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QPIHIOH 

x.. SlDIMa 

~h1s Phase I decision in the San Oie<]o Gas & Electric 
Company (SDG&E) annual Ener9YCost Adjustment Clause (ECAC) 
Application CA.) 88-01-003 will set electric revenue requirements, 
rates, and Qualifyinq Facility (QF) pricinq levels tor the forecast 
period endinq October 3l.,.. l.989. The net revenue requirement eharlqe: 
is a clecrease of $27.1 million based' on an ECAC increase of $3 .. 6-

million, an Annual Energy Rate CAER) decrease of $0.1 million, and· 
an Electric Revenue Adjustment Mechanism (ERAH) decrease of $30 .. S

m.l.l.lion. 
An Incremental, Energy Rate' (:CD) ofS,169 British thermal.. 

units (Btu) per kilOWatt-hour (kWh), and a capacity value of $650.00 
per leW-year, are adopted for QF purchases. We will also· adopt a 
1.0& mils per kWh adder for QF purchases which makes an e:ffective . 
IER of 9,102 Btu per kWh. 

'I'his. is the annual ECAC :filinq which includes a review of: 
the reasonableness of tuel-related operations durinq the annual 
record periocl, Kay 1,. 1987 through April 30', 1988. The ECAC, AER, 
and ERAK rates are to- be adjustecl to reflect c:banqes in the annual .. 
tuel and purchased power expenses tor the forecast period, 
Novem))erl., 1988,throuqh october 31, 1989. The actual rate ehanqes, 
are expected to take eftect January 1,.1989 concurrent; with other 
pendinq rate cbanqes for SOG&E .. 

:en addition, beqinninq with this filinq, ,SDG&E will· 
" . ' 

reqularlyupdate in the annual ECAC tiling tbekey components used 
in determ:in:inq the varia:ble prices, to be paid tor power it 
purc:b.ases trom QFs .. 

- 2" -. 
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The OF issues were added to ECAC by Oecision (0.) 
88-03-026 in the generic standard offer proceeding, A.82-04-044 et 
al. That decision determined that annual updating of variable OF 
p~yments should take plaee in ECAC at the same time and usinS the 
salne assumptions used to adjust utility rates. The SCE General 

Rate case (GRC) 0.87-12-066 ordered that parties to tuture ECAC 

proceedings who-present testimony usinq'a production eost model 
(model) to develop marginal or avoided eosts shall provide a base 
ease run using the ELFIN model. PArties who. so desire mAY also 
present testimony using its model ot choice if ditterent than 
ELFIN, and explain the b~sis tor its preference ot that model and 
the results it produces. That deeisionalso ordered that workshops' 
be held within a week ot the SOG&E ECAC tiling. The purpose ot 
workshops is to determine the data sets, resource plans,. load 
shape,. heat rate input·, unit commitment and dispatch, min;jmum load 
conditiona, resource assumptions, and· all other pertinent data to. 
be used. in determining' SDG&E's IER. The workshop is also intended 
to be a forum in which parties can: agree, to the extent possible,. 
on the assumptions to be used· and the- appropriate source ot those 
assumptions. 'rhoe Director otthe Commission Advisory and 
Complianee Division (CACO) appoints an arbiter to resolve disputes 
relating to the achievement ot a common data set .. 

xxx. ~linq 

Xn the original tiling SDG&E requested authority to 
decrease its electric ratesby$7.~~Smillion annualized trom the 

rates in etfect on July 1,. 1988. In an amendment to. the 
application SI>G&E requested 'that the rates be reduced. by $1,5..981 

million trom the rates in effect July"9, 1988:. Finally,.. in: the 
evidentiary hearings. .. SDG«Erevised its. request for a rate dee:ease 
to $22.607 million. The growing decrease in rates is c1ue' to the 
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continuing overcollecting ot ERAK, which more than compensates tor 
the requested increases in ECAC and AER rates. 

At the prehearing conference on July 28, ~98S the 

administrative law judge (AIJ) granted a motion by SDG&E to· de:ter· 
hearing on the reasonableness of purchased power issues until 45 

days after the commission issues a decision on rehearinq in the 
SWPL A.84-12-015. The motion was granted subject to an additional, 
condition requested by Division o.f Ratepayer Advocates (DRA) and 
agreed to by SOG&E,.that if the. Commission does not issue that 
decision by the end ot ~983, SDG&E's showing on the reasonableness 
of purchased power issues will be due February 17, 1989.. The basis· . . 
ot the motion is that SOG&E's sbow1nq'on·the.reasonablenessof 
purchased power issues including long-term agreements is affected 
by resolution of the 'pending deci'sion. in SWPL. 

SDG&E also tiled a motion to. consolidate the Xarget 
capacity· Factor (TCF)' issue with the 'rCF issue in the 
reasonableness portion ot the 1988 SCE ECAC A~S8-02-01&. The'rCF 
issue relates to SONGS 2&3.. 1'lie 'l'CF sets a level of' operatinq 
capacity as a 'tarqet" and otfers rewards or penalties tor actual 
operations that either exceed or' fall short of the 'reF.. The basis. 
of the motion is that SCE' is the maj'ority owner of SONGS 2&3 and . 
SDG&E will rely on SCE's rationale in support ot its ,requested . 
modifications of the 'rCF;;· '!'he motion was granted by W R'Illinq on .... 
August 31, 1988. 

As a result of ·the motions discussed above, and clue to 
the need to- implement interim rates as soon' after the November ~, 
1988 tarif~ revision dat&'aspossible~ this application is beinq 
handled in three phases. Phase I addresses the forecast and 'QF' 

issues, and sets interim-rates fo~ the forecast period. Phase II 
will deal with the . reasonableness. of ECAC' operations durinqthe 
record. periocl, except for the. reasonebleness ot purchased power 
issues which will be· haDdled, in Phase III • This order addresses 
Phase I • 

- 4 -
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xv - forecast :rSI:9&§ 

'l'he traditional purpose of the forecast has been to set 
prospective ECAC, AER., and ERAM rates to· reflect the changes in the 

forecasted tuel and purchase power expenses on an annual basis, 
outside the general rate case. This filing also- is the beginning 
of the re(JUlar annual updating in ECAC of the key components used 

in calculating the prices paid for power sold to SDG&E by QFs. QF 
prices are l:>ased on two components, the capacity payment and the 

ener9Y payment. Determination of these payments is dependent on 
the utility's Energy Reliability Index (ERI) and IER. 'l'he ERI is a 
ratio of the Expected. unserved Energy (EUE). tor the year divided by 
the target Etm. The ERI reflects the utility'S neecls tor X)ew 
capacity on its. system ... Elm is determined :by running two cases on 
the model with different .resource assumptions., essentially a QFs-in 
case and a QFs-out case. The Em: is the average of the EOEs from. .. 
the two runs. The capacity payment to: :be paid QFs is the e;.apaeity 
cost of the combustion turbine proxy . multiplied by' the ERI. 

The IER is a measure, of .the utility's incremental thermaJ.: 
effieiency in producing' electricity, expressed in Btu per kWh. 'the:' 

IEIt is multiplied, by the utility'S incremental fuel cost for 
electric generation todeterm.inetheprice to: pay for QF. energy. 
'l'he total of QF capacity and QF energy payments detendne the total, 
price to be paid QFs. 

In compliance with the directives of 0.8-7-l2-066, two 
. ,. , ., " 

ELFIN workshops.- were held .on July 21 and August 1, 1988,. with ·Linda·· 

Gusta:fson. of CACD as the arbiter. On August lSI' 1988: the common 
data set tor the- base. case ELFIN run Was. served on all,' parties to-
this. application and ,on the workshop attendees. , 

Six days ?t hearinqs were held in PhaSe I, beqinning with, 

two· days. o:f hearings in La Mesa. on September 1Z and 13,. .1988:, 
startinq with a Public PartiCipation Hearinq on the first day, 
tollowed by evident'iary hearinqs. Hearings. were telnporarily 

-5--
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adjourned on September 13 to allow the parties to have a further 
workshop to attempt to resolve to the extent possible the modeling 
issues. The workshop wae held in San Francisco on September 14, 

followed by evidentiary hearings in San Fran~isco fr.om September 19 
throuqh 22, 1988.. 

This phase of the proceeding was submitted on the filing 
of concurrent openinq briefs on October 7, 198,8: and concurrent 
reply briefs on October 17 , 198'8. 

The parties filing briefs in this phase include SDG&E, 
ORA, and Kelco Division o'f Merck & Company, Inc. (Kelco). 
A. Production Cost Models (Models) 

1. Eo'1tion. of PArties 
0.. SPG&E 

SDG&E believes that the PROMOD model is the only 
reasonable choic& of models, that it has been suceessfully indexed 
with historic operational results, and that it appropriately 
determines the optimal resource ~x considering-operational 
constraints. SDG&E points out that PROMO~ is currently the model 
of choice of utilities, that it is: backed. by significant s.upport 
staff of ita vendor, Energy Management Associates (~), and that 
its qreatercomplexity allows it to simulate the utility operations " 
more realistieally without siqnificantmanipulations by the user. 
SDG&E :believes th4t other models, not4bly ELFIN, are not comparable 
to PROMOD- due to less complexity, that they are unreliablEt, and 
have not been bencbmuked or proven in the Assembly Bill CAB) 475 
benchmarking studies. 

b. P.Bl. 
DRA supports the ELFIN mOdel as equally appropriate and 

competent as PROMOD',. and as more widely available without, the 
considerable costs to the user associated with PROMOO'. ORA. 
believe, that the ELF~ results are reliable althou~h it is a 
somewhat simpler model. However, even the .PROMOD model requires a 
user who is knowledgeable about the complexities of the utility~s 

- &. -



• 

• 

• 

A.SS-07-003 ALJ/WRS/jt." 

operations since it also requires manipulation in order for it to 
simulate the operations accurately. DRA points out that SOG&E~s 
criticism of ELFIN relates primarily to the earlier version, ELFIN 
1.S~, not the current version, ELFIN 1.6·0, used in this proceeding. 
The two main improvements in the new version are a commitment l09ic 
that allows the model to select resources t~ meet load 
r~irements, and the ability to treat resources on a time
differentiated basis. The earlier version, whieh was used for the 

AB 475 reports, did not have these capabilities. DRA. believes that 
the costs of using PROMOD outweigh any possible advantages for 
DRA's use in ECACs at this time, and that if it were adopted as the 

model of ehoice, some parties would :be precluded from. participation:· 
d.ue to cost. 

c. Releo 
Keleo, an interested party representing QF interests, 

relied on the ELFIN model in its determination of IER and ERI, and 
supports ELFIN as equivalently capable of modeling- SOG&E r S 

operations as PROMOD. Keleo sees no advantage in using PROMOD 
instead of ELFIN. 

2. p!ff9rences in Input ASS\'l1ll'J)tionl 
The large apreadbetween PROMOD and ELFIN results appears 

to be due mainly to clifferent assumptions usecl by SOG&E between its. 
PROMOD and ELFIN runs. These differences are in the areas of 
dispatching of Encina Units 4 and S and. the fil:m purch~se eontJ:aets 
with Public Service of New Mexico- (PNH) and Arizona Public Serviee 
(APS). 

The reeommendationstor the annual a~er~ge IER are: 

SOG&E 

ORA 
Kelc:o 

iROMOQ ELFlH 
8.,.330 

- 7 .-
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a. EncW units 4 and S 
Ke1co·witness Younger points out that SDG&E assumes in 

PROMOD, but not in ELFIN, that the Eneina units are slow-start 
units and therefore these units must be committed for all hours 
during a period, such as. peaking, although they can operate at 
minimum load. SOG&E models the units as fast-start in its ELFIN 
run. SOG&E explains that in PROMOD it· assumes the units are on 
economic dispatch, so that if committed during a month they must be 

run at m:i nimum load for all hours of that entire month. Since they 
are assumed to:be unable to shut down, they cause an unrealistic 
increase in the need for gas/oil resources, which reduces the 
ability to. rely instead on less. expensive purchases.. In effect,. 
the Encina. units are forced on the system. beyond the times they are" 
actual.ly needecl. 'I'he result is that less expensive,. more efficient· 
resources become the avoided units-, so· the avoided cost and :tE:R 

drop below the levels that otherwise would result.. 'I'his partially 
explains why SOG&E's IER usingPROMOD is dramatically lower than 

its ELFIN!ER. It is also lower than the ELFIN IERs of DRA. ancl 
Kelco. 

ORA agrees with Ke1co and, moclels the units as fast-start. 
No explanation was given by SDG&E for the apparent inconsistency in 
its assumptions between PROMOD. and ELFIN. We conclude that the 
Encina Units 4 and 50 units should be modeled as fast start. 

b. lD 

\i' 

Sim11ar to· the manner in which.· SOG&E models the Encina 
units, it assumes in its PROMOD run: that the: firm purchase contract 
with PNK does not allow sp:inn:ing reserve unless some actual energy' 
is taken. In this case,. 20· megawatt (MW) is. assumed as' the mln:imum·· 
level required under the 100 MW contract. Younger argues that this: 
assumption overstates. the need for Pm( energy, SO· that SDG&E is, 
assumed to .take. the 20 MW amount whether it is economic or not. In 

doing SQ', the. amount of ,economic energy- is reduced,. lowering. the . 
avoided energy cost and IER. Younger recommends that fir.m. 

- 8 -
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3 _ Disew;sion 
SDG&E, DRA, and Kelco ag'ree that PROMOD is a more complex, 

model than ELFIN. PROMOD is capable ot more accurate and detailed 
simulation of l:loctual system operations, and requires less operl:lotor 
manipulation ot input, data in order to achieve credible results 

. than does ELFIN. PROMOD bas. two commitment variables, so tor 
example, it can use one commitment varil:l,})le to dispatch resources, 
su~ticient to cover the reserve marqin, and. use the other 
commitment variable to dispatch a different level of resources to 
be held. on line tor the next clay. With ELFIN, only one of these _ 
conditions can be covered with its single commitment variable. The 
effect of the other condition m.ust be otherwise compensated tor by 
the user. However, this can routinely be accomplished by a, 
competent user, who .. must similarly compensate for other oper;,.tioDal 
conditions that cannot :De ;simulated by either model. 

SDG&E also points out that ORA relied onPROMOD for 
start-up costs, which cannot be determined with ELFIN. However, 
DRA responds that it used PROMOD only for convenience,. and that, 
otherwise it would have estimated start-up, costs. based., on historic, 
values. ORA estilDates- start-up' costs at $298,.000.. SDG&E 
implicitly agrees with ,this estimate since it resulted from SDG&E's 
PROMOD run. 

SDG&E argues that ELFIN has never been successfully 
l:>ackeast tor SOG&E. Baekeasting refers to verifying' the model by, " 
runnj,nq a historic period throug'h it and eomparinq the results: with.. 
the recorded results.. SOG&:E believes that PROMOD is the preferred. 
m.odel that should be ad.opted by the Commission tor tuture ECAC 
proceec1ings. 

ORA counters that ELFIN is the standard used not only by,: . 
it and. many interested parties, but that it has.. :been used. by other. 
utilities. DRkarques that although SOG&E cla.ims that' PROMOD bas 

been successfully backcast in AB:47S runs,. in taetsinee the 

- 10 -
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a. Encina 'Onits 4 and S 

Kelc~witness Younger points out that SOG&E assumes in 
PROMOD, but not in ELFIN, that the Encina units are slow-start 
units and therefore these units must be committed for all hours 
during a period, such as peaking, although they can operate at 
minimum load. SDG&E models the units as fast-start in its ELFIN' 
run.. SDG&E explains that in PROMOD it assumes the units are on 
economic dispatch, s~ that if committed durinq a month they must be 

run at minimum load for all hours of that entire month.. since they 
are assumed to' be unable to- shut down, they cause an unrealistic 
increase in the need for qas/oil resources, which reduces the 
a:bility to rely 1nsteacl on less, expensive purchases. ' In effect, 
the Encina units are forced on the system. beyond the tilnes they are . 
actually needed. The result istbat less expensive, more efficient 
resources become the avoided units, so the avoided cost ancl IER 
drop" below the levels that otherwise would result.. 'rhispartially 
explains why SDG&E's IER using' PROMOO is dramatieallylower than. 

its ELFIN!ER.. It is also- lower than the ELFIN IERs of ,ORA. and 
Kelc:o.. 

DRA. agrees with Kelco. and'models the units as fast-start. ' 
No explanation was qiven by SDG&E for the apparent inconsistency-in 
its assumptions between PROMOD'and ELFIN. We conclude that the 
Encina tTnits 4; and 5 un! ts should be modeled as fast start .. 

b. Ell 
Similar to- .the manner in which SDG&E models the Enc:ina 

units, it assumes in its PROMOD run that the, firm. purchase contract' 
with PNH does not allOW' spinnjng reserve unless, some actual energy 
is taken. In this case,. 20 meqawatt (MW) ,is' assumed as the minimu:m:· i 

level required under the 100 MW contract.. Younger argues that this 
assumption overstates the need' for PNH ener9Y~ so that SDG&E is 
assumed to take the 20MW amount whether it is economic ,or not_ :en: 
doing so-, the amount of economic energy is reduced, lowering: the 
avoided energy cost and IER~ Younger recommends that firm 

- a. -
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purChases be lnoc1elec1 with a minimal first block such as one MW, so 
that capacity anc1 spinning reserve can be used without a 
substantial commitment ot enerqy, thereby allowing more economy 
enerqy to be used. 

SDG&E apparently used the 20 MW minilDu:m as a convenient 
assumption, anel eloes. not argue aqainst usinq a lower minimum, such 
as one MW as suggested by Younger. 

We agree that ELFIN runs should assume a one MW :first 
bloCk tor tirm energy purchases trom' PNM, in order t~more 
accurately simulate actual operations. 

c. am 
SDG&E and DRA. usec1·d1:rterent methoclolOC]ies to account tor, 

the actual costs ot purchases trom APS with' reqard to- the demand 
charge. It SDG&E purchases any energy trom· APS it does not receive 
the demand charge credit that,· it would receive it it purchases no: ' 
energy. 'In PROMOD, SDG&E assumes that the' dema.nd c:harqe creeli t 
applies during- all perio<1a whether or l'lot e%le%'CJY is. taken. SDG&E. 

witness Higgins testitied that SDG&E used that, assumption because 
it is d1tt'icult to- simulate in the model exactly what actually 
happens. on the ,system,. so a simplifying, assumption was neec1ed. 

To- compensate' tor the inability to- exactly model purchase 
cost and demand. c:harqe credits, DRA used dispatch eosts tor the APS 

contract that include estimated'start-up costs. The result is 
costs that are $2.00 per KWh and $l..30 per MWll highertb.an SOG&E 

tor on-peak and ott-peak, respectively. Relct> agrees with DRA"s 

treatment ot the APS contract." ,The higher dispatch costs used by 
DRA result in increased. avoided.costs'anc1 a higher IER. 

The methodoloqieaJ.' dit't'erences.' between SDC&E and ORA on'. ' 
this item have only a minor impact, with an approximately$5S,OOO' 
hiqher revenue requirement under DRA's approach. Because of' this 
minor ilDpact and the fact that we ordered', that the final model runs 

be done on ELFIN, to- which DRA's method.oloqy is. tail:ored~ we will,· 
adopt ORA's method as a reasoriable input assumption. 

- g. -
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3. I2iscgssiQn 
SDG&E,. ORA, and Keleo aC]ree that PROMOD is a :more complex. 

model than ELFIN. PROMOD is eapable ot more accurate and detailed 
simulation ot actual syste:moperations, and requires less operator 
manipulation ot input data in order to· achieve credible results 

. than does ELFIN. PROMOD has two commitment variables, soo tor 
example', it can use one commitment variable, to dispatch resources 
sufficient to cover the reserve margin, and use the other 
commitment variable to dispatch a different level ot resources to' 
be held on line for the next day. With ELFIN, only one of. these 
conditions ~ be covered with· its single commitment variable. T-ne 
effect of the other .condition muSt be otherwise eompensatedfor l:>y':, 
the user. However, this can routinely be accomplished. by a 
competent user, who- must silllilarly compensate' tor other operational 
conditions. that cannot be ;Jilnulated,by either model. 

SDG&E also- points out that ORA relied. on PROMOD for 
start-up costs, which cannot be determined with. ELFIN. However, 
ORA. responds that it used PROMOD only for convenience, and tha.t 

otherwise it would have estimated start-up costs l:>ased. on historic 
values.. ORA. estimates. start~up, costs at $298,000. SDG&E 
implicitly a9X'ees with this estimate- since it resulted from SDG&E's. 
PROMOD run. 

SDG&E argues that ELFIN' has, never :been successfUlly 
Qackc:ast tor SDG&E·.. Backeast1ng refers ,to- verifying the model by 
running a historic' period through it and comparing' the results with . , 

the recorded results. SDG&E :believes thatPROMOD:is the preferred!, 
model that should be adopted by the commission' for future ECAC 
proceedings. 

