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QPINION
I. Summary

This Phase I decision in the San Diego Gas & Electric
Company (SDG&E) annual Energy Cost Adjustment Clause (ECAC)
Application (A.) 88-07-003 will set electric revenue requirements,
rates, and Qualifying Facility (QF) pricing levels for the forecast
period ending October 31, 1989. The net revenue requirement change
is a decrease of $27.1 million based on an ECAC increase of $3.6 .
million, an Annual Energy Rate (AER) decrease of $0.l1 million, and:
an Electric Revenue Adjustment Mechanism (ERAM) decrease of $30.8 -
million. : : ;,

An Incremental Energy Rate (XER) of 8,769 British thermal
units (Btu) per kilowatt-hour (kWh), and a capacity value of $65. oo
per kW-year, are adopted for QF purchases. We will also adopt a
1.06 mils per Xwh adder for QF purchases which makes an e.f:ec't::.ve
IER of 9,102 Btu per kWh. '

n:-,._ |

This is the annual ECAC filing which includes a review of -
the reasonableness of fuel-related operations during the anmual
record period, May 1, 1987 through April 30, 1988. The ECAC, AER, =~
and ERAM rates are to be adjusted to reflect changes in the anmual
fuel and purchased power expenses for the Lorecast period, .
November 1, 1988 through October 31, 1989. The actual rate cha.nges
are expected to take effect. Januazy 1, 1989 concurrentl with other
pending rate changes for SDG&E. :

In add;tion, beqinn.mg with this ﬂlmg, .SDG&E will
ragula.rly update in the annual ECAC ﬂling the key components used .
in determining the variable prices to bo paid tor power it
pu::cha.ses from QFs.
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The QF issues were added to ECAC by Decision (D.)

88-03-026 in the generic standard offer proceeding, A.82-04-044 et
al. That decision determined that annual updating of variable QF
payments should take place in ECAC at the same time and using the
same assumptions used to adjust utility rates. The SCE Genexal
Rate Case (GRC) D.87-12-066 ordered that parties to future ECAC
proceedings who present testimony using a production cost model
(model) to develop marginal or avoided costs shall provide a base
case run using the ELFIN model. Parties who so desire may also
present testimony using its model of choice if different than
ELFIN, and explain the basis for its preference of that model and

the results it produces. That decision also ordered that workshops

pe held within a week of the SDG&E ECAC f£iling. The purpose of
workshops is to determine the data sets, resource plans, load .
shape, heat rate input, unit commitment and dispatch, minimum load
conditions, resource assumptions, and all other pertinent data to
be used in determining SDG&E’sS IER. The workshop is also intended
to be a forum in which parties can agree, to the extent possible,
on the assunptions to be used and the appropriate source of those
agsumptions. The Director of the Commission Advisory and

Compliance Division (CACD) appoints an arbiter to resolve d:.sputes |

relating to the achievement of a common data set.
IXX. Filing -

In the original filing SDG&E requested authority to
decrease its electric rates by $7.535 million annualized from the
xates in effect on July 1, 1988. In an amendment to the
applicatiqh SDG&E requested that the rates be reduced by $15.981
million from the rates in effect July 9, 1988. Finally, in the
evidentiary hearings, SDG&E revised its request for a rate decre.aSe
to $22.607 million. The growing decrease in rates is due to the
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continuing overcollecting of ERAM, which more than compensates for
the requested increases in ECAC and AER rates.

At the prehearing conference on July 28, 1988 the
administrative law judge (ALJ) granted a motion by SDGELE to defex .
hearing on the reasonableness of purchased power issues until 45
days after the Commission issues a decision on rehearing in the
SWPL A.84-12-015. The motion was granted subject to an additional
condition requested by Division of Ratepayer Advocates (DRA) and
agreed to by SDG&E,. that if the Commission does not issue that
decision by the end of 1988, SDG&E’s showing on the reasonableness :
of purchased power issues will be due February 17, 1989. The baszsﬂ
of the motion is that SDG&E’s. showing on the reasonableness of v
purchased power issues including long-term agreements is affected
by resolution of the pending- decision in SWPL.

