay uanderlift penalties %o Tesoro. 1In
addition, the Agreement increased SDGLE's inventory carrying costs
over this period. rom mid-1981, the Agreement increased'SDG&E*s
fuel expenses. o

There afre several ways of quantifying the above
consequences og/ghe Agreemené. The ALJ proposed a disallowance of
$70 million. This recommendation is drawn from a range of $63
million to $97 million whichk he finds is established in the record.
We agree that the Agreement has increased SDG&E's fuel costs over the

I
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1979-1983 period by at least $60 million,T'and perbaps as high as.

$97 million. EHowever, as stated in D.84-02-005, we will determine an
appropriate disallowance from these calculations and are not bound by-
the arithmetic results.

We will confine the disallowance to expenses incurred in
the period July 1, 1982 to December 31, 1983.‘ We choose not to -
adjust the balancing account for the period January 1y 1979 to June
30, 1982 for two reasons.

First, the inclusion of this period would raise the
caleulated disallowance since the Agreement did not bring zbout any
fuel savings in 1979. The realized fuel savings in 1980f—nd the
fi*st half of 1681 are substantially outweighed by ¢ iategeexpense
fron rejecting natural gas, the losses on excess FQ sales, and the
uaderlift payments to Tesorc in the July 1, 1981 to June. 30; 1982
period. To our surprise, consideration of the January 1, 1979‘to'
June 30, 1982 period increases rather than decreases the disallowance
which could be imposed on SDG&E. ‘

Second, we are reluctant to ake adjustments to the -
expenses incurred in record periods or which we already have issued
decisions. We already have reviewgd the January 1, 1980atofJune«30;
1982 period and issued decisions An the reasonableness of expenses‘
incurred over that time period./ (See D.82-04-115 issued April 28,
1982 and D.82-12-056 issued Detember 13, 1982.) We have onl&
partially reviewed the 1979 r7zord period. (See the mexpress
reservation” provisions of J.91106 issued December 19, 1979 and
D.91545 issued April 15, 1980.) Eowever, since the Agreement did not

affect fuel expenses in that year, the exclusion of this period does
not change the disallowamce. ' '

L Even SDG&E's calculation of $33 million increases to $60 5
million when the 1979 fuel savings is removed.
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We recall the Commission's statement in D-92h96;issued
Decenber 5, 1980 that adjustments to prior record periods "could bde
damagirng to the financial standing of California utilities because of
the corresponding assumption that reported earnings would be subject |
to possible adjustment for years in the future." (“.CPUC 2d 701.)
By confining the disallowance to the July 1, 1982~Decemder 37, 1983
period, we will avoid adjustment of prior reported earnings for SDGAE.

We emphasize that we will continue to review discretionary
utility actions and management decisions which affect~etpense3win‘a
record period even though those actions and‘deciSions have oeenk
made at an earlier time. For example, the'reasoneb ness of expenses
paid pursuant to a partﬁcular long-tern ¢ontrac 111 be an issue not
only iritially as- to whether the utility shoud bave entered the
contract at all, but further in each and eyéry record period for
which rate recovery is sought, and for wiich the contract is in
effect. Otherwise, a utility could be encouraged to enter 1nto
contracts which may yield meedzate enefits but over the contract
tern are imprudent. Rec¢ently, we Adressed thievvery issue in
reviewing the increased coal ¢os resulting from the renegotiatioc
of Edison's ¢ontract with Utah nternational"Corp., in Edison's 1982
reasonableness review proceeding. In our decision we concluded tbaﬁ
"The price paid under the renegotiated Utah International coa"supply
contract was reasonable durﬁég the review period Edison for future
reasonableness periods shodad bear the burden of proving the
reasonableness of the pr%pe paid under the renegotiated terms.
(D.84-09-120, mimeo. p. H8.)

