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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
San Diego Gas & Electric Company, for
Authority to Introduce a Mandatory
L6~TOU Rate to Replace its Existing
A6~TOU and AL-TOU Rates and to Revase
Portions of its Existing Standby.
Tariffs. (1 902-E) ‘

Application 87=04-018
(Filed April 10, 1987)

)
)
)
)
)
)
)
)
In the matter of the Application of )
SAN DIEGO GAS & ELECTRIC COMPANY for )
Authority to Revise its Energy Cost )
Adjustment Clause (ECAC) Rate, to )
Revise its Annual Enerqgy Rate (AER), )
and to Revise its Electric Base Rates )
effective November 1, 1987 in )
accordance with the Electrical )
Revenue Adjustment Mechanism (ERAM). )
(U. 902-E) )

)

Application 87-07-009
(Filed July 2, 1987:
amended Auwgust 20, 1987)

(Appearances are listed in Appendix A.)
QPINION
I. Summaxy

By this order we adopt San Diego Gas & Electric Company’s
(SDG&E’s) Energy Cost Adjustment Clause (ECAC) forecast of fuel and
purchased power eéxpense for the period November 1, 1987 = October 31,
1988. The related ECAC rate changes, changes to the Annual Enerqgy
Rate (AER) and the Electric Revenue Adjustment Mechanism (ERAM), and
changes to base rates and the Major Additions Adjustment Clause
(MAAC) rates result in a total revenue decrease of $141.2 million.
The revenue changes are shown on Arpendix .B.
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We also adopt revised marginal costs for SDG&E based upen
the company’s cost study but adjust the company’s figures in
several respects as recommended by intervenors.

After examining the revenue allocation that would result
from strict application of an Equal Percentage of Marginal Cost
(EPMC) method, we find that the EPMC method should be constrained
so that each customer class receives a ninimum 5.0% rate decrease.
Although residential and agricultural revenues are below the EPMC
allocation for their classes, we will lower all rates in the
context of this substantial revenue decrease. We believe that
SDG&E’s rates must be restructured and moved towards marginal costs
in a deliberate and careful manner. Our adopted revenue allocation
makes significant movement towards the adopted marginal costs and
allows time for the refinement of marginal cost studies in future
‘proceedings.

The adopted rate design, i.e. rates within each customer
class, relies heavily upon an agreement submitted after hearing.
The major change is the unbundling of costs for SDG&E’s large
commercial and industrial customers served under Schedules AL~TOU,
A6~-TOU, and S. Similar to the rates adopted for the other majorx
electric utilities in California, SDG&E’s large commercial and
industrial rates are further unbundled to provide for higher demand
and standby charges and lower energy rates. We also adopt a
customer charge for residential customers as proposed by the

1 The adopted marginal costs are to a large extent of only
acadenic interest as our revenue allocation is constrained by the
use of caps. The adopted marginal costs reflect our appraisal of
the evidence on this record. However, we recognlze that several
novel ideas were introduced in this proceeding which should be
examined in SDG&E’s upcoming general rate case.
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Division of Ratepayer Advocates (DRA)2 and a higher AD demand
- charge as proposed by SDG&E. The adopted rates are shown in

Appendix C. . : V///
We also find that questions have been raised about the

level of SDG&E’s costs and the Commission’s movement towards

recovery of these high costs in fixed charges. We expect to

examine SDG&E’s marginal and embedded costs in the company’s

upcoming general rate case.

IX. Procedural Background

SDG&E has filed two separate applications. The first
application, Application (A.) 87-04~018, is an extraordinary
request to restructure the rates charged to SDG&E’s large
commercial and industrial customers without changing the collected
revenues.> The second application, A.87=-07-009, is the usual
ECAC f£iling regquesting the adoption of a new forecast of fuel and
purchased power expense and the implementation of the resulting
changed revenue requirement through revised ECAC rates.

Prehearing conferences were held on both applications.
At these conferences, several intervenors asked for consolidation
of the two applications so that they could address in one
proceeding the impact of both ‘applications on customer rates. The
Administrative Law Judge (ALY) granted this recquest and
consolidated the ECAC forecast portion of A.87-07-009 with

2 The Public Staff Division has been renamed the Division of
Ratepayer Advocates.

3 .If A.87-04-018 had been approved as filed, the amount of
revenues collected by SDG&E would have changed. Although SDG&E -
characterized the application as revenue neutral, the imposition of
its proposed standby charges would have increased revenues.

—3-
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A.87-04~018. The reascnableness review portion of A.87~07-009 was
kept separate.

Evidentiary hearings on the consol;dated proceeding were
held from September 21, 1987 to October 8, 1987. Testimony from
nembers of the public was received on September 23, 1987. SDG&E,
DRA, Utility Consumers’ Action Network (UCAN) , San Diego Energy
Alliance (Alliance), Federal Executive Agencies (FEA), Hospital
Council of San Diego and Imperial Counties on behalf of V///
Cogeneration Hospitals (Hospitals),4 and San Diege Mineral
Products Industry Ceoalition (MinPros) presented witnesses and
sponsored expert testimony. The City of San Diego (City) actively
participated through cross-examination. Concurrent briefs were
filed by November 6, 1987.

The ALJ proposed decision was issued on November 17,

1987. Comments on the proposed decision were filed by SDG&E, DRA,
UCAN, and the Alliance.

IIX.
A.

We adopt SDGEE’s fuel and purchased power torecast as
shown on Table 1.

4 The Hospitals and the Department of General Serv1ces jozntly
filed a concurrent brief.
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TABLE ‘1

Purchased Energy $273,468,800
Geothermal Enerqgy ‘ "0
Nuclear Generation 25,207,.7005
Natural Gas ‘ 129,025,700
Diesel 0il ‘ 13,700
Residual 0il :

‘ et ZALL 700
Subtotal : | $393-,427,600

Diesel Writedown A 254,700
Fuel Oil Inventory ‘ 1,135,000
Wheeling Expense : 9,980,200
EFI Adjustnment (5,461 ,400)
Net Losses on Sale of 0Oil 0

Subtotal $399,336,000

Less: 8% AER Revenues (31,946,880)
NARCO Service Charge (23,000)
Uraniun Ore Costs 6,845,000
Tucson~-Alanitos Capacity (300 MW) 73,290,000

Subtotal $447,501,120

Times: Jurisdictional and
Off-System Sales Factor

@ 0.974959 436,295,244
Estimated 11/01/87 undercollection (90,923,400

)
Subtotal $345,371,844

Plus: Franchise Fees and )
uncollectibles @ 1.2564% 4,339,252

Total ECAC Revenue Recquirement $349,711,096

This forecast was submitted in the August 20, 1987 Amendment to
A.87-07-009 and is based upon morxe recent data than DRA’s forecast.
The adopted forecast combined with the most recent updates on the

ECAC and ERAM balancing accounts yields a revenue decrease of v/i,
$72.3 million as shown on Table 2. v

S The workpapers supporting the adjustment te the gas costs due
to D.87-12-039 are to be provided to the parties.
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'TABLE 2
ECAC ~$93.8 million
AER -$ 9.7 million
ERAM : $31.3 million
Total -$72.3 million
B. Residual ECAC Issues :

Although SDG&E and PSD agreed on the amount of the
revenue decrease, they continue to disagree over the ratemaking
treatnent of the capacity charge to be paid to Tucson-Alamito,
revision of the AER to reflect the Commission’s decisien in the
OIX/QIR Gas Implementation proceeding, I.86-06-005, and the proper
ratemaking treatment of fuel oil inventory.

1. ZTucson=—Alamito Capacity Charge

On June 30, 1987, SDG&E filed at the Federal Energy
Regulatory Commission (FERC) a complaint to determine the rights
and obligations of SDG&E and the Alanmite Company6 under a
purchased power agreement. SDG&E alleges in this complaint that
the scheduling practices and recquirements of Alamite have reduced
the firm capacity available to SDG&E under the contract from 400 MW
to 100 MW. Until this complaint is resolved by the FERC, SDG&E is
withholding payment for 300 MW of capacity. Thus, SDG&E cuxrently
is paying Alamito for only 100 MW of firm capacity. However,
SDG&E’s ECAC forecast reflects payment for the full 400 MW of
capacity to Alamito.

SDG&E believes that its forecast incorporating the full
400 MW capacity payment to Alamito is appropriate since the outcome
of the FERC litigation is problematic. SDG&E submits that the
probability and timing of FERC reforming the agreement from 400 MW

6 Tucson Electric Power Company controls the dispatch of power
purchased from the Alamito Company. Thus, SDG&E’s communications

‘have been with Tucson personnel although Alamito is the responsible

party.
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to 100 MW is unknown. SDG&E points ocut that if it does win its
case at FERC, then 92% of the dollar benefits from this victory
will flow to the ratepayers while only 8% will flow to the
shareholders. SDG&E believes that the purpose of this ECAC/AER
split is to allocate benefits between ratepayers and shareholders
and thereby to give utility management an additional incentive to
lower enerqgy costs.’ For this reason, SDG&E opposes a
recommendation of the City that the Alamito capacity payment should
be given 100 percent ECAC balancing account treatment.

If SDG&E were to lose the FERC litigation, then SDG&E
could be forced to pay Alamito the withheld 300 MW capacity
payment. SDG&E arques that this later payment could result in a
significant upward rate shock if SDG&E is not allowed to recover
the full 400 MW payment through ECAC now.

The City, UCAN, and DRA all recommend that this forecast
should reflect payment for the full 400 MW capacity to Alamito
subject to 100% ECAC balancing account treatment. The City points
out that witbout prevision for balancing account treatment, SDG&E
will recover in the AER about $5,863,200 for capacity costs that it
is not currently paying. If the Commission does not desire to make
100% of the Alamito payment subject to balancing account treatment,
then the City submits that SDG&E’s AER expenses in the forecast

7 An electric utility’s fuel and purchased power expense is
recovered through an ECAC rate and an AER. Both the ECAC rate and
the AER are based upon a forecast of the utility’s fuel and
purchased power expense over a one year period (the forecast
period). The ECAC rate is sudbject te a balancing account and is
adjusted to reflect recorded differences in actual expenses from
the forecast of fuel and purchased power expense. The AER is not
subject to a balancing account. The utility’s shareholders absorb
any difference in actual energy expense from the forecast expense
underlying the AER. SDG&E recovers 92% of its fuel and purchased
power expense through an ECAC rate and 8% through an'AER. This
92%/8% ”split” is based upon the amount of earnings fluctuation the
Commission has determined that SDG&E can withstand.

-7 -




- N
- Yy

. - -

A.87-04-018, A.87=-07-009 ALJ/RLW/teg *

period should be reduced by $5,863,200. UCAN points out that SDG&E
will reap some of any benefit resulting from the FERC litigation
since the company began withhelding payment f£rom Alamito on June 1,
1987 and the Commission will not be able to order balancing account:
treatment for this expense until December, 1987.

We adopt the City’s proposal for 100% ECAC balancing
account treatment of the Alamito capacity payment. This procedure
has been adopted on other occasions when the payments were
substantial and the amounts were dependént upon the outcome of
litigation. At this point in time we cannot predict what the
outcome of the FERC litigation will be. If the full 400 MW payment
is reflected without 100% balancing account treatment, then we
would be compelling ratepayers to pay—noqre:undable rates
reflecting costs that SDG&E is not paying. If we recognize only
the current 100 MW payment, then we would be exposing shareholders
to the risk that SDG&E may lose the litigation and have to pay the
withheld 300 MW charge to Alamito and then recover only 92% of that
payment from ratepayers. Neither result is satisfactory. If we
were to adhere to the ECAC/AER ratemaking approach, then we might
recognize some intermediate level of capacity payment such as 250

MW. We elect instead to provide for 100% ECAC balancing account

treatment of the withheld capacity payments including interest
payments to avoid speculation on the outcome of SDG&E’s FERC
complaint and to ensure that neither ratepayers or shareholders are
unfairly penalized.
", [R_Gazs Implementation Decision

SDG&E based its ECAC forecast upon then current rates for
gas. SDG&E was fully aware that the gas charges would be changed
in the pending OXI/OIR Gas Implementation proceeding but expected
the Commission to issue a decicion implementing these changes
before this ECAC application is decided. However, since the gas
proceceding has fallen behind schedule, SDG&E now believes that the
implementation of the revised gas rate structures may not oceur
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before an ECAC decision is issued. Since the gas rates to be
adopted by the Commission may differ substantially from the clurrent
rates, SDG&E proposes that it be allowed to file an advice letter
modifying the adopted AER when the gas OII/OIR lmplementatlon
results are final.

SDG&E argues that the AER mechanism was not intended to
put either ratepayers or shareholders at risk for the unprecedented
transitional problems now occurring in the gas industry. SDG&E
submits that the Commission can easily avoid an inequitable result
by allowing the company to file an advice letter revision
reflecting the adopted utility electric generation gas charges
which should be almost entirely fixed charges.

DRA opposes SDG&E’s suggested advice letter procedure.
DRA peoints out that once an AER is in place, the Commission has not
allowed changes to reflect increases or decreases in fuel costs
with the exception of a nuclear plant entering service. DRA
nmaintains that the parties strive to make their best estimates of
fuel costs and then live with the results until the next AER
revision date. DRA contends that there is no reason to single out
gas expenses for unique treatment. While current gas costs may be
difficult to predict, DRA argues that other expenses such as
purchased power prices are equally difficult to predict.

DRA further argues that SDG&E is selective in its request
for special ratemaking treatment. DRA observes that when the
Commission first allowed SDG&E to purchase spot gas and to
transport that gas, the company did not ask that its then effective
AER be reduced to reflect lowered gas expense.

To the extent we can recognize changed gas prices for
SDG&E in this ECAC application, we will do so. However, we are
unwilling to modify the AER procedure to allow for advice letter
revision during the forecast period. The main purpose of the AER
is to fix the company’s expected fuel and purchased power expense
at a single point in time and to have the shareholders Absorb‘any
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fluctuations from the adopted level. Approval of an advice letter
revision would substantially undercut the purpose and the effect of
the AER. And as pointed out by DRA, there is no assurance that the
company would make equal efforts to file advice letters reducing
the AER. s

Since issuance of the ALY proposed decision, the
Commission has issued a decision on the gas implementation
proceeding. We have adjusted the adopted gas costs to reflect this
decision. ‘ |

3. Fuel Oil Inventory .

DRA has proposed that the ratemaking treatment of the
carrying cost of fuel oil inventory should be changed so that the
company would receive a ”“lump sun” for this expense which would not
be adjusted to reflect actual expenses in the forecast period.
Essentially, DRA is recommending that SDG&E recover its entire fuel
oil inventory carrying cost through the AER.

DRA asserts that this removal of balancing account
treatment for fuel oil inventory carrying cost is consistent with
the Commission’s recent statements that utilities should not be
insulated from the results of their management decisions by
balancing accounts but should experience firsthand the gains and
the losses resulting from theixr decisions. DRA also points out
that the Commission has adopted this approach for Scuthern
California Edison Company.

- SDG&E responds that this ~“lump sum” approach will create.
pexrverse incentives for utility managément. SDG&E argues that to
treat one energy expense differently than other related energy
expenses would create incentives for management to focus on
inventory costs more than other energy costs.

SDG&E further responds that, if adopted, the “lump sum”
proposal will not simplify the Commission’s reasonableness review,
as contended by DRA. SDG&E maintains that the Commission still
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will have to closely review the relat;onsh;p between inventory
levels, oil burns, and shortage costs.

Finally, SDG&E asserts that the existing ECAC/AER
procedure gives it an adequate incentive to keep all energy costs,
including the carrying cost of fuel oil inventory, as low as
possible consistent with the provision of reliable service.

‘ We decline to adopt DRA’S “lump sum” approach for fuel
oil inventory. We find no explanation as to why this particular
energy expense should be segregated from other expenses and given
different treatment. The rationale offered by DRA could be applied
to other energy expenses, not just to the carrying cost of fuel oil
inventory. Yet DRA does not explain why only fuel oil inventory
and not purchased power or nuclear production or gas expenses
should receive ”"lump sum” treatment. We agree with SDG&E that the
isolated treatment of a single energy cost could create perverse
incentives for utility management. This was one reason why we
revised our original ECAC/AER procedure which did not result in the
uniform treatment of all energy expenses. We will not retrace our

steps and return to a procedure equivalent to the placement of fuel
oil inventory carrying cost in the AER.®

Iv. lm:giml_cg.s&a, |

All parties agree that the goal of the Commission is to
adopt marginal cost-based rates. However, the parties do not agree
on what SDG&E’s marginal costs are or the extent to which SDG&E’S
rates should be based upon its marginal costs.

8 If DRA believes that the utility should accept more of the
risks and the benefits of its fuel and purchased power cost
nanagement, then a straightforward approach would be to recommend
an increase of the AER percentage. This approach,wculd treat all
energy expenses in a consistent manner.

A
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SDGSE’s Proposed Marginal Costs

SDGEE’s marginal cost witness J. S. Parsons explained
that there is an established hierarchy of marginal cost components:
energy, generating demand, transmission demand, distribution
demand, and customer cost. Parsons . testified that the variation
among customer classes increases going down this hierarchy as the
costs get closer to the individual customer sexrvice. Thus, while
the energy component will not vary much among customers, the
individual customer costs can be significantly different. Parsons
stated that the current focus of the Commission and consequently of
SDGSE is on the further definition of marginal customer costs.

SDG&E has calculated marginal customer costs based on
actual work orders from recent installations. SDG&E recognizes
* that the implementation of these calculated customer costs through -
EPMC ¢could result in a disproportionate impact on residential
customers. SDG&E stands by its cost study and believes that the
EPMC method can be constrained through the use of caps, such as the
ninimum 2.5% decrease that SDG&E has proposed. SDG&E urges the
Commission to determine the most accurate marginal costs and then
to make the necessary pragmatic adjustments in the revenue
allocation. '

1. Marginal Enexqy Costs |

SDG&E states that there is ne meaningful disagreement on
marginal energy costs. SDG&E has used the QFs in/QFs out
methodology used and adopted in last year’s ECAC and the 1986 Test
Year General Rate Case.

2. Maxginal Capacity Costs \

SDG&E asserts that it and DRA have relied upon estimates
of capacity costs provided by the Commission in the 1986 ECAC
(D.87-01~051). SDG&E alse states that it has no cbjection to the
refinements proﬁosed by FEA and the Alliance which more accurately
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calculate the marginal capacity costs of each customer class given
unit marginal capacity cosﬁs;g
3. Maxginal Customer Costs

SDG&E states that unlike prior Commission proceedings
there is an extensive record on marginal customer costs. SDG&E
believes that it has submitted a detailed work order study on the
costs of providing access to the system to an additional customer.

SDG&E asserts that these costs consist of some portion of
the equipment between the substation and the customer. A
convenient analytic break is the final line transformer. SDG&E
states the equipment from and including the transformer to the
customer is dedicated to specific customers and thereby may be
directly assigned to a customer class. This portion of the systenm
is referred to as TSM or Transformer, Service drop and Meter. The
equipment from the high side of the transformer to the substation
may serve more than one customer class and is considered part'or
the common distribution system. | :

SDG&E asserts that unlike DRA it has included in its TSM
estimate all costs from the high side of the transformer through
the secondary system to the service drop and to the meter. SDG&E’S
estimates are based upon actual work orders and include the
transformer and associated equipment, labor and transportation, the
secondary connection to the transformer, the secondary cable and
conduit, the secondary handhole and connections to the secondary
and service cables, the service cable and conduit, and the meter

9 SDG&E and DRA allocated capacity costs among custonmer classes
by converting the dollar per kilowatt capacity costs into cents per
kilowatthour by dividing the allocated capacity costs by the total
hours in the time period. The time period costs then were
determined by multiplying the cents per kilowatthour figure by
kilowatthours consumed by the class in the time period. FEA and
the Alliance simply multiply marginal cost per kilowatt by the
kilowatt demand fox each class.
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material cost, meter testing and associated labor and
transportation. ;

SDG&E’s TSM estimates are based upon actual work orders
obtained from its operating districts showing recent new customer
installations. To estimate the cost of hooking up a new
residential customer in single-family detached homes, SDG&E
reviewed work ordexs for 228 customers judged to be representative
of the residential class. A similar process was followed for each
customer ¢lass with the exception of large TOU and agricultural
classes for which no typical recent new customer installations
¢could be found.