ORA counters that ELFm is the standarcl used not only by, 

it and many interested' parties, but that it.has. been used. by other; 
utilities. ORA. argues that although SDG&E clai:ms that PROMO» has 

:been successfully backeast in A,B:. 475- runs, in fact since the 
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recorded dispatching results were input to PROMOD, the results 
could not verity its dispatching accuracy. ORA additionally argues 
that PROMOD is not as accessible to parties t~ the proceeding due 
to the comparatively high costs ot using it. The Commission 
currently has a short-term aqreement with EMA. for the use of PROMOD 
by Commission staff in ECAC and tor- other matters. The costs are 
approximately $2,000 per month and $100 per run (off-peak), plus 
fees for connection time, disk storage, and printer. In addition, 
the commission paid a flat fee of $lS~OOO tor customer support 
services by EMA. ORA believes that these costs would prevent the 

active participation of some interested parties and- could handicap 
ORA, depending on the Commission budget, it PROMOD were chosen as 
the appropriate model tor'future ECAC use. 

ELFIN is significantly less costly, both in initial,cost 
and in operatinq cost.. DRA witness Loqan testified that the 
licensing agreement' cost for EUIN was about $5,000 a year as of a -
year ago·. There is no add.ed charge per run. Logan was not sure 
whether the current prices 'are' the same. He estimatecl that ORA 
pe~ormed approximately two- dozen runs- on ELFIN in preparing for 
this proceeding,. 

Kelco- believes that either model is' equally capable, and 
that the fact that ELFIN has only one commitment variable lnakes no
difference in terms- ot the model results on the SOG&E system .. 

We will not endorse either model as the model o~ choice 
in this proceedinq. Both PROMOD and ELnNappear to; be capable o~ 
producing reliable results wh~ used by knowledgeable persons- using: 
consistent and. realistic assumptions. We are somewhat reluctant t~. 
adopt PROMOD due to cost,. since as ORA points out,. some parties 
could. be handicapped. in their participation it PROMO!) were adopted.. , 
Since the models-, especially ELFIN,. also· appear to- be· continuing to 
evolve, we will continue to monitor tbe comparative results in 
future proceeding-s. Meanwhile,. we will not change our requirement.· 
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/ 
that ELFIN be used for Dase case model runs to develop the ECAC 
marginal or avo idea costs for OF pricing. 
:s. Sales Forecast 

SOG&E estimates total on-system sales of 12,888 gigawatt
hours (gWh) for the forecast period. DRA independently estimated 
12,823 qWh. Due to the minimal difference between the forecasts, 
about 0.5%, ORA recommends adopting the SDG&E forecast. Only the 
City of San Diego (City) offers other recommendations for the sales 
forecast. City suggests that a higher forecast of miscellaneous 
sales may be appropriate. Miscellaneous sales. incluae sales. to 
Mexieo, to memcers of the California Power Pool, and t~ other 
California agencies. City points out that miscellaneous sales 
averaged 48 gWh per month. in 1987 du& to the drought and resultant 
lower availability of Pacific Northwest (PNW) economy energy. City. 
asks whether a higher forecast of miscellaneous sales such as 40 
gWh per month might be more realistic since there will likely be 

some carryover of· the drought effects on availability of economy 
energy. 

We note that the effect of an increase in miscellaneous 
sales would be only a sli.ght reduction in revenue requirement since, 
the assoeiated increase in revenue would be nearly offset by the. 
extra cost of generation. 

We conelude that insufficient evidence exists· on which to 
base a higher miscellaneous sales forecast. We believe that 
SDG&E'8 forecast of 30 gwh per month is reasonable since it is 
based on historie trends. We will adopt SDG&E's sales forecast of 
12,a8a- gWh. 
c. fOrecast of fuel and Purchased Power 'Expense 

1.. ReSource Plan 

SDG&E proposes a resource plan that is essentially the 
same as it presented· in the SOG&E 1989 .'l'est Year (TY) GRC 
A.8-7-12-003, revised' to· reflect the COmmission required offer of 
100 MW to Standard Offer 2 OFs. The result of the offer and 100 MW" 
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commitment was to remove the need for 75 MW of base load purchases 
beginning in 1989. 

No party opposes or presents a different resource plan. 
ORA and Kelco present different forecasts of purchase quantities 
and price forecasts, as we will consider below. 

2. fuel Expense 

a. Nuclear Generation 

SDG&E's forecast o·f nuclear generation is developed from 
an operational forecast of SeE, the majority owner and operator of 
SONGS units. The forecast generally agrees with the forecast used 
in SCE's GRC·except that later refueling schedules are used here 

that were not available in the· GRC-. ORA accepts SDG&E' s nuclear 
generation forecast assumptions, but obtains slightly different 
results using the ELFIN model. DRA forecasts 3;213 gWh at a cost 
of $34.3S million, compared to SDG&E's forecast of 3,.211 gWh. ·at a 
cost of $34.33 million. The unit costs are nearly identical at 
1.059¢/kWh. We adopt 3,.213 gWh 0·£ nuclear generation as detel:m.i.ned 
by DRA's further ELFIN model run we ordered as a late-filed 
exhibit. 

b. Gas Generation 

SDG&E forecasts 3,845- gWh of gas generation at an avera<Je 
cost of 3.S.7¢/kWh, wh1.ch includ.es S.00 gWh of must-run generation to-' 
satisfy the Energy Factors Incorporated (EFI)· contract. The 
contract ~rovides steam recovered from the exhaust heat from 
combustion turbine (CT) units to- EFt. Since the .contract provides ' 
for_ continuous steam, the CTs are must-run· units. SOG&:& bo.ses the 
average gas price for the forecast period. on a comm~ty cost of 
gAS of $1.959 per million Btu d.elivered to the Californ:ia ~rder, 
plus $0.21 per million. Btu for transportation on the Southern 
caJ.ifornia Gas Company (SoCal) system from the California ~rder. to,' :: 
SDG&E's system, for ade~ivered cost of $2~1&9·per m.illion Btu. 
SDG&E a5S1llDeS that the price- for spot market . gas will bEt' lower than 
the oil fuel alternative,. lo~ sulfur fuel oil. (LSFO),. during the 
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torecast period. As a result gas will be the fuel of choice for 
the gas/oil fired power plants. The forecast prices are based on 
SDG&E purchasing its. own qas on the spot market. A level of 

ser.rice ot about 95% is forecast, based on l8 days ot curtailment. 
ORA torecasts 3,667 qWh ot qas generation at an average 

cost o! 3.S68¢/kWh. '!'his is based on a terecast of commodity cest, 
ef qas at $l .. 918. per millien Btu plus $0.Z13 per millien Btu tor 
transportinq the gas acress. Socal's system, and $0 .. 021 per million, 
Btu for compressor tuel at 1%. This yields an average delivered 
cost et $2.152 per lIdllion Stu.. '!'he delivered cos.t is an avoided, 
cest that does not include demand c:harqes. DRA. forecasts a four
week curtailment (20 days) e! gas supply tor electric generation, 
resulting in a level ot service ot about 94%.. 

SOO&E"s ferecast does not indica.te,that it accounts for 
the tuel necessary tor compression used t~ transport the qas. 
Addinq compressor tuel to- SOG&E's, estimate WOUld: lDake it about teur 
cents per millien Btu hiqher than ORA.. 

Kelco supports· the. ORA. 'cost terecast", and does not 
present its ewn estimate ot the quantity ef gas generation. ' 

We conclude that DRA.."s. forecast ot the delivered. cost ot 
gas is reasonable, and we will' adopt $2.349, per mill'ion Btu~ whid:l. 

includes transportation en Secal's system and sbrinkaqe (qas used: 
" tor cempressien) ef 1%. ' , ' ' I 

, " 

DRA. and SDG&E also- now agree, en the likely level o.f gas: 
c:urtaillDent,.. and no. other party otters other forecasts. We alSC>.'!, 

adept a forecast o! gas' generation quantity and cost based on. the 
!urther ELFIN run. 

c. oU GenerAtion 
SDG&E' terecasts that 265 qWh., about 2% ot generation, 

will be met by oil-tired generatien" using 450',000 barrels (Bbl.) 

of oil,.. inelucUnq . both LSFO' and' diesel oil. 'this is based on power 
, ' ' 

plant use Clue to-the' estimated !our-week curtailment of gas. for' 
power. plants pl~s about 100,,000 Bbl. o.il' burn ter test:Ulg: PurPoses .. 

, " 
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SOG&E estimates that the prices will be $19.83/Bbl. an4 $23.77/Bbl. 
for LSFO and diesel oil, respectively. 

ORA forecasts 282 qWh ot combined fuel oil burn, usinq 
averaqe annual prices o:f $l.S.23/Bbl. :for ISFO an4 $26.58/Bbl. tor 
diesel oil. As discussed above, ORA also estimates four weeks of 
power plant qas. curtailment .. 

No other parties of :fer other :forecasts :for oil 
qeneration. 

ORA uses more current market data in its :forecast of oil 
prices than SDG&E used· in its filinq. CUrrent soft :market 
conditions for LSPO make therORA forecast appear more reasonable. 

We conclude that ORA's forecast ofLSPO and diesel oil 
prices for the :forecast period: is. reasonable,. and will adopt it. 

3. FUel Oil XDyentoryll'AnAgqent 

SDG&E.oriqinallyesttmated fuel oil invent0rTearryinq 
costs ot $1.0406 million tor the forecast period, based on a 
beqinning of winter CNovember1, 1988) tarqet inventorT level of 
1,200,000 Bbl. ISFO and 70,120 Bbl. diesel oil. The ~et level 
is a level deemed' necessary' to· beqin' the winter period with' 
reasonable assurance that adequate' inventory is available to insure· 
reliable service under reasonably toreseeable conditions. 

SDG&E determ1l1es its fUel oil' inventory requirement usinq ," 
an Electric Power Research Institute utility Fuel Inventory MOdel 
[OFIM), into which SDG&E teeds its estimates ot probable gas supply 
curtailments· and' deliveri constraints, and· oil resupply 
constraints. OFIK is designed to determine the monthly inventory 
levels that will minimize the overall costs ot oil inventory 
management. 

SDG&E'S torecast ottuel oil inventory carrying costs of 
$1,579,500 is. based on a tarqetlevel ot LSFO ot 1,576-,500 Bbl. and: 
~ average 70,..120 Bbl. o:fcti.esel oil. This is an increase ~rom the:: 

. ,." 

oriqinal estimate, since the"' recent period o:r, gas curtaillnent for i •• 

'O'EG by SoCal caused SDG&E to increase the' target level, since the 
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duration ot curtailment was uncertain at that time. Revisions to 
SDG&E's forecast result in a cost ot fuel oil inventory management 
ot $~.~ million. 

ORA recommends that the Commission adopt $1,040,.600 for 
carrying costs based on SDG&E's original LSFO target level. ORA 
argues that the economics ot the additional purchases ot LSFO- must 
be evaluated atter it is burned, when its purchase cost plus 
carryinq cost can be compared to- alternatives. ORA. further 
recommends that a new ratemakinq procedure be used for handling 
fuel oil inventory carryinq costs. Under ORA's proposal, SDG&E 

would be allowe4 the $1,040,600 as a lump s~, for fuel oil 
inventory carrying' costs, independent of actual costs incurred. 

The allowed lWllp sum carrying costs woulcl be determined 
from the formula: 

Lump SUmIDventory Allowance - (Estimated AveraqeInventory 
Level) :lC (EstilDated. LSFO weiqhted-averaqe Unit Price) x 
(Estimated Averag'e Bankers' Acceptance Rate) 

ORA estimates the values as follows!' 

Estimated LSFO Averag'e Inventory Level - 904,000 Bbl. 

Estimated. LSFO Weig'hted-Averaqe Unit Price - $12.2~/Bbl. 

Estimated Averag'e Bankers' Acceptance Rate - S .. 25% 

Estimated Diesel Oil weig'hted-Averag'e 
Unit Price . - $2l.60/Bbl .. 

Usinq these- estimated values ORA calculates LSFO carryinq 
costs ot $93.5,850 and diesel oil earrying'~ costs of $124,72'2',. tor a 
total Lwnp SlmL' FUel Oil Inventory Allowance Of$~,040,.570.. The 
total allowance would be transferred- into- a subaccount of' the ECAC' 

balancing' account in 12 eqwt.l monthly debits~ not subject to. the 
ECAC/AER split. The only adjustment to the allowance would be a 
true-up of the interest rate at,the end of each ECAC reasonableness 
review period to reflect the a~l, average Bankers' Acceptance 
Rate during" the period • 

- 1.6 -



Under DRA's proposal SDG&E could operate its fuel oil 
inventory at higher costs than the lump sum allowance, such as by 
purchasing' qreater amounts ot" LSFO, and be allowed carrying costs 
on the additional amounts only after a showing that this resulted 
in benet"its to the ratepayer. The showinq would have to be made 
after the extra LSFOwa$ actually burned. 

ORA proposes this system as a means of allowing SDG&E 
greater freedom in manaqinq its tuel inventory, and as a means of 
gi vinq it an add-ed incentive to- operate more efficiently. ORA. 
believes that this proposal is consistent with novel ratemakinq 
concepts. discussed in the Commission's Division of Strateqic 
Planninq (formerly Policy anel Planninq DiVision) Report WRisk, 

Return, and Ratemakinq* issued in R~86-10-001. 
ORA points out that the benefits to. ratepayers would be 

that it" SDG&E operated at a lower than forecast cost, even though 
it would keep all the savinqs in the ECACyear, the reduced costs 
would be reflected in lower future forecasts ot tuel oil inventory 

• 

costa,. thereby resulting in lower rates. It actual costs exceeded ., 
the al.lowance,. the converse would result .. 

SDG&E points out the perverse incentives it believes 
would result trom adoption ot this proposal'. For example, if SDG&:E 

had a choice between runninq an oil-tired plant: overniqht, or 
purchasing power,. and if the former costs $6 per barrel more to 
opera.te,. SDG&E eould run the plant and benefit the stoekholders at.' 
the expense ot ratepayers. This assumes that '. carryinq costs Of. a I 

barrel of oil are about one dollar per year, based on a $1.2' _ SO per 

barrel ISFO cost and an 8%' annual carrying. eost. ($12'.50 x .08 -

$1..00.) 'rhe added coat to. stockholders would be only 8% (theAER 
traetion) of the $6. per barrel additional o~rating. cost,. or 0 _ os X 

$6 .. 00 - $0 .. 4$. The net effect 1:0- stock!lolders.' would be. a savings 
of S2 cents, the difference between saving· $1 ... 00 on oil carrying 
eosts and spending $0.48 more tor operating the .plant overnight •. 
In eontrast, the net effect for ratepayers would, be. an aciciecl eost· 
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of $5.52, which is 92% (the ECAC fraction) of the $6.00 added cost 
of running the plant overnight. 

Although SOG&E states that it would not operate in a 
:anner that would penalize the ratepayers to bene tit stockholders, 
nevertheless it is troubled .by this proposal. SDG&E believes it 
would be a. mistake to' implement a system. that would benefit either 
stoekholder or ratepayer at the other's expense. 'Onder the current 
ECAC/AER:. system, what benefits one party also- benefits the other, 
al thoU9h to a different degree,. due to- the different ECAC and AER 
percentages .. 

SOG&E· also believes that the proposal to .alloW' it to· 

recover higher fuel inventory carryinq costs only· after a showinq 
that the ratepayers.benetited as a result.iscumbersome and 
impractical. For example,' if SDG&E purchased extra ISFO in one 
ECAC period, it might not burn it until the' next ECAC period, in 
which case the detel':ll)ination of reasonableness could cause 
retroactive ratemaking concerns .. , 

We do not believe that· retroactive ra.temakinq would 
result from, the proposal if interim. rates or special- accounts . 
subject to reasonableness review were used. However, weare, . 
concerned with the other aspects of the proposal. . DRA. would have a 
more formidable policing task in· attempting to- uncover actions that, 

could benefitSDG&E shAreholders at ratepayers' expense .. , We are 

also concerned that an added perverse incentive might exist. SDG&E 
might not take ,risks that would be expected t~benetit the 
ratepayer, because ehanging conditions would make it difficult to. ' •• 
later shoW' that an action was. economic. For' example,. it SDG&E· had ' 
an opportunity to, buy extra LSFO at $5.00 beloW'the current market:. 
price,. it might not buy it because by the . time it was ready to bum 
the LSFO the market price could, h4ve dropped $5.00,. resultinq in ZlO 
savings to the ratepayer •. Onder that scenario.,.. S:DG&E would· not be· 
allowed to recover the carryinq costs of that' extra LSFO. In . 
e~tect, it would :be penalized tor taking actions that would }:)e 
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expected to benefit the ratepayers.. On the other hand, if burning' 
the extra LSFO proved economic, SOG&E would be allowed to recover 
the carrying' costs for the extra LSFO, but would receive no added 
incentive. In other words,. in taking risks to attempt to benefit 
the ratepayer, it could break even or lose, but never win. 

We conclude that the DRA.proposal does not offer 
appropriate signals and incentives to SDG«E, and will not adopt it. 

In considering SDG&E's revised forecast with its 
increased target level, we note that the uncertain duration of the 
recent curtailment of gas for 'O'EG was the reason for the· iD:crease. 
Whether the increase is reasonable will be determined in a future 
reasonableness review. For :forecasting.purposes, -we conclude that 

SDG&E's revised, :forecast o:f the cost of fuel oil inventory 
management~ at $1.1 million is reasonable. 

4. Pgrcbnged Pgyer Jxpense 

SOG&E purchases enouqh electrical enerqy to- meet about 
hal:f its- requirements. from two geographical areas, PNW which has. 
abundant hydroelectric' capability, and the Paci'fic SOuthwest (psw) 

which has surplus electric power plant capacity 'includinq recently 
completed' nuclear plants. PUrchases consist of two- basic types, 
fim, consistinq of firm· capacity and associated. energy, anel non
firm· economy energy. Table. 1 compares. the' purchase forecasts of 
SDG&E and DRA... Reasons for· the differences. are discussed. in the 
sections following-
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ill!!! 

Eeon Pureh. ($M) 
Firm Energy ($M) 
Fi:rm Cap.. ($M) 
'rotal Firm ( $M) 
'rObl Pureh. ($M) 
Eeon. Pureh. (qWh) 
Firm Purch. C9Wh) 
'rotal Purch. (gWh) 

A. nm 
(1) Em! 

TABLE 1 

SWnmaa of Pu.reb!!t.sed Power 

liM 

$ 38:,8'10 
78,924 

144,054 
222,978: 
26·1,78S: 

2,.221 
4,733 
6,954 

W&E 

$ 5,3,231 
60,.477 

144,494 
204,971 
258,202 

2,929 
3,8.59 
6,78:S 

(Red Figure) 

SDG&E 
Exceed.s 

$14,421 
(18,44.7) 

440 
(18:,007) 

(3,585) 
708 

(874) 
(16&) 

Pet. 
piff. 

3.7% 
-23% 

1% 
8% 

-1% 
-32% 

18.% 
-2% 

SDG&E purchases electrical energy from thepNW over 
the Pacific Intertie, which eonsists of two. 500 kilovolt (kV) 
alternating current CAe) lines and. one 1,.000 kV direct euuent (DC) 

line. SDG&E's entitlement over these lines is 230 MW currently, 
ana is expected t~ increase to 276, MW beginning April 1989 when the 
DC line capacity ia upgraded from 2,000 MW to. 3,100, MW. 

SDG&E usea available line capacities that are the 
net capacities after the rated capacities are derated. for 
operational restraints, including forced. and sehed.ulecf line 
outages, AC loop flow,: and system import limits, :based on historic 
values.. This derate varies by season and peak periO<:t.. Line lossos 
are estimated at 7.5% 

SDG&E forecasts fi:cm purchases from. Portland. General 
ElectriC, consisting of 75 MW' of capacity during all periods and 
hours of the forecast, and. storage purchases with a peaking 
capacity of7S. MW .in. November and. Dece%llber 19S5 ~d: SO MW from 
JM.uary through March, and July through' October 198.9. An 

addition4l. 110 MW of unidentified short-term.firm· purchases,. 
assumed. by SDG&t to. come from the PNW, is forecasted' d.ur1nq June 
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throuqh September 1989 by both SOG&E and ORA.. SOG&E forecasts·'its 
dispatch using fir.m purchased capacity to meet spinninq reserve 
requ.irements and peak loads. Energy requirements are then. met by 
the least expensive available resource, with the enerqy associated 
with f1r.m purchased capacity dispatched only if it is economic. 
SDG&E assumes a level of firm energy associated with firm purchase 
contracts based on 4veraqe historic values. SOG&E further assumes 
that firm energy is purchased equally during all periods .. 