SDG&E also filed a motion to‘consolidate-tne Target
Capacity Factor (TICF) issue with the TCF issue in the
reasonableness portion of the 1988 SCE ECAC A.88~02~016. The TCF
issue relates to SONGS 24&3. The TCF sets a level of operating
capec;ty as a target, and offers rewards oxr penalt;es £or actual |
operations that either exceed or fall short of the TCF. The basis
of the motion is that SCE is the majority owner of SONGS 2&3 and y
SDGLE will rely on SCE’s rationale in support of its requested
modifications of the TCF. - The'motion was granted‘by‘AhJ'Rulihg,ongsi‘
August 31, 1988. .

As a result of the motions discussed sbove, and due to
the need to-;mplement interim rates as soon: a:ter the November 1,
1988 tariff revision date as possible, this application is being
handled in three phases;i'Phase I addresses the forecast and QF
issues, and sets interinm rates for the forecast period. FPhase II
will deal with the reasonableness. ot ECAC operatxons during the
record periocd, except for the. reasonnbleness of purchased power

issues which will be handled in Phase’ III.Y ‘This order addresses
Phase I. '
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IV. Forecagt Issues

The traditional purpose of the forecast has been to set -
prospective ECAC, AER, and ERAM rates to reflect the changes in the
forecasted fuel and purchase power expenses on an annual basis, ‘
outside the general rate case. This filing also is the beginning
of the reqular 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 based on two components, the capacity payment and the

energy payment. Determination of these payments is dependent on :
the utility’s Energy Reliability Index (ERI) and IER. The ERI is a

ratio of the Expected Unserved Enerqgy (EUE) for the year divided by

the target EUE. The ERI reflects the utility’s needs for new |
capacity on its system. . EUE is determined by running two cases on
the model with differemt resource assumptions, essentially a QFs-in

case and a QFs-out case. The EUE is the average of the EUES from. -

the two runs. The capacity payment to be paid QFs is the capacity
cost of the combustion turbine proxy. multiplied by the ERX.

The IER is a measure of the utility’s incremental thermal -

efficiency in producing electricity, expressed in Btu per kWh. 'n;e' )
IER is multiplied by the utility’s incremental fuel cost for |
electric generation to deternine the price to pay for QF energy.

The total of QF capacity and QF energy. payments detexm.ne the totel?_
- price to be paid QFs. !

In compliance with the directives of D. 87-12-066, two

ELFIN workshops were held on J‘uly 21 and August 1, 1988, with L.mdaf .

Gustafson of CACD as the arbiter. On August 15, 1988 the common
data set for the base case ELFIN run. was sexved on all pa::t:.es to
this application and. on the workshop attendees. o
Six days of hearings were held in Phase I, beg:.nm.ng w::.th |
two days .of hearings in La Mesa on September 12 and 13, 1988, .
starting with a Public Participation Hearing on the first day,
followed by evidentn.ary hearinqs.' Hearings wexre temporarily
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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 was held in San Francisco on September 14,
followed by evidentiary hearings in San Francisco f£rxom September 19
through 22, 1988. : '

This phase of the proceeding was submitted on the filing
of concurrent opening briefs on Octobexr 7, 1988 and concurrent
reply briefs on October 17, 1988.

The parties filing briefs in this phase include SDG&E,
DRA, and Xelco Division of Merck & Company, Inc. (Kelco).