To reiterate,/our primary focus 13 the review of the
t reasonableness of expenses incurred by a utility during the record
period, given the existence of the contract To accomplish this
task, it wmay be necessary to continuously reassess the reasonableness
of the contract itself. This does not mean that long-term contracts ‘
are to be discouraged in favor of "flexible” short-term contracts or
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that the intrinsic¢ benefits often embodied in long-term contracts
will be disregarded for ratemaking purposes. We merely state the
obvious: neither utility management nor utility regulaters dperaue |
in a static enviroament. Both must act responsibly and eponsively
as c¢ircumstances change. As ajprevious Commission so/ggizy'stated:

»[The utility's] theory that once it is determined
that it entered into a reasonable and prudent
contract, its shareholders are abngVed fron all
risks, is not correct in that it peglects the
very important factor of change cirumstances.

"Whether or not a contract shodld remain in
effect, be abrogated, or be renegotiated should
be decided by utility management. It seens
obvious that normally uti¥lity management will
consider a change in ¢t status quo only when
there is an incentive for it to do so. If we
pass through all expenses without determining
their reasonablenesﬁ'simply because they have
been contracted for, there would never be an
incentive for utility review of such expenses.
Qur review of the reasonadleness of contract
expenses with the possibility of disallowance
provides management inceantive to incur only
reasonable costs.” (D.82-12-109 10 CPUC 2d 488,
492-493.)

From July f, 1982 to December 31, 1983, SDG&E incurred the
following expenses due to the Agreement. In the months of July,
August, and September 1982, SDGLE rejected 952, SOO barrels equivalent
of natural gas./ The oil/gas price differential at this time was
about $15. However, we will use the $7. 93/bbl average. difference
calculated by/ the ALJ for the period January-May 1979. We believe
that the disallowance should be limited to the price differential
that was régsonably foreseeable when SDG&E entered into the

o~
Agreement. Accordingly, the disallowance for these three months is

952,500 barrels x $7.93/bbl = $7,553,325.00. From Octeber 1, 1982 to
December 371, 1983, SDGXE did not receive'any'LSFO from Tesoro bdt
instead paid $6.55/bblL underlift penalty or a total of $45, 060 OOO 00
in underlift penalties. This amount also is disallowed as. 3 cost
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whieh was not reasorably incurred. The total dmsallowance thon is .
$52,613,325.00. This amount shall be refunded to SDGXE's ratepayers ‘
through the balancing account effective January 1, 1984.° -L

We fully expect this disallowance will be the last of its
type for SDGXE. SDGXE does have new procedures and new_oersonnel in
its fuel procurexment departmert. However, we-are'reminded‘that back
in 1979 SDG&E had Just received an outside conmsultant’s review of its
fuel management practices and nevertneless entered into the ve~y
Agreement causing this disallowance. Only over/time will we kmow
whether SDG&E actually has improved the subst/nce of its management
or whether it has simply changed appearances.

C. ALJ Rulings d///. . ,
SDG&E asks the Commission t¢ overturn the ALJ s evidentlary
rulings excluding some of SDG&E's p /nared testimony and admitting
staff testimony.

A review of the exclud d testimony shows that it was
prepared to reargue the reasonableness of the Agreement. SDG&E has
read the Interim Opinion, D.8ﬂ£02-005 to say only that SDG&E'
procedures and motivations /;e unreasonable, not the Agreement.
SDG&E's hired consultants téen were instructed to determine whether mC
absent these unreasonabl:/érocedures and motivations, SDG&E f _
reasonably could have entered into the Agreement. Not- surprisingly,;
each of the consultants has concluded that the Agreement was
"reasonadble." ‘ :

D.84=02~005/clearly =tates that the Agreement was
unreasonable baéed upon the facts knowz to SDGEE at the. time'it
entered int¢o the Agreement. After the Commission found that the
Agreement itself was uareasonadble, the Commission went on in
D.84=02-005 to discuss some of the reasons why SDG&E entered 1nto
such an unreasonable Agreement. The Commission stated that SDG&E had
not conducted adequate studies, SDGLE had not properly evaluated the
uncertainty of its gas forecasts, ‘and SDG&E had attempted to shield
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its shareholders from certain penalties at the expense of the‘f
ratepayers. The primary flnding that the Agreement was unreasonable‘ |
is not dependent on the latter disecussion which identifies additional‘
conducet by SDGEE that was unreasonable.