ORA derates the line capacities for all perioes, 
assumes full firm purchases under firm contracts to be coincident 
durinq all perioes, and that purchases of energy under firm 
contracts will be made at full contract availabilities at all times 
and. coincid.ent with each other. Coinciden.t means that the energy 
from each firm contract flows at the same time, or coincident with 
the energy from the other firm contracts. This is a conservative 
assumption since it is. not typical for all enerqy from firm. 
contracts t~ flow on a coincident. basis • 

SOG&E. and: ORA aqree on capacity costs for these 
purchases; but since ORA. assumes more firm. energy-will be- taken, it 
forecasts more total enerqy expenses. Kelc~makes ass.umptions 
similar to DRA, derates. line capaCities., and. assumes full firm 
enerqy purchases under the fim contracts.. The remairUng line 
capacity is available for economy purchases. Kelco's assumpti¢ns, 
similar t~ ORA, place all firm purchases coincident. 

Both the basic approaches, SDG&E,and DRA/Kelco, 
have advantages and shortCOmings, and' result from the need t~ m.ake .. 
simplifying assumptions due to the models' inability to- totally 
simulate the complexities. of the utility operations. SOG&E argues 
that its methOd. more closely simulates actual operations.. Historic 
levels of firm energy purcb4s.es are assumed. Addi.tional fUm 
energy is dispatched.· only to the minimum contract level. unless it . 
is economic to purchase . added· amounts. Otherwise,. economy energy 
is. purchased. at more favorable prices.. Al though economy energy can. 
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be interrupted., SDC&E has the right to call on firm. energy through 
its firm purchase contracts, so- it can meet load. and the 7t minimum 

spinning reserve requirements in that :manner when necessary and 
otherwise benefit from the economy energy. For that reason, all 
firm. purc:hases are considered fast-start units that contribute' to 
spinning reserve. 

SDG&E argues that for this reason recorded levels of 
firm, energy purchases should be used in forecastinq_ Althoughthis 
method r,esults in overutilization of the lines at times, the 
duration of those times is short. and has little effect on the 
accuracy of! the f!orecast. SDG&E believes that ORA's method is less 
accurate and resUlts in a qreaterdeqree of overtorecasting' of t~ 
energy and. resul tinq und.ertorecastinq of economy energy.. In 

effect,. ORA assumes. peak . demand durinq, all hours of the forecast 
period .. 

SDG&E also believes .thAt.theline capacity derate 
used by ORA. and: Kelco' is conservative .. since planned outages are 
scheduled durinq off-peak periods- when possible and no:onally would" 
not affect ,peak period. capacity •. 

DRA and Kelcobase theirapproac:h on the. perceived.' 
need to-prevent overscheclulinq purchases 'on; the lines and exceeding' 
the available line , capacities... . By. assuming.that all available tirllt 
energy is taken durinq·. all periods,. the' maximum capacity of the 

lines that can be used by firm'purchases, is assumed to be, used: 
and,.. therefore,. that capacity cannot be .also- committed· to economy 
enerqyat the same ti:me~ We observe that these- assumptions are 
conservative in that they' prevent any overloadinq. of the lines, 
which could happen under 'SDG&E's assumptions.. 

We aqree that SDG&E's approaCh will result in 
assuming 9%'eater' line capacity tbanwillbeavailable at certain 
times.. This. would: be expected tc> occur most'likely during peak 

perioda wbenpurchasea o:t'· full or hi9'her than' o,vero,ge quantities' of! 
firm energy woUld- be made. SOG&E'points out that peak periods 
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consist of a limited number of hours daily,. anc1 that ORA's method 
restricts economy energy durinq all hours of the day and ~ght. 

While ORA's approach somewhat understates economy 
purchases., the results appear to be more reason@le than the SDG&E 

approach. SDG&E's approach appears to overstate more significantly 
economy purchases by allowinq economy purchases during all periods, 
resultinq in forecasts of significantly more economy energy 
purchases than we believe is reasonable.to- forecast. 

On balance, we believe that ORA's approach is more 
reasonable and that it provides a better approximation to- actual 
operations. 

We hope that continued evolution of. the Dlodels will 
result in. more accurate si:m.ulation of actual operations, so tbAt 
these simplifyinq assumptions will no- long-er be needed.. We 

encourag-e the parties to work toward that goal. 
For this' proeeedinqwe" will adopt· DRA's. method ot 

forecasting as reasonably representing- expected firm. PNW purchases. ' 
(2) m 

SOG&E forecasts firm purchases from APS,. 

Alamito-/Tueson Eleetric:Power,.. PNX,.· 'Commision Federal de 
Electricidad (CFE) of Hexico-, portland'~era1El.eetric,. El Paso 

Electric,. and. from various short-term firm suppliers.'l'hese 
purchases are transmitted., over the 500 ~SWPL line· using SOG&,E's' 
entitlement plus an adclitional SO MW ot entitlement to- capacity on 
that line of· other parties that 'is expected to, be available to 
SOG&E. Line capacity is derated· to reflect expected outaqes,. 
curtailments, and. loop· :flow.. Line losses: are estimated at 2.5%. 

DRAhasreviewed SDG&E's :forecasted fir.m purCb~ses, 
and has not taken exception to the capaeitycosts associated with 
all sources, except for ·the short-term ;t'irmcapacity,· which has. not 
yet been. arrang-ed.'. ORA. forecasts $440,000' for :four .months' 
purc:hases at 110 XW per ·lIlonth· :from. June through september .198.9,. . 

based on a cost of $1.00 per kW-month •. '!'his compares tc> S!>G&E's 
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forecast of $880,000 for the same quantity and period, based on a 
forecast of $2.00 per leW-month. Although ORA disagrees with SOG&E 
on this issue, very little evidence was presented to support its 
position. Sfmilarly, SOG&E also offered little evidence to support 
its forecast. We eonclude that based on the information available, 
it is reasonable to adopt a value midway between the two forecasts, 
at $1.50 per leW-month. 

ORA. has also expressed eoneern that the eontract 
with CFE is uneconomie, i.e., that the purchases will be at costs 
hiqher than SOG&E's avoided cost. The' hiqh demand charges for firm , 
purchases in the en: contract cause the total price to CFE t~' be 

hiqher than SOG&E's avoided cost. ORA encouraqes S'OG&E to make 
every effort to make the contract cost-effective. 

We share ORA's concern'that the CFE contract may be 
uneconomic to SDG&E's ratepayers. ,We encourage SDG&E to actively 
pursue renegotiation of those ter.main the CFE contract that result, 
in CFE enerqy costing more thanalternatesourees~ 

ORA. may. wish to pursue this issue in the 
reasonableness of operations phase of this proceedinq, or 
alternately may wish to defer any recommendations on how it should 
be handled. until future SDG&E' ECAC' proceedings .. ' 

SDG&E and ORA. fore=st sUbstantially different 
qg.antities of firm energy for the' same reasons as discussed 'in' the 
PNW firm purchAsed power section al:>ove. 

S:Lm.il.areonditiona ,exist for PSW firm. purchases as' 
for PNW firm purchAses., Therefore, for the smDe reasons we " 
discussed in the section onPNW' firm., purchases, we will adopt ORA's" 
forecast methodology for forecastinq purposes. While ORA's 
forecast somewhat understates ,line capacity available for economy 
en8r9Y, we believe that'SDG&E's toreeast, overstates capacity" 
availability;. We will adopt ORA's method of torecasting,' recluc:ecl,· 
to'reflect the a.dopted cost of short-term. firm eapa.eity ot $1.50· 
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per ~-month, as reasonably representing expected tirm PSW 

purchases. 
b. Hon-tim 

(1) Emf 
SDG&E, DRA, and. Kelco- disaqree on both the forecast 

quantitieS and prices. tor PNW economy energy. SDG&E asslllDes that 
the quantity ot economy energy available is its entitlement on the 
lines, less the expected firm purchases anel line d.erate. SDG&E 

determined that 95% of PNW entitlement is available otf-peak and 

durinq sprinq run-ott.. During other perioc1s on-peak availability 
is based on historical conditions. On this basis SDG&E estimates 
~,~07 qWh for.the forecast period; at an average price ot 
~ .. 743¢/kWh. Pricinq assumes that PNW prices will remain alx>ve 
historical averages throuqhMarch 1989 due- to the drought 
conditions, then drop to no:rmal levels ))eqinn inq April l.989 - -rhe 

prices ranqe from· 2 .. 000¢/k'Wh on-peak and 1 .. 800¢/kWh otf-peak during: 
the first five months, to as low as 1.760¢/kWll on-peak and 
1 .. 350¢/kWh oft-peak, during .the remaininq seven months. 

DRA derates the line eapaeitiestor all periods, 
assumes tull tir.lll purchases under firm contracts to be coincident 
during al~ periocls,. and assumes the remaininq' capacity to'be 
avail4ble for economy energy. ORA believes that price competition 
between the PSW and" PNW will cause PNW' prices. to closely tollow 
PSW. ORA based its PNW prices on its Psw' billed. price forecast 
plus O.OS¢/kWh tor the tirst five months.,. anel on the PSW billed 
price forecas~ for the remaining' seven mon1:ha_ Dispatch, prices are' . 
determined from the billed prices by adding an estimate of line. 
losses, which ORA assumes to be 7,.5% as does. SOG&E.. ORA's unit 

cost estimate is. flatter than SDG&E's_ . It peaks. in January and 
February l.989 at 1 .. 98l. ,.and l. .. 846¢/kWh on- and ott-peak,. 
respectively,. and has a low of 1~74S. and.· ~ ... 626¢/kWh on- and o:f:f-

" 
peak during' spring and tall of l.989. On this. ... basis.. DRA tore~sts 
S07 gWb. of PSWeconomy energy at an average price of l..648¢/kWh~ 
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Kelco forecasts the same prices used by ORA for 
April throuqh October 1989, but increases the price to 2.44¢/kWh 

trom November'1988 through March 1989 due t~ the drought. Keleo 
argues. that recent prices paid by Pacitic Gas and Electric Company 
(PG&E) for PNW economy energy justify this price. For exalDple, in 

April 1988 PG&E paid 2.48¢/kWh, and the prior tour months' prices 
were in the 2.4¢/kWh range. In May and June the price dropped due 
to greater supply availability as a result ot the required. fish , 
flush when higher downstream water levels ,are maintained. 'rhoe tiSh 
flush requires more flow through the Clams, which makes more economy 
energy available. 

comparing the price, torecasts, SOG&E, ORA, and Kelco 
all assume higher prices in the initial monthsot the forecast. 
period due to- the drought. SDG&E and ORA have similar :~orecasts,: 
with SDG&E's. prices slightly hig-her. Since SDG&E also- torecasts' 
higher. purchase quantities" we believe that higher prices would 
result due to the increased demand.. We conclude that SDGiE"s price 

I 

torecast is, reasonable. 
For the same reasons as· discussed in the" PNW firm: ' 

purchase section, we believe that ORA's forecast more accurately , 
represents expected economy purchases. than the SDG&E torecast., We 
will adopt DRA'~method.for torecastinq the quantity ofPNW'economy 
energy purchases. We do, not believe that Kelco-'s pricing forecaSt 
tor ,the tirstfive months has been adequately supported. with 
recorded data or trends. We conclude that DRA's-pricing forecast' 
is reasonable. 

(2,. ES:I 
SDG&E's, economy energy purchases from'the PSW 

consist prilDarily of, economy., energy', from, coal and. nuclear plants . in 
Arizona and New ,Mexico. 

SDG&E, forecasts the amount ot, economy energy 
available monthly" basecLon, the available line capacity,. incluciin~· 'e .' 

50 MW entitlement trom other entities and· available economy energy • 
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The available line capacity is the derated capacity reduced by the 
forecasted firm capacity use. The 2.5% line loss is handled by 

reducinq the economy energy by that amount. SDG&E forecasts enough 
available economy enerqy durinq the months of November throuqh 
March and all weeknight hours tor other months to till the 
avail@le capacity. During the balance ot the forecast year less 
economy energy is available than· line capacity. 

SDG&E's forecast of Psw' economy energy prices is 
based on the equation: 

PSW economy' energy price ($/MWh) - gas. price ($/MKBtu) x $.19 

The equation was developed trom·the averaqe cost of 
PSW economy energy and the average cost of gas tor the period from 
January 1987 throuqh Karch 1988:. '!'he resulting .prices are' lower 
than historical, re~lecting recenttrencls in PSW prices. and the 
expected qreater availability of low cost base load enel:9Y in the 
future. SDG&E" forecasts a total of 1,462" qWh at' an average price 
ot 1.860¢/kWh. 

ORA. uses SOG&E'S line capacity, entitlaent plus an 
added 50 M.W assumed to. be available trom other entities owning. 
capacity entitlements on SWPL. ORA. uses. ·the same 2'.5% line loss 
factor as.SDG&E' but accounts tor it differently than SOG&E by 

reducing the SWPL capacity by that amount_ 
ORA. prices are based on the equation: 

PSW economy enerqy price ($/MWh) - 4.44,,+ (gas price x 5.83) 
~he formula was developed usinq the relationship of 

the averag'e. cost ot PSW economy energy to' the' averag'e cost 'ot qu, 
during the period trom July 1985- throuqh April 1988-. '!'he tonula 
differs from SDG&E' ~. due to- the base period: used: ... 

ORA-forecasts a· total ot 1,..054 qWh ot economy energy 
purchases from tbePSW at. an averaqecoat of·l .. 7S¢/kWh. 

In considering the' apl)ropriate torecast quantity' of' 
economy energy, we note that SDG&:e and.,DRA eac:Ji han<1le. line 
capacity l:Lmitations for PSW economy energy on' SWPL in the same 
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~er as each handles PNW line capacity l~itations. Therefore, 
the ,same relative results exist, i.e .. , SOG&E at times exceeds line 
capacity availability, and ORA restricts economy energy by assuminq 
full firm purchases durinq all periods. For the same reasons as 
discussed in the PNW section, we will adopt ORA's method of 
forecasting economy energy purchases as more representative of 
expected system, operations than SDG&E's forecast. 

The price forecasts range from 1.7S¢/kWh for DRAto 
1.S6¢/kWh for SDG&E. The variation is in the direction we would 
expect, since with fewer purchases, the average price should be 

lower,", As purchases increase'" the purchaser must pay higher unit 
prices for the additional purch.ases, since the, lower cost purchases 

will have been exhausted. DRA's price 'forecast,. at 6% beloW' 
SOG&E's,. appears to follow this expected trend. 

Although' it does not precisely replicate system 
operations, we conclude that ORA's forecast method: is. lD.ore 
representatiVe of expected priCing of economy energy from the PSW 
during the forecast period. We will 'adopt' ORA's price forecast 
method.. 

Table 2 shows the comparative'economy energy price 
forecasts of, SOG&E and ORA • 
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TABLE 2 

EcoJlOllY' ~raY' Pri'!:l l.2recasts 
$fJ.Olh as BUled 

PNW 
Qn-E~~k Q~~-~M Qn-E~~k 2~:-:e~~k 

MQllth SPG&E JmA SDG&E DM SI>G&E l2BA SDG&E D&,' 

Nov sa 20.00 17.97 18.00 16.74 18.00 18.02- 1.& .. 7S. 1& .. 17 
Dec 20.00 18 .. 27 18:.00 17.03 19 .. 41 18.34 18 .. Os. 16.45 
Jan 89 20 .. 00 19.81 18'.00 18 .. 46 21.85- 19" .. 93 20 .. 39 1.7.83 
Fe)) 20.00 19_81 18 .. 00 18.46- 21.17 l,9 .. 93 19.71. l7~83 
Mar 20.00 18.58 18-.00 17.3-2 20 .. ~ 18.66 18.83 16.74 
Apr 17.60 17 .. 45- 13.50 16.26 l.8.:44 18·.02 l.7.17 1.6 .. 17' .. 
Hay l.7.60 17.45- 13 .. 50 l,6.26 18.44 18.02 1.7.17 1.& .. 1.7, 
Jun 17 .. .10 17.57 13.60 l.6.37 l.8.54 18.15- 17 .. 27 16.28' 
Jul 17.90' 17.57 13.80 16.37 18.83- 18 .. 15- 17 .. 46 16.28-
Aug' 17.90 17.57 13.80 16.37 18;.83 18 .. 15- 17.4& 1&.23' 
5ep 18 .. 00 17 .. 45 13.80 16.26- 13 .. 93 18 .. 02 17.56 1.6.17:, 
Oct 18.00 17 _45- 13: .. 80 16.2.6 18.93 lS.02 17 .. 56- 16.17 

(3) Kisce110necms PgrcbaeIE ADSl Sa.1es 
Miscellaneous economy enerqy purchases are ~orecaSt 

to come ~rom california and.' Mexico.. ".rhose from Cali~ornia are trom.', 
surplus hydroelectric in northern califo:r:nia" or trom oil/gas tired. '., 
resources. 'rhe Mexieanpurc:hases areexpecteci' to be ~rom 

geothermal· or oil/qas fired resources. 
SDG&E torecasts 3-0.gWh per month at an averaqe cost 

of 1 .. 869¢/kHh for the forecast period based on recent historic 
values .. 

DRA agrees. with the . quantity , and forecasts an 
averaqe purchase price ot 1 .. 831¢{kWh, based on the equation: 

Purchase Price ($-/kWh) - Gas Price (${MMBtu) x 8 .. 51 
The equation ORA uses .Was developecl by SDG&E.; It· is ' 

. , . 

based on the ratiO' of theweiqhted-averaqe cost of these pw:cha.ses. 
to the average, qas dispatch price· from, January .198.7 'through March 
1988. <ORA and. SDG&E aqree on this item except ~or the price of 
qas. We will. adoptDRA.'s purchase price torecast since we are 
adopting ORA's qas price forecast. 
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D. OF Payments 
~his area involves the appropriate avoided costs, and 

thereby the price to be paid variable priced QFs. The price has 
two components, a capacity cost and an energy cost, which are based. 

on the utility's avoided capacity and energy costs. The capacity 
cost is intended to represent the capital cost a utility would 
otherwise incur, were it not tor the QFs. For example, a utility 
miqht need to- install an additional peaking' turbine to meet peak 

demands if it did not have QFs to' rely on in meetinq that need. 
Similarly,. the energy cost is the unit cost that the 

utility would otherwise incur in operatinq its. own tacilities·te> 
provide the energy that it purchases :from, QFs. In D.88-03-079-, we 
adopted the QFs-in/QFs-out approach to determine the costs a 
utility avoid$ by virtue o~ havinq QFs. The concept of the IER 

originated in the neqotiatinqconference that developed the intera 
Standard Offer 4, and was intended to assist in detel:lnininq a 
utility's avoided energy cost. ~he IER is a measure of the 
utili ty"s thermal efficiency in converting tuel into electrical 
energy, expressed as Btu/kWh. 

The procedw:e used' in determining-the IER ~s to perform .• 
two runs using a given model, one run with QFs "in", the other. with 
QFs "out." The difference in total operatinqcosts, or total 
costs, between the two runs,' is the effect ot the· QFS on the 
utility operational costs.· The qas cost component of the total 
costs is then adjusted to· reflect the total cost of gas tor 'Otili ty 

Electric Generation(UEG) which includes demand costs, resultinq in' 
'OEG-adjusted total gas costs. From this a unit trEG gas rate is 
calculated.. The IER is then, deter.m.ined bydivicling the di~terence 
in tlEG total costs by the quantity of QF generation, and d.ividing:' 
the result by the 'O'E~ qas rate. 

The formula tor calculatinq the IER (in Btu/kWh) 

tollows: 
, 

IER - A total cost ($) l' QF generation (gWh) l' 'O'EG rate ($/MMBtU) 
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1. capacity cost 
The parties stipulated to' an avoided capacity cost ot , ' 

$6S.00/kN-year for calendar year 1989, as the capacity cost proxy 
))ased. on the cost of a co:ml::>ustion turbine on SOG&E's system.. 'l'his 
value was proposed by SOG&E and ORA in the SDG&E GRC, A.87-12-003. 
T.he capacity cost is ,based on an average ERZ of 1.0. 

SOG&E performed the QFs-in run using the same resource 
plan it used. in the 198:9 'n' GRC which includes all QFs currently in 

operation plus additional, QFs considered. Likely To Be Available., 
T.he QFs-out ~ assumes that the ea~city associated with standard 
Offer 1 and Standard Offer 3 QFs is not available. The result 
would normally be a higher EOE under the QFs-out ease sinee the roE ',: 

would be higher with the reduced resources. In this instance, 
however, both EOEs. are the s.a:me and. therefore the resulting ,ERIs 
are the same at 1.0, since the additioruLl capacity is needed. in 
this timefrmne. It follows that the average ERr is also 1.0. 