A. Eroductjon Cost Models (Models)
1. PRositions of Parties
a. SDGEE |

SDG&E believes that the PROMOD model is the only |
reasonable choice of models, that it has been successfully indexed
with historic operational results, and that it appropriately
determines the optimal resource mix considexing operational
constraints. SDG&E points out that PROMOD is currently the model
¢f choice of utilities, that it is backed by significant ‘support
staff of its vendor, Enerqgy Management Associates (EMA), and that
' its greater complexity allows it to simulate the utxlity-operatxonsi
more realistically without significant manipulations by the user.
SDG&E believes that other models, notably ELFIN, are not comparable -
to PROMOD due to less complexity, that they are unreliable, and

have not been benchmarked oxr proven in the Assembly'Bill (AB) 475
benchmarking studies. -

b. DRA
DRA. supports the ELFIN model as equally appropriate and
competent as PROMOD, and as more widely available without the
considexable costs to the usex associated with PROMOD. DRA
believes that the ELFIN results are reliable although it is a _
somewhat simpler model. However, even the PROMOD model requires a
user who is knowledgeable about the complexities of the utility’s
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operations since it also requires manipulation in oxdexr for it to
simulate the opexations accurately. DRA points out that SDGSE’s
criticism of ELFIN relates primarily to the earlier version, ELFIN
1.58, not the current version, ELFIN 1.60, used in this proceeding.
The two main improvements in the new version are a commitment logic
that allows the model to select resouxces to meet load
requirements, and the ability to treat resources on a time-
differentiated basis. The earliex version, which was used for the
AB 475 reports, cid not have these capabilities. DRA believes that
the costs of using PROMOD outweigh any possible advantages for 3
DRA’s use in ECACs at this time, and that if it wexe adopted as the
nodel of choice, some parties would be precluded from partxc;patzonﬂ‘
due to cost.
c. Xelco |
Kelco, 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 SDG&E’sS
operations as PROMOD. Kelco sees né advantage in using PROMOD
instead of ELFIN. o
2. pifferences in Inpput Assumptions g
The large spread between PROMOD and ELFIN results,appearsf
to be due mainly to~diffexent'assumptions'used by SDG&E between itsf‘
PROMCD and ELFIN runs. These differences are in the areas of .
dispatching of Encina Units 4 and 5 and the firm purchase contracts'
with Public Service of New Mexico (PNM) and Arizona Public Service
(APS) .
The recommendationsvtor the annual avergge‘IER‘are:
RROMOD ELEIN
SDG&E 8,330 8,926
DRA - 9,008
Kelco ‘ - 9,156
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a. Encina Units 4 and S

Kelco witness Younger points out that SDG&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
minimam 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, so that if committed during 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 fox 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 "
actually needed. The result is that less expensive, more efficient -
resources become the avoided units, so the avoided cost and IER _
drop below the levels that otherwise would result. This partially -
explains why SDG&E’s IER using PROMOD is dramatically lower than
its ELFIN IER. It is also lower than the ELFIN IERs of DRA and
Kelco. ‘ _ : : . :
DRA agrees with Kelco and models 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 5 units should bé modeled as fast start.

b. IrNM

Similar to the manner in which SDG&E models the mcina ‘
units, it assumes in its PROMOD run that the firm purchase contract -
with PNM does not allow spinning reserve unless some actual enexgy .

is taken. In this case, 20 megawatt (MW) is assumed as the m.nimm

level required under the 100 MW contract. Younger argues that this’

assumption overstates the need for PNM enerqy, so tbat SDG&E is: .
assumed to take the 20 MW amount whether it is economic .or mot. In'
doing so, the amount of economic energy is re‘di:ce‘d“,‘ lowering the . - '
avoided energy cost and TER. Younger recommends that firm
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3. Riscussion
SDG&E, DRA, and Kelco agree that PROMOD is a more complex. .

model than ELFIN. DPROMOD is capable of more accurate and detailed
simulation of actual system operations, and requires less operator
manipulation of input data in order to achieve credible results
. than does ELFIN. PROMOD has two commitment variables, so for ‘
example, it can use one commitment variable to dispatch resources.
sufficient to cover the reserve margin, and use the other o
commitment variable to dispatch a different level of resources to-
be held on line for the nex: day. With‘ELFIN,(only cne of these
conditions can be covered with its single commitment variable. The
effect of the other condition must be otherwise compensated for by
the user. However, this can routinely be accompllshed by a
competent user, who must similarly compensate for other operat;onal
conditions that cannot be simulated by eithexr model. )