SDG&E states that its methodology and the empirical data
are not questioned by any party. According to SDG&E, the only
criticisn is of the results. However, SDG&E maintains that the
parties have based their criticisms upon invalid comparisons.

SDGLE states that the higher cost estimates it has
calculated for “meters” and “services” are not surprising since the
estimates used last year were only nominally based upon the same
costs. SDG&E peints out that many actual costs were not included
in last year’s estimates. The current estimates of costs are based
upon the actual work orders and include much more than the FERC
account definitions of meters and service drops which DRA relies
upon. _

SDG&E objects to DRA’s primary recommendation that the
Commission use DRA’s customer cost estimates for Southern
California Edison Company (SCE) as a proxy. SDG&E points out that
DRA has presumed that the SDG4E and the SCE systems must be similar
without making any study of the actual equipment used by the two
electric distribution systems. DRA’s witness on marginal costs
acknowledged that he did not know if the SDG&E and SCE systems use
different types of transformers, operate at different primary

voltage levels, and enploy different designed maximum voltage
drops. ' ) '
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SDG&E submits that the burden is upon DRA to show that
SDG&E and ‘SCE incur the same, or very close to the same, costs.
The burden is not upon SDG&E to show otherwise. Until DRA
justifies the use of SCE as a surrogate, SDGSE maintains that the
DRA primary recommendation must be rejected. .

SDG&E also argues that DRA’S secondary recommendation
should be rejected. DRA recognized that the Commission might
prefer not to use estimates derived for SCE as a proxy for SDGLE
estimates and recommended that the Commission carry over the
customer cost estimates adopted in last year’s ECAC decision.
However, SDG&E observes that those estimates include the cost of
meters and service drops but exclude transformers. SDG&E also
points out that even though DRA’s secondary recommendatiocn excludes
transformer cost, ‘it is higher than the primary recommendation
which consists 70% of transformer costg. SDGAE submits that this
discrepancy between DRA’s primary and secondary recommendations
shows that DRA’s recommendations are result-oriented rather than
‘accurate marginal cost estimations. '

Apart from TSM estimates, SDG&E has allocated some
portion of the common distribution system between the high side of
the final line transformer and the substation to marginal customer
costs. DRA has allocated no common distribution costs to marginal
customer costs.

SDG&E allocated to customer costs 25% of the energized
equipment and 50% of the non-energized equipment of the common
distribution system. 7These allocation percentages are SDG&E’s best
estimates of the appropriate allocation of common distribution cost
between demand and customer. While these percentages are
adnittedly round numbers, SDG&E argues that they are demonstrably
better than DRA’s estimate of zexo.

B. DRA Proposed Marxgipal Costs

DRA argues that the Commission should not adopt SDG&E’s

marginal customer costs because under the EPMC method they would
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increase residential rates by 17% and would decrease large

commercial and industrial rates by about 25%. DRA urges the

Commission not to adopt a marginal cost study that would result in
" such drastic revenue allocation changes without very good evidence.

DRA contends that the evidence of marginal customer costs
offered by SDG&E is suspect because the numbexs are much higher
than the estimates adopted last year and the marginal costs DRA has
estimated for SCE. According to DRA, a comparison of TSM costs in
FERC Accounts 368, 369, and 370 for SDG&E and SCE shows that '
SDG&E’s estimated customer costs are much higher than the estimates
for SCE. DRA also observes that the difference in SDG&E and SCE
marginal customer costs is peculiar since the recorded rate base
costs for these same FERC accounts are nearly the same for the two
utilities.

Until the differences between the two utilities are
explained, DRA maintains that the Commission should net adopt
SDG&E’s customer costs because of the impact these estimates would
have on revenue allocation. DRA recommends instead that the
Commission use as a proxy for SDG&E the customer cost estimates
that DRA has derived for SCE. Alternatively, DRA states that the
Commission could use the same customer costs adopted in last year’s
ECAC.

C. UCAN’s Proposed Maxginal Costs .

UCAN recommends that DRA’s TSM estimates for marginal
customer costs should be adopted by the Commission. UCAN further
recommends that incremental customer costs should be reduced by 29%
in estimating marginal customer costs.

UCAN states that SDG&E’s estimate of new customer costs v///
appears significantly overstated. UCAN peoints to DRA’s comparison
of SDG&E and SCE estimates of customer costs by FERC account as
good reason to doubt SDGLE’s marginal customer costs. Before the
Commission should approve SDG&E'sﬁcustqme: costs, UCAN believes
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that a cost review of SDG&E’s entire distribution system should be
undextaken.

UCAN also offers several refinements to the marginal
costs calculated by SDG&E and DRA. TFirst, UCAN states that
incremental customer costs should be reduced by 29%. UCAN believes
this is appropriate because only new customers should pay the
incremental costs of access to SDG&E’s system. UCAN believes that
existing customers should not be required to pay incremental costs
but instead should be charged with the decremental cost of their
access equipment. UCAN has derived an incremental/decremental
method which imputes an incremental charge for new customers and a
decremental charge for existing customers. The result of this
method is to lower the total revenue requirement for all customer
costs by 29%.

UCAN also recommends that the marginal generation
capacity cost should be increased by 15% to reflect the utility’s
maintenance of an adequate reserve margin to provide reliable
service to customers. Since SDG&E currently maintains a 15%
reserve margin, UCAN proposes that the generation capacity costs
should be multiplied by 1.15.

UCAN furthexr points out that customer classes impose
different requirements on the utility generation system and have
different reliability needs. For example, baseload customers will
impose greater reserve requirements on the system than will
customers with more peaked load shapes. Also, residential
customers may have a lower value for reliability than do commercial
and industrial customers. UCAN believes that these matters should
be given further study and consideration in marginal cost
calculations before full EPMC is implemented by the Commission.

D. FEEA_Pxoposed Marginal Costs :

FEA would allocate capacity costs among customer classes
in a different manner than SDG&E and DRA have allocated them. FEA
states that the correct way to allocate ¢apacity1costs‘is allocate
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them based upon customer class demands and not by customer class
kilowatthours. FEA points out that SDG&E agrees that FEA’s method
for allocating capacity costs is an improvement of the method used
by both the company and DRA in this ECAC proceeding.

FEA further recommends that SDG&E’s customer ¢costs should
be adopted by the Ccommission. FEA believes that SDG&E’S customer
costs are superior since they are based upon a detailed analysis of
SDG&E’s system, while DRA’s costs are based upon costs derived for
SCE. Also, FEA points out that DRA’s costs ignore common
distributicn costs, some of which FEA believes are properly
included as customer costs.

In summary, FEA recommends adoption of DRA enexgy costs,
SDG&E customer costs, and the FEA capacity costs.

E. Alliance Proposed Marginal Costs

The Alliance used DRA’s customer costs as a conservative
estimate of TSM costs. However, the Alliance includes SDG&E’s
allocation of common distribution costs in customer costs as the
Alliance believes they are not duplicative of other customer costs
and are properly assignable to a customer class.

The Alliance also recommends the same capacity allocation
method used by FEA. '

F. Adopted Marginal Costs ‘

' We will adopt SDG&E’s marginal costs modified in several
respects as recommended by intervenors. First, we adopt UCAN’s
incremental /decremental method for reducing the customer investment
cost revenue regquirement by 29%. Secohd, we adopt UCAN’s proposal
to multiply generation costs by 1.15 to reflect SDG&E’sS maintenance
of a 15% reserve margin. Finally, we adopt the capac;ty*allocatxon
method recommended by FEA and the Alliance.

The concerns of DRA and other parties regarding the
disparity between marginal costs by FERC account for SDGLE and SCE
are not sufficient reason to reject SDG&E’s marginal cost study.
SDG&E’s study is the only one submitted on this record which
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purports to estimate SDG&E’s marginal costs. The critics of
SDG&E’s marginal cost estimates are concerned about the resulting
revenue allocation under a full EPMC method. Any doubts one may
have about the validity of the adopted marginal costs can be
considered when the revenue allocation among customer classés is
made. In other words, the results of the adopted marginal cost
study can be nitigated by the use of caps and other constraints on
a full EPMC allocation. Thus, the results of applying a particular
marginal cost study are nmot a good reason to reject the study
itself. A marginal cost study should be evaluated by the manner in
which costs are assigned to customer classes and the estimation of
those costs. We find that SDG&E’s marginal cost study is the bhest
evidence on this record of the marginal costs for its system.
SDG&E’s assignment of costs and estimation from actual work orders
is clearly superior to the DRA’s SCE proxy and the marginal cests
adoptéd in last year’s ECAC proceeding. =

The three modifications to SDGSE’s marginal costs that we
adopt all improve the accuracy of cost estimates or the allocation
among the customer classes. UCAN’s incremental/decrenmental ;/’/’
adjustment to customer investment costs is a more accurate
estimation of costs imposed by existing and new customers. UCAN‘s
1.1% multiplier of generation or production costs also better
reflects the utility’s cost of maintaining a reserve margin. And
the FEA/Alliance capacity allocation method allocates capacity
costs among the customer classes based upon custonmer demand rather
than energy consumed. FEA and the Alliance have shown that their
methodology results in more precise allocations of capacity'costs.

We expect that SDG&E’s marginal costs will be examined
more fully in the upcoming genmeral rate case. The marginal costs
wve adopt here reflect the best evidence on this record. They are
not intended to be a definitive statement of how SDG&E’S marginal
costs should be calculated or what they ideally should be. The
marginal cost revenues are shown in Appendix C.°
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We also adopt UCAN’s proposal that the reserve
requirements and the reliability needs based upon value of service
for the different customer classes should be studied in the 1989 TY
General Rate Case. Such studies will allow for greater
differentiation of capacity values and greater unbundling.

V. Revenue Allocation

Having taken the bold step of adopting a new set of
marginal costs for SDG&E, we now consider the need to constrain a
full EPMC revenue allocation based upon the adopted marginal costs.
If unconstrained, a full EPMC revenue allocation would result in
large reductions to all customer classes apart frem the residential
class and the agricultural c¢lass which would receive increases as
shown in Appendix €. We will adopt a cap of a minimum 5.0% rate
decrease for all customer classes. This cap ensures that all
customers will receive a rate decrease when overall revenues are
decreased. At the same time, it allows substantial‘movement of the
customer classes towards marginal costs. The revenue allocation
also is shown' in Appendix C.

SDG&E also proposes to cap the revenue decrease to
Schedule AD to 2.5%. Undexr a full EPMC revenue allocation, the AD
customers would receive a 24.8% decrease. SDG&E points out that
this schedule for general service demand-metered customers, which
has no time-of=-use rates, was closed by the Commission in last
ycar’s ECAC decision, D.87-01-051. To encourage the remaining
customers on Schedule AD to‘migraté to time-of-use schedules, SDG&E
would constrain the application of full EPMC to prevent a large
reduction in the AD customer’s average rate. SDG&E observes that
this year only 44 customers out of some 8,000 have chosen to nmove
to Schedule AL~TOU. . NG&E believes that a greater incentive to
migrate is needed. |

-
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DPRA opposes a cap on the AD Schedule. DRA believes the
highexr average rate for Schedule AD is enough incentive for
customers to migrate to time-of-use schedules. The Alliance also
‘protests any imposition of a cap on the decrease AD customers would
receive under an EPMC revenue allocation. The Alliance argues that
it would be~discriminatory to deny to these customers any movement
towards EPMC.

We will not constrain the revenue decrease for Schedule
AD. We prefer instead to move this customer group towards its
narginal costs under an EPMC allocation. We will considex phasing
out Schedule AD in the upcoming general rate case.

Finally, the Hospitals ask that the estimated revenue
from standby charges should be credited to the customer classes
- from whom the revenue is collected in proportion to the level of

contracted standby demand from the class. Neither SDG&E nor DRA
has included standby revenues in its determination of the revenue
requirement. These standby revenues should be credited against the
standby customer’s class revenue requirement. We will request both

SDG&E and DRA to devise an approprmate method for credxtlng standby
revenues to a customer class.

VI. Rate Desion

Through A.87-04-018 SDG&E has asked the Commission to
nake three major changes to the rate schedules for its large
commercial and industrial customers. First, SDG&E has proposed
what it believes are unbundled, cost=based rates for the large
commercial and industrial class. Second, SDG&E has proposed that
its tariffs for standby and interxuptible standby service furnished
to self-generators be revised so that the company will recover the
cost of maintaining capacity to serve customers with self-
Qeneration facilities. Thixd, SDG&E seeks to modify its PG=QF
(Parallel Generation—togeneration~or Power Production) tariff to
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limit the schedule to new customers who are not demand metered and
whose demands are 20 kW or less. This change is intended to close
the PG~QF schedule to new demand-metered commercial and industrial
customers with relatively large loads (20 to 500 kW).

SDG&E states it has requested these changes so that its
rates will recover capacity costs in capacity charges and will
regcover energy c¢osts in energy charges. SDGSE asserts that the
existing rate structure, in which capacity costs are recovered in
energy charges, makes misallocation of resources a certainty and
provides encouragement for inefficient energy generation. SDG&E
claims that the present AL-TOU and A6~TOU schedules force large
commercial and industrial customers with high load factors to
subsidize commercial and industrial customers with low load
factors. '

SDG&E submits that there are important reasons for the
Commission to act now in reforming the rate structure. First,
SDG&E states high-load factor customers will continue to shift to
self generation as they recognize that they are paying energy rates
that recover not only the marginal costs of energy and capacity
incurred by SDG&E to serve them, but also the cost of subsidizing
other commercial and industrial customers. Second, SDG&E maintains
that customers are making economic decisions based upon a rate
structure that does not properly reflect SDG&E’s cost of service.

To facilitate rapid reformation of the commercial and
industrial rate structure, SDG&E entered into an agfeement with
DRA, the Alliance, the FEA, the Hospitals, and the MinPros with
respect to most of the major issues concerning the proposed
industrial rate structure. The other parties, UCAN and the City,
were aware of this agreement but chose not to participate.

/
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The principal areas on which agreementlo has been
reached are as follows:

Retail Schedule

Customer charges should be $20 for customers
sexved on Schedule AL-TOU and $600 for
customers served on Schedule A6-TOU.

A non-coincident maximum demand charge ratchet

should be employed instead of a contract demand
charge.

The level of the maximum demand charge should
be differentiated by voltage levels with
secondary defined as under 2KV, primary as 2KV
to 24.99KV, and transmission as akove 25KV.

An on-peak demand charge should be imposed
without a ratchet. Separate charges should be
established for the summer and winter periods.

The on-peak demand charge should be applied
during the summer and winter periods as they
are currently defined in Schedules AL~-TOU and
A6=TOU.

The new charges, excluding service and standby
charges, should be subject to a rate limiter of
16 ¢ents/kWhr.

The optional time-of-use schedules, AO~-TOU and
AQ6-TOU, should be closed to new customers
effective July 1, 1988.

Standby Schedule

All waivers on the existing standby tariff
should be eliminated. ‘

A separate standby charge baséd on the non-

coincident demand charge should be applied in
addition to the rates on the new schedules.

10 The agreement is received as late-filed Exhibit 69.

- 23 =




. A.87-04-018, A.87-07-009 ALJ/RLW/tcg *

The regular retail schedule non-coincident
maximum demand charge should be reduced by an
amount not to exceed the contracted standby
anount whenever the customer’s generator is not
operated.

A rate limiter applicable to the monthly
charges billed at the on-peak demand charge and
on~peak energy rates should be established for
customers taking standby service.

A credit should be made for distribution
paynments from cogenerators.

Scheduled maintenance should not be subject to
on=peak demand charges provided that the
maintenanee schedule has been agreed to by the
utility. .

There are four significant areas on whic¢h agreement was
not reached. .
The specific maximum demand charge and ratchet

level that should be imposed:; agreement was
. " reached only on the upper and lower bounds of

these charges.

The level of the winter standby on-peak demand
and energy. rate limiter.

The level of the distribution payment credit on
the standby schedule.

The period for which Schedule PG-QF should
remain open. (All parties agreed the schedule
should be closed, but urged that closure be
deferred for periods ranging from six months
(SDG&E) to two years (the other parties).)

We adeopt the agreement submitted as late-filed Exhibit

69. We recognize that both SDG&E and the other parties have made
important sacrifices to achieve this compromise.ll We now turn to

11 SDG&E has withdrawn from this proceeding its concept of a
contract demand charge which SDG&E believed would have given
commercial and industrial customers an important element of control
over their demand charges.

- 24 -
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the remaining areas of disagreement on the commercial and
industrial rate structure.
A. The Non-Coincident Demand Chaxge

The parties agree that a non-coincident demand charge
should be imposed. They disagree on the appropriate level of this
charge. SDG&E proposes a charge of $4.05 per kW of demand at the
secondaxy level, $3.22 per kW at the primary level, and $1.35 per
kW at the transmission level. SDG&E states that its proposed
charges are derived from the company’s marginal costs of
distribution as presented in the NOI for the 1989 General Rate
Case. Tor example, the NOI distribution demand figure of $4.28
secondary was deflated by SDGEE to arrive at a 1988 level of $4.05.
SDG&E further observes that the $4.05 is a compromise as the
marginal cost of distribution is estimated at $7.69 per kW. Thus,
SDG&E points out that its proposed charge would not recover $3.64.
per kW of fixed cost. | -

The other parties propose charges of $3.17 per kw
(secondaxry), $2.52 per kW (primaxy), and $1.06 pexr kW
(transmission). The Alliance points out that SDG&E’s original
concept of 2 contract demand charge would have been phased in over
" a twenty-four month period, Beginning with a $2 per XKW charge and
ending with a charge of $6.85 per kW. The Alliance contested the
basis for the $6.85 per kW charge and opposed its adeption before
the full development of marginal cost studies in SDG&E’s upcoming
general rate case. The Alliance urges the Commission to move
cautiously until it does review SDG&E’s costs in the general rate
_case. The Alliance points out that its proposed $3.17 charge
exceeds SDG&E’s original proposal of a $2.00 contract demand charge
for the first twelve months of the phase-in period.

The Hospitals state that approval of the $3.17 maximum
demand charge is the largest step towards unbundled rates which
should be undertaken at this time. The Hospitals argue that the
Commission’s adoption of the higher charges proposed by SDG&E may
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result in the Commission having to “undo” the adopted rate
structure in the upcoming general rate case. The Hospitals submit
that the level of charges proposed by all parties other than SDG&E
is similar to the levels adopted by the Commission for PG&E and
suggested for adoption by SCE and DRA in SCE’s pending geheral rate
case.

‘We will adopt the non-coincident demand charges of $3.17
per KW (secondary), $2.52 per XKW (primary), and $1.06 per kW
(transmission). We adopt the lower set of demand charges proposed
by all parties othexr than SDG&E because we prefer to move gradwally
towaxrds the complete recovery of SDGLE’s estimated fixed costs in
fixed charges. . These costs will be more closely examined in the
general rate case. We will not leap to SDG&E’s higher charges
until we have looked at the underlying costs in the general rate
case. : | _ ‘

SDG&E and the other parties to the agreement also
disagree as to the ratchet to be applied to the non-coeincident
denand charge. The purpose of a ratchet in the ratemaking context
is ”to improve the price signal to seasonal and intermittent
customers.” (Prepared Testimony of Paul Clanon, Exhibit 64, page
4=7.) SDG&E has proposed a ratchet of 75% while the other parties
propose a ratchet of 50%.