In short, SDG&E does not accept the plain meaning of
D.84-02-005 and has sought in its excluded testimony to- relitigate
the reasonableness of the Agreement. The ALJ has properly excluded
this evidence. o 3

We observe that D.84- 02-005 was issued after the receipt of
testimony from the SDG&E officer who actually signed the Agreement in
1979. Such testimony is the best evidence that c¢ould be orfered of
the circumstances surrounding the Agreement. The testamony of nired
consultants who did not participate in the negotiation or the sfgnlng“
of the Agreement would pale in comparison to the teatimony of<such a
percipient witness. ‘ S

SDG&E alsovargues that since the Interim Opimion oid not
describe an alternative course of action, the Commixsion has not yet
determired tbat the Agreement was unreasorable, just SDG&E's
procedures and motivations. There are many re /onable courses of
action that SDG&E could have followed in 7979. The Agreement was not
one of them. If this truly is not apparen, to SDG&E , we must |
conclude that despite its loud claims of Anmprovement, SDGYE's fuel
management department has not progressed since 1979. o

A reasonable and prudent ut ity manager would not have
signed the Agreement that SDG&E did./ As stated in D.8%- 02—055, SDG&E_
extended its Tesoro ¢obligation beyond the‘expiratlon date to a period
when it already had under contracy adequate LSFO supplies from‘HIRI.‘
SDGAE signed the Agreement when {ts probability analysis indicated
that the different LSFO volumes/created just offsetting risks'of
excess LSFQ. SDG&E signed the Agreement when its own economic
analysis predicted net fuel savings of Jjust $500,000. And SDGE
signed the Agreement, whose ntlmary benefit supposedly was a
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Pduction of contract volumes in 1979 and 1980 to enable an increased
gas burn, when the most recent projection of LSFO requirements cxted
by its witness showed that LSFO requirements exceeded the total
supplier volumes without any reduction in contract volumes.‘ |

A reasonable and prudent utility manager would have
undertaken a course of action Iin which the perceived benefits
outweighed the risks. SDGLE did just the opposite.

A reasonable and prudent utility manager-would have:
recognized in 1979 that since its forecasts were highly uncertain,
the ¢ompany should certainly maintain and strive to<increase its fuel
zix flexidility to allow for unexpected conditions. As stated in .
D.84-02-005, SDG&E unwisely gave up the flexibility it had undecrthe
HIRI contract when it signed the Agreement. SDG&E to this. é§/eoes .
not acknowledge that it nad any flexibility under the HIKRI contract.
0f course, SDG&E realizes now that reliance on the £ exibility'of‘the
BEIRI contract was one obvzous alternative to the Agreement which
would have substantially lowered its fuel costs

~ SDG&E's narrow interpretatiqn of ¢ BEIRI contréct
provisions is not supported by the facts. s can be seen in the
following tabdble, from 1974 to 1978 SDG&E fras able to negotiate large

reductions of the original contract volgmes without paying any
underlift ¢harges to HIRI.

Table /1 :
EIRI Contract Requirements - MBBL Per Year

1975 1976 1977~ 1978 1979 1980
8/74 Contract 6,278 7,665/ 10,512 10,512 10,512 = 10,512
11/7% Amend. 1 5,427 7,665 10,512 10,512 10,512 10,512
2/76 Amend. 2 6,768 10,512 10,512 10 5121V.1d‘5123
8/76 Amend. 4 ‘ / 6,935 10,512 10,512 10,512
11/77 Amend. 6 N 6,132 1o,smgjﬂf1o 512
'5/78 Amend. 7 5,366 5,110 ' 5,110
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By 1979, SDG&E on five occasions was able to negotiate substantial
volume reductions wher it became apparent that it did not need as
much LSFO as the contract required SDG&E to take. i