SDG&E also points out that DRA relied on PROMOD ror
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 h;storxc
values. DRA estimates start-up costs at $298,000. SDG&E -
implicitly agrees with this estimate since it resulted from SDG&I-:'F
PROMOD run. ‘

SDG&E argues that ELFIN has never been successzully
backecast for SDG&E. Backcasting refers to verifying the model by .
running a historic period through it and comparing the results wit&,ﬂ
the recorded results. SDGAE believes that PROMOD is the preferred .

model that should be adopted‘by.the Commission for future ECAC
proceedings. :

. DRA counters that ELFIN is the standard used not only by -

it and many interested parties, but that it has been used by other
utilities. DRA argues that although SDGE claims that PROMOD bas
been successfully backcast in AB 475 runs, in fact since the
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a. Encina Units 4 and 5

Kelco witness Younger points out that SDG&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 pericd, 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, so that if committed during 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 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
actually needed. The result is that less expensive, more efficient
resources become the avoided units, so the avoided cost and IER ‘
drop below the levels that otherwise would result. This partially
explains why SDG&E’s IER using PROMOD is drmtically lowexr than
its ELFIN IER. It is also lower than the ELFIN XERs of DRA and
Kelco. , . _ .

DRA agrees with Kelco and models the units as fast-start. k
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 5 units should be modeled as fast start.

Similar to the manner in which: SDG&E models the Encina
units, it assumes in its PROMOD run that the firm purchase contract
with PNM does not allow spinning reserve unless some actual energy.
is taken. In this case, 20 ‘mega.watt__ (MW) is assumed.as the minimum’ -
level required under the 100 MW contract. Younger arques that this '
a.ssu:npt:.on overstates the need for PNM .enexrgy, so that SDG&E is ‘
assumed to take the 20 MW amount whether it is economic or not. In '
doing so, the amount of economic energy is reduced, lowering the
avoided energy cost and IER. Younger recommends that firm
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purchases be modeled with a minimal first block such as one MW, so
that capacity and spinning reserve can be used without a
substantial commitment of energy, thereby allowing more economy
energy to be used.

SDG&E apparently used the 20 MW minimum as a convenient
assumption, and does not argue against using a lower minimum, such
as one MW as suggested by Younger.

We agree that ELFIN runs should assuwme a one MW fixst
block for firm energy purchases from PNM, in order to more
accurately simulate actual operations.

c. APS

SDGAE and DRA used different methodologies to account for

the actual costs of purchases from APS with regard to the demand

charge. If SDG&E purchases any energy from APS it does not receive

the demand charge credit that it would receive if it purchases no
energy. -In PROMOD SDG&E assumes that the demand charge credit
applies during all perieds whether or not energy is taken. SDG&E
witness Higgins ‘testified that SDG&E used that. assumption because
it is difficult to simulate in the model exactly what actually
happens on the system, so a simplifying assumption was needed.

To compensate for the inability to exactly model purchase
cost and demand charge credits, DRA used dispatch costs for the A.PS
contract that include estimated start-up costs. The result is ,
costs that are $2.00 per Mwh and $1.30 per MWh higher than SDG&E
for on-peak and off-peak, respectively. Xelco agrees with DRA’s

treatment of the APS contract.  The higher dispatch costs used by -

DRA result in increased avoided costs and a higher IER.

The methodological differences between SDGSE and DRA on
this item have only a minor impact, with an approximately $55,000 -
bigher revenue requirement undex DRA‘s approach. Because of this

minor impact and the fact that we ordered that the fina) model rtms‘

be done on ELFIN, to which DRA‘’s methodology is tailored, we will
adopt DRA’s method as a reasonable input assumption.
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3. Dizscussion

SDG&E, DRA, and Kelco agree that PROMOD is a more complex. .
model than ELFIN. PROMOD is capable of more accurate and detailed
simulation of actual system operations, and requires less operator
ranipulation of input data in order to achieve credible results
, than does ELFIN. PROMOD has two commitment variables, so for
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 of resources to
be held on line for the next day. With ELFIN, only one of these
conditions can be covered with its single commitment variable. The
effect of the other condition must be otherwise compensated for by
the user. However, this can routinely be accomplished by a ‘
competent user, who must similarly compensate for other opexat:.onal
conditions that camnot be simulated by either model.