SDG&E argues that a 50% ratchet will provide only token
recovery of cost from intermittent customers. SDG&E originally
proposed a 100% ratchet in its contract load charge but in the
spirit of compromise has lowered its recommended ratchet to 75%.
Below the level of 75%, SDG&E believes that the respons;b;llty for
the recovery of marginal distribution costs is unfairly shifted
from intermittent cuatomers, who created these costs, to other
customers.

As noted by the Alliance, the record does not address the
specific issue of a S0% ratchet vs a 75% ratchet. lacking any
evidence on this issue, we adopt the more cpnservative‘ratchet.of




50% to be consistent with our stated goal of deliberate and careful
movement towards unbundled rates. ‘ '
B. The Wintex Standby Rate TLimitex

In the agreement, all parties have agreed that a standby
rate limiter of $0.67 per kWh should be applied to on-peak demand
and energy charges for the summer period. SDG&E believes this same
$0.67 limiter should apply during the winter period. The other
parties to the agreement propose a lower winter standby rate
limiter of $0.26 per kKwh.

SDG&E agrees in principle that a winter limiter is
appropriate. However, SDG&E believes that insufficient study has
been done to arrive at a specific winter level. .

The Alliance states that all parties have recognized in
their rate designs that SDG&E is a summer peaking utility and have
allocated greater costs to the summer period than to the winter
period. TFor example, the summer on-peak demand charges for the
summex are significantly higher than the winter on=-peak demand

charges. The Alliance submits that to ignore this seasonal costing

relationship would be contrary to cost-based rates and price
signals.

We agree with the Alliance that since the adopted rate
design appropriately differentiates between SDG&E‘’s cost of service
during the summer and winter seasons, the standby rate limiters
should reflect a seasonal difference. We adopt the lower winter
standby rate limiter of $0.26 per kwh.
C. Credit for Contributions to

Distribut Facilit .

In some instances, SDG&E’s cogeneration customers pay for
a portion of their distribution system. These contributions, made
under Rule 21, are intended to cover installation and O&M costs not
normally incurred by the utility. This practice then ensures that
. A& customer’s special requirements are met by that customer rather
than borne by the customer body as a whble. The cogeneratbrs have
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asked that they be given a credit against their noncoincident
demand charges on the basis of their facilities payments. Since
the noncoincident demand charges are intended to ceollect normal
distribution costs, and the cost of the additional special
facilities serving cogenerators is excluded, a credit would
generally be improper. However, SDG&E recognizes that in rare
cases a customer also may pay for a pertion of its normal
facilities as a part of a special fee. In this event, SDG&E is
willing to recognize a credit of $0.10/kW.

The Alliance states that all other parties to the
agreement have agreed that a $0.50 credit is fully supportable.
The Alliance points out that a standby customer under Rule 15 is
requixed te pay for 100 percent of the required facilities. In
contrast, full requirements customers receive free allowances
towards the same facilities. Since the noncoincident demand
charges are designed to pay for distribution-related costs, standby
customers could be paying twice for facilities already paid for
under Rule 15. The Alliance points out that a credit of $1.00/kW
has been adopted for PG&LE. The Alliance believes that the $0.50
credit is conservative and should be selected over SDG&E’s token
amount of $0.10/kW.

We will adopt a c¢redit of $0.50/kW. Using the PG&E
credit of $1.00/XW as a reference, the $0.50 credit appears more
reasonable. We alsc note testimeny by the Alliance’s witness on
standby rates that he has calculated credxts of about $0.70/kW for
two San Diego facilities.

D. <Closing Schedule PG-OF

SDG&E and DRA agree that Schedule PG-QF is a “giveaway”
which “should go away” because “netting of enexrgy is a very bad
idea.” However, they disagree as to how long the schedule should
remain open. SDG&E urges that PG-QF should be closed within six

months. DRA and other partles to the agreement recommend closure
in two years.
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Schedule PG-QF was instituted for facilities with output
of 100 kW or less. This schedule allows small cogemeration systems
to produce thermal loads at times when their electric loads are
less than the output of their systems. The cogenerator may credit
the excess electricity produced at these times against consumption
during other periods when the site’s electric load exceeds the
power-generating capacity. :

SDG&E states that it filed Advice Letter 701-E on
March 10, 1987 requesting revision of PG=QF so that it applies %o
facilities of 20 kW or less. Thus, SDG&E maintains that if the new’
commercial and industrial rates become effective on January 1,
1988, and PG-QF is c¢losed six months thereafter, customers will
have had at least fifteen months to bring new cogeneration projects
on-line. SDG&E submits that to allow the schedule to remain open
for a longer period will simply encourage developers to sell as
many new projects as possible before the curtain falls.

" The Alliance argues that-:the longer period of two years
should be allowed because there are several projects under
development which could be affected by closure of the schedule in a
shorter time. The Alliance asserts that the development and the
implementation of small cogeneration systems can take as long as
two years. ' '

We are sympathetic to the needs of the small cogeneration
industry but believe that a period of eighteen months should be
sufficient to bring existing projects under development on-line.
While SDG&E’s advice letter filing was not an official
pronouncement by the Commission, it was sufficient notice that
closure of the schedule would be pursued by the utility. Wwe are
not willing to hold this schedule open for twe years given the
agreement by SDG&E and DRA that the schedule’s energy netting
provision is a bad idea which should go away as socon as pessible.
We believe an eighteen month period gives adequate notice of the
impending tariff change to customers and to developers.
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We also approve the regquest of all parties that Schedule
PG~QF apply to third party situations.
E. ECAC Rate Desian Issues

Most of this consolidated proceeding was devoted to the
extraordinary rate restructuring proposed in A.87-04-018 for the
large commercial and industrial customers. There are two remaining
rate design issues12 raised in the ECAC A.87=07-009 regarding
imposition of a residential customer charge and an increase in the
non-coincident demand charge for Schedule AD customers.

1. Residential Customex Charge <
, DRA recommends that the current residential minimum bill
of $0.16 per day be replaced with a monthly customer charge of
$4.80 per month. SDG&E supported this recommendation.

DRA states that cost of service pricing is important to
send proper price signals to customers, even if those customers _
have no alternative to buying electricity from SDG&E. DRA believes
that the residential class should join the movement towards cost-
based rates. DRA also observes that its proposed $4.80 monthly
charge is well below either embedded or marginal cests.

SDG&E states that a customer charge is preferable to a
minimum bill because it sends a more accurate price signal to the
customer. Unlike a minimum bill, the customer charge applies
uniformly to all customers regardless of usage and therefore more
accurately reflects marginal costs inposed by each customer
regardless of usage. While some low usage customers may see their
bills increase because of a customer charge, SDG&E maintains that

other customers will see a decrease because the customer charge
would reduce the energy rate.

12 DRA agrees with SDG&E’s proposal to raise the Schedule A
customer charge from $2.20 per month to $5.00 pexr month.
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UCAN strongly opposes the proposed residential customer
charge. TUCAN asserts that a customer charge based upon incremental
costs would overcharge existing customers whose true marginal costs
are much lower. TUCAN further argues that customer ¢osts are not
uniform among residential customers. Finally, UCAN contends that
residential customers that use more energy will be subsidized by
customers with lower energy demands if a residential customer
charge is imposed. UCAN suggests that a moderate increase in the .
minimam bill is preferable if‘mandatory collection of additional
customer costs is deemed necessary.

The City also opposes the DRA proposed residential
customer charge.. The City generally opposes the concept of
guaranteeing to SDGLE more revenue in fixed charges. If a
residential customer charge is approved, the City states the
revenue from this charge must be included in the baseline’ energy
rate calculation, as «ffirmed by DRA’s witness.

We do not doubt that more refined customer charges could
be developed for the rasidential class. However, we will adopt the
proposed $4.80 charge as it is below both embedded and marginal
costs for residential customers. The imposition of a residential
customer charge is consistent with our movement of all other
customer classes towards unbundled cost-based rates. The revenue
from this charge is to ke included in the baseline calculation.

2. Increase of Schedule

AD Demand Charge

Schedule AD is one of two schedules for the Small and
Intermediate Commercial and Industrial Class. Customers whose
monthly peak demands fall between 20 XW and 500 kW are served under
this schedule.

Schedule AD consists of a $10.00 customer charge, a
$4.00/kW demand charge, and per kwWwnh energy'rates. SDG&E proposes’
to raise the demand charge to $5.00/kW as the current demand charge
is far below the combhined marginal costs of generation, '
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transmission and distribution. SDG&E also believes that the slight
increase in the demand charge will give a price signal to AD
custemers to migrate to time-of-use schedules.

DRA states that an increase of the demand charge is not
necessary teo induce migration from Schedule AD to other schedules
with time-of-use rates. DRA submits that the higher average rate
under Schedule AD is a sufficient incentive for customers to
migrate. '

We approve the small increase in the demand charge to
$5.00/kKW. The increase is modest when measured against the
marginal costs for the customer class. We note that SDGE&E has
withdrawn its restriction on the number of customers that may move
from Schedule AD in a given year so that customers that are induced
to migrate because of the higher demand chaxge are not prevented
from moving to another schedule.

The adopted rates are shown in Appendix C.

A_Review of SDGEE’S Costs

Today, the cardinal virtués of any rate order are a
careful estimate of revenue requirement, a fair analysis of
rarginal costs, and a purposeful movement of rates towards marginal
costs restrained by a temperate revenue allocation. After paying
due respect to each of these cqualities, it would be a cardinal sin
to ignore the larger issues raised by the San Diego business
community over the level of SDG&E’s costs.

This consolidated proceeding is limited to a forecast of
SDG&E’s fuel and purchased power expense and the allocation of that
expense among the customer classes. In addition, we undertook an
extraordinary revision of the large commercial and industrial
rates, a rate design that ordinarily would have been accomplished
in a general rate case. In response to this extraordinary rate
revision, the-Alliance and the Hospitals brought forward many -
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representatives of the business community that spoke out against
the utility's proposals and complained bittexly about the prospect
of being compelled to pay for the utility’s high fixed costs.
(Transeript Volume 3, Public Participation Hearing of September 23,
1987). In addition, the Alliance submitted expert testimony
analyzing SDG&E’s costs. While this is not the appropriate
proceeding to review SDG&E’s embedded costs, we will summarize the
Alliance’s showing and commit ourselves to an examination of
SDG&E’s persistently high costs in the upcoming general rate case.

The Alliance states that the sirgle fundamental reason
for bypass of SDG&E’s clectric system is not the present bundled
.rate structures but the overall rate levels. The Alliance states
that all of SDG&E’S customers~-commercial, industrial, and
xesidential~-pay the bighest rates in the United States. The
Alliance observes that SDG&E’s rates in effect on January 1, 1987
were frecuently the highest of over 200 utility jurisdictions.
' The Alliance undertock a comparative analysis of SDG&E’s
costs to determine why SDG&E’s rates were so high and concluded
that SDG&E’s rates are the result of high expense levels in many
areas. Using operation and maintenance expense data from 1980-1985
for 140 utilities, the Alliance found that SDG&E’S expenses were
always within the ten highest, ranging from third to eighth. Even
after fuel and purchased power expense was eliminated, SDG&E still
ranked witbin the ten highest for 1982-1984 and was twelfth highest
in 1985.

The Alliance has analyzed the lack of hydro resources in
SDG&E’s resource mix to determine how the unavailability of this
low cost resource affected SDG&E’s rate levels. . For 1986, SDG&E
ocbtained 35% of energy sales from ¢il and gas units, 22% from
nucleayr, and the remaining 43% from power purchases. The Alliance
asserts that this resource mix was typical for SDG&E in recent .
years and should continue through 1991. The Alliance then
developed a subset of 23 utilities whose generation resources in
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the categories of steam, nuclear, and hydro were within 10% of
SDG&E-owned resources. Even when compared to this subset, SDG&E’S
fuel and purchased power expense was 78-143% higher than the
average. The remaining operations and maintenance expense was
27-54% above the average.

The Alliance also investigated SDG&E’s c¢laim that low
customer sales have caused higher rate levels. Here the Alliance
examined expense levels on a dollar per kilowatt basis. Again, the
Alliance’s results show that SDG4E is above the average when
compared to the other utilities.

The Alliance observes that a utility’s rates reflect
operating expenses, taxes, and a return on capital. On an
individual basis, SDG&E ranks high in all of these areas. When
taken together, SDG&E’sS rates become the highest in the country.
The Alliance recommends that the Commission closely scrutinize all
of SDG&E’s revenue requirement expense items in an effort to
control SDGLE’s costs and the resulting bills to all customers. We
will do so in SDG&E’s ui:ccming general rate case.

We are using the present'offset rate proceeding as a
forum to implement rate design policy. In order to design rates we
nust compile company revenues from all rate elements, including
base rates and MAAC rates, not just ‘offset revenues.

Because this situation is new, . we are faced with the need
to determine the appropriate base rate revenues for rate design
purposes. If base rates are left unchanged, then base rate
revenues will exceed the ERAM margin authorized in the utility’s
most recent general rate case, due to increases in sales since that
time. _ ‘ .

Although a new sales forecast is now available, we will
allow SDG&E to continue its present level of base rates. SDG&E

»
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has not had the opportunity to argque the issue in this case and,
when considered in conjunction with the utility’s pending general
rate proceeding, this will afford SDG&E’s ratepayers a modest
improvement in rate stability.

However, in X.86~10-001 or the next time a new electric
sales forecast is litigated, whichever opportunity comes first, we
invite utility testimony on this issue.

All of the adopted revenue changes incorporated into the
presently authorized rate design are shown on the table in Appendix
B. The effect of sales changes to base rate revenues is shown on
lines 1 and 2 of the table.

Because the total revenue decrease is substantially
greater than the decrease contemplated by the signatories to the
stipulation, we will adjust the rate structure proposed in the
stipulation by proportionately reducing the demand and the energy
charges. The adopted rates are set forth in Appendix C.
Findings of Fact

1. SDG&E’s fuel and purchased power forecast for the period

November L, 1987 = October 31, 1988 is based upon more recent data
than DRA’s forecast. '

2. The ECAC, AER and ERAM rate changes together produce a
total revenue reduction of $72.3 million.

3. SDG&E currently is paying Alamito for 100 MW of capacity
although its ECAC forecast reflects payment for 400 MW of capacity.
4. SDG&E has filed a complaint with FERC regarding the

capacity payment that should be made to Alamito.
5. The outcome of the FERC litigation is unknown and cannot
be predicted with any degree of confidence. .
' 6. If the Alamito capacity payment is not made subject to
100% ECAC balancing account treatment, SDG&E will recover in the

AER $5,863,200 for payments that it may no:‘be required by FERC to
make to Alamito. ‘
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7. A 100% ECAC balancing account treatment for the withheld
Alamito capacity payment and associated interest payments will
ensure that néither ratepayers nor shareholders are penalized by
the outcome of the FERC litigation.

8. SDG&E has requested permission to adjust the AER by
advice letter to reflect the Commission’s eventual decision
revising the gas rate structure in A.86=-06-005.

9. The AER is‘intended to f£ix the ‘company’s fuel and
purchased power expense at a single point in time.

10. Shareholders are to absorb any recorded differences in
fuel and purchased power expense from the AER.

11. DRA has proposed that SDG&E’s fuel oil inventory be given
~lump sum” ratemaking treatment equivalent to placing the carrying
cost of fuel oil inventory in the AER.

12. DRA’s “lump sum” approach would single out fuel oil
inventory for different ratemaking treatment.

13. The isolated treatment of fuel oil inventory proposed by
DRA could result in perverse incentives for utility management to
focus on inventory costs morxe than other energy costs.

14. SDG&E’s marginal cost study is the only study subnmitted
in this proceeding which purports to measure the costs of service
on SDG&E’s systenm.

15. UCAN has shown that the customer investment revenue
requirement for existing and new customers should be reduced by 29%
under an incremental/decremental approach.

16. UCAN has recommended that marginal generation costs
should be multiplied by 1.15 to reflect SDG&E‘s maintenance of a
15% reserve margin. .

17. FEA and the Alliance have shown that their method of
allocating capacity costs among the customer classes is more
accurate than the allocation method used by SDG&E and DRA.

18. A cap of a minimum 5.0% rate decrease is appropriate in
the context of a substantial revenue decrease.
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19. The revenue decrease to Schedule AD should not be
constrained so that this customer group can be moved towards its
marginal costs.

20. SDG&E and DRA should devise a method whereby standby
revenue can be credited to the proper customer class.

21. SDG&E, DRA, the Alliance, the FEA, the Hospitals, and the
MinPros have entered into an agreement on the rate structure for
large commercial and industrial customers.

22. The agreement is a major step towards unbundling SDG&E’s
rates and is a reasonable compromise among the signatories.

23. Nonceincident demand charges of $3.17 per XKW (secondary),
$2.52 pexr kW (primary), and $1.06 per kW (transmission) are
preferable as they are more consistent with a gradual movenment
towards the recovery of fixed costs in fixed charges.

24. A 50% ratchet for the noncoincident demand charge is
preferable as it is the more conservative choice and is consistent
with a deliberate and careful movement towards unbundled rates.

25. A winter standby rate linmiter of $0.26 per kwh is
approriate as SDG&E is a summer peaking utility, and greater costs
should be allocated to the summer period than to the winter period.

26. A credit of $0.50/kW for distribution facilities is
appropriate where customers have paid for normal distribution
facilities as part of a special facilities fee.

27. Closure of the PG~QF Schedule within eighteen months of
the effective date of the adopted rates is sufficient time for
small cogeneration projects under development to come on-line.

28. A residential customer charge of $4.80 per month is
consistent with cost-based rates as the charge is below both
embedded and marginal costs.

29. An increase of the Schedule AD demand charge from
$4.00/kW to $5.00/kW is a modest increase when measured against the
marginal costs for the customer class.
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30. The Alliance has shown that SDG&E’Ss costs as compared to
other utilities’ costs are above average in all expense categories
and that these costs should be closely scrutinized in the upcoming
general rate case.

31. The revenue changes due to adjustments to SDG&E’s base
rates should be flowed through the revenue allocation and the rate
design adopted in this proceeding. :

32. The rate structure proposed in this stipulation should be
adjusted so that the demand and enexrgy charges are reduced
proportionately.

33. This order should take effect on the date of issuance so
that the revised rates can become effective on January 1, 1988.
Conclysions of Law :

1. The withheld Alamito capacity charge should be given 100%
ECAC balancing account treatment since the amount of this payment
is substantial and subject to the outcome of litigation at FERC.

2. The revenue allocation based upon an EPMC allocation
constrained by a cap of a minimum 5.0% rate decrease is a fair
balancing of the need to move rates towards marginal costs with the
need to avoid disruptive rate changes.

3. The agreement of the parties on the basic structure of
the large commexcial and industrial rate schedule is a reasonable
compromise based upon the evidentiary record in this proceeding.

4. The rates shown in Appendix C are just and reasonable and
should be adopted.

QRDER

Therefore, XIT IS ORDERED that:
1. Five days after the effective date of this order and no
Jater than December 29, 1987, San Diego Gas & Electric Company
(SDG&E) shall file revised tariffs effective January 1, 1988
reflecting the rates as shown in Appendix C..
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2. The 300 MW capacity payment and related interest payments
to Alamito Company is subject to 100% Energy Cost Adjustment Clause
(ECAC) balancing account treatment.