Amendment No. 7 was in effect when SDG&E signed the
Agreement. SDG&E's witness Niggli testified that in his opinion
Amendment No. 7 increased the flexibility in volumes SDG&E already
had under the EIRI contract. This opinion is confirmed dy - ‘the fact
that SDGXE was able to subsequently negotiate another large reduction
in the ninimum contract volumes without paying any underlift cbarges
to HIRI. : ,

As suggested in D. 83—02-005, a prudent and reasonable
utility manager would have relied upon the flexibillty in: the HIRI
¢ontract. SDGEE literally threw this flexibility away.”” The company
should have known that it would have been better o not signing the
Agreement. We do not say now or in D.84- 02~005,£hat the only path
SDG&E reasonably could have followed in 1973/4;:tadherence to the
status quo. In D.85~02-005, we simply heyc found that the Agreement
was an unreasonable alternative to the scatus quo. Based on the
facts and circumstances existent in 1979, the Agreement was a step in
the wrong direction. There are perhéts mnore reasonable coursesfor
action the company could have followed rather than adhering to:the
status quo. However, SDGEE has t attempted to present these |
alternatives in its testimony 7pd instead has tried only to reargue
the reasonableness of the Agreement.2

2 Although one SDGE w i*ness, William Hughes, does identiry 3everal
alternatives to the Agreement, his prepared testimony is not a-
measurezent of the likely consequences of these alternatives: against
the recorded c¢osts under the Agreement. Rather, his testimony is
limited to a determination that in late 1978 none of his 3elec.ed
alternatives seemed better than the Agreement.

- 36 -
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On the other hand, staff,bas~presented‘in'itS‘teétimony an
alternative to the Agreement which in staff's opinion was a
reasonable course of action available to SDG&E in 1979. Staff has
fully accepted the finding in D.84-02-005 that the Agreement was
unreasorable; SDG&E clearly has not. For this reason, staff's
evidence was properly admitted while SDG&E'Suevidence-wasfexcludec;_

SDG&E's motion to overturn the ALJ's,evidectiary rtlicésf
shall be denied. o |
E. Disclosure of Documents

SDGE admits that it has gzven less than six documents to
Commissioners or their aides which were not served upon the parties.
SDG&E was unwilling to reveal the contents of these dooumentsf/cd
stated only that they were distriduted before tbe Commis on issued
D.84-02-005. .

SDG&E has not denied the relevance of“theSe'documents to

this phase of the proceeding. Accordingly, we mcst assune. that they

are relevant to the determimation of a disallofance in this phase of
the proceeding. 7 .
Public Utilities Code (PUC) § 1 S"requiresithis Commission
to make findings of fact and conclusions/of law based on evidence in-
the record. Ihe parties are entitled th examine these documents 50
that they may assure themselves that fLhe Commission has properly ‘
based its ultimate decision on the v/zord. We will direct. SDG&E to
serve the documents on all parties/' '
Findings of Faet

1. A disallowance of $70 million will not severely alter
SDG&E's financial position after 1984.

_ 2. SDG&E's financial position is substantially 1mproved since
the construction of SONGS 2 dnd 3 is completed and the company ‘s_ -
able to normalize its zncome taxes. ‘

3. A disallowance of $70 milllon will not harm SDG&E's credit
worthiness or threaten its*ability to provide safe ‘and reliable o
service to its customers. ' :
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4. SDG&E's evidence and testimony on the financial impact of a
disallowance was not supported by any analysis of SDG&E'# current
finaneial condition and lacked credidility.

5. A disallowance figure of $97 million may be calculated
based on the LSFO volume differences negotiated in the Agreement and
subsequent contract amendments. ‘ : .