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

otherwise it would bhave estimated start-up costs based on historic
values. DRA estimates start-up costs at $298,000. SDG&E

implicitly agrees with this estimate since it resulted from SDG&E':-.
PROMOD run.

SDGLE arques. that ELFIN. has never been successfully
backcast for SDG&E. Backcasting refers to verifying the model by
running a historic period through it and comparing the results w:.fc:.);.
the recorded results. SDG&E believes that PROMOD is the preferred’
model that should be adopted"by- the Commission for future ECAC
proceedings. :

_ DRA counters that ELFIN is the standaxd used not only by R
it and many interested parties, but that it bhas been used by other .

utilities. DRA argues that although SDG&E claims that PROMOD has

been successfully backecast in AB: 475 runé,_ in fact since the |
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recorded dispatching results were input to PROMOD, the results
could not verify its dispatching accuracy. DRA additionally argues
that PROMOD is not as accessible to parties to the proceeding due
to the comparatively high costs of using it. The Commission
currently has a short-term agreement with EMA for the use of PROMOD
by Commission staff in ECAC and for-other matters. The cOsSts are
approximately $2,000 per month and $100 per run (off-peak), plus
fees for connection time, disk storage, and printex. In addition,
the Commission paid a flat fee of 515,000 for customer support
services by EMA. DRA believes that these costs would prevent the
active participation of some interested parties and could handicap
DRA, depending on the Commission budget, if PROMOD were chosen as
the appropriate model for future ECAC use.

ELFIN is significantly less costly, both in initial cost
and in operating cost. DRA witness Logan testified that the
licensing agreement cost for ELFIN was about $5,000 a year as of a
year ago. There is no added charge per run. Logan was not sure
whether the current prices are the same. He estimated that DRA
performed approximately two dozen runs on ELFIN in prepar:.ng for
this proceeding. : :

Kelco believes that either model is equally capable, and

that the fact that ELFIN has only one commitment variable makes no

difference in terms of the model results on the SDG&E systenm.
We will not endorse either model as the model of choice

in this proceeding. Both PROMOD and ELFIN appear to be capable of
producing reliable results when used by Jmowledgeable persons us:.ngf:
consistent and realistic assumptions. We are somewhat reluctant to.

adopt PROMOD due to cost, since as DRA points out, some paz:t:.es ‘
could be handicapped in their participation it PROMOD were adopted.‘

Since the models, especially ELFIN, also appear to be’ continuing to‘v

evolve, we will continue to monitor the comparative results in '
future proceedings. Meanwhile, we will not change our requirement .
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that ELFIN be used for base case model runs to develop the ECAC
marginal or avoided costs for QF pricing.
B. Sales Forecast

SDG&E estimates total on-system sales of 12,888 gigawatte
hours (gWh) for the forecast periocd. DRA independently estimated
12,823 gWwh. Due to the minimal difference between the forecasts,
about 0.5%, DRA recommends adopting the SDGSE 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 include sales to
Mexico, to members of the California Power Pool, and to other
California agencies. City points out that miscellaneous sales
averaged 48 gWh pexr month in 1987 due to the drought and resultant |
lowexr 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 thexe will likely be
some carryover of the drought effects on avaxlabil;ty of economy
enerqy. ' :

’ We note that the effect of an increase in miscellaneous

sales would be only a slight reduction in revenue requ;rement since
the associated increase in revenue would be nearly offset by the .
extra cost of generation.