3. SDG&E and the Division of Ratepayer Advocates (DRA) shall
devise a method for crediting standby‘revenues to the appropriate
customer class.

4. Schedule PG~QF shall be closed to facilities above 20 kW
by June 30, 1989, eighteen months from the effective date of the
adopted rates. The schedule also shall be revised to apply to
third party situations. ‘

5. A ¢redit of $0.50/XW shall be given to customers that
have paid for normal distribution £aci1it1es in special facilities
charges.

6. Schedules AQ-TOU and AC6-TOU shall be closed to new
customers as of July 1, 1988. _

7. SDG&E and DRA shall study reserve requirements and the
reliability needs based on value of service for the different
customeXx classes in the 1989 TY General Rate Case. .

8. OSDGEE and DRA shall submit in the 1989 TY General Rate
Case studies which explain why the company’s costs and rates are
high compared to other utilities’ costs of service and rates.

This ordexr is effective today.
Dated December 22, 1987, at San Francisce, California.

-

STANLEY W. BEULETT
, Presxdent
DONALD VIAL. :
FREDERICK R. DUDA
G. MITCHELL WILX -
JOHN B. OHANIAN
Commissioners

| CERTIFY THAT THIS DECISION
WAS APRROVEONZY, .‘-u ABOVE_.

Vitor \/\c.:...vr. uww..ve Dncc‘or

-

o
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LIST OF APPEARANCES

Applicant: Righard W. Qdgers, Rederick M. Thompson, and Deon ®.
Garber, Attorneys at Law, for San Diego Gas & Electric Conmpany.

Interested Parties: Mathhew V. Brady, Attorney at Law, for the
State of California; Dewey Baggett, Attorney at Law, for
Hospital Council of San Diego and Imperial Counties; Exig
Eisenman, for Transwestern Pipeline, Inc.; Gary Simon, for
El Paso Natural Gas Co.; Michael Shames, Attorney at Law, for
Utility Consumers Action Network (UCAN):; R&W Consultants, by
Pawl _A. Weir, and Muns, Mehalick & Lynn, by James Crosby,
Attorney at Law, for San D:Lego Mineral Products Industry
Coalition; John W. wWitt, c:.ty Attorney, by William S. Shaffxan
and Leslie Giraxrd, Deputy City Attorneys, for City of San Diego:
william Mahn, G:.lbext H. Chong, and Nerman J. Furuta, Attorneys

. at Law, for Department of Defense for the Federal Executive
Agencxes, Judith Alper, Attorney at Law, for Independent Power
Corporation; w. Is , for Hunter Industries:; Michael L.
Feori, for Intellicon, Inc.; Mighel Peter Floxieo, Attorney at
Law, for Toward Utility Rate Normalization (TURN):
Hansen, for Children’s Hospital: E._G. Kienexr, for Solar
Turbines, Inc.; Barry Lovell, for University Energy: William X.
Mahn, Attornmey at lLaw, for Department of the Navy: Ihonas Mason,
for Energy Factors; Michael Mever, Attormey at lLaw, for
Hawthorne Engine Systems; Messrs. Morrison & Foerster, by

' Jerey R. Bloom, Attorney at Law, for San D:.ego Energy Alliance;
Messrs. Morse, Richard, Weisenmiller & Associates, Inc., by

, for Bob Weisenmiller; R._John Morse, for Home
Federal Savings & Loan Company; Jeff Nahigian, for Henwood
Energy Services, Inc., Independent Energy Producers, and JBS
Energy, Inc.; William F., Ohlhausen, for San Diego Energy
Alliance:; Kenneth PRickeit, for Independent Power Corporation:
John D, Ouinley, for Cogeneration Service Bureau; Donald G.
Salow, for Association of California Water Agencies: Righaxd T.
sSpexrberqg, for Onsite Energy and San Diego COgeneratlon
Association; Ihomas Vargeo, for Western Div:.s:.on, Naval -
Facilities Engineering Command; Harry K. Winters, for Umvers;ty
of California:; Ermest T. Fife, for Southern California Edison
Company: $. N._ ¢houdhuri, Chief, Energy & Utilities Programs,
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for the California State Um.verszty. James D. Squeri, Attorney
at Law, for KELCO; Reed V., Schnmids, for California City-County
Street Light Association; Dian M. Gruenich, Attorney at Law, for
herselr, and Dr., Edward Neuner, for himself.

. c°m3-553-°n Staff: Rokert Cadgen and Ilmm_&_m Attorneys at

Law, Paul_Clanon, and B_:.].J._x_.__,I@,g for the Division of Ratepayer
Advocates.




A87-04-018, A.87-07-009 ALJ/RLW »

APPRNDIX B

' SAN DIBGO GAS AND BLECTRIC COMPANY
Attrition Year 1983 - Califernia Jurisdiction

Bevenue Changes Adopted for Revenue Allocation and Rate Design

PRESBNT RATE ADOPTED REVENUE

CRANGES
(¢ willion) !

($ aillion) {$ aillion}

BEVENUBS 3 |  REVENUBS -

R,

L e ey em oy v

(a): (b} (e}
BASE:

. Bage (wargin) 535.709 635,709 T0.000
Sales change ‘ 4.248 44.249 0.000
Attrition (includes estimated 1388 effects of TRA) 0.000 (5.954) {5.354)
Decoanizsioning _ 0.000 o oot
NAAC pre-GOD transfer ' p.000 - 138,452 138,482

Subtotal IR 1 K | R TN 154,51

HaAC: : ‘ :
SONGS pre~C0D interis rates @ 1.897 ¢/kv I+ A P k) 0.000 (238.138) -
SONGS pre-COD asmortization 0000 (19.140) (19,140}
SONGS post~COD interia rates 0.000 14.287 14,887
SONGS postsCOD amortization C 0,000 0.000 0,000

Subtotal 239.139. (4.853). (243.992)
OTHER OFPSBTS: | .
12 CALPAC ' 0,000 0.000 0,000

1 BCAC ‘ 443,549 348,71 (93.833)
I ARR # 0.327,0.250 ¢/kwh §1.222 3L.515 {9.707)

13 BRAX amortization @ (0.282) c/kwh present rate (35549 (4.298)‘ 31,251

16 BRAN/SONGS 1 memo account (in attrition) . 0.000 20,560 20.560

1% Tax Befors Act, 1937 refund ' {deferred to 1988)
Deconixxignm tax refund  {deferred to 1338)

191 SUBTOTAL (all above] , LIS 1,28n008 (1411

20 OTHBR RBVENURS : 15.822 15.822 0.000
. 1 CPUC reiabursement feez & 0.012 c/kvk ' 1513 1,513 0.000

21 ML 1,385.654 1,244,443 (141.211)

_ Noteg: T Amounts depend on adopted zate of return, herein 12.75% ROB.
. It Based on adjusted sales of 12,606.18 CVH.
Adopted bage and NAAC revenues must be reduced by City of San Diego franchise
fee differential for rate design purposes, Table shows correct margin.

(BYD OF APPENDIY B)




SAN DIEGO GAS AND ELECTRIC €O.
ADOPTED REVENUE ALLOCATION

t MARGINAL
PRESENT :CUST COST
AVG RATE REVS
CS/KWM} {Hs)

MARGINAL 1 MARGINAL

CAP COST : ENERGY
REVS +COST REVS
(M%) I O

TOTAL
MC

REVS

(Ms)

ADOPTED
CAPPED
ALLOCATION
(Ms)

PRESENT.
tRATE REVS
CUSTOMER CLASS T (ME)

EPMC
ALLOCATION'
(M%)

ADOPTED
AVG RATE
{3/KWH)

[T S I T2 1
se se am
s 3n v

T
- (1] " ”

FLEEE TR TR
[T T I TR 1

(TR TR T ]
e se ye ew

"
'

:Rosidential

sGenaral Service

550,348 : 0,11301 126,114 212,076 :. 128,407 467,397 572,694 4.9% 522,831

.
-

*11.8%: 170,175

*26.9%r 238,59

0.10736 =5.0%:

PET)

179,932 ¢ 0.12022 13,404 2,051

41,3601 128,875 1 137,908

€.11429 *5.0X:

=18.6X:

»15.0%:

GS-Demand Motered I3,257: 0.10W6:  3,905: 103,203 : 72,608: 1M,M6: 220,202

0.08946

Large TOU 21.5%: 199,935

255,201 1 0.0967% 3,041 82,505 : 65,051 ¢ 130,597

184,525 0.08228

et as e oan e

~26.0%; 67'32?

N T I I L TR T I T Y]

Very Large TOU

tAgricultural

2
o

S0 BE 48 wE 48 48 99 Bu e a
L I L I I

81,726 : 0.09050 25: 26,801

F‘
g

62,137

o
o
&
LS
.

P TR T R TR TR TR TR LA LI 1
T L LR LY B T R LT I ]

so,nez
. k
178 ¢ 17,888 @ 0.10049 ¢ 1,612 : 8,600 4,707 : 15,009 - 18,37

SVBT T 12,538 11,357,562 = 0.10828 : 150,381 : 506,127 : 335,819 T 992,507 £.1,213,856 ¢ : 1,215,85% @ : ~10.4X:

. PR, .
e e e D L D T S Ly

iStreetlighting T 10,736 ¢ D.13969 ., : g t 9,633 : 9,633 : T =104

$TOTAL RETAIL 12,615 21,368,318 : 0.10847 ¢ : T 1,225,480 ¢

- . -
-

S T S T T TR TR T R TR TR
S T R T R I N L L L)
B T T Y I LI L L L
T ev 40 AV %e ex me Be
(R TR TR T I T TR TI TR V)

v pr sw ae se sn we e

»
L

=10.4%: 1,225,409 : 0.09715 =10.4%:.
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ADOPTED RATES
SCHEDULES: RESIDENTIAL, OSMF, A, AD, PA

: ¢ Customer : Demand : Erergy : Energy : Energy :
: : Charge : Charge : (Gase) :¢Offset) : TYotal =
:Schedule T (3/Mo)  :(S/KW-No): C(3/KMNY 1 (S/KWHY : (3/KWM) @
:Res{dential : 4,80 : e H : H
. :  Baseline : Te t 0.05961 :.0.00537 = 0.06498 -
T NonsBaselime : : 5 007720  0.06743 = 014463 ¢
tOSNF : 20.00 : 7.31 = H H :
:  Razeline : : T 0.05026 : 0.00537 : 0.0556% :
¢ Non-Baseline : : 7 0.05639 = 0.0671.3-.:. 0.12582
A H 5,00 : 0.00 = 0,.07964 ¢ 0.03024 : 0.10088. :

: : H H : H H ]
tAD s 10.00 = 5.00 & 0.04229 : 0.03024 = 0.07253 -
8.00 :  0.00 : 0.06297 : 0.03026 : 0.09321 :

" !6
>
[ T}
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Note: Bateline rate equals (.85 X SAR) « (Customer Charge Reverwes) / (Baseline Sales) B
.85 X .09T13) « (31356 $M / 2918457 MWN) = 06498
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ADOPTED RATES
SCHEPULES: AL=TOU AXD AS~TOU.

PROPOSED- RATES
" Summer
: OnePk Som{-Pk > Off-pPk
t Energy Enargy : Energy
C3/XWHY = C3/KMHY & CS/KWH)

H Winter

:Cuntomer :  Max On=Pit

: : Charge : Demand : Demarc!
sQuastomer Class @ (3/m0) : (S/KW) CS/RM

Winter
Som{ =Pk
Energy
(S/KuH)

LU TR T 1Y
(TR T TR Y Y

w

ol
]
~

w - CF G oy

¢y «

TAL-TOU

1 Secondary
Primary
Transmiss{on

AS~TOU
Secondary
primary
Transm{ss{on

-
H
-
.
-
-
-
H

0.05777
0.05502 =
0.05337 : 0,03967

3.36
3.36
1.3

»

0.05053
0.04691
0.04551

0.04250 :
Q.05868 :
0.03752

LTI TR T 1]

" ¥ BF 54 we

B R
288

Y

o

»
oo .

o o O

a8 40 BF tp ¥4 S0 N e 0 PSS sp

0.04089 ¢
0.03967

0.05502

, 0.03868
0.05337

0.04691
0.04551

&g

e sy sy =
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ADOPTED: RATES
SCHEDULES: PA=TOU, AO-TOU, ADG-TOU, DA-TOU, DU-TOU

On=Pk
Energy
(S/KuM)

LT TR TR TR T R 1)
LTI L I 1)
L TR Y BT I TR T

w Fg ev e
st ae wn
LU T 1]

Customer Class

w (L]

e

PA+TOU 0.1824¢

AO-TOU 0.04979"

i3} (1] e ~” -8 (13
N T T

TV 0.0697%

g

DA-TOU
Baseline

0.10142
Non-Basaline

0.2257%

DU -TOU-
Baseline
Non-Basel{ne

0.07006
09,1559

L T I L T SR TR TR TR TR TR Y T DR TR TR PR Y
I I T T L L I N TR LAY BT
8 sy 4p 4 eg ¥ BE BV P} SY WY ¢ % PR W% ws Ny
Y 3 sp P Sy B8 2q EY S§ S ¥ wp sS4 FE ey e 9p

-
-
-
-
.
-
!
H
-
a
-
a
-
i
-
-

LI L L A LT I R I O T B LI S L

L R T T T I L L O Lo L I 1)
2P S8 ¥g Bp Su ey s #5 AF Sa B8 B9y e 16 S1 Ie

LI L T L I T LU RN LR TR 1Y
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ADOPTED RATES
SCHEDULES: AE-1, RTOU-1, RYOU-2

. Semf <Pk
Energy
- (3/KWN)

[T T I T 1]

Customer Class

ve o8 ws P s aw

CAY (]

B

0.06733

P I T I I T Y ]

0.9416 0.06631

0.49416 0.05975

TR TIY]
R I TR T B DR T Y T 1)
T TR TR T TR DT R T A ]
T L LI LR TR T TR T 1)

YT TR YR TR PREET I TR )
P T I T TR T S TR T I T 1)
N I T T I TR TR I T
se sa WY Pe gw w1 N 38 e

LU I ]
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ADOPTED RATES
SCHEDULE PA T-1

On+pk Sem{-Pk ¢ Off-Pk
Energy Erergy :.Energy
Customer Class CE/KMNY 2 CS/KWND @ CE/KWND

L TR TR T I T BT}
“e ar me tn 8p ae

A <E> - (4]

PA T-1
Option A 1]
Option B
Option. C
Option.D
Option-E
Option ¥

e ey s

0.10417 0.04113

0.0725%

P R T I TR TR TR TR TR TR T 1]
T T T R T R TR T TR T LN T
L I T I TR T I DR LI O 1 1]
P I TR TR TR TR T TR TR TR )
T TR TR TR TR TR LR )

Y e g4 e3 ea 40 W B4 se P8

N S0 pe s pa wp e
ve 19 3 Be Y 48 $E »E Bw b

(1) Option A «= On+Pk Demond Charge is applied to contribution to monthly peak.
A. 87-04-018, A, B7-07-009 ALJ/RLW CACD/PAC/8/Y




A.87-04-018, A.87-07-009

ECTRIC DEPRRTMENT
IGHTING SERVICES
SMIARY OF ADOPTED RATES
{782)

AL
X0. SERVICE DESCRIPTION

-t RIXERYETITIIITIN ISR IR AN NRES TS

o

APPENDIX C
Page 7

: ADOPTED: CHANGE

NONTHLY az=sz

AVERAGE
USAGE

(KVER)

CURRENT
TOTAL
R

waal Do e,

BASE ECAC/AER
MMOUNT{L)  AMOUND{2)
{#/Hth) {spith)  {s/Mth)

SCHEDULE LS«1 (UTILITY-OWNED)
XERCURY VAPOR
CLASS A
175 w
250 v
00 v
0w
CLASS € - 1-Lhp
175w
Bow
400 v
CASS € - 2-Lnp
175w
400 v
REACTOR BALLAST REDUCTION
175w
20 w
HPSV
Class A
N
" 100w
150 v
200 v
20w
400 v
1,000 v
CLASS B - 1-LMNP
70w
100w
150w
W0 v
o w
400 v
1,000 v

(a) B el (4)

{1) {Col. b - {Col. a x §0.03608/xwhr present ZCAC/AIR)) x (-B.43%+ adepted bass chanqe)
{2) {Col. 2 x =80, OOSN/anr adopted ECAC/AER change)
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" ECIRIC DEPARTNENT

IGKTING SERVICIS
STIARY OF ADOPTED RATES

SIRVICE DESCRIPTION

woasashbdil

CEXEXRESSD

CLASS B - 2-LaMP
70w
100 v
150 v
W0 w
Vv
400 w
1,000 v

CLXSS € = 1-IXNP
0%
100 v
150 v
200 v
280 v
Wy
1,000 w

CLASS € - 2-LaP
v
100 v
150 w
200 v
Bl w
00 v
1,000 w

_Lhsv

CLASS A
N
55w
90 v
15w
180w
CIAsSS ¢
Hv
5w
90w
NS v
e
CLASS €
Bw
LIRS
9w
PRl 'S
10w

-

.

o P on NP ) D
. . . - - .

{1) {Col. b ~ {Col. u x £0.03608/Xvkr present
(2) {Col. m x =$0.00584/Xvhr adopted ECAS/AER

fa)
SCHIDJLE 1S-1 (UTILITY-OWNED) |CONTINVED)

APPENDIX C ©
Page §.

ADOPTED CHNNGE
BASE

ANCUNT(1)
{s/tth)

MORTHLY
AVERAGE
USAGE
(KVER)

CURRENY
T0TAL
RATE
|#/¥th)

ECXC/ALR
AMOUNT(2)
{#/Keh)

TOTARL  ADOPIED

. RATE

{$/8%h)

INCREASE
¥

{b) . {e) {d)

.80
17.7%
.51
© .50
33.53
46.99
54.69

~1.07
=1.25
=l.44
~1.K
-2.18
=2.94
~5.95

«0.3%
=0.49
.71
=1.0
-1.31
=1.99

0.3
=0.28
=0.36

1.5
-1.61
-1.77
~1.9¢
<211

10.85
0.46
23.08
R B
0.9
26.03
67.05

=0.65
=0.99
=231

25,57
28,90
1.2
39,06
wy
59,37
C60T

=0.35
«0.48
07
-1.03
=13
=1.99

9.55
10.30
.46
16.06 -
7.6

-0.29
=0.41
=0.48

7.0
1825
20.80
U
26.41

=0.18

=0.41
=0.48

26,25
8.6
33.48
10.40
4.5

«0.77
=0.36
=0.50
=0.0

100
Mz
- 164

TCAC/AZR]) x {-8.48% adopted base change)
¢hange)

4,61

=0.31.

L6

013"
'OGIU .

0,13
0.29.

. =0.96

(e}

3.0

16.05.