6. A disallowance figure of’$72 million may be caleulated
based on the risk that was reasonably foreseeable tovSDG&E when it
signed the Agreenent. . ‘

7. A disallowance 4":i.gur-e of $63 million nay be calculated
based on an maximum burn of natural gas that was available to—SDG&E”!
from 1979-1983. ‘ -

8. Some of the disallowance figures could be iner sed ir
SDG&E's actual operating conditions from 1979 to mid~1983 are

-

recognized. d///{f o

8. SDG&E's adjus.ments to the $97 millio figure‘were'iimited‘
to the detriment period of mid-1981 to 1983; DG&E-did'not‘make
similar adjustments for the benefit period Af 1979vto-mid-193m;

10. The ALJ proposes a disallowancy of $70 million based‘en the
range of disallowance figures in the record and the stefffsefinancialr
analysis. :

11. SDGIE in the testimony of its hired c¢onsultants attempted
0 reargue the reasonableness of the Agreement.

12. SDG&E has misread D.84-02-005 to say only that the
company’s procedures and motivagions were improper.

13. D.84-02-005 clearly/states that the Agreement was
unreasonable based upon the facts known to SDGELE at the time it
signed the Agrcenment. md{/a '~r' _

14, SDG&E has informally distributed documents to Commlss;oners
or their aides which were/not served on all parties to this
proceeding. : ‘

15. The assigned Cormissioner issued a rullng denying SDG&E s
petition to diaqualif%/;he ALJ in this proceeding.

. | )
N
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16. To eliminate any uncertainty over the outcome of thin
proceeding, this order should take' effect on the date of issuance.

17. A disallowance of $52.6 million is appropriate if (1) the
disallowance is limited to expenses incurred in the July 1,,1982,to
December 31, 1983 period and (2) the disallowance is further'limited
to the risk that SDG&E reasonably should have foreseen when it signed
the Agreement. )

18. Disallowance of expenses incurred. in prior record periods
should be avoided so that a utility's reported earnings for those
periods are not. affected. _ _ o '
Conclusions of Law | _

1. The disallowance adopted in this decision is Just and
reasonable.

*2. The ALJ's evidentiary rulings were correct.

3. SDG&E should serve upon Ahe parties the documents that it
has informally given to Commissioners or their aides.

4. The assigned Commissdoner's ruling declining to disqualify
ALJ Wu should be affirmed.

IT IS ORDERED that: :

1. San Diego Gai/& Electric Company (SDG&E). shall refund to
its ratepayers $52.6 mAllion as of Januwary 1, 1984 through itstnergy
Cost Adjustment Clause balancing account. 3

2. SDG&E's moéion to overturn the Administrative Law Judge s
evidentiary ruiings/is denied. : ‘

3. SDG&E shéll, within 10 days of the date of issuance of this_‘
order, serve uporn all parties all documents it has distributed to |
Commissioners or their aides. ‘
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Decision S X2 026 DEC5S 1984

In the Matter of the Application of )

SAN DIEGO GAS. & ELECTRIC COMPANY, for )

authority to revise its Epnergy Cost )

Adjustment Clause Rate, to revise its ) ,

Annual Energy Rate, and to revise its ) Application 83-07-16
Electric Base Rates in accordance ) (Filed July 8, 1983)
with the Electrical Revenue ) o o
Adjustment Mechanism established by )

Decision 938%92. g

(See Decision 8¥~02-005,roi»app:iﬁgnces-)

Additional Appearances’

Pillsbury, Madison & Sutvéj by Richard W.
Odgers, Attoraey at Xaw, for San Diego
Gas & Electric Company, applicant.

John W. Witt, City Attornmey, by Leslie J.
Girard, Deputy City Attorney, for the
City of San Diego, interested party.

Rufus G. Thayer,/Attorney at Law, for
the Commission staff.

FINAL OPINION

I. /SUMMARY OF DECISION

We order the San Diego Gaz & Electric Company (SDGEE) to
refund $52.6 million its ratepayers. In our interim opinion,
Decision (D.) 8&-02—02:, we found that SDG&E's 1979 Restated
Agreement (Agreement) with Tesoro~-Alaskan Petroleum Corporation
(Tesoro) was unreasSonable. This refund returns';b}the;ratepayers
some of the excessive fuel costs caused by the Agreement over the
period July 1,/4282 to December 31, 1983. We do notfdisailowfany
expenses incurred over the January 1, 1979 to June 30,'1982ﬂperiod,to
avoid adjustment of prior‘reported'éarnings:fbr SDG&B.Z )




" A.83-07=-16 ALJ/vdl/bg

On May 2, 1984, the ALJ issded a ruling granting'staff's
and City's motion to exclude the prepared test%gony or SDG&E
witnesses John O'Leary, Arlon Tussing, and W}ﬁaiam Hughes.v The -
ruling also excluded portions of SDG&E witness Michael Niggli's
testimony. Staff had moved for the excluﬁgon of Niggli's entire ‘
prepared testinmony.