We conclude that insufficient evidence exists on which to :
base a higher miscellaneous sales forecast. We believe that

SDG&E’s forecast of 30 gWh per month is reasonable since it is

based on historic trends. We will adopt SDGSE’s sales forecast of
12,888 gwWh. '

SDG&E proposes a resource plan that is essentially the
same as it presented in the SDG&E 1989 Test Year (TY) GRC
A.87-12-003, revised to reflect the Commission required offer of ‘
100 MW to Standard Offer 2 QFs. The result of the offer and. 100. xw
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commitment was to remove the need for 75 MW of baseload purchases
beginning in 1989.

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

2. Fue) Expense
a. Nucleax Cemexation

SDG&E’s forecast of nuclear generation is developed from
an operational forecast of SCE, the majority owner and operator of
SONGS units. The forecast generally-agreesrw1th the forecast used
in SCE’s GRC except that later refueling schedules are used here
that were not available in the GRC. DRA 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 $34.35 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
1.069¢/XWh. We adopt 3,213 gWh of nuclear generation as determined -
by DRA’s furthexr ELFIN model run we ordered as a late—fxled ”
exhibit.

b. Gas Ceneration _ | -

SDG&E forecasts 3,845 gWh of gas generation at an average -
cost of 3.57¢/kWh, which includes 500 gWh of must-run generation to .
satisfy the Enerqgy Factors Incorporated (EFI) contract. The
contract provides steam recovered from the exhaust heat from
combustion turbine (CT) units to EFI. Since the contract provides
for continuous steam, the CTs are must-run units. SDG&E bases the-i
average gas price for the forecast period on'a:cemmodity cost of
gas of $1.959 per million Btu delivered to the California border,
plus $0O. 21 per million Btu for transportation on the Southexn
California Gas Company (SoCal) system from the California border to
SDG&E’s system, for a delivered cost of $2.169 per million Btu. ‘
SDG&E assumes that the price-for spot market gas will be lower than
the oil fuel alternative, low sulfur £uel oil. (LSFO), during the
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forecast 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 gas on the spot market. A level of
service of about 95% is forecast, based on 18 days of curtailment.

DRA forecasts 3,667 gWh of gas generation at an average
cost of 3.568¢/kWh. This is based on a forecast of commodity cost
of gas at $1.918 pex million Btu plus $0.213 pef million Btu for
transporting the gas across SoCal’s system, and $0.021 per million
Btu for compressor fuel at 1l%. This yields an average delivered
cost of $2.152 per million Btu. The deliverxed cost is an avoided
cost that does not include demand charges. DRA forecasts a four-
week curtailment (20 days) of gas supply for electric generation, )
resulting in a level of service of about 94%.

SDGSE’s forecast does not indicate that it accounts for
the fuel necessary for compression used to transport the gas. _
Adding compressor fuel to SDG&E’S estimate would nake J.t about 1.'our .
cents per million Btu higher than DRA.

. Kelco supports the DRA cost torecast, and does not
present its own estimate of the qua.ntity of gas generat;.cn. ‘,

We conclude that DRA.'s forecast of the delivered cost of ..

gas is rea.sona.ble, and we will adopt $2.349 per million Btu, which
includes transporta.tion on SoCal’s system a.nd shrimge (gas usedf_
for compression) of 1%. !
" DRA- and SDG&E also now agree on the J.J.kely level of. ga.s‘ |
- curtailment, and no other party offers other torecasts. We also ‘.,
adopt a forecast of gas genera.tion quantity and cost ba.sed on the
further ELFIN run. S

c. 9Qil cenexation | | , .

SDGSE forecasts that 265 gWh, about 2% of generation, ..

will be met by oil~fired generation, using 450,000 barrels (Bbl. 5% o
of oil, including both LSFO and ‘diesel oil. This is based on’ power .

plant use due to the estimated four-week curtailment of gas ror: :

power. plants’ plus about 100,000 Bbl. ofl burn: for testing purposes.
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SDG&E estimates that the prices will be $19.83/Bbl. and $23.77/Bbl.
for LSFO and diesel oil, respectively. .