19.12
5.5
30.08
42.08
88.13

17.16
18.60

20.52

a.n
.13
.52
-§0.26

a.u

{3y 13
30.0
35.99
1046
53.3¢
104.0Y

.68
9.4
11.63
1.5
15.89

15.8%
16.32
16.50
a4
3.9

r{ Y

5.7

30.3%
36.58
39.36

it

=5.59

“$5.7%
=10.00
=101
~10.3%
-10.49
=10.70

=8.97
=9.09
-95.u4
=9.38
9,55
*9.79
=10.13

9.1
=9.27
=9.49
9.1
-5.87
=10.07
=10.37

=5.11
9.2
'3056
=9.85
3.7

-8.80
-3.92
.9'13
9.2
9,35

8,98
=5.10
5.2
-5.4¢
9.5
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' CIRIC DEPARTNENT . '
LICHTING SERVICES
SUNMARY OF ADOPTED RATES

ADOPTED  CHANGE :
YONTHLY  CURREN? == T ANCRTED
AVERAGE I0TAL SE EQC/AZR JTOTAL  ADOPTED
USACE RATE  XNOUNT{1) DNOONR{2) RATY INCREAST
SERVICE DESCRIPTION {XVHR) {B/MER)  (/Heb)  (m/MER) C (#/%th) 1%

Pttt Sttt ettt § £ § {3t 4

N fo 1t}

. SCHEDOLE 15~2 (CUSYOMER-OVNED)
KERCURY VAPOR
RAEA

175 v : 7.57 -0.44
250 v : X -0.61
00 w T80 0,96
700 v o -1.63

1,000 v 19,03 -2.30

RAIE B
Sv 8.9) 0,44
20w Cons X -0.61

400 v 17.64 : ~0.96
EPSY ‘ -

RATL A , ' ‘
L R" .17 =0.12
N 1.9 = ~0,22
100 v 2 5.47 - -0.30
150 v 7.45 - =041
w0 v 566 =051
W w 11.6¢ - =085
N6 w 12,57 T -0.80
How | 17.47 =356 -=0.99
1,000 v 3%.17 T )8
FAIL B '
50w 3.5 =0.2y 0.1
0w 5, -0.32 -0.22
100 ¥ 6.8 042 -0.30
150 v [ 1.87 -0.53 0.4l
Wo w 9.99. =0.50 =0.51
B0 v 12 .09 -0,17 0,68
Now 137 14.30 «0.79 “0.80
400 v . 17 15.95 =1.09 0.9
1,000 v K} 41.32 ~2.30 =231
REACTOR BALLAST REDUCTION ‘ o
YoR's ] 0.7¢ =004 0,05
100 v 10 1,02 0,06 -0.06 -
7. 150 v R 0.98 =0.05 «0.06

{1) {Col, b = [Col. & x $0,03608/Xvhr present ECAC/RER)) x {=B.48%+ adopted base change)
{2) (Col. a x ~80.00584/xvhr adopted SCAC/AIR change! : S
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. C DEPARTHENTY Page 10 -
o= )
SUNRY OF KDOPTED RATES AXPIED  CHANGE
NONTHLY  CURREN® ADOPTED
MWIRGE  MOmL BAST ECACAR  SOTAL  ADOMIED

USAGE RATE  RMOUNT{1)  AMOUND(2) RATE INCREASE
SERVICE DESCRIPTION {XVER) {8/4th) {$/MEh) {$/42R) {$/4Lh) |%)

L1220 ¢ -t~ L 1-14

{a) {b) () {d} {e) ()
SCHEDULE LS-2 {CUSTOXER-CWNED) {CONTINUED)
IRy S

RIZA

® v “0.14 .17
S5 | : -0,18 B3 2.8
90 v : : «0.29 . 470
135 v : X £.38

0w o -0.44 7125
INCANDESCEN? ‘ _

RAIZ A ‘ \

1,000 L ‘ =0.17 2.5
2,500 1 =0.37 5.7
4,000 L . ' =0.56 .6

6,000 L ' . -0.80 12.38
16,000 L. .32 20,60
RT3 :

4,000 L =0.70 10.18
6.000 L =0.95 .01
SCHEOTLE Cl-1
XERCURY VAPOR
RAIE A ‘ o ' ,
N S V% - BN 15 =0.41 11.87
U9 =1.6 =0.9¢ 2.36

9.2 «0.2% §.32
n.1. =0.3§ 10.20
u ‘ =0.65 15.48
23.54 =0.99 .4
H.u =31 4.5

WH -0,65 18.67
7.1 “0.99 .41
8.5 ST

10.40 008 - 9.43
| 12,99 095 -0.2% 11.75
135 v S Sl -0 .65
180 v VAT 048 1601
" SCHEDULE DVL : : -
50 w HBSV . ; 1.3 0.2 -0.12 3.04

100 w HPSY $.80 =037 0.2% 5.
100 w MERCTRY 3.6 <=0.30 «0.2¢ 4,80

($/kébx)  (#/xébr)  (§/xvr)  (8/khe)
SCHEDULE 1S-3{ENERGY ONLY) : ==
ENERGY CERRGE 0.10474  -0.00582  -0.00584  0.03308

{Col. b« (Col. & x #0.03608/Xvhr present ECRC/AER)) x {-3.48%+ acopted base changa)
{Col. m x =$0.00584/kvhr adopted ECAC/AER change)
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALYFORNIA

In the Matter of the Application of
San Diego Gas & Electric Company, for
Authority to Introduce a Mandatoxy
L6~TOU Rate to Replace its Existing
A6-TCU and AL~TOU Rates and to Revise
Portions of its Existing Standby
Tariffs. (1 902=E)

Applicatdon 87-04-018
(Filed April 10, 1987)

In the matter of the Application of
SAN DIEGO GAS & ELECTRIC COMPANY for
Authority to Revise its Enexrgy Cost
Adjustment Clause (ECAC) Rate, to
Revise its Annual Energy Rate (AER), Application 87-07=009
and to Revise its Electric Base Rates (Filed July 2, 1987:;
effective November 1, 1987 in amended Auvgust 20, 1987)

accordance with the Electrical
Revenue Adjustment Mechanism (ERAM)
(T 902-E)

(Appearances arej/listed in Appendix A.)

By this ordexr/we adopt San Diego Gas & Electric Company’s
(SDG&E’s) Enexgy Cost Adjustment Clause (ECAC) forecast of fuel and
purchased power expegsc for the period November 1, 1987 = October 31,
1983. The related ECAC rate changes combined with changes to the
Annual Energy Rate {AER) and the Electric Revenue Adjustment
Mechanism (ERAM) result in a total revenue decrease of $82.935
million. B | '
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SéAIE or /' IFORNIA

#
.’E/‘
o
W

’4,

In the Matter of the Application of )
San Diego Gas & Electric Company, for )
Authority to Introduce a Mandatory ) p
L6~TOU Rate to Replace its Existing ) Application 87-04-018
A6-TOU and AL-TOU Rates and to Revise ) (Filed April 10, 1987)
Portions of its Existing Standby ) e

)

)

)

)

)

)

Tariffs. (1 902-E) S

/“/‘
/o

-

In the matter of the Application of

SAN DIEGO GAS & ELECTRIC COMPANY for

Authority to Revise its Energy Cost ﬂ/

Adjustment Clause (ECAC) Rate, to )"

Revise its Annual Energy Rate (AER),/{) Application 87-07-009

and to Revise its Electric¢c Base Rates ) (Filed July 2, 1987:

effective November 1, 1987 in ) anmended August 20, 1987)

accordance with the Electrical . )

Revenue Adjustment Mechanism (ERAM). )

(U 902-E) /r' )
)

A ¥

A

#

A .
(Appearances /are listed in Appendix A.)

tr
L

Y

yaumy—
_/ . :

By this ,order we adopt San Diego Gas & Electric Company’s
(SDG&E’s) Energy /Cost Adjustment Clause (ECAC) forecast ¢f fuel and
"purchased powea/expense for the period November l, 1987 - QOctober 31,
1988. The related ECAC rate changes, changes to the Annual Energy
Rate'(AER) 5;& the Electric Revenue Adjustment Mechanism (ERAM), and
changes to base rates and the Major Additions Adjustment Clause
(MAAC) rates result in a total revenue decrease of $174.6 million.
The revenﬁe ¢hanges are shown on Appendix B.

/
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We also adopt revised marginal costs for/SDGLE based upon
the company’s cost study but adjust the company’# figures in
several respects as recommended by intervenors

After examining the revenue allocation that would result
from strict application of an Equal Percentage of Marginal Cost
(EPMC) method, we find that the EPMC methcé-should be constrained
so that each customer class receives a %iﬁimum's.o% rate decrease.
Although residential and agricultural 5gvenues are below the EPMC
allocation for their classes, we will Aower all rates in the
context of a substantial revenue decréise. We believe that SDGSE’s
rates must be restructured and moved(towards marginal ¢osts in a
deliberate and careful manner. Owr adopted revenue allocation
makes significant movement towa:?é the adopted marginal costs and
allows time for the refinement ¢f marginal cost studies in future
proceedings. ‘

The adopted rate dgsign, i.e. rates within each customer
class, relies heavily upon In agreement submitted after hearing.
The major change is the undling of costs for SDG&E’s large
commexrcial and industrial/ customers served under Schedules AL-TOU,
A6=TOU, and S. Simila;/éo the rates adopted for the other major
electric utilities in Calllornla, SDG&E’s large commercial and
industrial rates are urther unbundled to provide for higher demand
and standby charges sand lower enexgy rates. We alse adopt a
customer charge ror/:esidential_customérsas proposed by the

1 The adopted marginal costs are to a large extent of only
academic interest as our revenue allocation is constrained by the
use of caps. The adopted marginal costs reflect our appraisal of
the evidénce on this record. However, we recognlze that several
novel ideas were introduced in this proceeding which should be
examingd in SDG&E’s upconing general rate case.

I8
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We also adopt revised marginal costs for SDG&E based upen
the company’s cost study but adjust the company’s figures in
several respects as recommended by intervenors. .

After examining the revenue allocation that would result///
from strict application of an Equal Percentage of Marginal Cost
(EPMC) method, we find that the EPMC method should bc‘const;/'ned
so that no customer class receives a rate increase. Although
residential and agricultural revenues are below the EPMC llocat;cn
for their classes, we will not increase any rates in - context of
an overall revenue decrease. Instead, we will hold residential and
agricultural rates at their present levels and will/allocate the
entire revenue decrease to the other customer clgsges whose
revenues under present rates are significantly above their EPMC
allocations. We believe that SDG&E’s rates cht be restructured
and moved towards marginal costs in a deliberate and careful
manner. Ouxr adopted revenue allocation mayés significant movement
towards the adopted marginal costs wh;le( \woiding disruptive rate
changes and allowing time for the refinement of marginal cost
studies in future proceedings.

The adopted rate design, ife. rates within each customer
class, relies heavily upon an agreement subnitted after hearing.
The major change is the unbundling ot costs for SDGAE’S large
commercial and industrial customers sexved under Schedules AL-TOU,
A6-TOU, and S. Similar to—the‘rates adopted for the other major
electric wtilities in Calizorn&a, SDG&E’S large commercial and
industrial rates are :urtherf undled to provide for higher demand

f‘ .
,/
/

1 The adopted marg;ndl costs are to a large extent of only
academic interest as our revenue allocation is constrained by the
use of caps. The adopted nmarginal costs reflect our appraisal of
the evidence on this record. However, we recognize that several

novel ideas were introduced in this proceeding which should be
examined in SDG&E’S ?pcoming general rate case.

L3
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Division of Ratepayer Advocates (DRA)z‘and'a‘higher AD demand
charge as proposed by SDG&E. The adopted rates d@e shown'in
2ppendix C. J

We also find that troubling questio,s have been raised
about the level of SDG&E’s costs and the Commission’s movement
towards recovery of these high costs in £ixgd charges. We expect
to examine SDG&E’s marginal and embedded é%sts in the company’s
upconing general rate case. //ff

II. Procedural Packaround

SDG&E has filed two separate applications. The first
application, Application (A.) 87-04-018, is an extraordinary
request to restructure the rates/charged to SDG&E’s laxge
commercial and industrial customers without changing the collected
revenues.3 The second applicaf&on, A.87=-07-009, is the usual
ECAC filing requesting the adeoption of a new forecast of fuel and
purchased power expense and the implementation of the resulting
changed revenue requirement/through revised ECAC rates..

Prehearing conferences were held on both applications.
At these conferences, several intervenors asked for consolidation
of the two applications ?o that they could address in one
proceeding the impact of both applications on customer rates. The
Administrative Law Judg@ (ALY) granted this regquest and V///
consolidated the ECAC [forecast portion of A.87-07-009 with

2 The Public Staff Division bhas been renamed the Division of
Ratepayer Advocates.

3 If A.87-04-018 had been approved as filed, the amount of
revenues collected by SDG&E would have changed. Although SDG&E
characterized the application as revenue neutral, the imposition of
its proposed standby charges would have increased revenues.

-3 =
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and standby charges and lower energy rates. We also adopt 2
customer charge for residential customers as proposed by the
Division of Ratepayer Advocates (DRA)zland 2 higher AD demand
charge as proposed by SDG&E.

We also find that troubling questions have been raised
about the level of SDG&E’s costs and the Commission’s movement’//f’
towards recovery of these high costs in fixed charges. We expect
to exanine SDGLE’s marginal and embedded costs in the-ccmpanf’s
upcoming general rate case. /{

IX. Procedural RBackground ,/

SDG&E has filed two separate applications. The first
application, Application (A.) 87-04-018, is an.'&traordinary
request to restructure the rates charged tovg_ &E’s large
commercial and industrial customers without jchanging the collected
revenues.® The second application, A.87-07-009, is the usual
ECAC filing requesting the adoption of afnew forecast of fuel and
purchased power expense and the melemeﬁQatxon of the resultxng
changed revenue redquirement through ref&sed ECAC rates.

Prehearing conferences werefheld on both applications.
At these conferences, several 1nter¢énors asked for conseolidation
of the two applications so that they could address in one
proceeding the impact of both applications on customer rates. The
Administrative Law Judge granteflthis reqﬁgst and consolidated the

2 The Public Staff Divisjion has been renamed the Division of
Ratepayer Advocates.

3 If A.87-04-018 had been approved as filed, the amount of
revenues collected by SDG&E would have chanqed. Although SDG&E
characterized the application as revenue neutral, the imposition of
its proposed standby charges would have increased revenues.
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ECAC forecast portion of A.87-07-009 with A.87-04-018. The
reasonableness review portion of A.87=-07=-009 was kept separate.
Evidentiary hearings on the consolidated proceeding were

held from September 21, 1987 to October 8, 1987. Testimeny frcm_,f/'

members of the public was received on September 23, 1987. SDG&E
DRA, Utility Consumers’ Action Network (UCAN), San Diego Energy
Alliance (Alliance), Federxal Executive Agencies (FEA), Hospltal
Council of San Diege and Imperial Counties on behalf ofy
Cogeneration Hospitals (Hospitals), and San Diego Mineral Products
Industry Coalition (MinPros) presented witnesses and{sponsored
expert testimony. The City of San Diego (City) actxvely
participated through cross-examination. Concurrent briefs were
filed by November 6, 1987.

We adopt SDG&E’s fuel and puﬁchased ‘power forecast as
shown on Iable 1.
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TABLE 1

Purchased Energy $310,936,60
Geothernal Ener 0
Nuclear Generation 25,207,/700
Natural Gas ‘

Distillate 0Oil

Residual 0il

Subtotal

Distillate Writedown 254,700
Fuel 0il Inventory 1,750,000
Wheeling Expenses 9,980,100
EFI Adjustment (5,461,400)
Net Losses on Sale of 0il 0
Total $463,123,100%*

*This total should be adjusted to reflect
several changes acknowledged by SDG&E’s
witnesses at hearing. ese changes are
summarized in a October/9, 1987 letter of Don
Garber, attorney for SDG&E, to the
Administrative Law Judge. The changes,
adjusted by the company’s jurisdictional factor
further increase the ECAC, AER, and ERAM
reduction of $82.%million -to $82.935 million.

This forecast was submittgd in the August 20, 1987 Amendment to
A.87-07-009 and is base%/wpon more recent data than DRA‘’s forecast.
The adopted forecast combined with the most recent updates on the

ECAC and ERAM balanc;?g accounts yields a total revenue decrease of
$82.935 million as sdown on Table 2. '

TABLE 2 ’
ECAC - =5109.6 million
AER =% 4.7 millien
: _ $113
Total | -$ 82.9 million

B. Residual/FECAC Issues
%#though SDG&E and PSD agreed on the amount of the
revenue decrease, they continue to disagree over the ratemaking




A.87-04-018, A.87-07-009 ALY/RLW/tcq

treatment of the capacity chaxrge to be paid to-Tucson-Alamzto,
revision of the AER to reflect the Commission’s decision 1n the
OII/OIR Gas Implementation proceeding, X.86-06-005, and the proper
ratemaking treatment of fuel oil inventory. /

1. IXIucsop=Alamito Capacity charxge '

On June 30, 1987, SDG&E filed at the Federal Energy
Regulatory Commission (FERC) a complaint to determine the rights
and obligations of SDG&E and the Alamito Compang?’under a
purchased power agreement. SDG&E alleges in thiis complaint that
the scheduling practices and requirements of amito have reduced
the firm capacity available to SDG&E under the contract from 400 Mw
to 100 MW. Until this complaint is resolvdﬁ by the FERC, SDG&E is
withholding payment for 300 MW of capac;l Thus, SDG&E currently
is paying Alamito for only 100 MW of firm capacity. However,
SDG&E’s ECAC forecast reflects payment/for the full 400 MW of
capacity to Alamite.

SDG&E believes that its £ ecast incorporating the full
400 MW capacity payment to Alam;tq/&s appropriate since the outcome
of the FERC litigation is problematic. SDG&E submits that the
probability and timing of FERC reforming the agreement from 400 MW
to 100 MW is unknown. SLG&E ints out that if it does win its
case at FERC, then 92% of the/dollar benefits from this victory
will flow to the ratepayers while only 8% will flow to the
shareholders. SDG&E believes that the purpose of this ECAC/AER
split is to allocate beneff%s between ratepayers and shareholders
and thereby to give utiliry management an additional incentive to

4 Tucson Electri¢ Power Company controls the dispatch of power
purchased from the Alamito Company. Thus, SDG&E’sS communications

have been with Tucgon personnel although Alamito is the responsible
party.
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lower enexrgy costs.5 For this reason, SDG&E opposes a /
recommendation of the City that the Alamito capacity payment should
be given 100 percent ECAC balancing account treatment.

I£ SDG&E were to lose the FERC litigation, then SDG&E
could be forced to pay Alamito the withheld 300 MW capac;ty
payment. SDG&E arques that this later payment couldd/ﬁsﬁlt in a
significant upward rate shock if SDG&E is not allowed/to recover
the full 400 MW payment through ECAC now.

The City, UCAN, and DRA all recommend tMat this forecast
should reflect payment for the full 400 MW capadity to Alamito
subject to 100% ECAC balancing account trea t. The City points
out that without provision for balancing agcount treatment, SDGLE
will recover in the AER about $5,863,299 for capacity costs that it
is not currently paying. If the Commisgion does not desire to make
100% of the Alamito payment subject t¢/ balancing account treatment,
then the City submits that SDG&E’s %ﬁﬁ expenses in the forecast

period should be reduced by $5,863 200. TUCAN points out that SDG&E
will reap some of any benefit ree#{:ing from the FERC litigation
since the company began withholding payment from Alamito on June 1,
1987 and the Commission will ngt be able %o order balancing account
treatment for this expense il Decenmber, 1987.