By letter dated May 21, 198Y¥, SDG&E asked that the
Commission defer a denial of its Appdgcation for Rehearing until
after the Commission issues 2 dec¢ision on 2a d‘sallowance. _However,
if the Commission was inelined tg/érant rehearing, then SDGLE said a
deferral would be unnecessary. hi; request also'was réfefre@]td the
Appellate Section. | : | |

Additional hearings/were held on May 22-24 and June 1
1984, Testimony fronm SDG&E)& remaining witness, Michael,Niggli, and’
staff's witnesses, Russell Copeland and Ray Czahar, were received
during these hearings. In/ addition, SDGEE witnesstbrams~sansQred
'some. rebuttal testimony. o o

On May 22, 1984, the ALJ informed SDG4E that the full
Commission at this March 7, 1984 Meeting already had'confirhéd the
‘assigned Commissioner's ruling on SDG&E's Motion To‘Disqualify ALJ.
Therefore, SDGXE's April 25, 1984 Petition Requesting Commission
Ruling On Motion To)ﬁ&squalify ALJ was moot. This is apparently in
error since no minute order reflecting this action was en;ered. WThe
' ALJ further advised SDG4E that it must file an appeal of the assigned
Commissioner's ruling if it intended to pursue this matter any
further. No such appeal was filed nor was the matter raised in
briefs. We hereby affirm the assigned Commissioner's ruling.

On the last day of hearing, June 1, 1984, 'SDG&E'orally
requested that the ALJ issue a proposed report pursuant to Rule 78.
Rule 78 provides that a written petition for a proposed report shall
fbe filed before the conclusion. of hearing. However, staff and CIty
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reasonableness periods should bear the burden of prov;ng the

reasonableness of the price paid under the renegotiated terms "
(D. 84-09-120 mimeo. p. 98 ) )

To reiterate, our primary focus is the/?;;:ew or‘the
reasonableness of expenses incurred by a uti&ity during the record
period, given the existence of the contract. To,accomplish this:

task, it may be necessary to continuou#iy reassess the reasonableneSS'
of the contract itself. This dces‘pot mean that long—term contracts
are to be discouraged in favor of flexible" short-tern contracts or
that the intrinsic benefits often endbodied in long-ternm contracts
will be disregarded for ratemaking purposes. We merely state the
obviocus: neither utility mayagement nor utility regulatcrs operate”
in a static environment. Both must act responsibly'and responsively
as c¢ircumstances change. /As a previous Commission so aptly'stated°‘

"[The utility's] theory that once it is determined
that it entered into a reasonable and prudent
contract, ity shareholders are absolved from all
risks, is nok correct in that. it neglects. the
very importént factor of changed cirumstances.

"Whether or/not a contract should remain in

effect, be abrogated, or be renegotiated should

be decided by utility management. It seems:

obvious fhat pormally utility management will

consider a change in the status quo only wken

there is an incentive for it to do so. If we

pass through all expenses without determining
their;beasonablcness simply because they have

been contracted for, there would never be an .

incentive for utility review of such expenses.

Qur revzew of the reasonableness of contract

expenses with the possibility of disallowance

provides management incentive to incur only S,
reasonable costs."™ (D.§2-12-109 10 CPUC 2d 488, o ::

492-493.)