The annualized capacity ot Us..OO per 'kW/yea:r is then 

multiplied by the ERIto obtain a capacity cost for QFs of 
$6S..00/kW-year.. The breakdown ot capacity payments by time period 
proposed by SDG&E follows. in Table 3-.. 
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TA.BLE 3 

, - As-Available capacity Payment SChedule 
Proposed, "tective Koypher 1. 1988 

Hourly Payment 
Allocation Rate 

Time Period Factor C¢/kWh) 

SUmmer 
On-Peak 0.096· ~ 
Semi-Peak 0.006 .2...12. 
ott-Peak 0 .. 000 0.00 
SUper-ott-Peak 0.000 0.00 

Non-TOO 0.011 ~ 

winter 
On-Peak 0.013 .2..B 
Semi-Peak 0.008 .2..r.2Q. 
ott-Peak 0.000 0.00 
SUper-Otf-Peak 0-.000 0.00 

Non-TOO 0.002 .Q..J..l 

Annual Average ot TOO 0 .. 011. 0· .. 74 

ORA. and Keleo-' agree with these values tor capacity 
payments tOe QFs. 

We conclude that these values, based· on a capacity value 
of $65-.00 per kW-year and ,on; an ERI of. 1 .. 00,. reasonably represent 
the value of eapac:itytOe SDG&E for the forecast periocl. We will. 
adopt these value~. 

2. Energy Cost· 
a. 'OEG Gas Cost 

Total qas cost tor OEG includes the delivered cost plus. 
the transm.i.ssion cost . based· on the GTO'EG. tariff,. for qas sold by 
SDG&:E's gas department to. its electric depart:m.ent.. ~e G'I'OEG 
tarift consists of monthly ciemand' charqe and· the volu:metrie rate. 
and is desiqned. to- recover. tbetixed: or demand costs on both the 
socal and SOG&E systems tor transportinq the gas from the 
california border to the system... The volumetrie rates are based· on ' 
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two tiers. Tier I is used for the first l8.5% of UEG gas used each 
m.onth, and is priced higher than Tier II. Tier I represents the 
baseload quantity of gas, while Tier II i.s the added di.scretionary 
quantity of gas. 

(1) Sales VolUM 

SDG&E argues that the volumes recently adopted in 
0.$7-12-039 in the gas OIl (I.86-06-00S) should be used with the 
'rier I rate to determine the Tier I gas cost,. since the cur.rent 
GTOEG tariff is based on those volumes. 

DRA u9Ues that the most current forecast should be 

used, which is this ECAC proceeding's forecasted gas, volumes. 

• 

'.rhe difference in gas expense between using the gas 
OII volumes and the ECAC forecast volumes is about $4450,500';' This' 

is caused by the substantially lower ECAC gas volumes as eompared 
to, the gas OII volumes. The lower volumes applied to' the Tier I 
rate result in less recovery, since the volumes above 18.5% are 
priced at the lower Tier II rate. 

During thehearixiga' and after exam.1n1ngrebuttal .', 
testimony of SDG&E,. ORA" stipulated to SDG&E's method. for Tier I. 

We a9':t'ee that- the Tier I sales volumes m.ust be 

consistent with the sales volumes used to' establish the tariffs. 
At this time,. the tariffs are based on the gas OII volumes, and 
therefore 'l'ier I should use the same sales volumes. 

We will adopt the gas OIl volumes tor Tier I _ ECAC 
volumes in excess of 'riar I volumes will be billed under Tier n 
rates. 

(2) cost of Gas to 'OBG 
As mentioned·. above, . we will adopt the DRA-torecast· 

ot the delivered price, of qas'to-the SOG&E system. at $2'.349' per 
million Btu.~is. priee is' then "ad'j.uste<l by ORA-to. reflect all 
costs which include G'rOEG demand' charges of $3-8.562" m.illion for the', 
forecast period. . 
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3. OF Adders 

TwQ issues arose regarding adders to QF payments, 
involving the propriety o~ Operation and Maintenance (O&M) and o~ 
Administrative and General (A&G) ac1clers. The considerations are 
whether SDG&E saves O&M and A&G expenses by virtue o~ QF purchlJlses 
and resulting lower utilization o~ its own plants. I~ savings 
result, they must bequantitied, ancl the method. ot compensating, the 
QFs must be decided. We will acld.ress these issues inclividually. 

a. Ayoided OiJI costs 
Avoided O&K concerns the O&K costs' that SDG&E avoicls by 

pureh.asing QF energy, instead of' using, its own plants. O&M 'can be 

split into. two. types,. fixed and variable.. Fixecl is routine 
activity that does· notvarysiqnificantly with'usage of the plant. 

" 

Variable,. on the other hand,. is directly related, to. the alIlount of 
plant usage .. 

The. second issue dealing with O&M is. how the payment 
should :be. handled,. ' i.e .. , as an adder to. the QF payment, or as a 
component of the IER. 

Kelco· recommends an O&H adder' of $0.003 or 3.0 mils per: 
kWh, which 'is apparently based on the value recently considered. in 
the SCE GRC. 

SDG&E, agrees that an O&H adder is' appropriate, but 
recommends. a value of $0.0002" or 0.2 mils per kWh based.: on a 
recommendation ot' the·cali~ornia Power Pool. SDG&E· believes., that, ' 
differences on the SeE system., are responsible for its higher' O&M)~ 
value, . and that such a high value is 'not appropriate !or,SDG&E. 

DRA. points. out that the' O&Kadder' may be implicitly 
considered in the modeling-assumptions. .used·by SDG&E. ' 

The issue of the O&M adders' was raised. in the proceedine;, 
but was not extensively developed· by the parties. Kelco. recommends 

, ." I, 

the 3.0 mils per kWhadder which we adopted: in September,.· 198:8:: -t'or " 
SCE.. This figure is much higher than the adder recommended by DRA· 
and SDG&E, in the current proceeding ... 
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We are persuaded from our past treatment ot O«M adders in 
ECAC proceedinqs tor other electric utilities that such an 

inclusion is appropriate in this case. We will however ~ adopt an 
adder in the amount of the 1.8 mils per kWh adjusted tor on-peak 
tossil qeneration. This is identical to the O&M adder we adopted 
tor PG&E in November 1988 in its ~ost recent ECAC decision, 
0.88-11-052. This results. in an O&M adder of 1.06 mils per kWh. 

Because this issue was not thoroughly explored in the 

proceedinq~ we will order SOG&E to provide a complete study ot O&M 

costs avoidable ~y QFpurehases relative to its system to the 
commission Advisory and Compliance" Division within 90 Clays after 
the effective date of this decision. 

SDC&E must also show in,. its. ·next qeneral rate ease 'tiline; 
that it has removed· from its. proposed level o'! O&M expenses the 
appropriate O&M expenses avoided ~y QFs. 

b. Reduced· MG COt¢II. 

l(elco recommends. an adder to the QF payments to reflect 
the reduced A&G costs due to less need for workinq capital by 
virtue. ot QF purc:hases.: '!he theory is that SDG&E bene'!! ts in cash 

:flow by the d.elay or lac;, in payinq QFs" instead ot usinqits own 
resources which require current .or advance payment tor investment . 
and expenses. 

SOG&Earques that its. method ot payinq QFs does. not have 
a signiticant laq;. and that it is doubtf\1l that SDC&E receives'any, 
benetit due to reduced· need~ tor workinq capital. In tact,."SOG&:E 
arques that a subtractor m1qht be appropriate to- reflect. this item:. 

4.. Pgrs;boH Qrupntities 

SDG&E ,and ORA forecast similar purChase amounts :from. QFS,. 
but substantial.ly di~~erent costs, as shown in Table 4. 
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TABLE 4 

comparison or DBA and SPGfcE Estillates 

Energy PUrchases (qWh) 

Energy Cost ($ million) 

J;mA, 

Z30 .. 4 

9.383 

SPG§CE 

231.5-

6.205-

ORA's slightly lower purchase level is due to more 
current data on the expected on-line date for a new OF project_ 

'ORA's dramatically higher~ costs are the result o'! its 
higher recommended IER (compared to SDG&E's PROMOO IER) and 
different gas price. 

We conclude that, ORA's '!orecast method is correct, and 
adopt a forecast for QF purchases of Z31 9Wh based on the turther 
ORA ELFIN run. 
E. Revenue Requirement 

Asa result of adopting various assumptions and forecasts' 
of the parties, the level of forecasted ECAC and AER increases also: 

change, due in par:t to- gas pricing, resource assumptions., and 
purchased power results.. 'l'he latest forecasts by. SDG&E are a 
$7.669 l'Iliilion ECAC increase, a $0 .. S20.million AER increase,. and an' 
ERAM overcollection of $30 .. 796 million, for a combined net~ rate 
decrease of $22 .. 607 million. We'll. adopt an. updated forecast o'!· 
ECAC and AER increases based, on, its model run', used to: update the 
IER results in forecasts of a $3.639 million ECAC increase, a $0 .. 1 ' 
million AER decrease, an ~ overcollectionat $30 .. 8 million, for 
a net rate decrease of $27 .. 027 million.. We will· adopt these 
forecast values~ 

We will adopt two changes in rate design' in this 
proceeding. First, the agricultural SChedule' PA-T-l will become a. 
permanent schedule, s:i.nce we will. remove the termination date 
currently in effect .. 
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Seconcl, we will aclopt an optional AL-TOtT schedule with a 
shorter peak period. of noon to 6- p .. m .. compared. to the II a.m.. to 
6 p .. m. peak period in effect in the AL-TOtT tariff. This optional 
seheclule is intended to accommodate requests by school clistricts 
who nor.mally end. summer classes by noon. 
F _ Beyenue Al10catiqp and RAte Design 

Since we intend to implement the revenue requirement 
changes herein concurrently with the SDG&E GRC A.87-12-003, we will 
reflect revenue allocation and rate design associated with revenues 
in this proceeding in the GRC .. 
G. Cqaents 

Comments on the proposed decision were tiled by DRA, 
Kelco, and SDG&E. DRA points out several typographical errors 
which have been corrected.. ORA further suggests nonsubstantive 
editorial changes, some of which have been made. 

Added Append~A reflects the IER and revenue 
requirements based on the adopted assumptions and values .. 
Findings ot Fact 

l. SOG&E filed this A.88-07-003 on July' 1, 1988 requesting' a, 

net rate decrease of $7~S35 million on an annualized basis' 
beqinn1ng November 1,. 1988-. 'I'bis change is based on an ECAC' 

increase of $4 .. 679 million, no, chanqe in AER., and an ER1Jot decrease 
of $12 .. Z14'million. 

2. 'I'be latest updated request by SOG&E is for a net revenue 
decrease of $22 .. 607 million, bas.don an ECAC increase of $7.669 

:million, an AER: increase ot $0.520 million,. and an E:RAM reduction' 
of $30.796 million. 

3. DRA recommends a net revenue decrease of $29.626 million 
based on an ECAC increase of $J..300 million, an AER. deereaseot 
$O.l30 million, .and an ERAK reduction of $30.796 million. 

4.. SOG&E's current annual. E~C proceedinq :marks the' 
beqinninq of the reqular revision in ECAC ot key components· used in 
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the determination of prices to be paid for power sold to SDG&E by 
QFs. 

s. It is the commission policy to' develop utility rates and 
QF prices on a consistent basis. 

6. Parties who use a model to develop marginal or avoided 
costs may use their model of choice, but must also, provide a base', 

case using the ELFIN model. 
7.. The TCF issue for SONGS 2&3 has been consolidated. with 

that issue in the SCE ECAC A.88~02~O~6 reasonableness review. 
s.. SDG&E' supports PROMOD as the only lllodel capable of 

accurately simulating its operations. 
9. ORA. and. Kelco, prefer the ELFIN' 1.60 model, and. believe it 

is equally capable of competent results,. 
" . 

10. PROMOO is siqnificantly more costly to use than ELFIN 

1 .. 60. 
11. 

12 • 

one. 

ELFIN 1.60 is ilIlproved over earlier" versions of ELFIN. 

PROMO!) has two commitment variables while ELFIN l.60 has',. 

13. Inconsistent assumptions used by SDG&E in its PROMOD and 

ELF:tN runs are partly responsible for the large d.ifference in IER: 

between the two runs. 
l4.. SDG&E and ORA. aqree on the forecast sales of 12", sas: 9Wh. ' 
lS. city questions the forecast level of miscellaneous sales 

due to the recent drouqht effects. 
16.. Al;1 parties aqree 'with. SDG&E's proposed'resource plan. 
17. SOG&E aqrees on the forecast delivered eommodi ty cos~ of , ,," , 

gas at $2.349 per million Btu~ 
18-... SDG&E and' ORA aqree that four weeks' of gas curtaillnent to' 

power plants is likely durinq the forecast period .. 
19. About 2% ~. SDG&E's elect:rical requirements will be met 

with oil-tired generation usinqLSFO or diesel, oil. 
20. SDG&E meets about half of its electrical requirements 

with purehased power • 
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21. Purchased power co~es primarily trom the PNW and PSW. 
22. SDG&E assumes average historic firm energy purchases 

during all periods, which at times overloaas. the lines. 
23. ORA and 1(elc:o assume full availa,))le fir.tll energy purchases 

during all periods, which results in less line availa,))ility for 
enerqy purchases and prevents- overloading the lines. 

24. 'rhe assumptions used by SOG&E overstate the availability 
of economy enerqy. 

25. SDG&E, ORA, and Kelco agree that the annualized capacity 

cost. is $6S.00 per kW-year. 
2&. SOG&E, DRA, and' Kelco agree that SDG&E's ERJ: is 1.00. 
27.. All parties agree that an O&K adder is. appropriate .. 
28... Kelco- recommends. an O&K adder o~ 3-.0 mils' per kWh;. 

CODC1usi 9DB Of raY 
1. Both the PROMOD' and the ELFIN 1.60 models competently 

simulate SDG&E's system operations, and. should yield similar 
results wh~ the s&r&e assumptions are used .. 

2. It is reasonable to- adopt DRA'sreco:mmendation to: use the 
ELFIN 1.60 moc1el to develop SOG&E's re.venue. requirement and IER in 
this proceecl1nq .. 

~. The resource· plan submitted by SDG&E in this proceeding 
is reaso~le .. 

4.. A reasonable reserve marqin requirement for dispatching 
resources is 7%. 

s. Xt is reasonable to consider fir.m purchases 'as fast-start 
units that contribute to sp1nning reserve. 

&. It is reasonable to consider Encina 'Oni ts 4 and S as 
fast-start \U1its-

7.. It is 'reasoMble to- model firm· purchases trom Pm! 

assuming a one HW first blodk. 
8·. Reasonable dispatch costs for the APS contract are $2.00 

per HWh higher on-peak' and $1..30 per MWhhigher off-pea:Jc than the 
ELFIN base ease dispatch costs. 
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9. Annual startup costs for SDG&E of $298,000 are 
reasonable. 

10. A reasonable forecast of annual sales is 12,888 qwh. 

11. A reasonable forecast of nuclear generation is 3,213 gwh 

at a cost ot $34.35 million. 
12. A forecast of tour weeks of gas curtailment is 

reasonable. 
13. A reasonable forecast of the delivered price of gas is 

$2.349 per million Btu including. transportation and shrinkage. 
14. A reasonable forecast of the cost of 0:1.1 is $18.23 per 

Bbl.. tor ISFO and: $26.58 per Bbl. for eliesel oil .. 
IS. A reasonable forecast of the cost ot tuel oil inventory 

management is $1.1 million. 
16.. It is reasonable to forecast fir.m." purchases asslllDing all, 

available firll1 energy is taken . during all periods. 
11. It is reasonable to-.base line· availabilities on rated 

capacities, derated to- reflect normally eXpected- cur:tailments. basect : 

on historic values. 
18. A reasonable est:!JDate of line losses for the PNW lines. is .. 

1.5 %. 
19. 

20. 

purchase 
21. 

A reasonable estimate of line losses on SWPL .is 2'.5%. 
It is reasonable to assume that SDG&E· will be ,able. to. 

50 HW of additional 'capacity on SWPL from. other parties. 
It is reasonable to· assume tour, months of short-tenn firm: 

capacity purcbases at a·.cost ~ $1 .. 50 per kW-month ... 
22'. SDC&E's equation tor forecasting the price of PSW economy'·, . 

energy based on the' qas, price is' reasonable'. 
23.. It is reasonable to assume 30: qWh per month of 

miscellaneous economy energypu:rc:hases usin'g· using DRA's formula 
tor price • 
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24. An avoided cost ot $65.00 per kW-year is reasonable as a 
capacity cost proxy based on the cost ot a combustion ,turbine on 
SDG&E's system .. 

25. A reasonable value ot the ERI is 1.00 tor SOC&E. 
26. It is reasonable to use the gas OIl adopted volumes tor 

SDG&E in determining Tier I and Tier II commodity rates. 
27. A reasonable torecast ot the delivered price ot gas to 

SOC&E's system is $2.349 per million Btu. 
28. It is reasonable to remove the expiration date ot the 

PA-T-l. taritt sc:b.edul.e,. making it a permanent schedule. 
29.. It is reasonable to adopt an optional. AL-'.rOU' scbed.ule 

with a reduceCl peak periodot noon to 6 p.m'. 
30. It is reasonable to. reflect the revenue requirement and 

rate changes. resultinq.· trom this decision incoordination with 
changes in the 500&:& GRC A .. 8-7-12-003. 

31. It is reasonable to adopt an adjusted O&M adder ot 1 .. 06-

mils per kWh for,th!sproceeding. 
32.. SDG&E should be ordered .to conduct a stu.dy ot avoidaDle

O&K costs associated with QF production .. ' 

ORD-BIt 

r.r IS ORDERED that: 
1..5an Dieqo Ga~ & :Electric- Company (5DG&E) is authorized to 

decrease its total·EnergyCoatAdj,ustment ,Clause (ECAC) ·revenue 
reqt.1irementby· $27'';103· million·, the. net ettect ot an ECAC increase 
ot $3 .. 555 million, an Annual: EneX'9YRate decrease ot $0.l.30 
million, and an Electric, Revenue Adjustment Mecbanimn decrease ot 
$30 .. 783 million as shown in the taJ,les in Append.ixA. 

2. T.he revenue re~irement changes authorized by this 
decision will be effected in rates. through eoordiriation with the 
rate changes and· rate desiqn principles' that will be adopted. in the 
SDG&E General Rate Case decision in· Application 87-12~0()3, except' 
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that Schedule PA-T-l shall become permanent and an optional At-TOU 
schedule with reduced peak period shall be offered. 

3. On or after the effective date of the final Phase I 
decision in this proceeding, and at least 3 days prior to the 
authorized date for tariff revision, SOG&E shall file revised 
tariff schedules for electric rates reflecting' the revenue decrease 
authorized'in the final Phase I order. The revised tariffs shall 
apply to· service rendered on or aftertbeir effective date. 

4. An Energy Reliability Index value of 1.0 is aclopted in 
this proceeding-

s. An annual average Incremental Energy Rates (IER) of S,769 
British thermal units per kilowatt-hour is adopted in this 
proceeding. A 1.06 mils per kilowatt-hour adder is. also- adopted 
for purchases from qualifying facilities. Division of Ratepayer 
Advocates' proposed. time-c1itterentiated IERs shown in Appendix A 

are also- adopted •. 
6. san Dieqo'Gas and. Electric Company will file a complete 

study on the avoided Operation. and' MainteIlaIlce costs associated. 
with its electric purchases from . Qualifying Facilities. The study I 

will be· .tUed with the commission Advisory and Compliance Division 
within ninety days. 

This ~rd.er is effective today. 
Dated December 19',. 1~88, at 5anFrancisco., california. 
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STANLEY. w. B'OLE'r'r" 
. President 

DONALD VIAL· 
FREDERIClCR'. DaDA 
G. MITC'BELL WILK 
JOHN' B.. OHANIAN 

Commissioners. 
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APPENOIX A 
Page 

't'Iabl& 1.-1 
ORA !!,tltnlote o~ R~~& Requfr_nu 

al"ld Cl'Ian .... 
P&~ A~ternat& O.cfsion 

(1 ) (2) • (1) • (:n 

Present .. Adopt~ -
R.te RIIVtIf'II,Ie 

R~.n\,l&' Re<;u;r_nt 
CS 000) (S 000) 

S:SS6.SS0 1360,135 

$32,198 S32'.32a 

(S4,Z?'9) ($35 .. 167') 

$384.309 1357,296 

- At .. ~ .. Qf 12,87'9. '! C'Wl't. 

12/16/e8 

$3,555 -

- ($360,,103 (Table L-'Z, lIne 22) • S356,5a0 ) • 1.0~e CSf>", 

- T.ble 1..-5, lfne 14. 

- «$30,500 crlbte 1.-5 .. lIne 24) • sa (Table 1.-5, 1.1".. 26) ... ~80 (SD''') • 
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TABt& L-2 

DRA~'OF 
~ RE'JENOE ~ AN) t:INllmt RAm ~ 

PER: ~ oo:ISICN 

(NovEni:ler 1, 1988 th2:u o::t:cter 31, 1989) 

GIl. 