5 An electric utilify’s fuel and purchased power expense is
recovered through an ECAC rate and an AER. Both the ECAC rate and
the AER are based upoh a forecast of the utility’s fuel and
purchased power expense over a one year period (the forecast
period) . The ECAC fate is subject to a balancing account and is
adjusted to refle recorded differences in actual expenses from
the forecast of fiyel and purchased power expense. The AER is not
subject to a bal;hc;ng account. The utility’s shareholders absorb
any difference actual energy expense from the forecast expense
underlying the . SDGLE recovers 92% of its fuel and purchased
power expense ough an ECAC rate and 8% through an AER. This
92%/8% ”split” is based upon the amount of earnings fluctuation the
Commission hag determined that SDG&E can withstand.
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We adopt the City’s proposal for 100% ECAC Ydalancing
account treatment of the Alamito capacity payment. /This procedure
kas been adopted on other occasions when the payments were
substantial and the amounts were dependent upon fhe outcome of
litigation. At this point in time we cannot Bxedict what the
outcome of the FERC litigation will be. If the full 400 MW payment
is reflected without 100% balancing account/treatment, then we
would be compelling ratepayers to pay nonrefundable rates
reflecting costs that SDGAE is not payi {; If we recognize only
the current 100 MW payment, then we woyld be exposing shareholders
to the risk that SDG&E may lose the litigation and have to pay the
withheld 300 MW charge to Alamito - then recover only 92% of that
payment from ratepayers. Neither yesult is satisfactory. If we
were to adhere to the ECAC/AER ratemaking approach, then we nmight
recognize some intermediate level of capacity payment such as 250
MW. We elect instead to provide for 100% ECAC balancing account
treatment to avoid speculation on the outcome of SDG&E’s FERC
complaint and to ensure that/ neither ratepayers or shareholders are
unfairly penalized.

4
SDG&E based ;25 ECAC forecast upon then current rates for

gas. SDG&E was fully aware that the gas charges would be changed
in the pending OIX/O Gas Implementation proceeding but expected
the Commission to isdée a decision implémenting these changes
before this ECAC apﬁﬁication is decided. However, 'since the gas
proceeding has £a1Yen behind schedule, SDG&E now believes that the
implementation of/the revised gas rate structures may not occur
before an ECAC %pcision is issued. Since the gas rates to be
adopted by the/pommission nay. differ sgbstantially from the current
rates, SDG&E proposes that it be allowed to file an advice letter
modifying the/idopted AER when the gas OII/OIR implementation
results are final. ” )
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SDG&E arques that the AER mechanism was not intendég to
put either ratepayers or shareholders at risk for the unprecedented
transitional problems now occurring in the gas induzzﬁy( SDG&E
submits that the Commission can easily aveid an ineguitable result
by allowing the company to file an advice lettexr Yision
reflecting the adopted utility electric generation gas charges
which should be almost entirely fixed charges.

DRA opposes SDG&E’s suggested adf}:e letter procedure.
DRA points out that once an AER is in place, the Commission has not
allowed changes to reflect increases or decreases in fuel costs
with the exception of a nuclear plant eﬁ%efing service. DRA
waintains that the parties strive to e their best estimates of
fuel costs and then live with the résults until the next AER
revision date. DRA contends that/there is no reason to single out
gas expenses for unique treatment. While current gas costs may be -
difficult to predict, DRA,argudé that other expenses such as
purchased power prices are egually difficult to predict.

, DRA further argues that SDG&E is selective in its regquest
for special ratemaking treatment. DRA obserxves that when the
Commission first allowed/SDG&E to purchase spot gas and to
transpoxt that gas, the/ company did not ask that its then effective
AER be reduced to reflect lowered gas expense.

To the extéht we can recognize changed gas prices for
SDG&E in this ECAC Application, we will do so. However, we are
unwilling to modiff the AER procedure to allow for advice letter
revision during the forecast period. The main purpose of the AER
is to Lix the gpmpany's expected fuel and purchased power expense
at a single point in time and to have the shareholders absord any
fluctuations/from the adopted level. Approval of an advice letter
revision wo 1ld substantially undercut the purpose and the effect of
the AER. d as pointed out by DRA, there is no assurance that the

company would make equal efforts to file advice letters reducing
the AER. |
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3. " Ruel 01l Inventoxry /

DRA has proposed that the ratemaking treatment of the
carrying cost of fuel oil inventory should be changed so that the
company would receive a “lump sum” for this expense which would not
be adjusted teo reflect actual expenses in the forecast period.
Essentially, DRA is recommending that SDG&E recover its entire fuel
‘01l inventory carrying cost through the AER.

DRA asserts that this removal of baXancing account
treatnent for fuel oil inventory carrxying c¢ost is consistent with
the Commission’s recent statements that ut&&ities should not be
insulated from the results of their management decisions by
balancing accounts but should experience firsthand the gains and
the losses resulting from their decisions.

SDG&E responds that this ump sum” approach will create
perverse incentives for utility mgnagement. SDG&E argues that to
treat one energy expense differently than other related energy
expenses would create incentives for management to focus on
inventory costs more than othéé enexrgy costs. ‘

SDG&E further responds that, if adopted, the ~lump sun”
proposal will not simplify/the Commission’s reasonableness review,
as contended by DRA. SDGEE maintains that the Commission still
will have to closely review the relationship between inventory
levels, oil burns, ang/ shortage costs.

Finally, SPG&E assexts that the existing ECAC/AER
procedure gives it adequate incentive to keep all energy costs,
including the ing cost of fuel oil inventory, as low as
possible consistegnt with the provision of reliable service.

We decline to adopt PSD’s “lunmp sum” approach for fuel
oil inventory/' We find no explanation as to why this particular
energy expense should be segregated from other expenses and given
different t:{.'ea.tment. The rationale offered by DRA could be applied
to other eéergy expenses, not just to the carrying cost of fuel oil
inventogfc Yet DRA does not explain why only fuel oil inventory
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SDG&E has calculated marginal customer costs based on
actual work orders from recent installations. SDG&E recognizes
that the implementation of these calculaﬁed customer costs through
EPMC could result in a disproportionate impact on residentizal
customers. SDG&E stands by its cost study and believes that the
EPMC method can be constrained through the use of caps, such as the
minimum 2.5% decrease that SDGLE has proposed. SDG%;/urges the
Commission to determine the most accurate marginal costs and then
to make the necessary pragmatic adjustments in the revenue
allocation.

1. Marxgipal Enerqgy Costs

SDG&E states that there is no meaningful disagreement on
marginal energy costs. SDG&E has used QFs in/QFs out
methodology used and adopted in last yeiar’s ECAC and the 1986 Test
Year General Rate Case.

2. Maxginal Capacity Costs /

SDGSE asserts that it ang DRA have relied upon estimates
of capacity costs provided by the/Commission in the 1986 ECAC
(D.87=01-051). SDG&E also statgs that it has no objection to the
refinements proposed by FEA the Alliance which more accurately

calculate the marxginal capac ty costs of each customer class given
unit marginal capacxty cos

SDG&E states that unlike prior Commission proceedings
there is an extensive Yecord on marginal customer costs. SDG&E

7 SDG&E and DRA allocated capacity costs among customer classes
by’ converting tife dollar per kilowatt capacity costs into cents pex
kilowatthour b d;v;d;ng the allocated capacity costs by the total
hours in the e period. The time period costs then were
determined by/multiplying the cents per kilowatthour figure by
kilowatthoury consumed by the class in the time period. FEA and
the Alliance simply multiply marglnal cost per kilowatt by the
kilowatt deihand for each class. )
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believes that it has submitted a detailed work orxder study on the
costs of providing access to the system to an additional customer.

SDG&E asserts that these costs consist of some portion of
the equipment between the substation and the customer. A
convenient analytic break is the final line transformer. SDG&E
states the equipment from and including the transformer to the
customer is dedicated to specific customers and thereby/ may be
directly assigned to a customer class. This porxtion ©f the system
is referred to as TSM or Transformer, Service drop And Meter. The
equipment from the high side of the transformer the substation
may serve more than one customer class and is cdnsidered part of
the common distribution system.

SDG&E asserts that unlike DRA it has included in its TSM
estimate all costs from the high side of t é transformexr through
the secondarxy system to the sexvice drog/and to the meter. SDG&E’S
estimates are based upon actual work oxders and include the
transformer and associated ecquipment,/labor and transportation, the
sedondary connection to the transrq;mer, the secondary cable and
conduit, the secondary handhole and comnections to the secondary
and service cables, the service, le and conduit, and the nmeter
material cost, meter testing - associated labor and
transportation.

SDG&E‘’s TSM estigftes are based upon actual work orders
obtained from its operatigg districts showing recent new customer
installations. To estimate the cost of hooking up a new
residential customer in/;ingle-tamily detached homes, SDG&E
reviewed work orders ﬁér 228 customers judged to be representative
of the residentiaihjzsss. A similar process was followed for each
customer class wi ; the exception of large TOU and agricultural
classes for which /Mo typical recent new customer installations
could be found. ' | ' |

SDGSE/ states that its methodology and the empirical data
are not questiéned by any party. According to SDG&E, the only
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and not purchased power orxr nuclear production or gas expenses
should receive “lump sum” treatment. We agree with SDG&E that the
isolated treatment of a single energy cost could create perverse
incentives for utility management. This was one reason why we
revised our original ECAC/AER'proceduxe‘which\did-no? result in the
uniform treatment of all energy expenses. We will npt retrace our
steps and return to a procedure equivalent to the piacement of fuel
olil inventory carrying cost in the AER.%

IV. Maxrgipal Costs

All parties agree that the goal of fhe Commission is to
adopt marginal cost-based rates. However, e parties do not agree
on what SDG&E’s maxrginal costs are or the extent to which SDG&E’s
rates should be based upon its marginal gosts.

A. SDGEE’s Proposed Marginal Costs

SDG&E’s marginal cost witnegs J. S. Parsons explained
that there is an established hierarchy of marginal cost components:
enerqgy, generating demand, transmissien demand, distribution
demand, and customer cost. Parsois testified that the variation
among customer classes increases going down this hierarchy as the
costs get closer to the individual customer service. Thus, while
the energy component will not/ vary much among customers, the
individual customer costs cZn be significantly different. Parsons
stated that the current £ of the Commission and consequently of
SDGSE is on the further definition of marginal customer costs.

6 XIf DRA believes that the utility should accept more of the
risks and the benefits of its fuel and purchased power cost
management, thegéa straightforward approach would be to recommend
an increase of the AER percentage. This approach would treat all
energy expensesd in a consistent manner.

-1 -




A.87-04-018, A.87-07-009 ALJY/RLW/tcg

criticism is of the results. However, SDGAE maintains that the
parties have based their criticisms upen /finvalid comparisons.

SDG&E states that the higher gost estimates it has
calculated for ~meters” and ~services” Are not surprising since the
estimates used last year were only nominally based upon the same
costs. SDG&E points out that many acfual costs were not included
in last year’s estimates. The currejt estimates of costs are based
upon the actual work orders and include much more than the FERC
account Jefinitions of meters and gervice drops which DRA relies
upon.

SDG&E objects to DRA’s primary recommendation that the
Commission use DRA’s customer cogt estimates for Southern
California Edison Company (SCE) As a proxy. SDG&E points out that
DRA has presumed that the SDGLE/and the SCE systems must be similar
without making any study of thg actual equipment used by the two
electric distribution systems./ DRA’s witness on marginal costs
acknowledged that he did not Mnow if the SDG&E and SCE systems use
different types of transformers, operate at different primary
voltage levels, and employ different designed maximum veltage
drops.

SDG&E submits thaf the burden is upon DRA to show that
SDG&E and SCE incur the e, Or very close to the same, costs.

The burden is not upon SDGKE to show otherwise. Until DRA
. Justifies the use of SCE ¥s a surrogate, SDG&E maintains that the
DRA primary recommendation must be rejected.

SDG&E also arngs that DRA’s secondary recommendation
should be rejected. DRA/recognized tbat the Commission might
preffer not to use estimytes derived for SCE as a proxy for SDG&E
estimates and recommended that the Commission carry over the
customer cost estimates adopted in last year’s ECAC decision.
However, SDG&E observes that those estimates include the cost of
meters and service drops but exclude transformers. SDG&E also
points out that even though DRA’S secondary recommendation excludes
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transformer cost, it is higher than the primary recommendééion
which consists 70% of transformer costs. SDG&E subnmits/that this
discrepancy between DRA’s primary and secondary recommendations
shows that DRA’s recommendations are result-oriented/rather than
accurate marginal cost estimations.

Apart from TSM estimates, SDG&E has allocated some
portion of the common distribution system between the high side of
the final line transformer and the substation o marginal customer
costs. DRA has allocated no common distributdon costs to marginal
customer costs.

SDG&E allocated to customer costyg 25% of the energized
equipment and 50% of the non-energized eqdipment of the commuon
‘distribution system. These allocation pgrcentages are SDG&E’s best
estimates of the appropriate allocation/ of common distribution cost
between demand and customexr. While se percentages are
adnittedly round numbers, SDGE&E argu¢s that they are demonstrably
better than DRA’s estimate of zere.

B. DRA_Proposed Maxginal Costs

DRA argues that the Complission should not adept SDGLE’s
marginal customer costs because ynder the EPMC method they would
increase residential rates by 17% and would decrease large
commercial and industrial rateg by about 25%. DRA urges the
Commission not to adopt a2 marginal cost study that would result in
such drastic revenue allocation changes without very good evidence.

DRA contends that /the evidence of marginal customer costs
offered by SDG&E is suspect because the numbers are much higher
than the estimates adopted last year and the marginal c¢osts DRA has
estimated for SCE. Accoxtling to DRA, a comparison of TSM costs in
FERC Accounts 368, 369, d 370 for SDG&E and SCE shows that
SDGLE’s estimated custoper ¢osts are much higher than the estimates
for SCE. DRA also obsfrves that the difference in SDG&E and SCE
marginal customer cosfs is peculiar since the recorded rate base
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utilities.

Until the differences between the two utilityes are
explained, DRA maintains that the Commission should npt adopt
SDG&E’s customer costs because of the impact these estimates would
have on revenue allocation. DRA recommends instead that the
Commission use as a proxy for SDG&E the customer Jost estimates
that DRA has derived for SCE. Alternmatively, DRKA states that the
Commission could use the same customer costs adbpted in last year’s
ECAC.

C. UCAN’s Proposed Marginal Costs

UCAN recommends that DRA’s TSM estimates for marginal
customer costs should be adopted by the CQﬁaission. UCAN further
recommends that incremental customer cossgvsnould be reduced hy
29% in estimating marginal customer costg.

UCAN states that SDG&E’s estipates of new customer cCosts
appears significantly overstated. U points to DRA‘s comparison
of SDG&E and SCE estimates of customer costs by FERC account as
good reason to doubt SDG&E’s margl customer costs. Before the
Commission should approve SDG&E’s customer costs, UCAN believes
that a cost review of SDG&E’s entﬂée distribdbution system should be
undertaken.

UCAN also offers sever 1 refinements to the marginal
costs calculated by SDG&E and DRA. First, UCAN states that
incremental customer costs shd&ld be reduced by 29%. UCAN believes
this is appropriate because only new customers should pay the
incremental costs of access/to SDG&E’s system. UCAN believes that
existing customers should not be required to pay incremental costs
but instead should be charged with the decremental cost of their
access equipment. TUCAN has derived an incremental/decremental
method which imputes an/?ncremental charge for new customers and a
decremental charge for/existing customers. The result of this

costs for these same FERC accounts are nearly the samex;;x the two
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method is to lower the total revenue requirement for all customer
costs by 29%.

UCAN also recommends that the marginal generation
capacity cost should be increased by 15% to reflect the}ﬁtility's
maintenance of an adequate reserve margin to provide reliable
sexrvice to customers. Since SDG&E currently maintaing/a 15%
reserve margin, UCAN proposes that the generation capgacity costs
should be multiplied by 1.15.

UCAN further points out that customer cYasses impose
different requirements on the utility generatior/ system and have
different reliability needs. For example, base¢load customers will
impose greater reserve requirements on the sygtem than will
customers with more peaked load shapes. Alsp, residential
custonmers may have a lower value for reliabAlity than do commercial
and industrial customers. TUCAN believes that these matters should -
ke given further study and consideration /in marginal cost
calculations before full EPMC is implemé¢nted by the Commission.

D. FEA_Proposed Maxginal Costs

FEA would allocate capacity/costs among customer classes
in a different manner than SDG&E and /DRA have allocated them. FEA
states that the correct way to allogate capacity costs is allocate
them based upon customer class deminds and not by customer class
kilowatthours. FEA points out thyt SDGLE agrees that FEA’s method
for allocating capacity costs is /an improvement of the method used
by both the company and DRA in this ECAC proceeding.

FEA further recommends that SDG&E’s customer costs should
be adopted by the Commission. [FEA believes that SDG&E’s customer
costs are superior since they/are bhased upon a detailed analysis of
SDG&E’s system, while DRA’s ¢dosts are based upon costs derived for
SCE. Alse, FEA points out that DRA’s costs ignore common
distribution costs, some of/ which FEA believes are properly
included as customer costs | '
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In summary, FEA recommends adoption of DRA energy costs,
SDG&E ¢customer costs, and the FEA capacity costs.

E. alliance Proposed Maxginal Costs

The Alliance used DRA’s customer costs as a conservarive
- estimate of TSM costs. However, the Alliance includes SDG&E)
allocation of common distribution costs in customer costs
Alliance believes they are not duplicative of other customer costs
and are properly assignable t¢o a customer class.

The Alliance also recommends the same capacity allocation
nethoed used by FEA.

F- Adopted Marginal Costs

We will adopt SDG&E‘s marginal costs modified in several
respects as recommended by intervenors. First,
incremental /decremental method for reducing the/ customer cost
revenue requirement by 29%. Second, we adopt/UCAN’s proposal to
maltiply generation costs by 1.15 to reflect/SDGLE’s maintenance of
a 15% reserve margin. Finally, we adopt i
method recommended by FEA and the Alliancg.

The concerns of DRA and other parties regarding the
disparity between marginal costs by account for SDG&E and SCE
are not sufficient reason to reject SPG&E’s marginal cost study.
SDGEE’s study is the only one submitfed on this record which
purports to estimate SDG&E’s maxgi costs. The critics of
SDG&E’s marginal cost estimates concerned about the resulting
revenue allocation under a full FPMC method. Any doubts one may
have about the validity of the ¥dopted marginal costs can be
considered when the revenue alYocation among customer classes is
made. In other words, the regults of the adepted maxginal cost
study can be mitigated by th¢d use of caps and other constraints on
a full EPMC allocation. Thys, the results of applying a particular
marginal cost study are not/ a2 good reason to reject the study
itself. A marginal cost study should be evaluated by the manner in
which costs are assigned fo customer classes and the estimation of
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those costs. We find that SDG&E’s marginal cost study is the best
evidence on this record of the marginal costs for its system.
SDG&E’s assignment of costs and estimation from actual work oxdérs
is clearly superior to the DRA’s SCE proxy and the marginal
adopted in last year’s ECAC proceeding.

The three modifications to SDG&E‘s marginal cosfs that we
adopt all improve the accuracy of cost estimates or the/allocation
among the customer classes. UCAN’s'incremental/decre ntal
adjustment to customer costs is a more accurate esti
imposed by existing and new customexs. UCAN’s l.l5/multiplier of
generation or production costs also better reflects the utility’s
cost of maintaining a reserve margin. AaAnd the FRA/Alliance
capacity allocation method allocates capacity cgsts among the
customer classes based upon customer demand rather than enexgy
consumed. FEA and the Alliance have shown that their methedelogy
results in more precise allocations of capacity costs.

We expect that SDG&E’sS marginaz/éosts will be examined
more fully in the upcoming general rate case. The marginal costs
we adopt here reflect the best evidence/on this record. They are
not intended to be a definitive statement of how SDG&E’S marginal
costs should be calculated or what titey ideally should be. The

marginal cost revenues are shown on/Table 3 with the adopted
revenue allocation.