We/fully expect this disallowance will be theflast of its
type for SDG&E. SDG&E does have new procedures-and new .personnel in

/ ARE  COLPIIERIT THAT AT Tl

its fuel PnOcurenfnt departngnt;vaéﬁevig——we—arc—nemrnded;fhaﬁ—back
‘,\("'u Pir Ppt )T AR Ly A )T e e A T bt A7 "M A1 D 3

N ALV TR S Y R e i SRRl M

E-RadJust recetved an ™ utsrde con

1ot pimw Thhder &t
£UEY managen et S ol e s, BerossTenrd b Ly ‘E%“{rw SeTEe

=

. .-.A,gree‘mezf%’ 'Esﬂ. fr':EEi's—d‘rsa‘—Efwa»nce Only over time wiil.l we. lcnow
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whether SDG&E actually has improved the substance of its management
~ or whether it has simply changed appearances.
C. ALJ Rulings

SDG&E asks the Commission to overturn the ALJ's evidentiary

rulings excluding some of SDGLE's prepared testimony and: admitting
staff testimony.

A review of the excluded testimony shows that it was’
prepared to reargue the reasonableness of ¢ Agreement. SDG&E has
read the Interim Opinion, D.84-02-005 to/gaheonly that SDG&E's
procedures and motivations were unreasénable, not the Agreement.
SDG&E's hired consultants then were/instructed to determine whether
absent these unreasonabdle procedures and motivations, SDGLE
reasonably could have entered #ato the Agreement) Not surprisingly,v
each of the consultants has goncluded that the Agreement was
"reasonadble."

D.85-02~005 cleArly states that the Agreement was
unreasonable based upon fthe facts known to SDGEE at the time it
entered into the Agree ent. After the Commission round that the
Agreement itself was nreasonable, the Commission went on in :
D.84-02-005 to discuss some of the reasons why SDG&E entered into
such an ugreasonablé Agreement. The Commission stated that SDG&E had
not conducted adequate studies, SDGLE bad not properly‘evaluated the
uncertainty of itJ'gas forecasts, and SDG&E had attempted to shield .
its shareholders romn ¢ertain penalties'at'the expense of the '
ratepayers. The/:rimaryffinding that the Agreement was unreasonable
is not dependent on the latter discussion whieh identifies additional
conduct by SDG&B that was unreasonable.

‘ In short, SDG&E does not accept the plain neaning of
D.84-02-005 and has sought in its excluded testimony to relitigate
the reasonableness of the Agreement, The ALJ has properly excluded
this evidence. : : :

We observe that D. 8&-02—005 was issued after the receipt of
testimony from the SDG&E officer who actually signed the Agreement in

. 1979. Suceh testimony is the. test evidence that could be ofi‘ered of

- 33 =
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not acknowledge that it had amny flexibility under the HIRI,centraet.
Of course, SDG&E realizes now that reliance on the flexibility of the
HIRI contract was ¢ne obvious alternative to the Agreement which
would have substantially lowered its fuel costs. .

SDG&E's narrow interpretation of the HIRI contract
provisions is not supported by the facts. As_egn/ﬁe'seen‘in‘the
following table, from 1974 to 1978 SDGAE was 2ble to negotiate 1arge
reductions of the original contract volumes/:zzbout payingkany
underlift‘eharge; to EIRI.. :

HIRI Contract Requiremerxts - MBBL Per Year

1975 1977 1978 . 19797 . 1980
8/74 Conmtract 6,278 / 10,512 10,512 10,512 10,512
11/74 Amend. 1 5,427 10,512 10,512 10,512 10,512
2/76 Amend. 2 68 10,512 10,512 10,512 10,512
8/76 Amend. & . | 6,935 10,512 10,512 10,512
11/77 Amend. 6 : 6,132 10, 512Qf‘10;512ee{
5/78 Amend. 7 | 5,366 - smo S
5,110 . S

substantial volume reductions when it became apparentrthat it did not
need as much LSFO as the contract required SDGXE to take. -

Anendmeat No. 7 was in effect when SDG4E signed the
Agreement. SDG4E's witness Niggli testified that in bhis opinion
Anendment No;/7/increased the flexibility in volumes=SbG&Eﬂalready‘
nad under the/HIRI contract. This opinion is confirmed by the fact
that SDG&E,égs able to subsequently negotiate another large'heductioh
in the minimum c¢ontract volumes without paying any underlift charges
to HIRI. -