1 Natural ~ 3,463 
:2 ResidlW. OU 282 
3 Other Oll 0 
4 Fi:.an P\m:bases ... 4,543 
5 ~: P\m:bases 2,619 
6 Al.t/COqetJ. 231 
7 Nuclear 

, 3,213 
8: Total 14,350 

9 Vari.oble Wbeel.inq EXpellees 
10 F:Ued, Wheellnq Expenses 
II Sterblp- Fuel 
12 C&:xying Cost of on in ~ry 
13 EFI Acljusb1eUt 
14 SubtQ12l Expenses 

l,5. I.ess AER P«over:r Portion. (8%) 
16, Ies$ ~ Fuel Serv.ice Ch&:ge 
17 Plus Alamito-'I\lCsOn cap&:ity (300 Hi) 
18: SUbto12l 
19 Non~ ~ at 2 .. 71885% 
20 Mjustec1 Subtobl 

c/kRb. 
3 .. 638: 
2 .. 601 
5 .. 541 
3 .. 885 
1 .. 777 
4.185 
1.069 
2 .. 790 

2l :tess Pxojec:ted EOC Ba.1.ance on November 1, 1988 
'22Tot.U~ 

23 less :Revenue at P2:esent EOC Rates 

24 EOC Revenue ~ 

25 EOC Rate Change - Fol:eCa.St Sales of 12879.1 GM'I. 
26· ~ Fees Md. 'Oncollec:tJ.:b1e E:xpenses, at 1.2600% 
27 'On1f02:Xl1 FI:N:.' Rate Change 

'. .. Excluding 300 * Alamito-'rI:IcsOr1 capacity 

125,983 
7,331 

5· 
l76,483-
46,542 
9,551 

34,350 
400,.351 

3S4 
8,553 

298, 
1,100· 

(580) 
410,106 

(32'~80S:) 
(2,000) 
41,650 

416,947 
11,335 

405,611 
(45,508) 
360,103 

35&,580 

3,..523 

0.027 e/';$rl. 
0 .. 000 e~ 
O .. 028.'e/Wn 
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TABt.E L-l 

DRA~OF 
~ :ENER;r RAm (Am) 

PER ~ tECISIal 

~ 1, 1988 t.hm oc:tober 31, 1989) 

1 Natu:r:al Qss 
2 Res.i.dlal OU 
3 Other Oll 
<'I F1:r:m PIl:t'cbAses • 
S Econ P\:I:tC:hAses 
6 Alt/COqen .. 
7 Nuclear 
S 'l'tttal 

9 VarUble Wheeling' Expenses 
10 F1xed' Wbeellnq ExpeMe5 , 
II Stm:tup Fuel 

Qt1h 

3',463: 
282 

0 
4,543, 
2,6l9 

231 
3,2l3 

14.,350 

12 ca:c::y.txlq COst of Oll in Inventol:Y 
13 EFI Ad.jusbtent 
14 S\.1btotzl ExpeMe5 

. 
cj'»tb. -3,.638 
2.601 
5.541 
3.885 
1.777 
4.185-
1 .. 069 
2 .. 790 . 

15'AER, Rsqu1rEmmt (8% of Line 14.) 
1& Non-JW:.isd1c:t:ional Portion at 2~7189% of Line lS 
17 hljustedAER.~ 

18 'l'Ot4l Annu.al Enm:9Y RAte for 12879 ~l GWb. Applicable Sales 
19 Franchise Fees· on:l Uncollec::tible ExpeMe5 at l.2600% 
20 hljusted. Annual EDe2:gy Pate (Line 18 + Line 19) 
2l Iess P:z:esent AnnuAl Ene:I:9Y Rate 
22 ~ ~ in AER· 

23 Om:ent FDC./AER RAte 
24 Plus Pxqosed rt::JC/M:R Mju.stments 
25 P:t:oposed. FCN:./M:R Rate , 

125,983 
7,337 

S 
176,483, 
46,542 

9,651 
34,350 

400,,35l 

3S4 
8:,553 

298, 
1,.100 

esaO) 
410,106 

32",80S . 
892 

3l,916 

0.248 c/}(ilA. .' 
O.003c~ .' 
O.25l c/lt$n , 
o .. 250 c/'i$rJ., , 
0.001 c/Jt$b. 

3.024'c;'kWh : 
0.029 c/lt!tlh.· 
3 .. 053· cjY!ith.': . 
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Pase 4 

':rN3tE I.-4 

DRA~OF' 
.... Pro.PQS£D--~ 'CINIFCIM EIAAM RA1'£ owa 

PER ~ :re::ISICN 

(NovenCer 1., 1988: tbxu O::tcbe:r 31., 1989) 

(MS) 

1 Estimated. mAM Balance as of Nov'e!N:ler 1, 1988 

2 Net/Gross Factor Mjust:ne'l.t (0~88S0S') 

3 J\djusted ERAM Bal.&'lce 

(35,191) 

311 

(34,879) 

4 Total ERAM Rate (AppU~le Seles of 12879 .. 1 GWh) -0'.271 c~ 

-0.034 c/}r$h. 

-0.237 cf';!ilh 
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Page S 
'l:l\St& x.-s. 

DRA~Of 
FOI:./M:R/FNM. R29ENO& Rt~.tO<EMENr 

PER: ~ OEX:ISICN 

(Noveab:!r 1, 1988: thm ~ 31, 1989) 

mx 

1 Natoral Gas 
2 Fuel Oll 
3~PcMer 
4 Nuclem-
s.~ 
6, Otller Expenses 
7~ 

8 Am Req\W:eDent (8\) 
9- IBss Ad.ju.sbents 

10 Iess' Revenue at P:resent Rate 
II AER. P.evenue' Req\W:eDent 
12 Rewmle at Proposed }late 
13 SDFF,Diffe::cent:W. (0.918t) 
14~AER:~~ 

15 EO,C Req\W:eDent' (92\) 
16 ,:tess. Adjustments 
17' IBss Revenue at P:r:esent Rate 
18- EX:N: ~, Requ:t%ement 
19' :Revenge at P'J.'Cp:)Sed" Rate 
20 SOW DUfemnt.:Lal (0'.91St) 
21 1'Ot2l DC'ReverDJe Requ:t%ement 

22 J.djusted ElWC'Balance-
23 tess :Revenue" at Pl:esent Rate 
24 ERAKRevemle Req\W:eDent' . 
2S ~ ,at P:tq:osed RAte 
26 Voltage- Discount Mjusbt1ent 
27 SOFF Oiff~ (O~918') 
28 'l'otal EAAK~' P.equ.imnent 

29 Total 'AER/FJX/'E:PM. ~ 

~) 

J.2S.,983, 
7,341 

232,676 
34,.350 ' 

400,,353. 
9,754 

410,.106 

32,808: 
992 

32,198: 
(3S1) 
129 

1 
130 

377,297 
17,195-

356,580' 
3,.523 
3,,.606 

33 
3,639 

(34,879) 
(4,379) 

(30,500) 
(30,.524)' 

a 
2S0 

(30,.796) 

(27,027) 
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SAN DIEGO CAS AND ~1.ECTRIC COMPANY 
ADOPTED AVOtDtD ENER'Y COSTS 

ECAC 'OI"eC .. t PeriOd •• NoyiII!Ibe,. 1 ~ 1988 thrOl.lQh Oc:t~,. 31, 19119 

--------------------------------------1 1 I 1 I I 
I SUr.4ER I WINTER I 1 
I I IANNIJAl. I 

DESCRIPTION IPEAIC SEMI' 0" SUPER $U.S IPWt S£Ml- 0" SVPER SlAS IAvr:~. I.,' 
I PEAK PEAK O",PIC AV' I PEAIC PQ.K O"'PIC AVe I I 

--------1 I I 
I 1 I 1 I 

T IINCIl!HENTAI. ENERCY RATE-fER 1 9213 89~ 8480 762:3 Il2M I 9539 9254 8806 8"" 8900' I t/169 I 

1 eSTU/KWH) 1 I Ii. 
1 1 I 1 I' 

Z IfQlJtVAl.ENT IER or IER I 9546. 9302 88'3 7956' M13 I 9!n 9S81 9139 8446 92:5:S 1910Z" r. 
Iw/ 00Uf AOOER CBTU/IGIH) 1 I r ./ . 
rCCL5/I.3)·,0exp6) / 1 II' 
till, I 
r 1 I I 1 

3: le·ute RATE CS/MM8TU) I 3.1786 3.1786 3.1786 3.1786 3.1'786 1 3.1786 3.17M 3.17M ".17M 3.1'1U 1~'7Ur' 

• : : :L 
1 I I, I 

·-------1 1 1 r 
4 IAVOIDED COST' Oil £NERCY I 0.02928 0.02851 0.02695 0.02423 0.02632 I 0.03032 0.02941 0.02799 0.02579 0.02829 I O.027Q'I .. ,. 

I CSIKIJH) (1.1 • 1.3)/(10 !)(po 6) I 1 . I I 
I 1 1 I I 

$', IAWIOED COST Oil ENERGY \lITH 10.030344 0.029568 0.02801 0.025290 0.02?313 10~0:S1380 0.03047" 0.029050 0.0UN.7" 0.029349 10.O~ I. 
101M Add.r of 1.06 mi U/Iao'h. I 1 I I 
tC!.4· .00106> SIIGIH I . I. I r' 
r 1 I ' ',: 
lTRNtSl'ltSSlOIl' I I . 1,' 
r----····~-··· I 1 .... J:" ',:" ':.' " 

61fNfRCY LOSS 'ACTOR- 1 '.0313 1.0298 1.0214 1.0214 1.02441 1.0306 1.0282. 1.02'15 1.02'IS 1.0239 1 '.024"t'~" . 
r IAVOIOED £NERCY COST. LOSSES I 0.03129 0.030450.02M1 0.02583- O.OUOS· 1 0.03234 0.0:5133 0.02965 0.02743 O.03OOS 10.~1 

I,S/INN (1.5. l.6) 1 1 I I' ,". 
r 1 I . :.: 

I' ., 

I.D'tmrSUTIOH 1 1 r r 
"............. I I r \' 

a.\EN(RCY LOSS 'ACTOR 1 1.0'752 1.0714. 1.051't 1.0511 1.05a4 /, 1.0"," 1.0675- '.051: 't.OS': 't.OS?"!· \. 1.OS76'I' 
9 IAVOIDED !NERCY COST ... !.OSSESI 0.03365- 0.03262 0.03008 0.021'15 0.02968 I 0.03411 0.0331.5 0.031'9 0.02883 0.0:m7 I 0.03134 ( , 

I.S/KWH (1.7· La) I 1 I I " 
J: I I r '/ ... 

(END, 0' APPENOOC' A) 
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OPINION 

I. Summary 

This Phase I decision in the San Diego Gas & Electric 
/ 

Company (SDG&E) annual Energy Cost Adjustment Clause (ECAC) 

Application CA.) 88-07-003 will set electric'Llvenue requirements" 
rates, and Qualifying Facility (QF') pricing ~evels for the forecast 

period ending October 31, 198:9. The net r~enue requirement chan-qa 
is a decrease of $27.0 million based on arfECAC increase of $3.6 
million, an Annual Energy Rate (AER) de~ease of $0.1 mi.llion, and 
an Electric Revenue Adjustment Mechani-'. (ERAM) decrease of $30.8 
million. / 

An Incremental Energy Ratei' (IER) of 8., 759 British thermal 

units (Btu) per kilowatt~hour (kWh/, and a capacity value of $65.00' 

per leW-year, are adopted for OF p,",=chases. We will also adopt a 

3.0 mils per Kw~ adder.forQF pw/chase$ which makes an effective 
IER of 9,102 BTU per Kwh. 

This is. the annual ECAC filing which includes a review of 
I . 

the reasonableness of fue~~elated operations. during the annual 
record period, MAy 1, 19S:7lthroughApril 30, 1988'·. The BCAC, AER, 
and ERAK rates are to be adjusted to reflect changes in the annual . 
fuel. and purchased power /expenses for the forecast period, , 

November l, 198'8 through/October 3l, 198:9'. The actual rate chanqes 
I 

are expected. to taJc:e effect January l, 198:9' concurrent with other 
pending rate changes fdr SOG&E. ' . 

In addition'; beginninq with this filinq, SDG&E will 
requ.larly update, in the. annual ECAC filinq the key components used 
in determininq the vJriable prices to be paid for power it 
purc~ses :from QFs. / ' 

./ The QF i~ues were added to ECAC by Decision CD.) 
88-03-026 in the qeneric standard', offer proceeding, A.8'Z-04-044 et 
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al. That dec1s1on determined that annual updating of variab ~ 
payments should take place in ECAC at the same time and us· g the 
same assumptions used to adjust utility rates. 
Rate Case (GRC) 0.87-12-066 ordered that parties to fu 
proceedings who present testimony using a production ost model 
(model) to develop marqinal or avoided costs shal~ rovide a base 
case run using the ELFIN model. Pa~ies who. so d ire may also 
present testimony usinq its model of choice if fferent than 
ELFIN, and explain the basis for its preferenc of that model and' 
the results it produces. That decision also rdered that workshops 
be held. wi tlUn a week of the SDG&E ECAe fi nq. The purpose of 
workshops is to detel:'lUine the data, sets,. 
shape, heat rate input,. uni.t commitmentd dispatch, minimum load ,,' 
conditions, resource assumptions, and other pertinent data to 
be used in determining SDG&E" s IER. he workshop is also intended. 
to be a forum .in which parties can ~ee, to the exten-c possiJ:>le, 

on the assumptions to be used and e appropriate source', of those, 
assumptions. The Di.rector of th Commission Advisory and 
Compliance Division (CACDo) ap~ ts an arbiter to resolve disputes 
relating to the achievement common data set .. 

Piling 

In the filing SDG&E request~ authority to 
decrease its electric r te8 by $7.535, million annualized from the 
rates in effect on Jul 1,. 1985.. In an amendment to the 
application SOG&E rested. that the rates 00 reduced by $lS.9S1 
million, from the ra s in effect July 9', 19Sa:~ Finally, in the 
evidentia.:ry hearin, SDG&E revised its request for a rate decrease 
to $22.507 millio. The qrowinq decrease in rates is due to the 
continuing overco lectinq, of' ERAK, which more than. compens4.tes for· 
the requested in reases inECAC and' AER rates. • 
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At the prehearin~ conference on July 28, 1988 e 
administrative law judge (ALJ) qranted a motion ~y SOG to defer 
hearing on the reasonableness of purchased power iss es until 45 
days after the Commission issues a decision on re arinq in the 
SWPL A.84-12-01S. The motion was qranted subjee to an additional 
condition requested ~y Division of Ratepayer A ocates (DRA) and 
aqreed' to :by SDG&E, that if the Commission d s not issue tha't 
decision ~y the end of 1988:, SOG&E's showi on the reasonableness 
of purchased power issues will ~ due Feb uArY 17, 1989. The baSis 
of the motion is that SDG&E's showing 0 the reasonableness of 
purchased power issues including lonq- e:on' c!l.greements is affected 
by resolutio~ of the pending decisio in SWPL. 

SDG&E also filecl a motion to- consolidate the Tar~et 
Capacity Factor (TCF) issue with e TCFissue in the 
reasonableness portion of· the 19 s: SCE ECAC A.88-0Z-016. The TCF 
issue relates to. SONGS 2&3.. T TO" sets a level of operating' 
capacity as a target, and off s rewards or penalties for actual 
operations that either exeee or fall short of. the TO". The basis 
of the motion is that SCE.i the' majority owner of SONGS 2&3. and 
SDG&E will rely on SeE's tionale in support of its requ.ested 
modificatiens of the TCF The motien was granted byALJ Ruling en 
August 31, 198-8. 

As a result the motions discussed' above, and due to. 
the need to- tmplement intertm. rates as soon after the November 1, 
19'88 tariff revisio date as possible,. this appl.:f.cation is bein~ 
handled in three p ses.. Phase I addresses- the ferecas't and OF . 
.issues, .and sets terim rates for the forecc!l.st period.. Ph4se II 
will deal with e reasonableness of ECAC eperations durinq the 
record period, xcept fer the reasonableness of pur~hased power 
issues which' w 11 be handled in Phase III. This order add.resses 
Phase I • 

-, 4 .-

.,'·r'· 



• 

• 

A.88-07-003 ALJ/WRS/jt w 

purchases be modeled with' a minimal 
that capacity and spinning reserve· can be used with 
substantial commitment of energy, thereby allowin 
energy to be used. 

s one MOW, so 
t a 

SOG&E appa::ently used the 20 MW mi as a convenient 
assumption, and does not a::que against using lower minimum, such 
as one MW as suggested by Younger. 

We agree that ELFIN runs should ssume a one MW first 
block for firm energy purchases from PNM in order t~ more 
accurately Simulate actual operations. 

c .. ~. 

SOG&E and ORA used differe t methodologies to account for 
the actual costs. of purchases from S with regard to the- demand 
charge. If SDG&E purchases any e ergy from. APS it does. not receive 
the demand charge credit that it would receive if it purchases no 
energy. In PROMOO SOG&E assum that the demand charge credit 
applies during a~l perioc1s wh ther .or not energy is taken. SDG&E 
witness H1qgin~ testified·th t SOG&E used that assumption because 
it is difficult' to simulat in, the model exactly what actually 
happens. on the system, ISO a simplifying, assumption was needed .• 

'1'0 compensate or. the inability to exactly model purchase; 
cost and demand charge red1ts,ORA uaed dispatch costs' for the APS:; 
contract that include st1mated start-up costs... The result is 
coats that are $2 .. 00 r MWh. and, $1 .. 30 per MWh biqher than SDG&E 
for on-peak and off peak, respectively. Kelc~ agrees with ORA's 
treatment· of the S, contract. The hiqher dispatch costs used; by 

ORA result in in eased avoided costs. and a' higher IER. 
The m odological differences between SOG&E and ORA on 

this item have only a minor impact, with an approximately $SS.,OOO 
hiqher revenu requirement, under ORA's, approach. Because of this, 
m1nor impact and: the fact that we ox'clered that the final model runs:. 

IN, to,which ORA's methodology' is tailore<i, we will 
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adopt DRA's method as a reasonable inp~t assumption. 

3. Discussign 
SDG&E, DRA, ana Kelco agree that PROM a more complex 

. model than ELFIN. PROMOD is capable of more curate and detailed 
simulation of actual system operations, and 
manipulation o,f input data in order to achi ve credible results 
than does ELFIN. PROMOD has two commitme variables, so for 
example,. it can use one commitment vari e to dispatch resources. 
sufficient to cover the reserve marqin, and use the other 
commitment variable to dispatch a dif rent level of resources to 
be held on line for the next day. W h ELFIN, only one of these 
conditions can. be covered with its :Lnqle commitment variable. The 
effect of the other condition must otherwise compensated for by" 
the user. However, this can rout ely De accomplished by a 
competent user, who must similar y compensate for other operational 
conditions that cannot be simu ted by either model • 

SOC&E also points 0 that ORA relied on PROMOD for 
start-up coats, whic~ cannot determ1ned with ELFIN. However, 
ORA. :z:eaponda that it used P MOD only for. convenience, .:m.cl that 

othel:Wise it would·.have es 1m.ated start-up costs based on historic " 
values. ORA estimates 15 -up costs at $298.,000. SDG&E 

implicitly agrees with is estimate since it resulted from SOG&E's 
PROMOD run. 

SDG&E argues that ELFIN- has never been successfully 
backeast tor SDG&E. ckeastinq reters to· verifying the model by 

riod throuqh it and. comparing· the results with 
the rec:ord.ed. result. SDG&E :believes ,that PROMOD is the preferred, 
model that should adopted' by the Commission for' future tCAe 
proceeclinqs. 

ORA eo nters that ELFIN. is the stanciard used not only by' 
it and many int rested parties, :but that it has been used by other; 
utUities. D argues that althouqh SDG&E claims'that PROMOO has 

ly backcast .in .AB.47S runs., in fact since the 

- 10 -
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forecast period. As a result gas will be 
the gas/oil fired power plants. ~he forecast prices a based on 
SOG&E purchasing its own gas on the spot market. A vel of 
service of about 95·\ is forecast, based: on l8 days f curtailment:. 

ORA forecasts 3,667 qWh of gas generati a'l: an average 
cost of 3. 558¢ /kWh. This is based on a forecast 0'£ commodity cost 
of gas at $l .. 918 per million Btu plus $0.213 ~ million Btu for 
transporting the gas across SoCA1's system., a $0 .0 2l per million 
Btu for compressor fuel at l\. This yields average delivered 
cost of $2 .. l52 per million Btu. The deliv 
cost that does not include demand: charges ORA forecasts a four
week curtailment (20 days) of gas supply' for electric generation, 
resulting in a level of service of abo 94\.. 

SDG&E's forecast does not ~icate that it accounts for 
the fuel necessary for compression u eQ to transport the gas. 
Adding compressor fuel to- SDG&E's' timate' would make it about four 
cents. per million Btu: higher than. RA • 

l(elcc> supports e ORA cost forecast" and. does not 
presen'l: its own. estima'l:e o£ the', quantity of gas generation .. 

We conclude t ORA's forecast of the delivered COS'l: of 
gas is reaso~le, an we will adopt $2 .. 349 per million Btu, which 
includes tranaportat n on SoCal' s system and, shrinkage (gas used 
for compression) of ,. 