V. Revepue Allocatjon

Having taken the bold step of adopting a new set of
marginal costs for SDGLXE, we now consider the need to constrain a
full EPMC revenue allocatioq/gased upon the adopted marginal costs.
If unconstrained, a full EPMC revenue allocation would result in
large reductions to all customer classes apart from the residential
class and the agriculturayrclass which would receive increases as
shown on Table 3. We will adopt a cap of no rate increases in the
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context of a substantial revenue decrease.® This cap eliminatesf//
the problem of explaining a rate increase to residential customers
when overall revenues are decreased. At the same time, it allows
substantial movement of the other customer classes towards marginal
costs as the entire decrease is allocated to those classes. The
”No Rate Increase” allocation also is shown on Table

8 SDG&E and DRA recommended caps of a minimum 2.5% decrease for
all classes. This mlnlmum 2.5% decrease may be adopted if the
total revenue decreage is substantially increased due to reductions
in SDG&E’s base rates. FEA and the Alliance recommended caps of
10.0% and 4.5% incrgases for the residential class. UCAN proposed
a cap of 1% less than the system average decrease. The Hospitals
recomnended a neo 7&1:43 increase cap.

- 20 =




A.87=04=018, A.87=07-009 ALJ/RLW/tcg ¥

We also adopt UCAN’s proposal that the reserve

" requirements and the reliability needs based upon value of service
for the different customer classes should be studied in the 1989 TY
General Rate Case. Such studies will allow for greater
differentiation of capacity values and greater unbundling.

V. Revenue Allocation

Having taken the pold step of adopting a new set of
marginal -costs for SDG&E, we now consider the need/to constrain a
full EPMC revenue allocation based upon the adbpﬁgd marginal costs.
If unconstrained, a full EPMC revenue allocatich would result in
large reductions to all customer classes ap from the residential
class and the agricultural class which would receive increases as
shown in Appendix €. We will adopt a cap/Br a ninimum 5.0% rate
decrease for all customer classes. Thi 'cap-ensures that all
customers will receive a rate decrease}:hen overall revenues are
decreased. At the same time, it allé@s substantial movement of the
customer classes towards marginal cdosts. The revenue allocation
also is shown in Appendix C.

SDG&E also proposes»g' cap the revenue decrease to
Schedule AD to 2.5%. Under a/xull EPMC revenue allocation, the AD
customers would receive a 21.3% decrease. SDG4E points out that
this schedule for general service demand-metered customers, which
has no time=-of-use rates,, as closed by the Commission in last
year’s ECAC decision, D.87-01-051. To encourage the remaining
customers on Schedule AD/to-migrate to time-of-use schedules, SDG&E
would constrain the apﬁ&ication of full EPMC to prevent a large
reduction in the AD customer’s average rate. SDG&E observes that
this year only 44 customers out of some 8,000 have chosen to move
to Schedule AL-TOU., SDG&E believes that a greater incentive to
migrate is needed
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VI. Rate Desigr

, Through A.87-04-018 SDG&E has asKed the Commission %o
make three major changes to the rate schedules for its large
cemmercial and industrial customers. First, SDG&E has proposed
what it believes are unbundled, cost-based rates for the large
commexcial and industrial ¢lass. Second, SDG&E has proposed that
its tariffs for standby and interruptible standby septice Lurnished
to self-generators be revised so that the company w#ill recover the
cost of maintaining capacity to serve customers #ith self-
generation facilities. Third, SDG&E seeks to pfodify its PG~QF
- (Parallel Generation-Cogeneration or Power Pfoduction) tariff to
linmit the schedule to new customers whe aye not demand metered and
whose demands are 20 kw or less. This ghange is intended to close
‘the PG-QF schedule to new demand-metepbd commercial and industrial -
customers with relatively large load§ (20 to 500 kw).

SDG&E states it has requésted these changes so that its
rates will recover capacity costg in capacity charges and will
‘recover energy costs in energy/charges. SDG&E asserts that the
existing rate structure, in ich capacity costs are recovered in
enexgy charges, makes misal}ocation of resources a certainty and
provides encouragement for/inefficient energy generation. SDG&E
clains that the present A-TOU and A6-TOU schedules force large
comnercial and industri customers with high load factors to
subsidize commercial ajd industrial customers with low load
factors.

SDG&E submpits that there are important reasons for the
Commission to act How in reforming the rate structure. First,
SDG&E states highfload factor customers will continue to shift to
self generation As they recognize that they are paying energy rates

only the marginal costs of energy and capacity
incurred by SPGSE to serve them, but also the cost of subsidizing
other commerf£ial and industrial customers. Second, SDG&E maintains
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that customers are making economic decisions based upon a rate ///
structure that does not properly reflect SDG&E’s cost of service

To facilitate rapid reformation of the commercial anc
industrial rate structure, SDGLE entered into an agreement wi
DRA, the Alliance, the FEA, the Hospitalsg,‘and the MinPros/Avith
respect to most of the major issues concerning the proposed

industrial rate structure. The other parties, UCAN andAhe City,
were aware of this agreement but chose not to~participéé:? The
agreement has been identified as late-filed Exhibit 49 and was
received by the Administrative Law Judge on Nov r 9, 1987.

The principal areas on which agreement/has been reached
are as follows: '

Retail Schedule
Customer charges should be $20 for customers

served on Schedule AL-~TOU and £600 for
customers served on Schedule

A non-coincident maximum d
should be employed instead/of a contract demand
charge. *

The level of the maximyfn demand charge should
be differentiated by vdltage levels with

9 The Hospitals suppory/ the agreement with one exception. The
Hospitals state that the primary and the secondary on-peak demand
charges should not be same. The Hospitals suggest that the
primary on-peak demand charge could be lowered to 50% between the
secondary and transmisgion levels. The ALY agrees that the primary
and secondary rates slhould be differentiated but is reluctant to
adjust the stipulated figures without comments from the other
signatories to the greement. The ALY quite frankly does not know
whether the other parties would regard the Hospitals’ proposal as
what Alliance witress Father Joe Carroll described as a venial sin
or a mortal sin. /Therefore, the parties should comment on the
Hospitals’ suggestion and propose alternative adjustments of the
pr;mary on~peak/demand charge as exceptions to the ALJ propose
decision with e understanding that alternatives not related 1n
some manner tg the evidentiary record will not be blessed.
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secondary defined as under 2KV, primary as 2KV
to 24.99KV, and transmission as above 25XKV.

An on=peak demand charge should be imposed
without a ratchet. Separate charges should be
established for the summer and winter periods.

The on-peak demand charge should be applied
during the summer and winter periods as they
are currently defined in Schedules AL-TOU and
A6-TOU.

The new charges, excluding service ‘and stan
charges, should be subject to a rate limit
16 cents/kwhr.

The optional time-of-use schedules, AOA/TOU and
A06-TOU, should be ¢losed to new custimers
effective July 1, 1988.

Standby Schedule
All waivers on the exzst;ng s
should be eliminated.

A separate standby charge Yased on the non-
coincident demand chaxge £Ahould be applied in
addition to the rates op/the new schedules.

The regular retail scltedule ‘non=-coincident
maximum demand charg¢ should be reduced by an
amount not to exceed the contracted standby
amount whenever thg¢ customer’s generator is not
operated.

A rate limiter Applicable to the monthly
charges billed/at the on-peak demand charge and
on-peak energy rates should be established for
customers ing standby service.

A credit should be made for distribution
payments /from cogenerators.

Scheduled maintenance should not be subject to
on-pexk demand charges provided that the
maintenance schedule has been agreed to by the
uti)ity.
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.‘.

There are four significant areas on which agreement was
not reached. '

The specific maximum demand charge and ratchet
level that should be imposed: agreement was
reached only on the upper and lower bounds of
these charxges.

The level of the winter standby on-peak denmand
and energy rate limiter.

The level of the distribution payment credit
the standby schedule.

The period for which Schedule PG-QF should
remain open. (All parties agreed the schedule
should be closed, but urged that closure e
deferred for periods ranging from six mohths

. the remaining areas of disagreement on t¥e commercial and -

“industrial rate structure.
A. he Non incident Demand chardge

The parties agree that a pon~coincident demand charge
should be imposed. They disagree fn the appropriate level of this
charge. SDG&E proposes a charge/of $4.05 per kw of demand at theé
secondary level, $3.22 per kw the primary level, and $1.35 per
Xw at the transmission level. / SDG&E cstates that its proposed
charges are derived from the/company’s marginal costs of
distribution as presented the NOI for the 1989 General Rate

Case. For example, the NPT distribution demand figure of $4.28

10 SDG&E has withdrawn from this proceeding its concept of a
contract demand charge which SDG&E believed would have given
commercial and industrial customers an important element of control
over their demand charges.
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secondary was deflated by SDG&E to arrive at a 1988 level of $4.0S.
SDG&E further observes that the $4.05 is a ¢ompromise as the
marginal cost of distridution is estimated at $7.69 per kw. Thu§;/
SDG&E points ocut that its proposed charge would not recover $3.64
rer kxw of fixed cost.

The other parties propose charges of $3.17 per kw,
(secondary), $2.52 pexr kw (primary), and $1.06 per kw
(transmission). The Alliance points out that SDG&E’s original
concept of a contract demand charge would have been pHased in over
a twenty~four month periocd, beginning with a $2 per
ending with a charge of $6.85 per kw. The Alliange contested the
basis for the $6.85 per kw charge and opprosed i¥s adoption before
the full development of marginal cost studies/in SDG&E’s upcoming
general rate case. The Alliance urges the Lommission to move
cautiously until it does review SDG&E’s ¢bsts in the general rate
case. The Allliance points out that ity proposed $3.17 charge
exceeds SDG&E’s original proposal of/a $2.00 contract demand charge
for the first twelve months of the/phase~in period.

The Hospitals state t approval of the $3.17 maximum
demand charge is the largest gfep towards unbundled rates which
should be undertaken at thig'time. The Hospitals argue that the
Comnission’s adoption of fhe higher charses proposed by SDG&E may
result in the Coemmissiop having to ~unde” the adopted rate
structure in the upcoping general rate case. The Hospitals subnit
that the level of ciarges proposed by all parties other than SDG&E
is similar to the/levels adopted by the Commission for PG&E and
suggested for adoption by SCE and DRA in SCE’s pending general rate
case.

we will adopt the non-coincident demand charges of $3.17
per kw (sgcondary), $2.52 per kw (primary), and $1.06 per kw
(transmission). We adopt the lower set of demand charges proposed
by al)l paxrties other than SDG&E because we prefer to move gradually
towafds the complete recovery of SDGLE’s estimated fixed costs in
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fixed charges. These costs will be more closely examined, in the
general rate case. We will not leap to SDG&E’s higher charges//
until we have looked at the underlying costs in the general/rate
case. '

SDG&E and the other parties to the agreement,/also
disagree as to the ratchet to be applied to the non-
demand charge. The purpose of a ratchet in the rafemaking context
is ”“to improve the price signal to seasonal and Antermittent
. customers.” (Prepared Testimony of Paul Clangf, Exhibit 64, page
4=7.) SDG&E has proposed a ratchet of 75% wyhile the other parties
propose a ratchet of 50%.

SDG&E argues that a 50% ratchef will provide only token
recovery of cost from intermittent omers. SDG&E originally
proposed a 100% ratchet in its contr load charge hut in the
spirit of compromise has lowered its recommended ratchet to 75%.
Below the level of 75%, SDG&E belXeves that the responsibility for
the recovery of marginal distrihGtion costs is unfairly shifted
from intermittent customers, wio created these costs, to other
custoners.

As noted by the AYliance, the recoxrd does not address the
specific issue of a 50% ratchet vs a 75% ratchet. Lacking any
evidence on this issue, ¥e adopt the more conservative ratchet of
50% to be consistent wj our stated goal of deliberate and careful
movement towards unbunidled rates.

In the ag: eement, all parties have agreed that a standby
rate limiter of $0.67 per kwh should be applied to on-peak demand
and energy charges for the summer period. SDG&E believes this same
$0.67 limiter /should apply curing the winter period. The other

e agreement propose a lower winter standby rate
limiter of 5$0.26 per kwh. '
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SDG&E agrees in principle that a winter limiter is
appropriate. However, SDG&E believes that insufficient study has
been done to arrive at a specific winter level.

The Alliance states that all parties have recognizeg-in

charges. The Alliance submits that to ignore thig’ seasonal costing
relationship would be contrary to cost-based ra¥es and price
signals.

We agree with the Alliance that sdnce the adopted rate
design appropriately differentiates betwedn SDG&E’s cost of sexrvice
during the summer and winter seasons, tMe standby rate limiters
should reflect a seasconal difference./ We adopt the lower winter
standby rate limiter of $0.26 per
C. Credit for Contxibutions to

Distxibution Facilities

In some instances, SDGLE’s cogeneration custemers pay for
2 portion of their distributiof system. These contributions, made
under Rule 2L, are intended $#o cover installation and 0&M costs not
normally incurred by the utility. This practice then ensures that
a custonmer’s special requifements are met by that customer rather
than borne by the customgr body as a whole. The cogenerators have
asked that they be givefi a credit against their noncoincident
demand charges on the/basis of their facilities payments. Since
the noncoincident d d charges are intended to collect normal
distribution costs/ and the cost of the additional special
facilities serving cogenerators is excluded, a credit would
genexally be improper. However, SDG&E recognizes that in rare
cases a customgr also may pay for a portion of its normal
facilities as/a part of a special fee. In this event, SDGSE is
willing to yecognize a credit of $0.10/kw.
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The Alliance states that all other parties to the .
agreement have agreed that a $0.50 credit is fully supportable.
The Alliance points out that a standby customer under Rule 15 is
required to pay for 100 percent of the required facilities. In
contrast, full requirements customers receive firee allowances
towards the same facilities. Since the noncoincident demand
charges are designed to pay for distribution-related costs, s
customers could be paying twice for facilities already pai
under Rule 15. The Alliance points out that a credit of/3$1.00/kw
has been adopted for PG&E. The Alliance believes thap’the $0.50
¢redit is conservative and should be selected over &E’s token
amount of $0.10/kw.

We will adopt a credit of $0.50/kw. sing the PG&E
credit of $1.00/kw as a reference, the $0.50 Lredit appears more
reasonable. We also note testimony by the liance’s witness on
standby rates that he has calculated credits of about $0.70/kw for
two San Diego facilities. /

D. (Closing Schedule PG—OF

SDG&E and DRA agree that S¢hedule PC-QF is a Ygiveaway”
which #“should go away” because “netfing of energy is a very bad
idea.” BHowever, they disagree as/to how long *the schedule should
remain open. SDG&E urges that PG-QF should be closed within six

months. DRA and other parties/ to the agreement recommend closure
in two years.

Schedule PG-QF wias instituted for facilities with output
of 100 kw or less. This /chedule allows small cogeneration systems
to produce thermal loads at times when their electric loads are
less than the output ¢f their systems. The cogenerator may credit
the excess electricjfy produced at these times against consumption
during other periods when the site’s electric load exceeds the
power-generating/capacity.

‘ SDG&E/ states that it filed Advice lLetter 701-E on Marxch
10, 1987 requ¢sting revision of PG~QF. Thus, SDG&E maintains that
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if the new commercial and industrial rates become effective on
January 1, 1988, and PG-QF is closed six months thereafter, -
customers will have had at least fifteen months to bring new
cogeneration projects on=line. SDG&E submits that to allow the
schedule to remain open for a longer period will simply/encourage
developers to sell as many new projects as possible before the
curtain falls.

The Alliance arques that the longer pexiod of two years
should be allowed because there are several projects under
development which could be affected by closure of the schedule in a
shorter time. The Alliance asserts that tie development and the
implementation of small cogeneration sysfems can take as long as
two years.

We are sympathetic to the néeds of the small cogeneration
industry but believe that a period gf one year should be sufficient
to bring existing projects under development on-line. While '
SDGKE’s advice letter filing was/not an official pronocuncement by
the Commission, it was sufficient notice that closure of the
schedule would be pursued by Fhe utility. We are not willing to
hold this schedule open for £wo years given the agreement by SDG&E
and DRA that the schedule;r energy netting provision is a bad idea
which should go away as spon as possible. We believe a one year
period gives adequate noézce of the impending tariff change to
customers and to develgpers. ,

We also appyove the request of all parties that Schedule
PG-QF apply to third/party situations.

E. ECAC Rate Design Xssvues

Most ofjéhis consolidated proceeding was devoted to the
extraordinary rate restructuring proposed in A.87-04-018 for the
large commercial/ and industrial customers. There are two remaining

- 31 -
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rate design issues™* raised in the ECAC A.87=-07=009 regarding

imposition of a residential customer charge and an increase in the

non=-coincident demand charge for Schedule AD customers.. ’
1. Residential Customex cChaxrge

DRA recommends that the current residential minieym bill
of $0.16 per day be replaced with a monthly customer charge of
$4.80 per month. SDG&E supported this recommendation.

DRA states that cost of service pricing is jmportant to
send proper price signals to customers, even if thoge custemers
have no altermative to buying electricity from SDG&E. DRA believes
that the residential class should join the movemént towards cost-
based rates. DRA also observes that its p;op3:Z§ $4.80 monthly
charge is well below either embedded or marginal costs.

SDG&E states that a customer chayde is preferable to a
minimum bill because it sends a more accyrate price signal to the
customer. Unlike a minimum bill, the cMstomer charge applies
unifornly to all customers regardles%/ot usage and therefore more
accurately reflects marginal costs imposed by each customer
regardless of usage. While some low usage customers may see their
bills increase because of a custafier charge, SDG&E maintains that
other customers will see a decrgase because the customer charge
would reduce the energy rate.

UCAN strongly oppoges the proposed residential customer
charge. UCAN asserts that A customer charge based upon incremental
costs would overcharge exiSting customers whose true marginal costs
are much lower. UCAN further argues that customer costs are not
uniform among resident§a1 customers. Finally, UCAN contends that
residential customers t use more energy will ke subsidized by
customers with lower/energy demands if a residential customer

11 DRA agrees/ with SDG&E’s proposal to raise the Schedule A
customer chaf7p from $2.20 per month to $5.00 per month.

- 32 =
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charge is imposed. UCAN suggests that a moderate increase in the
minimunm bill is preferable if mandatory collection of additional
customer costs is deemed necessary.

The City also opposes the DRA proposed residential
customer charge. The City generally oppeses the concept
guaranteeing to SDG&E more revenue in'fixed charges. I a
residential customer charge is approved, the City stayes the
revenue from this charge must be included in the bafeline energy
rate calculation, as affirmed by DRA’S witness.

We do not doubt that more refined omer charges could
be developed for the residential class. Howeyer, we will adopt the
proposed $4.80 charge as it is below khoth edded and marginal
costs for residential customers. The impgéition of a residential
customer charge is consistent with our mgvement of all other
customer classes towards unbundled cospbased rates. The revenue
from this charge is to be included in/the baseline calculation.

' 2. Increase of Schedule

ADR_Demand Chaxrge

Schedule AD is one of tWo schedules for the Small and
Intermediate Commercial and Indystrial Class. Customers whose
monthly peak demands fall betwgen 20 kw and 500 kw are served under
this schedule.