As suggested in D. 8&—02—005, a prudentrand“reasonable‘
utility marager would have relied upon the flexibility in the HEIRI
contract. SDGEE literally threw this flexibllity'away. The‘company
should bave known that it would have been better off not signing the
Agreement. We do not say now or in D.84-02-005 that'tﬁehoﬁiy path"
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Public Utilities Code (PUC) § 1705 requires this‘CommisSIon
to make findings of fact and conclusions of law based on evidence in
the record. The parties are entitled to examine these documents so
that they may assure themselves that the Commission has properly
based its ultimate decision on the record. We will direct SDG&E to
serve the documents on all parties.

Findings of Fact ‘ u///// - -

1. A disallowance of $70 milliop/will not severely‘alter'
SDG&E'*s financial position after 198#(

2. SDG&E's financial positiph is substantially improved ‘since
the construction of SONGS 2 and is completed and the company is
able to normalize its income ¢

3. A disa’lowance of $/0 million will not harm SDG&E's credit
worthiness or. threaten its bility to provide safe and reliable
service to its customers. , :

4.  SDG&E's evidenge and testimony on the financial impact of 2
disallowance was not suypported by any analysis of SDG&E's current
financial c¢ondition ayd lacked credibility. o

5. A disallowgnce figure of $97 million may be caleculated
based on the LSFO vplume differences negotiated in the Agreement and
‘subsequent contra, amendments. :

6. A disallowance figure of $72 million may be calculated
based on the rigk that was reasonably foreseeable to SDG&E when it
‘signed the Agreenment. . (

T. A disallowance figure of $63 million may be calculated |
based orn an maximum burza of natural gas that was available to SDG&E
from 1979-1983.

8. Some of the disallowance figures could be increased if
SDGAE's actual operating conditions from 1979 to mid-1983,are
recognized. '

9. SDG.E's adjustments to the $97 million figure were limited
to the detriment period of mid-1981 to 1983; SDG&E did not make
similar adjustments for the benefit period of 1979 to mid-1981

10. The ALJ proposes a disallowance of $70 million based on the

range of disallowance figures in the record and the staff's financial
analysis..
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11. SDG&E in the testimony of its hired consultants attempted'
to reargue the reasonabdbleness of the Agreement. '

12. SDGXE has misread D._84-02-005 to say only that the
company 's procedures and motivations were improper.

13. D.84-02-005 clearly states that the Agreement was
unreasonable based upon the facts known to SDG&E at the time it
signed the Agreement.

14, SDG&E has 1nforma11y distributed ocuments to Commissioners'
or their aides which were not served on’ aI{ parties to this
proceeding. ‘ ‘ o ‘

15. The assigned Commissioner sued a ruling denying SDG&E's
petition to disqualify the ALJ in bé&s proceeding. ‘

16. To eliminate any uncer inty over the outcome of this
proceeding, this order should take effect on the‘dEte of issuanoe.

17. A disallowance of 45,060,000.00 is appropriate based on the
underlift payments ($6.65/Bbl) made by SDG&Etto=Tesoroefbostctober
1, 1982 to December 31, 1983. | e

18. Disallowance of/ expenses incurred in prior record periods
should be avoided so that a utility s reported earnings ror those
periods are not affect d.

Conclusions of Law

1. The disallowance adopted in tnis decision is just and
reasonable.

2. Ihe ALJYs evidentiary rulings were correct.
3. SDG&E ould serve upon the parties the doouments that it
has informally ven to Commissioners or thelir aides.

4. The ‘ssigned Commissioner's ruling declining to disquali’y,
ALJ Wu should be affirnmed.

IT IS ORDERED that: . I
1. San Diego Gas & Electric Company‘(SDG&E) shall refund-to
its ratepayers $45,060,000.00 as of January 1, 1984 through its
Energy Cost Adjustment Clause balancing account.

2. SDG(E's motion to overturn the Admin*stratxve Law Judge s
evidentiary rulings is denied- ‘