ORA and. &E also now aq.ree on the 11l<:ely level of gas 
curtailment, and 0. other. party offers other forecasts. We also 
ad.opt a forecast of gas .generation qIlantity and COS'l: based on the 
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further ELFIN run. 

c. Oil Genera~i9n 
SOG&E forecasts that 265 gWh, about 2% of gene tion, 

will be met :by oil-fired qeneration, using 4S0,000 ba ls (131)1.) 
of oil, including both LSFO and diesel oil. This is ased on power 
plant use due to the estil'nated four-week curtailme o·f gas for 
power plants plus About 100,000 Bbl. oil burn fo testing purposes. 
SDG&E estimates that the prices will be $19.83/. 1:>1. anel $23. 77/Bb1., 
for LSFO and eliesel Oil, respectively. 

ORA forecasts 282 gwh of combined uel oil :burn, usinq 
average annual prices of $18.23/B:bl. for FO and $26.Sa/Bbl. for 
eliesal oil.. As discussed, above, ORA als est1mates fow: weeks of 
power plant gas curtailment. 

No other parties offer othe forecasts for oil 
generation. 

ORA uses more current data in its forecas.t of oil, 
prices than SOG&Eused in its fi CUr:rent 30ft market 
conditions for LSFO make the D forecast appear more reasonable. 

We conclude that 0 s forecast of :r.sFO·and diesel oil 
prices for the forecast peri cr is reasonable, and will adopt it. 

3. 

ly est1m4ted fuel oil inventory c~9' 
costs of on for the forecas.t period~ based on a 

:\ 
'. 

:beginning of winter November 1, 19'88:) tarqet inventory level of, ' 
1,200,000 Bbl. LSF and 70,120 Bbl. diesel oil. The target level .. ' 
.is a level deemed' necess.uy to beg-in. the winter per10d with. 
reasonable asaur. nce that adequate inventory is. available to insure 
reliable servi ,under reasonably foreseeable condit1on$. 

S ' determines .its fuel Oil .. inventor;y requirement. using·· 
wer Research Institute Utility Fuel .. Inventor;y Model,: 
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(OFIM), into which SOG&E feeds its estimates of probable gas ~upply 
curtailments and delivery constraints, and. oil resupply 
constraints. O'FIM is designed to. determine the monthly invento::y 
levels that will minimize the overall costs of oil inventory 
management. 

SDG&E's ferecast o.f fuel o.il inventory carrying: of 
$1,579,500 is based en a targ-et level of LSFO of 1,S76- l 00 Bbl. and. 

an average 70,120 Bbl. of diesel o.il.. This is an in ease from. the 
original estimate, since the recent period ef qasrtailment fer 
UEG by SoCal caused SDG&E to increase the target 
duratien o.f curtailment.was uncertain at that 
SDG&E's forecast result in a cest' o.f fuel 
of $1.1 million. 

J.Ine • Revisions to, 
inventory management 

DRA. recommend.s $1,040,60 O. for 
carrying costs based enSDG&E'S erigin LSFO target level. ORA 
argues that the economics of the addi ienal purchases of LSFO must 
be evaluated after it is burned, wh its purchase cos,t plus 
carrying cost can be compared to.' ternativesOo DRA further 
recommends that a new ratemakinq rOcedure be used for handling 
fuel eil inventory carrying co 'Onder DRA's proposal, SDG&E 
would be allowed the $1,040,6 0 as 'a lum~ sum for fuel eil 
inventory carr,rinq cests, i ependent o·f actual costs .incurred. .. 

The allowed· lump, sumcarxying costs woulcr be determined. 
from the fermula: 

Lump Sum Invento Allowance - (Estimated. Average Invento:z:y 
Level), x. CEstim4 ed LSFO weighted-average Unit Price) x 
(Estimated Aver g-e Bankers" Acceptance Rate) 

ORA estimates thefues ... follows: .. 

Estimated L9PO Average Inventory Level - 904,000 Bbl. 
. / 

Est1m4tedfSFO- Weighted-Average Unit Price - $lZ ~ZS/Bbl .. 

Est1mat~ Average Bankers' Acceptance Rate - 8.25% 

Est~'ed Diesel Oil Weighted-Average-
'On.t,; Price - $21Oo60/Sbl .. 
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Using these estimatea values ORA calculates LSFO 
costs of $915,850 and diesel oil carrying costs of $124,722, for 
total Lump Sum Fuel Oil Inventory Allowance of $1,040,570. 'I'h 
total allowance would be transferred into a subaccount of t ECAC 
balancing account in 12 equal monthly aebits, not subject 0 the 
ECAC/AER split~ ~he only adjustment to the allowance w ld be a 
true-up of the interest rate at the end of each ECAC asonableness 
review period to reflect the actual average Bankers' Acceptance 
Rate during the period:. 

Under DRA's proposal SDG&E could; opera e its fuel oil 
inventory at higher costs than the lump sum. al wance, such as by 
purchasing greater amounts of LSFO, and be a owed carrying costs 
on the additional amounts only after a show nq that this. resulted 
in benefits to- the ratepayer. 'I'he showin would' have to be made 
after the extra LSFO', was actually burne .' 

ORA. proposes this system, as means of allowing SDG&E 
greater £reedom~ in managing its fuel nvento:ry, and as a means. of 
giving it an added incentive to-ope ate more effieiently. DRA. 
believes that this proposal .is co istent with novel ratemaking 
concepts discussed in the Commis lon's Div.ision of StrategiC 
Planning (formerly Policy and P. axming Division) Report "Risk, 
Retw:n, and RAtemaking'" iaau inR.8:6-10-001. 

ORA points out t the benefits to ratepayers would be 

that if SOG&E operated, at lower than, forecast cost, even though 
it would keep all the saY ngs in the ECACyear, the reduced costs, 
would be reflected in 1 er future forecasts of fuel oil inventory 
costs, thereby resulti g in lower rates. If aetual eosts exceeded' , 
the allowance, the c verse would' result'. 

SOG&S po s out the perverse .incentives it believes, 
would result from doption of ,this proposal. For example, if SDG&E 

had a choice:bet en runn.ing an oil-:fired, plantoverniqht, or 
purchAsing powe , and" if the former costs $& per banel more to 
operate, SOG&E could run the plant and benefit the stockholders' at . 
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., 

the expense of ratepayers. This Assumes tJ:iat carl:yinq costs 
barrel of oil are about one dollar per year, based on a $12 

barrel LSFO cost and an at annual ca~inq cost. ($12.50 .oa -
Sl.00.) The added cost to stockholders would be only S% (the AER 
fraction) of the S6 per barrel additional operating co , or 0.08 x 
$6.00 - $0.48. The net effect to' stockholders would. a savl.ngs 
of 52 cents, the difference between saving $l.OO on il c~inq 
costs and spending SO.4a more for operating the pI t overnight. 
In contrast, the net effect for ratepayers would 
of S5.52, which is 92\ (the ECAC fraction) of t 
of running the plant overniqht .. , 

an added cost 
$6.00 added cost 

Although SOG&E states that it would not operate in a 
manner that would penalize the ratepayers to benefit stockholders, 
nevertheless it is troubled by this propos, SOG&E believes it 
would be a mistake to .implement a system at would :benefit either 
stockholder or ratepayer at the other"s xpense. 'Onder the current', 
ECAC/AER system, what benefits one pare Also. benefits the other, 
although to- a' d'ifferent degree, due to the d.ifferent ECAe and AER; 

percentaqes, • 
SDG&Ealsc believes that. 8' proposal to. allow it to. 

ing costs only after a showing 
result is cumbersome and: 

recover hiqher fuel inventory e 
that the ratepayers benefited as 
impractical. For example, if 
ECACperiod, it might not b 

&E purchased extra LSFO in one 
it 'until the next ECAC period, in 

which case the deter.mination f reasonableness could cause 
retroactive ratemaki:ng conc rns. 

We do notbeliev. that retroactive ratemakinq would 
result from the propo&al ,:if interiJn; rates or special accounts. 
subject to reasonablene s review were used., However, we are 
concerned with the 0 r aspects of· the' proposal. ORA would: have a •. 
more fomidable poli nq task in attemptingtc> uncover actions that 

shareholders at· ratepayers'· expense.. We are' 
an adeled perverse 1ncentive might exist. SOG&E 
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might not take risks that would be expected to benefit the " 
ratepayer, because changing conditions would make it difficult to ~. 
later show that an action was economic. For example, if SDG&E ha~ 
an opportunity to- buy extra LSFO at Ss.. 00 :below the current market 
price, it might not buy it becau~e by the time it was ready ~urn 
the LSFO the market price could have dropped $5.00, result' 9 in no 
savings to the ratepayer. Unaer that scenario, SOG&E w ld not be 

allowed to recover the carrying costs of· that extra In 
effect, it would be penalized for taking actions would. be 
expected to benefit the ratepayers. On the other 
the extra LSFO proved economic, SOG&E would be 
the carrying costs fo~ the extra LSFO,. but wou d receive no added 
incentive. In other words, in taking risks. 'attempt to· benefit 
the ratepayer, it could break even or lose" but never win. 

We conclude that the ORA propos does not offer 
appropriate signals and incentives to S E, and will not adopt it. 

In considering SDG&E's revis d forecast with its 
increased target level, we note that he uncertain dUX'ation of the 
recent curtailment of gas for OEGw s the reason for the increase. 
Whether the increase is reasonabl will be determined in a ,futUX'e 
reasonableness review.. For fore ast.inq pUX'pOses, we conclude that 
SDG&E'IS revised forecast of th oil invento:ry 
management, at $1.1 million i reasonable. 

4. 

,SOG&Epurchases ouqh electrical energy to meet about 
half its r&ql.1irements fro two geographical areas,. PNW which has 
abundant hydroelectric pability,. and the Pacific Southwest (psw) 

which has surplus alee ic power plant capacity including recently 
completed nuclear pl ts.. Pul:chases consis.t of two. b4sic types, 
firm, consisting of i:r:m. capacity and .associated energ:y, and non
fir.m economy,ener Table 1 compares the purchase'forecasts'of 
S'OG&E and ORA. R asons for the differences are aiscussed in the 
sections follow q. 
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.. 
be interrupted, SOG&E has the ri;ht t~ call on firm e ergy through 
its firm purch4se contracts, so it can meet load an . 
spinninq reserve requirements in that manner when essary and 
otherwise benefit from the economy energy. For t at reason, all 
fi.rm purchases are considered- fast-start units. t t contribute to 
spinninq reserve. 

SOG&E argues that for this rea n recorded levels of 
firm energy purchases should be used in fore astinqo. Although this. 
method results in overutilization of the li es at times, the 
duration of those times is short and has ttle effect on the 
accuracy of the forecast. SOG&E believe that ORA's method is less 
accurate and results in a qreater degr of· overforeeastinq of f~ 
energy and res.ul ting underforecasting f economy enerqy.. In 
effect, ORA assUmes peak demand d.uri all hours of the forecast 
period. 

SDG&E also- believes hat the line capacity derate 
~8ed by ORA and Kelco is conserva lve since planned outages are 
scheduled during off-peak period when poss.ible and normally would 

. not affect peak period capacity 
ORA and KelcO' b se their approach on the perceived, 

need to prevent overscheduli 
the available line capaciti 

purchases on the lines and exceed.inq, 
By assuming that' all available firm' 

energy is taken during all riocts, the IMX.unum capacity of the· 
lines that can. be used by i.rm purchases is assumed. to' be used:; 
and, therefore, that cap ity cannot be also, committed to, economy 
energy at the s-'ll1e time We observe that these assumptions are 
conservative in that t eyprevent any overloading-of the lines, 
which could happen un er SDG&E's assumptions. 
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We agree that SDG&E's approach" will result" 
ass~nq greater line capacity than will be available at ertain 
times. This would be expected to occur most likely du ng peak 
periods when purchases of full or hiqher than averag quantities of 
firm energy would be made. SDG&E points out that ak periods 
consist of a limited number of hours d.aily, and. t t DRA'" s method. 
restricts economy energy d.urinq all hours of th day and night. 

~le ORA's appr ch somewhat understates economy 
purchases, the results appear 0 be more reasonable than the SDG&E 
approach.. SDG&E"s approach pears to overstate more signifieantly 
economy purchase~ by a~lowi ,economy purchases durinq all periods, 
resultinq in forecasts of iqnificantly more eeonomyenerqy 
purchases 

reasonable and that 
operations .. 

is reasonable to forecast .. ' 

a, we believe that DRA"s approach is more 
provides a better 'approximation to aetual 
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We hope th~t eontinued evolution of the mOdel~~' 
result in more ~eeurate simulation of aetual operations, s~hat 
these simplifying assumptions will no longer be needed. e 
encourage the parties to work toward that qo~l~ 

For this proc~eding we will adopt 0 s method of 
foreeasting as re~sonably representing expected fO 

(2) ESl! 
SDG&E forecasts firm pureh~ses 

Alamito/TUeson Electrie Power, PNM, Commisi 
Electricid~d (en) of Mexieo, Portl~nd Ge 

PNW purehases .. 

El Paso 
Electric, and from various short-term f1 suppliers. These 
pureh~ses are transmitted over the 500 SWPL line using SDG&E"s 
entitlement plus an additional SO MW f entitlement to e~paeity on 
that line of other parties that is xpeeted t~'be available to 
SDG&E. L:Lne eap~eity is der~tecl' 0 reflect, expected. outAqes, 
curtailments, and loop floW'. L e· losses are estimated ~t 2.5\. 

DRA has reviewe SDG&E~s foreeasted f~ purehases 
and has not taken exception the capacity costs ~ssoeiated with 

~ll sourees, exeept for the sh~rt-term firm capaeity,. which has not, 
yet bee'n arranged... DRA. f ecasts., $440,000 for four months' 
purehases at 110 MW per onth from June through September 19S~,. 
based on a eost of $1.0 This compares to. SOG&E" S 

forecast of $880,000 r the S4Xl\e quantity and period,. b~secl. on a 
forecast of $2 .. 00 pe kW-month. Al thouqh DRA c:lisaqrees wi th SDG&~ . 
on this issue, very; little .evidenee was presented to support its 
position.. Simil y, SOO&E. also offered. little evid.enee to support, 
its. forecast. conclude that based on the information available'; .. 
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it is reasonable to adopt a value midway between the two fo~ee~sts, 
at $1.50 per kW-month. 

ORA has also expressed concern that the 
with CFE is uneconomic, i.e., that the purchases wil at co~ts 
higher than SOG&E's avoided cost. The high d.emand 
purchases in the CFE contract cause the total pri 
higher than SDG&E' s avoided cost ~ ORA encouraq SOG&E to. make 
every effort to make the contract cost-effect" e. 

We share DRA'sconce~ that 
uneconomic to SDG&E's ratepayers~ We enco 
pursue reneqoti~tion of those terms in t 

teen contract may be 

age SOC&E to actively 
th4t result· 

in en energy costing more thAn alterna sources. 
ORA. may wish to pursue his issue in the 

reasonableness of operations' phase 0 . this proceeding, or 
alternately may wish to defer any r commendations on how it 
be handled until future SOG&E' ECAC proceedings. 

should 

SDG&E and ORA. tor ast substantially different 
quant.i. ties of firm energy for t . same reasons as discussed in. the 
PNW f1l:m purchased. power secti above. 

S1ml.lar concU.t ons exist for PSW fi.:m purchases as 
for PNW firm purchases.. 'rhe efore, for the same reasons. we 
d.iscussed. in. the section on PNW firm purchases, we will adopt ORA's 
forecast methodology for f recasting purposes. While ORA's 
forecast somewhat underst tes line capacity available for economy 
energy, W& believe that DG&E'sforeeast overstates capacity 
availability. We will j&odopt ORA's method of forecasting, reducec:!. 
to reflect the adopted' cost of short-term. firm. capacity of Sl. SO 

per kW-month, as rea~nably representing expected firm PSW 
purchases • 

- 2S -. 

r~ 
1

·" :. 
.. 

,.' 



• 

• 

A.88-07-003 ALJ/WRS/jt· 

b. Non-firm 
(1) .Em! 

SOG&E, ORA, anQ Kelco disaqree on both the orecast 
quantities and prices for PNW economy enerqy. SOG&S as es that 
the quantity of economy energy available is its entitl ment on the 
lines, less the expected fim purchases and line der e. SDG&E 
determined that 95% of PNW entitlement is availabl off-peak and 
during spring run-off. During other periods on- ak availability 
is based on historical conditions. On this bas~ SOG&E estimates 
1,107 9Wh for the forecast period, at an avera eprice of 
1.74.3¢/kWhOo Pricing assumes that PNW' prices ill remain above 
historical averages. through MArch 1989 due the drought 
conditions, then drop, to normal levels. be "ng April 1989. 'rhe 
prices range from 2.000¢/kWh on-peak and .aOO¢/kWh off-peak during 
the first five months, to.as low as 1.7 OC/kWh on-peak and 
1.350¢/kWh off-peak, during the remai ng seven months. 

O~derates the l~e pacit1es for all periods, 
assumes full f1l:m purchases under f . contracts to be coincident . 
during all periods,. and assumes. thJremaining capacity to be 

available for economy energy. ,D~belieVeS that price' competition 
between the PSW and PNW will, ca're PNW prices to closely follow : 
PSWOo ORA based its PNW price:enits PSW billed price forecast 
plus O.05C/kWh for the ·first 1vemonths,and on the PSW billed ' 
price forecast for the remai ng seven months. Dispatch prices are 
detel:mined: from the billed rices by adding an estimate of line 
losses, which ORA. assumes obe 7.S-t. as does SOG&E. ORA's uni.t 
cost estimate, is, flatter han SOG&E'sOo It peaks ,in January and 

February 198'9 at 1.981 d' 1.846c/kWh on- and off-peak, ,'. 

respectively" and has' low of 1.745, and 1 .. 526¢/kWh on- and 0.££- .' 
peak cluring spring an~ f0.11 of 19'89'. On tbJ.s bOos-is. ORA. forec4Sts 
807 gWh of PSW econo~ energy at an avero.qe price of 1.64S:¢/kWh.. . 

Ke1co forecasts the' same prices used by ORA. for 
I , 

April through OC:to~r 1989', but increases the price to 2 .. 44C/kWh. 
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,. 
from Noveml:>er 1988 through March 19S9 due to the drought. 
argues that recent prices paid by Pacific Gas and Electric 
(PG&E) for PNW economy energy justify this price. For e 
April 1985 PG&E paid 2.4S'¢/kWh, and the prior four mo 
were in the 2.4¢/kWh range. In May and June the pri e 
to greater supply availability as a result of the quired fish 
flush when higher downstream water levels are ma' The fish 
flush requires more flow through the dams, wbi 
energy available. 

Comparing the price forecast , SDG&E, ORA, and Kelco 
all assume higher prices. in the :i.nitial m ths of the forecast 
period due to, the drought. SDG&E' and 0 have similar forecasts, 
with SOG&E's prices slightly hig~er. nee SDG&E also forecasts 
higher purchase quantities.,. we believ that. higher prices would 
result due to. the increased demand. We conclud~ that SDG&E's price 
forecast is reasonable. 

as discussed in the PNW fUm 
purchase section, we believe 
represents expected economy p 
will adopt DRA's method for f 
energy purchases. We do, no 
for the first five months 

DRA's forecast more accurately 
bases tha.n the SDG&E foreca.st. We 

recastinq the quantity ofPNW economy'. 
believe that KelcQ.'s pricing forec4St 

s been adequately supported with 
recorded' 'data or trends. e conclude that DRA's pricing forecast' 
is reasonable. 

(2) Em! 
SDG&E'economy energy purchases from the PSW 

consist primarily 0 economy energy from coal and nuclear plants in, 
Arizona and New Me co. 

&E forecasts the amount of economy energy 
available month! , based. on the available l1.ne· c.apac1.ty, inclucU.ng : 
50 MW, entitleme :to f:ro~ other entities and. available,economy ener9j!"_ 
The avail4ble ine capacity is the derated capacity reduced. by the ' 
forecasted. f capacity use.. The 2 .. 5% line loss is handled by 
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/ 
reducing the economy energy by that amount. SOG&E forecasts eno~h 
available economy energy during the months of November through 
March and all weeknight hours for other months to fill the 
available capacity. During the balance of the forecast ye 
economy energy is available than line capacity. 

SOG&E's forecast of PSW economy energy rices is 
based on the equation: 

PSW economy energy price (S/MWh) - gas price ( 7MMBtu) x S.19 
The equation was developed from t e average cost of 

PSW economy energy and the averaqe cost of gas or the period. from 
January 1987 through March 1988. The result 9" prices are lower 
than hl.storical, reflecting recent trends i PSW pr:i.ces and the 
expected. greater availability of low cost aseload. energy in the 
future.. SDG&E forecasts a total of 1,45 qWh at an averaqeprice 
of 1.S50¢/XWh. 