Schedule AD consi of a $10.00 customer charge, a
$4.00/kw demand charge, per kwh energy rates. SDG&E proposes
to raise the demand charge to $5.00/kw as the current demand charge
is far below the combined marginal costs of generation,
transmission and distribution. SDG&E also believes that the slight
increase in the demand charge will give a price signal to AD
customers to migrate/to time-of-use schedules.

that an increase of the demand charge is not

migration from Schedule AD to other schedules
with time-of-use /rates. DRA submits that the higher average rate
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the categories of steam, nuclear, and hydro were within 10% of
SDG&E~owned resources. Even when compared to this subset, %BG&E’S
fuel and purchased power expense was 78-143% higher than the.
average. The remaining operations and maintenance expenge was
27=54% ubove the average. '

The Alliance alse investigated SDG&E’S c%;im that low
customer sales have caused higher rate levels. Here the Alliance
examined expence levels on a dollar per kilowatt’ basis. Again, the
Alliance’s results show that SDG&E is above the average when
compared to the other utilities. /

The Alliance observes that a ut¥lity’s rates reflect
operating expenses, taxes, and a returnson capital. On an
individual basis, SDG&E ranks high in/&il of these areas. When
taken together, SDG&E’S rates pecome#the highest in the country.
The Alliance recommends that the dgmission closely scrutinize all
of SDG&E’s revenue requirement efpense items in an effort to
control SDG&E’s costs and the resulting bills to all customers. We

will do so in SDG&E’s upcoming’ general rate case.
/

We are using the present offset rate proceeding as a
forum to implement rasg’design policy. In order to desi¢n rates we
nust compile company xevenues from all rate elements, including
base rates and MAAC/rates, not just offset revenues. '

Because/pﬁis situation is new, we are faced with the need
to determine thé/appropriate base rate revenues for rate design
purposes. If base rates are left unchanged, then base rate
revenues will '&ceed the ERAM pargin authorized in the utility’s
most recent general rate case, due to increases in sales since that
time. To~a¢3id this overcollection in the ERAM account, and
because a new adopted sales forecast is now dvailable, we elect to
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under Schedule AD is a sufficient incentive for customers to

nigrate.

We approve the small increase in the demand charge to
$5.00/kw. The increase is modest when measured against the
marginal costs for the customer class. We note that SDG&E has
withdrawn its restriction on the number of customers that }

from Schedule AD in a given year so that customers that

from moving to another schedule.
The adopted rates are shown as Tables 4,

TABLE 4
ADOPTED RATES == NON=T

Customer : Demand
Charge : Charge (Offset)
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p _
use only the general rate case adopted base rat?(revenues (nargin) \
for rate design purposes.

The effect on base rate revenues Ls seen at lines 1 and 2
" of the table in Appendix B.

When SDG&E and other ut;lxtzegfimplement rate design
changes in future offset proceedings, they should revise base rates
to reflect recovery of authorized base revenue amounts using most
recently adopted sales forecasts. /Because resetting of base rates

may be an issue in X.86-10-001, we invite utility testimony on the
issue in that investigation. Ve :

rindings. of Fact A

r“ ‘ .
1. SDG&E’s fuel and Rp&chased power forecast for the peried
November 1, 1987 = October .31, 1988 is based upon more recent data

than DRA’s forecast. ,/

'.

2. The ECAC, AER.and ERAM rate changes together produce a / '

total revenue reductxon of $72.3 million. ,/'
3. SDG&E_currqptly is paying Alamito for 100 MW of capacity -~
’ although its ECAC forecast reflects payment for 400 MW of capacity.:

4. SDG&E hasﬁ:iled a complaint with FERC regarding the
capacity payment that should be made to Alamito.

5. The ouzcome of the FERC litigation is unknown and cannot ./
be predicted w;th any degree of confidence.

6. It the Alamito capacity payment is not made subject to
100% ECAC balanc;ng account treatment, SDG&E will recover in the
AER $5,863, 200 for payments that it may not be required by FERC to
make to Alamlto. ‘

7°,/A 100% ECAC halancing account treatment for the withheld
Alamito capacmty payment and associated interest payments will
ensuxejthat neither ratepayers nor shareholders are penalized by
the outcome of the FERC litigation.

:8. SDG&E has requested permission to adjust the AER by -

advmce letter to reflect the Commission’s eventual decision
//A51ng the gas rate structure in A.86-06-005.

-~

Al
1
i
|
{
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has not had the opportunity to argue the issue in this case/and,
when considered in conjunction with the utility’s pending/general
rate proceeding, this will afford SDGLE’s ratepayers a rodest
improvenent in rate stability. '

However, in 1.86-10-001 or the next time a/mew electric
sales forecast is litigated, -whichever opportunity Lomes first, we
invite utility testimony on this issue.

All of the adopted revenue changes ingorporated into the
presently authorized rate design are shown on/the table in Appendix
B. The effect of sales changes to base rat¢’ revenues is shown on
lines 1 and 2 of the table. The adopted ftes are set forth in
Appendix C. -
rindi r F

1. SDG&E’s fuel and purchased power forecast for the period
November 1, 1987 = October 31, 1988 ¥s based upon more recent data
than DRA’sS forecast. ‘

2. The ECAC, AER and ERAM rate changes together produce a
total revenue reduction of $72.3/million.

3. SDG&E currently is pd?;ng Alamito foxr 100 MW of capacity
although its ECAC forecast reflects payment for 400 MW of capacity.
4. SDGEE has filed 5/Z§mp1aint with FERC regarding the

capacity payment that should be made to Alamito.
' 5. The outcome of/the FERC litigation is unknown and cannot
be predicted with any degree of confidence.

6. If the Alami%o capacity payment is not made subject to
100% ECAC balancing/account treatment, SDGAE will recover in the
AXR $5,863,200 fox/payments that it may not be required by FERC to
make to Alamito.

7. A 1093 ECAC bhalancing account treatment for the withheld
Alamite capacity payment and associated interest payments will
_enoue that neither ratepayers nor shareholderxs are penalized by
the outcome/ of the FERC litigation.
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9. The AER is intended to f£ix the company’s. fuel and
purchased power expense at a single point in time. &

10. Shareholders are to absorb any recorded dirteremé;s in
fuel and purchased power expense from the AER.

1l. DRA bas proposed that SDG&E‘’s fuel oil inventory be given
flump sum” ratemaking treatment equivalent to placing the carrying
cost of fuel oil inventory in the AER. e///p ‘

12. DRA’s 7lump sum” approach would single’ out fuel oil V/
inventory for different ratemaking treatment. '

13. The isolated treatment of fuel oi{ inventory proposed by .
DRA could result in perverse incentives for utility management to
focus on inventory costs more than othergenergy costs.

14. SDG4&E’s marginal cost,studylys the only study submitted
in this proceeding which purports to measure the costs of sexvice
on SDG&E’s systen.

15. UCAN has shown that the stomer investment revenue
requirement for existing and neY/QEZtomers should be reduced by 29%
under an incremental/decrementald appreoach.

16. TUCAN has recommended(that marginal generation costs
should be multiplied by 1.15/to reflect SDG&E’s maintenance of a
15% reserve margin. :

17. FEA and the Ala;ance have shown that their method of
allocating capacity costs among the customer classes is more
accurate than the allocdation methed used by SDG&E and DRA.

18. A cap of a minimum 5.0% rate décrease is appropriate in
the context of a su?stantial revenue decrease.

19. The reviyue decrease to Schedule AD should not be
constrained so that this customer group can be moved towards its
marginal costs.
| 20. SDG&E and DRA should devise a method whereby standby
revenue can be/credited to the proper customer cI;ss.
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8. SDG&E has recquested permission to adjust the AER by
advice letter to reflect the Commission’s eventual decision
revising the gas rate structure in A.86=-06-005.

9. The AER is intended to fix the company’s fuel an
purchased power expense at a single point in time.

10. Shareholders are to absordb any recorded différences in .
fuel and purchased power expense from the AER.

11. DRA has proposed that SDG&E’s fuel oil ixventory be given
7lunp sum” ratemaking treatment equivalent to plAcing the carrying
cost of fuel oil inventory in the AER.

12. DRA’s “lunmp sum” appreoach would sipgle out fuel oil
inventory for different ratemaking treatment.

13. The isolated treatment of fuel 4il inventory proposed by
DRA could result in perverse incentives/for utility management to
focus on inventory costs more than othér energy costs.

14. SDG&E’s marginal cost study is the only study submitted
in thie proceeding which purports xo measure the costs of service
on SDG&E’s system. ' .

15. UCAN has shown that the customer investment revenue
requirement for existing and plew customers should be reduced by 25%
undexr an incremental/decremefital approach.

16. UCAN has recommeyided that marginal generation costs
should be multiplied by .15 to reflect SDG&E’s maintenance of a
15% reserve margin.

17. FEA and the/Alliance have shown that their method of
allocating capacity £osts among the customer classes is more
accurate than the llocation method used by SDG&E and DRA.

18. A cap of a minimum 5.0% rate decrease is appropriate in
the context of ¥ substantial revenue decrease.

19. The revenue decrease to Schedule AD should not be

constrained that this custbmgr group.can »e moved towards its
marginal costs.
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21. SDG&E, DRA, the Alliance, the FEA, the Hospitals, and the
MinPros have entered into an agreement on the rate structgxé for
large commercial and industrial customers. d?//

22. The agreement is a major step towards unbundling SDG&E’S
rates and is a reasonable compromise among the signaﬁgries.

23. VNoncoincident demand charges ¢f $3.17 per XW (secondary),
$2.52 per XW (primary), and $1.06 per kw (transm{;sion) are
preXerable as they are more consistent with a "adual movement
towards the recovery of fixed costs in tixed/QEnges.

24. A 50% ratchet for the nonceincident demand charge is
preferable as it is the more conservatigﬁ’choice and is consistent
with a deliberate and careful movemeng/towards unbundled rates.

25. A winter standby rate limiter of $0.26 per kWh is
approriate as SDG&E is a summer peafgng utility, and greater costs
should be allocated to the summer/period than to the winter period.

26. A credit of $0.50/kw ;or distribution facilities is
appropriate where customers have paid for normal distribution
facilities as part of a special facilities fee.

27. Closure of the PGJaF Schedule within eighteen months of
the effective date of the jadopted rates is sufficient time for
small cogeneration projects under development to come on-line.

28. A residential/Eustomer charge of $4.80 per month is
consistent with costfbésed rates as the charge is below both
embedded and margina) costs.

29. An increise of the Schedule AD demand charge from
$4.00/kW to $5.00/&kW is a modest increase when measured against the
marginal cdéts rd& the customer class.

30. The Alliance has shown that SDG&E’s costs as compared to
other utilities’ costs are above averagé in all expense categories
and that thé?é costs should be closely scrutinized in the upcoming
general raep case. o o

31. [This order should take effect on the date of issuance so
that ti;/revised rates can becore effective on Januvary 1, 1988. -

v .
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20. SDG&E and DRA should devise a method whereby standby
revenue can be credited to the proper customer class.

21. SDG&E, DRA, the Alliance, the FEA, the Hospitals, and the
MinPros have entered into an agreement on the rate s
large commercial and industrial customers.

22. The agreement is a major step towards
rates and is a reasonable compromise among the signatories.

23. Noncoincident demand charges of $3.17 per kW (secondary),
$2.52 per kW (primary), and $1.06 per kW' (transmission) are
preferable as they are more consistent with/a gradual movement
towards the recovery of fixed costs in fiyed charges.’

24. A 50% ratchet for the nonceingident demand charge is
preferable as it is the more conservatrve choice and is consistent
with a deliberate and careful movemenx towards unbundled rates.

25. A winter standby rate lmmxter of $0.26 per kKwh is
approriate as SDG&E is a summer peaking utility, and greater costs
should be allocated to the summgf period than to the winter period.

26. A credit of $0.50/kW for distribution facilities is
appropriate where customers have paid for normal distribution
facilities as part of a special facilities fee.

27. Closure of the PG~QF Schedule within eighteen months of
the effective date of thi/gdopted rates is sufficient time for
small cogeneration projects under development to come on-line.

28. A res;dentxal customex charge of $4.80 per month is
consistent with cost—based rates as the charge is below both
embedded and margxnal costs.

29. An incredge of the Schedule AD demand charge from
$4.00/kw to—$5.ol/kw is a modest increase when measured against the
marginal costslgor the customer class.

30. The Alliance has shown that SDG&E’s costs as compared to
other utilities’ costs are above average in all expense categories

and that theée costs should be closely gcrutinized in the upcom;ng
general rate case.
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32. It is reasonable to revise base rates to collﬁgﬁﬁgz;y the
base revenue amount authorized in SDG&E’s most recent general rate
case, through rates calculated using the revised‘saleé':orecast
adopted in this proceeding.
conclusions of Law

1. The withheld Alamito capacity chargeﬂshould be given 100%
ECAC balancing account treatment since the amount of this payment
is substantial and subject to the ocutcome df litigation at FERC.

2. The revenue allocation based upon an EPMC allocation
constrained by a cap of a minimum 5.0§Méhte decrease is a fair
balancing of the need to move rates t6wards marginal costs with the
need to avoid disruptive rate changes.

3. The agreement of the paztzes on the basic structure of
the large commercial and lndustﬁﬁgl rate schedule is a reasonable
conpromise based upon the evidentiary record in this proceeding.

4. The rates shown in Appendix C are just and reasonable and
should be adopted. ‘

Therefore, Im IS ORDERED that.
1. Five days atter the effective date of this oxder,
San Diego Gas & Blegérzc Company (SDG&E) shall file revised taxiffs

effective January iﬁ 1988 reflecting the rates as shown in Appendix
c. , )

2. The 3%5'Mw capacity payment and related interest paynents
to 2lamito Company is subject to 100% Enexgy Cost Adjustment Clause
(ECAC) balancing account treatment.

3. SDG&E and the Division of Ratepayer Advocates (DRA) shall
devise a me§hod for crediting standby revenues to the appropriate
customer class.

4.3/§chedule PG-QF shall be closed‘to‘racilities above 20 kW
o,

by June 1989, eighteen months from the effective date of the
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31. This order should take effect on the date of issuance so
that the revised rates can become effective on January 1, 1988 v’//'
1. The withheld Alamito capacity charge should be gjfen 100%
ECAC balancing account treatment since the amount of this/payment
is substantial and subject to the outcome of litigatior/at FERC.

2. The revenue allocation based upon an EPMC adlocation
constrained by a cap of a ninimum S.0% rate decreasg is a fair
balancing of the need to move rates towards margipal costs with the
need to avoid disruptive rate changes.

3. The agreement of the parties on the Hasic structure of
the large commexrcial and industrial rate schfdule is a reasonable
compromise based upon the evidentiary recoyfl in this proceéding.

4. The rates shown in Appendix C afe just and reasonable and
should be adopted.

Therefore, IT IS ORD ‘that:

1. Five days after the effective date of this order and no
later than December 29, 1987, Diego Gas & Electric Company
(SDG&E) shall file revised tiriffs effective Januarxy 1, 1988
reflecting the rates as sh in Appendix C.

‘ 2. The 300 MW capadity payment and related interest payments
to Alamito Company is sybject to 100% Energy Cost Adjustment Clause
(ECAC) halancing acco treatment.

3. SDG&E and the Division of Ratepayer Advocates (DRA) shall
devise a method for Lrediting standby revenues to the appropriate
customer class. :

4. Schedulg PG~QF shall be closed to facilities above 20 W
by June 30, 1989, e€iyh*wrn months from the effective date of the
adopted rates./ The schedule also shall be revised to apply to
third party siAtuations.
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adopted rates. The schedule also shall be rev;sed to apply to
third party situations. -

5. A c¢credit is $0.50/kW shall be given to customers that
have paid for normal distribution rac11}ties in special facilities
charges. e
6. Schedules AO-TOU and AO6-TOU shall be closed to new
customers as of July 1, 1988. jf

7. SDG&E and DRA shall study reserve requirements and the
reliability needs based on value of service for the different

customer classes in the 1989 TY General Rate Case.

8. SDGSE and DRA shalll submit in the 1989 TY¥ General Rate
Case studies which explain éhy the company’s costs and rates are
high compared to other utrlxt;es' costs of service and rates.

This order is e!tect;ve today.

Dated & ., at San Francisco, California.

x
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5. A credit is $0.50/kW shall be given to custoners that
have paid for normal distribution facilities in speci facilities
charges. '

6. Schedules A0O-TOU and AO6~TOU shall be closed to new
customers as of July 1, 1988.

7. SDG&E and DRA shall study reserve reguirements and the
reliability needs based on value of service for the different
customer classes in the 1989 TY General Rate Case.

8. SDG4E and DRA shall subnmit in tlfe 1989 TY General Rate
Case studies which explain why the compafy’s costs and rates are
high compared to other utilities’ costy’ of service and rates.

This order is effective today.

G22087

J at San Franciscoe, California.

STANLEY W. HULETT
- President
DONALD VIAL
FREDERICK R. DUDA
C. MITCHELL WILX
JOHN. B. OHANIAN
Commissioners
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APPENDIS 8

SAN DIEGO GAS AND ELECTRIC COMFANY
Attrition Year 1988 ~ California Jurisdiction
Revenye Changes Adeptee for Revenua Allocation ang Rate Design

PRESENT RATE | ADOPTED " REVENVE
REVENUES xx REVEMES CHANGES

($ nzilion)- 3 (s million)
(a) (v) )
BASE:

Base (aargin) 25.709 25.709 ¢.000
Sales change 0.000 (84.249)
Aterition (includes estimateg 1988 eftects of TRA) . (8.954) (8.95¢)
Decommrssaoning ; 2,017 ped ) el
NARC pre=CCD transter 138,452 178,452

[T N AL A
» M A

P

Suntotal ' COT0.a0 1104266

MARC: . .

SONGS pre=C0D interin rates @ 1.897 ¢/kwh ‘ . © 0,000 (229.179)

- SONGS pre~CCD amortization ‘ ' (19.220) (13.260)
SCNGS n0gt=COD intaria rates 14,287 14,287
SONGS post-CID amortization . 10,34 10,340 -

st , _ 209.159 S.968 (2T.81)
OTHER BFF3ETS: |
2 oA 2,900 0,000 6,000

13 ECAC ‘ ‘ 447,549 C9TLL (93.3%8)
4 AER € 0.327,0.250 ¢/kwh 4122 31,518 (9.707)

15 ERAN amortization 8 (0.282) ofkwh present rate (35.549) {4.298) Jl.281
16 ERAM/SONGS 1 memo account/(in attrition) - 0,000 o 20,560 - 20,560
17 Tax Refors Act, 1997 reflng (ceterrec to 1988)
18 Decormissioning tax retund (deterred to 1988)

19 SUBTOTAL (all abova) | ©1,368.319 1,193,700 (174.619)

20 OTHER REVENUES ‘ . 15,822 15.822- 0.000
21 CPUC reloburceaert fees @ 0,012 ¢/kwh 1.513 1.51% 0.000

2T T0TAL 1,385,654 201,025 (L74.615)
Notes: /* Ramounts depend on adopted rate of return, herein 12.75% ROE.
32 Based on adjusted sales of 12,606.18 G,

Acopted base and MAAC revenues aust de recuced By City-¢f San Diego #ranchise
fee ciflerantial for rate design purpeses. Table sews correct margin.

(END OF APPENDIX B)
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APPENDIX C
Page 2

FINAL DECISION
EQUAL PERCENT DECREASE TO DEMAND AND ENERGY

Decrease = S 143 million, 5 % Cap

‘PROPOSED RATES
Winter ) Summer : winter
OnePk : On"PKk @ Semi-Pk = QffsPk : . Sem{-Pk r Oft.pPk
: : Demand : : Energy : Energy : Energy . @ : Ernergy @ Energy
:Customer Class C3/KW) {3/KWNY = (S/KUH) t (3/KWHY ¢ “t CS/RWNY ¢ (S/KUNY. ¢

: (A
tAL=TOU
1 Secordary
Primary
:  Transmiusion
tAS-TOU
Secondary
Primacy
Transmiusfon: 600.00

¢ = 12}

-
H

@ : oW T (K

3.3 ¢ T 0.0893%
3.36 ¢ : 0.08359
1.3% ¢ r 0.08109

T L T T ]

0.0801% : 0.05053 : 0.04250
0.07492 = 0.04491 : 0.03868 :
0.07267 3 0.04551 : 0.03752 :

(3]

: 0.03967

By we ee we wp ¥ s

by s ee uw

t 0.04089 : 0.07452 : 0.04697 : 0.03868 :
- 003967 = 0.07267 © 0.04551 : 0.037S2 :

PO T I TR T I P T )

-
H