ORA uses SOG&E's line pacity entitlement plus an 
added 50 MW assumed to be available om other entities owning . 
capacity entitlements on SWPL. 0' uses the same Z,.S% line loss 
factor as SDG&E but accounts for· ,differently tMn SOG&E by 
reducing the SWPL capacity by th~' amount. , 

ORA prices axe blsed On the equation: 
PSW economy energy price~/MWh) - 4 .. 44 + (gas price x 5 .. 88) 

The formu2a w~ developed usini the relationship of 
the average cost ofPSW eeo,(omy energy to the average cost of gas, 
during the period from Jul.,t 19850 through April 1988. The formula 
differs from SOG&E's due I'fo the base period used .. 

DRA fore4sts a total of, 1,.054 qWh of economy energy 
pu:rch4ses an average cost of 1.7 S¢ /"k!iIh.. 

idering the appropriate forecast qtlollntity of 
economy energy, we to that SOG&E and" ORA each handle line 
c",pac1.ty limitAtl0 for ~ economy energy on.SWPL in the same 
manner as e",ch ha dles PNW line capacity limit"'tions.. Therefore, 
the same relativ results exist, i.e., SOG&E at times exceeds line 
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/ 
capacity availability, and ORA restricts economy energy by assumtnq 
full firm purcha~es durinq all periods. For the same reasons ~ 
discussed in the PNW section, we will adopt ORA's method of 
forecastinq economy energy purchases as more representat1v of 
expected system operations than SOG&E's forecast. 

The price forecasts ranqe from 1.7S¢/k 
1.85¢/kWh for SOG&E. The variation is in the direct· n we would 
expect, since with fewer purchases, the averaqe pr e should be 
lower. As purchases increase, the purchaser must pay b.igber unit 
prices for the additional purchases, since the wer cost purchases 
will have been exhausted. ORA's price foreea , at 6.% below 
SDG&E's, appears to. folloW' this expected tre Cl .. 

,Althouqh it does not precis y replicate system 
operations, we conclude that ORA's foreca t method is more 
representative of expected pricing of e nomyenergy from thePSW 
during the forecast periOd. We will 
method. 

Table Z shows the 
forecasts of SDG&E and ORA .. 

arative econ~my energy price 

( 
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(3) M1§cellaneoU9 Purchases and Sales 
Miscellaneous economy ene~qy purchases are fo 

to come f~om California and Mexico. Those from California 
surplus hydroelectric in northern California, or from 01 gas 
resources. The Mexican purchases are expected to be f m 
geothermal or oil/gas fired resources. 

SDG&E forecasts 30 qWh per month at n average cost 
of 1.869¢/kWh for the forecast period based on re nt historic 
values. 

average 
DRA agrees with the quantity, 

purchase p~ice of 1.8J.l¢/kWh, based 
Pu:cchase Price ($/kWh) - Gas Pri 

a d forecasts. an. 
the equation: 

" ($!MMBtu) x 8:.5-1 
The equation ORA uses was eve-loped by SOG&E. It is: 

based on the ratio· of the weighted-aver e cost of these purchases
to the average gas. cU:.s~tch price fro Janua:r:y 19 &7 through March ': 
1988. ORA and SOG&E agree on this i m except for the price of 
gas.. We will adopt DRA.~ s purchase' rice forecast s.ince we are 
adopting ORA's gas price forecast 
D. Pf byments 

Thi.s area involves. appropriate avoided cos.ts, and; 
thereby the price to be paid ariable priced QFs. The p~ice has. 
two components, a capacity c at and' an energy eost, which a:re basocl 
on the utility's avoided' c city.and ene~9Y costs. The' caP4city·, 
cost is 1ntendedto repre ent the capital cost a utility would 
otherwise incur, we~e i not for the' QF's.. For example, a utility 
might need to 1nstall 'additional peaking~ turbine to meet peak, ' 

demands. if it did not ave QFs to rely on in meeting that need~ 
Similarly, the energy cost 1stheunit cost that the 

ut1lity would othe 1se incur :tn'operating its own facilities to . 
provide the ene~ that it, purchases from QFs. In D.SS-03-07~, we 
adopte4 the QFs- n!QFs-out approach to determine the costs a 
utility avoids y virtue of having QFs. The concept of the IER 
originated e negotiating confe~ence th4t·developed the interim. 
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Standard Offer 4, and was intended to assist in determining a 
utility's avoided energy cost. The IER is a measure of the 
utility's thermal efficiency in converting fuel 
energy, expressed as Btu/kWh. 

The procedure used in determining the 
two runs using a given model, one run with OFs -in-, 
QFs "out.~ The difference in total operating costs or total 
costs, between the two runs, is the effect of the Fs on the 
utility operational costs.. The gas, cost compon t of the total 
costs is then adjusted to, reflect the, total 
Electric Generation (UEG) which includes de d costs, resulting in 
UEG-adjusted total gas costs. From this a nit OEG gas rate is 
calculated.. The IER is then d.eter.rn1ned b dividing the difference 
in 'O'EG total costs by the quantity of 0 generation, and dividing 
the result by tlle OEG qa8 rate. 

The formula for calculatin 
follows: 

IER - _ total cost (S) • OF gener tion (gWh) • tJEG rate (S/MM:8tu) 
1. capacity Cost 

The parties stipulate t~ an avoided capacity cost of 
S65.00/lcW-year for calendar ye 1989, as the cap4city cost proxy 
baaed on the cost of, a combu Ion turbine on SDG&E's system. This 
value was proposed by SDG&E and ORA. in the SOG&E GRC, A.87-12-003,. 
The capacity cost is bas "on an average ERI of 1 .. 0. 

SOG&E performe the QFa-in run using the' S4me resource 
plan it used in the 19 S TY GRC which includes all QFs currently in : 

operation plus additio a1 QFa considered Likely To Be Available. 
The QFs-out run ass s that the capacity associated with Standard 
Offer 1 and Standu Offer 3 OFs. is not available. The result 

however, both 

lUg-her E'OE under the QFs-out ease since the- E'OE' 

th the reduced. "resources. In this instance, 
IS. are the same and.-, therefore the -resul tinq ElUs 
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• are the same at 1.0, since the additional capacity is n~edfo 
this timeframe. It follows that the average ERI is als~.l~_ 

The annualized capacity of $65-.00 per ~/year t then 
multiplied by the ERI to obtain a capacity cost for QFs f 
$6S.00/kw-year. The breakdown of capacity payments b~ time period 

• 

proposed by SOG&E follows in Table 3 .. 
TA.'BLE 3 

As-Available capacity Payment Sch 

Time Period, 

Summer 
On-Peak 
Semi-Peak 
Off-Peak, 
Super-Off-Peak 

Non-TOtT 

Winter 
. On:"'Peak 

Semi-Peak 
Off-Peak 
Super-Off-Peak 

Non-TOU 

.Annual Ave:z:=ag 

·v v 

0.011 

a •. Oll 
0 ... 008: 
0.000 
0.000 

0 ... 002 

0.011 

Paj"ment 
Rate 

l¢/kWh) 

£.2.2 .. 
~ 
0.00 
0.00 

.Q;,:.l.Q. 

~, 
~ 
0.00 
0.00 

.Q.:.ll 

0.74 

DRA and Kel ,agree with these values for capacity 
payments to QFs. 

We concl e that these values, based on a capaci~ value 
of $65.00 per kW- ear and on an ERI o'f. 1.00, reasonably represent· 
the value of ca city to- 5DG&E for the forecast period. We will 
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2. Energy Cost 
a. VEG Gas Cost 

Total gas cost for trEG includes the delivered cost 
the transmission cost based on the GTOEG tariff, for gas 
SDG&E's gas department to its electric department. The 
tariff consists of monthly demand charqe and the volume 
and is desiqned to recover the fixed or demand costs 
$OCal and SDG&E systems for transporting the gas fro 
California border to the system. The volumetric r es are based on 
two tiers. 'tier I is used for the f~rst 18.5t 0 trEG gas used. each 
month, and is priced higher than. 'tier II.. Tier, I represents the 
base load quantity of gas" while 'tier II is th discretionary 
quantity of gas. 

(1) Sales Volume 
SDG&E argues that the vol es recently adopted in 

D.87-12-039 in the gas 011 (I .. 86-05-00 should be used. with the 
Tier I rate to deter.minethe Tier I 9 s cost, since the current 
GTOEG,tariff is based on those vol s. , 

DRA argues, that t;::e ost current forecast should b& 
used, which is this ECAC proceed g's forecasted gas volumes. 

The difference 1 gas expense between using the gas 
OIl volumes and the ECAC f~Oec, st volumes is about $445,500.. This 
is caused by the subst4ntial ,.lower ECAC gas v:olumes 'as compared 
to the gas OIl volumes. Th. lower volumes applied to the 'tier I 
rate result in less reeo~., since the volumes above' 18. ~ st are 
pricec:l at the lower Tier Irate. 

. During t e hearings and ,after examining rebuttal 
testimony of, SDG&E, 01- s.tipulated to SDG&E's method. for Tier I. 

that the Tier I sales volumes must be 
consistent with the 
At this time, the 
therefore 'tier I 

les volumes used'to,establishthe tariffs .. 
iffs are based on the gas OIl volumes, and 

the same sales volumes. .. 
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"We will adopt the ga3 OII vo11.U'l'les for Tier I.. ECAC 
vo11.U'l'les in excess of Tier I volumes will :be billed und.er Tier II 
rates. 

(2) C08t of Gas to PEG /. 

As mentioned above, we will adopt the ORA forec t 
of the delivered price of gas to the SOG&E system at $2.349 r 
million Btu. This price is then adjusted by !)RA. to reflee all 
costs which include GT'O'EG demand charges of $3S.56-2 mil . on for the 
forecast period~ 

3.. OF Adders 

Two i3sues arose regarding adders to- OF ayments, 
involvinq the propriety of Operation and Mainte nce (O&M) and of 
Adml.n.i.strative and General (A&G)· adders. The considerations are 

, , 

whether SOG&E saves O&M and A&G expenses by' irtue'of OF purchases 
and resulting lower utilization of its, 0 plants-. If savings 
result, they must be quantified, and th method of compensating the 
OFs mU8t be decided.. We will address individually • 

a. Avoided O&K Cost, 

Avoided O&M concern8 the &M co&-ts that SDG&E Avoids by 
purcha8ing OF energy insteAd of O&.K can be 
split into ,two type~, fixed an . variable.. Fixed is routine 
activity that does not vary S qnificAntlywith usage of the plant., 
VariAble, on the other hand"" is-directly relAted to, the mnount of 
plant USAge. 

The second iss deAling with. O&Mishow the p.a~ent 
should be handled, i.e. AS an adder to the OF payment, or as a 

,Kelco reco ends- an O&M adder of $0 .. 003 or 3.0 mils per 
kWh, which is AppAr ntly bAsed on the value recently considered in 
the SCE GRC. 

SOG&E ees thAt anO&M Adder is appropriate, but 
recommends A va ue of $0.0002 or 0 .. 2' mils per kWh. bAsed on a 

recommendation of the CAliforniA Power Pool,. SDG&E . believes that 
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differences on the seE system are responsicle for its ~ O&M 
value, and that such a high value is not appropri~te or SOG&E. 

DRA points out th~t the O&M ~dder may be plieitly 
considered in the modeling assumptions used by SO &E. 

Although the issue of the O&K a~ ers was raised in the 
proceeding, we do not have a clear recordfon this matter. Kelco 

I 
recommends the 3.0, mils per Kwh adder a.s- the same number as SCE. 

While' this was adopted for SCE, itt" s also much higher than the 
adder recommended by ORA and SOG&E. , 

We are persuaded from' ourp~t treatment of O&K adders in 
ECAC proceedings for other elec~c utilities that such an 
inclusion is appropriate in thi,l case. Therefore, we will adopt, , 
as a reasonable resolution, t"ni 1,.8 mils per Kwh O&K adder adjusted 
for on peale fossil qenerationl'that we adopted. for PG&E in the our 
most recent ECAC deciSion, rl.SS'-ll-OS:Z., This results in an O&M 
adder of 1.0& mils per Kwh/ 

Beeause this is'ue was not thoroughly explored in the 
proceeding, we will orde# SDG&E. to p:ovide a eomplete study of O&M, 
costs avoidable by OFpf=chases relative to its system t~the 
Commission Advisory Compliance Division within 90 days after 
the effective date of 

Kelc~ ecommenda an adder to the OF payments to> reflect 
the reduced. A&G costs due t~ less n.eed for working, capital by 
virtue of, OF p chases. 'I'hetheory is that SDG&E·benefits in cash 
flow by the d~ay or lag in paying OFs, inateadof using l.ts own 
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differences on the SCE system are responsible for its higher O&M 

value, and that such a high value is not appropriate £o~.S~E. 
ORA pOin1:s out that 1:he O&M adder may be . plieitly 

considered in the modeling ~ssumptions used by S &E. 

The issue of the O&M adders w raised in the proceeding, 
but was not extensively developed by e parties. Kelco recommends 
the 3.0 mils per Kwh adder which we dopted in September, 1988 
for SCE. ~his figure is much hig r than the adder recmmended by 
ORA and SOG&E in the current prreed"ing. ; 

We are persuaded' fro our past treatment of O&M adders in' 
ECAC proceedings for other e ectric utilities that such an 
inclusion is appropriate i this case~ We will however, adopt an 
adder in the amount of th 1. S: mils per Kwh adjusted for on-peak 
fossil generation. This is identical to the O&M adder we' adopted 
for PG&E in November. 1~8 in its. most recent ECAC deciSion, I>.Sa-
11-OS2. ~his results/in an O&M adder ofl.O~mils per Kwh. 

Because this issue was not thoroughly explored in the .' 
proceeding', we will! order SOG&E t~ provide a complete study of O&M 

costs avoidable '0/ OF pUrchases relative to its system to the 
COmmission Advisc!rY and Compliance Division within 90 days after 
'the effective d~e- of this Oecision. 

b. kdsced. A&G Cosl's· 
I 

~elco recommends an adder to the OF payments to reflect 
the reduc d A&G costs due to- less need: for working' capital by 
virtue 0 OF purchases .~he theory is that SDG&E benefits. in cash 
flow b~ the delay or lag in paying OFS, instead of using its own 
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differences on the SeE system are responsible for t'ilher O&M 
value, and that such a high value is not appropr~te for SOG&E. 

ORA points out that the O&M adder may implicitly 
considered in the modeling ~ssumptions used b SOG&E. 

~he issue of the O&H adders w raised in the proceeding, 
but was not extensively developed by e parties. Kelco recommends • 
the 3.0 mils per Kwh adder which we dopted in September, 19S5 
for SCE. ~his figure is much high than the adder recmmended by 
ORA. and SOG&E in the current proc eding. 

We are persuaded from ur past treatment of O&M adders in 
ECAC proceedings for other ele ric utilities. tbAt such an 
inclusion is appropriate in t is. ease. We will however, adopt an 
adder in the amount of the 8 mils per Kwh adjusted for on-peak 
fossil generation. ~his is dentical to the O&M adder we adopted 
for PG&E in November 19S5' n its most' recent ECAC deeision, D.8S-
11-052. ~his results in an O&M adder of 1.06 mils per KWh. 

Because this ·ssuewas not thoroughly explored in the 
proceeding, we will or er SOG&E to provide a complete study of O&M 
costs avoidable by OF urchases relative to its system to· the 
Commission AdVisory d Compliance D'i vision within 90 days after 

·the effective date f this Decision. 

b. Redgeed . A&G Costs . 

KeJk;o recommends an ad:d:er to the OF payments'to reflect 
the'redUCed~G costs due to, less' need for working capital by 
virtue of OF purchases.. ~he theory is that SOG&E benef! ts in cash 
flow by e delay or lag in paying OFs,. instead: of using its own 
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4. Purchase OUantities 
SOG&E and ORA forecast similar purchase amount 

but substantially different costs, as shown in Table 4 
TABLE 4 

Energy Purchases (qwh) 

Enerqy Cost ($, million) 

S'OG&t, 

2~1.S, 

5.20S. 

ORA's slightly lower purchase evel is due to more 
current data on the expected'on-line tefor a new OF project. 

DRA's dramatically higher ats are the result of its 
higher recommended I'ER (compared to SOG&E's PROMOO IER) and 
different gas price.> 

We conclude that ORA.'s forecast method is correct,. and 
adopt a forecast for OF purcha 231 qWh based on the' further 
ORA ELFIN run • 
E.. Revenue Requirement 

As a result of a opting various. assumptions and. foreea,s.t,s 
of the parties-, the level of, forecasted ECACand AER increases also_ 
chang-e,. due in· part to, 8 pricing-, resource assumptions, and 
purchased power result The latest forecasts by SOG&E are a 
$-7.669 million ECAC i crease,. a .$0.520 millionAER increase, and an 
ERAM overcollection, f· $30.796 million; for a combined net'rate 
decrease of $22.6·0'Zm1llion. We"ll adopt an updated forecast of 
ECAC and AER:incr ases based, .on its model run used to update the 
IER results inf recasts of a $3.&39 million ECAC increase, a 
$0.1 million AE deerease, an ERAM' overeolleetion at $30. S; million~ 

for a net rat decrease of $27: 027 -million. We will adopt- these 

w will ado~t two changes in rate design in this 
proceeding First, the aqrieultural Schedule PA-'l'-l will become a: 
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permanent schedule, since we will remove the 
currently in effect. 

Alt/COM/JBO 

term.ino.tion d.at/ 

/ 
Second, we will adopt an optional AL-TOU scheduie with a 

; 
shorter peak period of noon to 6· p.m. compa:ed to. the)IJ. a.1\\. to 
6 p.m. peak period in effect in the AL-TOU tariff. ~s optional 
schedule is intended to accommodate requests by sc ~l districts 
who normally end summer classes by noon. 
F. Revenue A11CXAtion and Ra~e Desi,gn 

Since we intend to" implement the re nue requirement 
,changes herein concurrently with the SOG&E G C A.S7-1Z-00J., we will 
reflect revenue allocation and 
in this proceeding in the GRC. 
G. Comment 8 

ssociated with revenues 

Comments on the proposed d sion were filed" by DRA, 
Kelco, and SOG&E. DRA points out so eral typoqraphic.al errors' 
which have been corrected. her suggests nonsUbstantive 
editorial changes, 80me of which 

requirements based on 
A reflects the IER and revenue 

e adopted assumptions and values. 
finding! of Fact 

1. SOG&E fil 
net rate 
be<;inninq Novembe 

this A .. SS-07-003- on July 1, 198:8: requesting a 
f $~.Sl5 million on an annualized. basis 
1, ,198,8. This change is. based on. an ECAC 

increase of $4. & 9 million, no change in' AER, and an ERN{ decrease 
of $12.2l4 mill on. 

2. The atest updated., request by SDG&E is for a net :revenue 
decrease of $ 2~6.07 mill.ion, based on an ECAC increase o.f $7.559 
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million, an AER increase of $0.520 million, and an E 
of $30.796 million. 

3. DRA recommends a net revenue decrease of 9 • &2& million 
based on an ECAC increase of $1.300 million., an AE decrease of 
$0.130 million, 4nd. an ERAM reduction of $3,0. 796jtillion. 

4 • SOG&E' s current annual ECAC proceedin marks the 
beginning of the regular revision in ECAC of y components used in' 
the determination of prices to be paid for P, war sold to SOG&E by 
OFs. 

S. It is the Commission policy to evelop utility rates and 
OF prices on a consistent basis. 

6. Parties who use a model to or avoided 
costs may use their model of choice, ut must also provide a base 
case using the ELFIN model. 

7. The 'l'CF issue for SONGS has been eonsoli<i4te4 with 
that issue in the SCE ECAC A~S:S- 2-016 reasontlbleness review. 

S. SDG&E supports PROMO as. the only model, capable of 
accurately Simulating its ope ations. 

9. DRA. and Kelcc> pre~r the ELFIN 1 .. &0 model, and believe it 
is equally capable of comPfi"tent results.. ' 

10. PROMOD is signitlcantly more costly to' use than ELFIN 
1.60. _-;(, 

11. ELFIN 1.60 ~c>~provedover earlier versions of ELFIN. 
one. 12. PROMOD~haS c> comm.1tment variables while ELFIN 1.&0 has.' 

13. Inconsis nt assumptions used. :by SDG&E in its PROMOD and 

ELFIN runs are p 1y responsible for the large' difference in IER 
between the two s. 

l4. SDG&E and DRA. agree on the forecast sales' of 12' ,SSa: qWh.. 
15,. Cit questiOns the forecast level of miscellaneous sales 

ent drought effects •. 

parties agree with SDG&E's proposed. resow:ce plan. 
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... 17. SOG&E aqrees on the forecast de11vered eommod~st of 
gas at $2.349 per million Btu. 

18. SOG&E and. ORA agree that 
power plants is likely during the forecast period. 

19.. About 2% of SOG&Ers. electrical requirem nts. will be met 
with oil-fir~ qeneration using LSFO or diesel 1. 

20. SOG&E meets. about half of its electr'cal requirement3 
with purchased. power. 

2l. Purchased power comes. primarily f om the PNW and. PSW. 
22. SOG&E assumes· averaqe historic rm energy purchases. 

during all periods, which at, times overl ad.s the lines. 
23.. DRA and. Kelco assume full av lab:le firm energy purchases 

d.urinq all periods, which results in ess line availability for 
energy purchases and prevents, overl ding the lines. 

24. The assumptions used by &E overstate the availability 
of economy energy. 

25. SOG&E, ORA, and Kelco· gree that the annualized capacity 

• 
' cost is $55-.00 per leW-year •. 

25. SDG&E, ORA, and 1(el 0 agree that SOG&E"s Eta is 1.00. 
27. All ~ie$ agree t an O&M' adder is appropriate. 
23. O&K adder of 3.0 mils per Kwh. 

Conclusions of Law 
1. Both. the PROMO and the ELFIN: 1.50 models competently 

simulate operations, and. should yield similar 
~esults when the same 

2. It is. reas 
ELFIN 1.50 model to 
this proceeding_ 

ssumptions are, used;.. 
able· to adopt ORA's recommendation to use the 

evelop SOG&E'3 revenue requirement and IER in,' 

3: .. ee plansubmitted,bySOG&E in this proceeding 
is reasonable. 

4. A rea onable reserve~qin requirement for dispatching 
resources is 7 • 
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5. It is reasonable to consider firm purchases 
units that contribute to spinning reserve. 
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6. It i5 reasonable to consider Encina Units 4 and S as 
fast-start un:i.ts. / 

7. It is reasonable tc model firm purehasesffrom PNM 
assuming a one MW first block. 

8. Reasonable clispatch costs for the 
per MWh h.i.qher on-peak and $1.30 per MWh high 

contract are $2.00 
off-peak than the 

ELFIN base case dispatch costs. 
9 • Annual startup costs for 

reasonable. 
10. A reasonable forecast of annua sales is. 12,SSS' gWh. .. 
11. A reasonable forecast of nucl ar generation is 3,213 qWh 

at a cost of $34.35 milli~n. 
12. A forecast of four weeks gas curtailment is 

reasonable .. 
13. A reasonable foreeast of the aelivered price cf gas is 

$2.349 per million Btu ineluding 
14.. A reasonable' forecast 

Bbl. for LSFO and $2&.58: per Bb 
15. A reasonable- foreeas 

management is $1.1 million.. 

ransportation and shrinkage. 
£ ,the cos.t of oil is. $18:.23. per 

• for diesel oil. 
of the cost o,f fuel oil inventory 

16. It is reasonable ,forecast fi:r:m. purch..ases. .asswU.ng' .all ' ~ 
~ available f.i.l:m. energy is, t en during all periods to- avoid over ~: 
• loading the transmission ines.. !i 

17. It is re.aso le t~ base line availabilities on rated 
capaCities, derated 0 reflect normally expected. curtailments based 
on historic values 

18. est1m.ate of line losses for the PNW lines is: 
7.5 \. 

19. A re sonable es.tim.ate of line losses on SWPL is 2.5\_ 
20 • It sre.a50X14b1e to- assume th.at, SOG&E will be .able to 

purchase 50 of adcti.tional capacity on SWPL'from. other parties. 

- 40-
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1 
21. It is reasonable to assume four months of short-term firm 

capacity purchases. at a cost o·f $L50 per kw-month. 
22. SOG&E's equation for forecasting the price of P 

energy based on the gas price is reasonable. 
23. It is reasonable to assume 30 gWh per month 0 

~see1laneous economy energy purchases using using ORA;' formula 
for price. . I' 

24. An avoided cost of $65.00 per kW-year is easonable as a 
capacity cost proxy based on the cost of a combus on turbine on 
SDG&E's system. 

2S. A reasonable value o£the ERX is 1.00 for SDG&E. 
dopte~ volumes for 

ity rates.. 
2&. It is reasonable t~use the gas OII 

SOG&E in determining, 'rier I and ,Tier IX' co 
27. A reasonable forecast of the del" 

SOG&E's. system is $2.349 per million Btu. 
ered price of gas to 

28. It is. reasonable to remove th expiration date of the 
PA-T-l tariff schedule, ~n9 it a nent schedule . 

29·. It is reasonable to adopt n optional xto-'rOU sched.ule 
with a reduced peak period of noon 0 & p~m. 

30. It is reasonable to re act the revenue requirement and 
rate changes resulting from thidecision in coordin4tion with 
changes in t1?-e SOC&S GRC A.'8:7 2-003. 

31. It is. reasonable t adopt'an adjusted O&K adder of 1.05 
mils. per Kwh for this.. proc ding. 

32. SOG&E should be ordered'to conduct a study of avoidable 
O&M costs associated wi OF production. 

ORO'BE 

BRED that: 
1. San Di go Gas & Electric Company (SOO&E) is author!zed to 

decrease its t 1 Energy Cost Adjustment Clause (ECAC) revenue 
requirement b $2'7.10): million, the net effeetof an ECAC increase.' 

c;(. . 
-X 

I 
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of $3.5S5 million, an Annual Energy Rate decrease of $0.130 / / 
million, and an Electric Revenue Adjustment Mechanism decre~seof 
$30~7SS million as shown in the tables in Appendix A~ 

2~ The revenue requirement changes authorized by s 
decision will be effected in rates through coordinatio with the 
rate changes and rate design principles that will be dopted in the 
SOG&E General Rate Case decision in Application 87- -003, except 
that Schedule PA-'l'-l shall become pe:rmanent and. optional .AI.-'l'OU 
schedule with reduced peak period shall be offe 

3. On 0. after the effective d.ate- of 
dec.ision in this proceedi:nq, and at leas.t 3- ays prior to. the 
authorized date for tariff reVision, SDG&E hall file revised 
tariff schedules for electric rates refl tinq' the revenue d~ease •• 
authorized in the final Phase I order. ~he revised tariffs shall 
apply to service rendered on or after their effective date. 

4. An Energy Reliabilitylnd value of 1.0 is adopted in 
this proceeding • 

S. An annual average Inc mental Energy- Rates. (IER) o·f 8,769' 
British thermal units per kilo att-hour is: adopted. in this 
proceeding. A 1.06· mils" per °lo-watt hour adder is also adopted 
for purcMses, from qualify' q facilities. Division of Ratepayer . . . 
Advocates' proposed time- ifferentiated IERs shown in Appendix A 
are also adopted. 

6. San Diego and Electric Company will file a complete 
study on the avoided perationandMaintenance costs. associated 
with its electric p chases from Qualifying Facilities. The study' 
will be filed witb'the COmmissionAdviso~ and Compliance Division, 
wi thin ninety da s .. 

This rder is effective tOday • 
. OEC1919BS' , at San Francisco,. CalifOrnia. 

STANLEY W. HULETT 
" Ptesidc:c.t 

DONAIJ> VIAL 
FREDERICK' It DUDA 
C. NflTCHELL WILlC 
]OH!ll a OKo\..'llA-"'J' 

CoJXU:O.iMione1'S 
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21. It is reasonable to assume four months of short-term fi~ 
capacity purchases at a cost of $1.50 per kW-month. ~ 

. 22. SDG&E's equation for forecasting the price of ~o:o.omy 
enerqy based on the gas price is reasonable. ~ 

23. It is reasono.ble to assume 30 gWh per montyf 
miscellaneous economy energy purchases using using ~'s formula 
for price. 

24. An avoided cost-of $&5.00 per kW-ye 
capacity cost proxy based on the cost of a 
SOG&E's system. 

25. A reasono.ble value of the ERI i 

is reasonable as a 
ustion turbine on 

for SDG&E. 
26·. It i5 reasonable to use the 9 sOlI adopted volumes for 

"/ 
SDG&E in determining Tier I and Tier lit commodity rates. 

. F . 
27. A reasonable forecast of the delivered price of ~as to 

SDG&E's system is $2.349 per milliln Btu. 
28:. ·It is reasonable to' rerct6ve the' expiration date of the 

PA-T-l tariff schedule, makinq;(t a permanent schedule • 
29. It is reasonable tO~doPt an optional AL-TOU schedule 

with a reduced peak period. ofnoont~ & ~.m. 
30.' It is reaSOnabl¥t0 reflect the revenue requirement and. 

rate changes. resulting f~mthis decision in coordination with 
changes in the SDG&E GRd A.87-12-003.. 

I . 

31. It is: reason@le to adopt an adjusted O&H'adder of 1.OS 
mils per Kwh for thiseroCeeding. . 

3.2. SDG&E should be ordered· to- conduct a study of avoidable 
O&M costs assoeiateJwith QF production. . 

/ ORPIR 

I,.. IS ORDERED that: 
. 1. San ~}e90 Gas & Electric Company (SOG&E) is authorized to' 

d.ecrease its. total Energy Cost Ad.justment Clause (ECAC) revenue' . 
I 

requirement by $27 .. 103, million, the neteffeet of an ECAC increase' f . 
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of $3.555 million, an Annual Energy Rate clecrease of so.n.Y' 
million, and an Electrie Revenue Adjustment Meehanism de~ase of 
$30.788 million as shown in the tables in Appendix A. ~ ... 

2. The revenue requirement changes authorized)y this 
decision will be effected in rates through coordination with the 
rate changes and rate design principles that will adopted in the 
SOG&E General Rate Case decision in Application 7-l2-003, except 

" that SChedule PA-T-l shall become permane~t' an an optional At-TOU 
schedule with reduced peak period shall be Q ered. 

3. On or after the effective date of the final Phase I 
decision in this proceeding, and- at least ,days prior to the 
authorized date for tariff revision, SOGshall file revised 
tariff schedules for electric rates ref ecting the revenue decrease 
authorized in the final Phase I order. The revised tariff~ shall 
apply to service rendered on or ~fte their effective date. 

4. An Energy Reliability Ind value of 1.0 is adopted in 
this proceeding • 

I 

S. An annual average Incre ental Energy Rates (IER) of 8:,769,:': 
British thermal units per kilowa t-hour is adopted in this 
proceeding. A l.06 mils per kito-watt hour adder is also adopted 
for purchases from qualifying iacilities., Division of Ratepayer 
Advocates' proposed time-diffJrentiated IERs shown. in Appendix A 
are also adopted. / . 

6. San Diego Gas andj&lectric Company will file a complete 
study on the avoided Operat&on and Mainte~ce costs associated 

. I , 
with its electric purchase! from Qualifying'Facilities. The study 
will be filed with the Commission AdviSOry and Compliance Oivis~on 
wi thin ninety days. / . . 

This order- iSf££ective today. 
Dated , at San Franciseo~ California_ 
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~CAC 

A£R 

ERAM 

Total 

Table 1.-1 
ORA E&tilll8te of R .... etII.Ie Requfrem.nt& 

MId Clang_ 

Per Alternate DtCf&ion 

(1 ) (2) • (1) • 0) 

Prea.nt • Adopttd -
Rate Revenue 

Rewnuea Jtequf relNl'lt 

CS 000) (S 000) 

1356,580 s:56O,135 

132,198 132,328 

(S4,3?'9) (135,167) 

". 

5384,399 1351,296 

12116/88 

0) 

Sl.SS5 -

S130 -

(SZ7,1 O:s) 

• , .00918 ($1)'11) 
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TABLE L-2 

OOA~OF 
FDC. REVENUE ~ AND 'CINIFORK RJ\1Z CEIAN::;& 

PER ~ DEX:ISlCN 

GWh. 

1 Natural Gas. 3,463 3.638 
2· Resic:h:W. Oll 282 2.601 
3- Other Oil 0 5·..541 
4 F;t:m. l?u:z:cMses .. 4,543 3.885 
5 Eeoc. l?u:z:cMses 2,619 1 .. 777 
6Alt/~ 2 4 .. 186' 
1 NIlClear 3, 1.069 
8 '.rOtal 14 50 2'.790 

9 Vmable Wheelinq Expenses 
10 Fi:Icecl Wheeling' ElcpenSeS 
ll~Fuel 

l4 SuDtot.U Expenses 
, 

J.S. tess AER Recovexy Portl.On (8%) 
1& Isss ~ Fuel .Ser.r:iei. Charge 
17 Plus lUmnito-'IUc50n Qipacity (300 l«) 
18 SUb1:o12l . I 
19 Non-J'ltti sdir:t:.ioMl.~ at 2.71885% 
20 Adjusted Subtotal 
21 tess P:r:ojected 'We Balan:e on November 1, 1988 
2Z 'l'ot.U ~ . 

. I 
23 Iess Pevenue a't PJ:esent FO\C Rates 

/' 
24 :E:Ql.C Revenue 

1$ 

125,983 
7,337 

S. 
176,483 
46,542 
9,651 

34,350 
400,351 

3S4 
S,553-

298 
1,100 

(580) 
410,106.· 

(32,808) 
(2',000) . 
41,650, . 

416,,947 
ll,336 

405,6U 
(4S,SOS) 
360,103 

355,580 

3,523 

0.027 c/¥$lh. 
O.OOO.c/;«rJ. 
O· .. 02Sc/'Ah 

.' 

... 
.. 

,. 
'. 
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'X'1ISLE L-3 

DR2\. ESr.ll9a:& OF 
ANNC2\L EN£R:;X' RAm (J\ER) 

PER ~ lE:ISICN 

(November 1, 1988 th.1:u Q:tobe:r 31, 1989) 

GIl c/l6lb. 

1 Natural. Gas 3.6~ 
2 ~dual Oil 2.601 
3 Other: Oil 5.541 
4 FS.:cn. Pwx:llases ." 3.SSS 
5 Econ Pwx:llases 1.777 
6.;J.t/~ 4.186 
7 Nuclear 1~069 
8 Total. 2~790 

9 v~le ~ Expenses. 
10 ~,Whee' iN] Expenses-
ll~'Fuel 
12 c=:y.1nq Cost of Oil in 
13 En 14justment 
14 SubtotA1 Expenses. 

lSAER~ (S%, 
16Non~ 
17 kijustecL Am 

EJfe:cav Rate for 12819.1 GWh. App~le Sales 
&Xl TJDcQlleet!b1e Expenses at 1.2600% 

-
23 O::c::cent /AFARAte' 
24 P1'US Prc:JOoEsed FJ::N:./:PJ::R AdjusUte.nU 
25 "EC:N;/»:R Rate 

... 

.. 

.M$ 

l2S,9Sl 
7,337 

S. 
176,483 
46,542 
9,651 

34,350 
400,351 

384 
8,553 

298: 
1,100 

(SSO) , 
410,106: ' 

32,SOS 
892 ' 

31,915 

0.248- c/kWh. .' 
0.003. c/kWh. I 

o .251 c/'l:tlA " 
0.250 ej)(l:b. ; 
O .. OOlc~ ,'. 

3.024- e/Y:;lrJ;:i 
0.029 c/'15fJ:J.'.· 
3'.053- e~: 

'," 

" .', '" 

',:, .,' 
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TABLE L-4 

ORA ES'l'IM1aE OF 
..... POOPCSEO--......,..., 't1NIFORM: ERAK RME <3~ 

PER ~ oo::ISI 

1 Estimated. ERAM Balm'lc:e as of 1,. 1988 

2 Net/Gross FactorAcij (0~88505%) 

3 Mjusted.· ElW! Balance 

(350,191) 

.3ll 

(34,8.79) 

4 1'Otal EPAK:Rate ( lle~leSales of 128.79~1 GWh) -0.271 e/l(ifn 

-0 .. 034 cfj$b. 

-0.237 e/lt!ilh. . 
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TN3L& L-oS 

DRA ES'rIM'Kt& OF 
FtX./~/~ REQENtIE Rt1JJlREl':IEN' 

PER ~ oa:ISIQ{ 

{N:1veixtler 1, 1988 thm October 31, 1989) 

mx 
1 Natm'al Gas, 
2 Fuel Oil 
3· Puxehaseci ~ , 
4 Nuclear 
50 SUbto12l 
£) Otber Expenses 
7 Subto12l 

S AER; Requ:t:r:eaent (8%) 
9 Iess ,kl,ju.stments 

10 Ie:Js Revenue at 
11 AER.:Revenue 
12' Reve:mJe at P.x:oposed/.P.Ate 
13; sow O:L:ff~O.918\) 
14 'l'Otal AER: ReqIl1mnent 

J.5. EXX~{ (92%) 
10. Ies$ kljUst:zrents 
17 I.ess~at Preoent Rate 
18 'we Requ:t:r:eaent 
19- Reve1'me a: PJ:oposed RAta 
20 SOE? D1f~(0...918\) 
21 'l'Xal W.c Revenue Requ:t:r:eaent 

22~ERAK~ 23 :Revenue at Present Rate 
24 Reven.ce, ReqW.xement , 
2S-'~ ,at ~,Rate 
26· Vbltage D~t Mjustne.1t 
2~FF Diffe%er1'tial (0.918\., 
2 TOtal ERAM,:Revenue Requim:tent I ' , ,,' 

9: 1'Otal }ZR/FJ:X./'F»M ReqIl1mnent 

(H$) 

l25,983 
7,341 

232,676-
34,350 

400,351 
9',754 

410,106-

32,808 
992' 

32,19S 
(381) 
129 

l. 
130 

377,297 
17,195-

356,580 
3,523 
3,605· 

33 
3~639 

(34,879) 
(4,379) 

(30,500) 
(30,524) 

a 
2$0 

(30,796) 

(27,027) 
I' 

I, , 
<r I 
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I 

~ESCRIPTION :PE~K 

( .. Of.:: "?v..:(( rr~L 

SAN DIEGO 6~S ~ND ELE~TRI~ COMP~N~ 
ADOPTED AVOIDED ENERGY COS7S 

ECAC Forecist Period -- Noveacer 1. 1962 tnrough O'tO~1 1ge~ 

SUIII'!ER , :lINTER I' 

ill .... ,. ........ ~ ............. . .... ~ .......... " ......... ...,.~ ........ 
I 

SOU- Off' SUPER SEAS Off' S~?~ 
PEAK. PEAK. OFr-Pl< AVG PE':':< OFF-P)( 

. 
I 

....... ....... :~~'4U~ 
e'~ 
-""~ :MVER':~ 
kVS 

~~". • • • . t~ __ ~.,~~~ .1It", "u .. ,.....,....-..-..........,.~.n . . , !If .......... .. ,.,.. .... • ...,...,..,.,lItit ......... "!III..., 
I 

. : WCREl',ENT~L ENERGY AAn: .. IER 9Z1! .. 
: (fjjUJlC'~Hl 

2 :SUIVALENT IER or IER <r.:4a 
: ';J ~" mER tBiUll(WH) 
: ((1.! I L.:) "10 ,m II: , ., 

: ,: G:-UE6 RA~ (S!11nSTU) :.178b 

~ :AVOIDEO COST OF EllER6Y : O.0292S 
HUKI/Hl (Ll. I..llIClO, EX? b): 
", . 

:. : IIVOIDED COST OF ENERGY WITH. 
!a&n Aadlr Of 1.0b lill/kW~ 
:, (L04 ... OOlOb) $IKWH 

."" t. 

:1RAlISI!ISS!QN 

I, 
I 

. 
" o ~~ERS'1 LOSS F~t10R 1.0l 

7:IWO!DE:l ENERGY OS! • LOSSES: 0.03 9 
:S/K~ l~ .l.lIl 

:mTRIBUnON 

8969 

9~O2 

:.176b 

B4eO 702: 9::9 9=~ 0906 6:l: Z900 ""~''''' ' CJ:.1 

S81: qan 9=81 ~"'!'Q .... , 844e 9"';: 9:C: 
· · 
f' • 

:.178&· :.1766 ~.mb 3.mb :.li8b :.~ie6 :.!7Sb ;.!~gc. · ' I, 

i' . , 
.' '." 

0.0:801. O.O:m90 o.ami'S :O.OZ~ZSO 0.0:047 O.O2?O~O 0.O:hS':7 M:9:49 :0.OZe9:r 

• · 
1.0:98 1.0214 1.0214 1.~2~: 

0.03045 0.0280t' 0.O~a3 O.02eO: 
1.0~O~ ~.O:;:S: 1.0:1: 1.0~~ ~.o~ ~,O:'l'! 

O.O~2:'; O.O:l~ O.02geB O.O:7~: ~.O:OO:: O~O:9b:: 
.. I 
~ 

" " 

'a : ENER&'l LnSS F,w.nR 
9 !lIK~ (I.!.:.s) 

1.075: 1.0714 :.O~l1 ~.O~U· 1.C~e4 1.07:4 1..0bi': 1.0::: ~.o:~: 
0.0:26: O.O~lbe 0.0:94: O.02b:S, O.O:SQB t O.C:lbo 0.~:2!: O.O:O:~ O.O:a:: 

l.~~ll :';'Q!j~ : 

~.O:~O: : C.O:O~C 

..... ~4 .... 4. ,. "". ust 

,0 , 