DRA forecasts 282 gWh of combined fuel oil burm, using
average annual prices of $18.22/Bbl. for LSFO and $26.58/Bbl. for
diesel oil. As discussed above, DRA also estimates four weeks of
power plant gas curtailment.

No other parties ofifer other forecasts for oil
generation. ,

DRA uses more current market data in its forecast of oil
prices than SDG&E used in its filing. Current soft market
conditions for LSFO make the-DRA forecast appear more reasonable.

‘ We conclude that DRA’s forecast of LSFO and diesel oil
prices for the forecast period is reasonable, and will adopt it.
3. Fuel 0il Inventory Management ‘

SDG&E . originally estimated fuel oil inventory carrying -
costs of $1.0406 million for the forecast period, based on a
beginning of winter (Novembexr: 1, 1988) target inventory level of
1,200,000 Bbl. LSFO and 70, 120 Bbl. diesel oil. The target level
is a level deemad necessary to begin the winter period with’ ‘
reasonable assurance that adequate inventory is available to insure
reliable service under reasonably foreseeable conditions. |

SDGSE determines its fuel oil inventory requirement using
an Electric Power Research Institute Utility Fuel Inventory Model .
(UFIM), into which SDG&E feeds its estimates of probable gas supply“
curtailments and delivery constraints, and oil resupply :
constraints. UFIM is designed to determine the monthly :.nventory
levels that will minimize the overall costs of oil inventory
management. .
SDG&E’s forecast o:c' fuel oil inventory carrying costs of
$1,579,500 is based on a target level of LSFO of 1,576,500 Bbl. and
an average 70,120 Bbl. of diesel oil. This is an increase from the!
original estinmate, since the recent period of gas curtailment for
UEG by SoCal caused SDG&E to incraase the' target level, since the
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duration of curtailment was uncertain at that time. Revisions to
SDG&E’s forecast result in a cost of fuel oil inventory management
of $1.1 million. '

DRA recommends that the Commission adopt $1,040,600 for
carrying costs based on SDG&E’s original LSFO target level. DRA
argues that the economics of the additional purchases of LSFO must
be evaluated after it is burned, when its purchase cost plus
carrying cost can be compared to altermatives. DRA furthexr
recommends that a new ratemaking procedure be used for handling
fuel oil inventory carxrying costs. Under DRA’s proposal, SDGSE
would be allowed the $1,040,600 as a lump sum for fuel oil
inventory carrying costs, independent of actual costs incurred.

The allowed lump sum carrying costs would be determined
from the formula:

Lump Sum Inventory'hllowance = (Estimated Average Inventory
Level) x (Estimated LSFO weighted-average Unit Price) X
(Estimated Average Bankers’ Acceptance Rate)

DRA estimates the values as follows:

‘Estimated LSFO Average Inventory Level 904,000 Bbl.

Estimated LSFO Weighted-Average Unit Price = $12.28/Bbl.

Estimated Average Bankers’ Acceptance Rate = 8.25%

Estimated Diesel 0il Weigh:ed-hverage
Onit Price ‘ $21.60/8bl.
Using these estimated values DRA calculates LSFO carrying

costs of $915,850 and diesel oil carrying costs of $124,722, for a
total Lump Sum Fuel Oil Inventory Allowance of $1,040,570. The
total allowance would be transferred into a subaccount of the ECAC
palancing account in 12 equal 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 actual average Bankers’ Acceptance
Rate during the pariod.
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Undexr DRA’s proposal SDG&E could operate its fuel oil
inventory at higher costs than the lump sum allowance, such as by
purchasing greater amounts of LSFO, and be allowed carrying costs
on the additional amounts only after a showing that this resulted
_in benefits to the ratepayer. The showing would have to be made
after the extra LSFO was actually burned.

DRA proposesvthis system as a means of allowing SDG&E
greater freedom in managing its fuel inventory, and as a means of
giving it an added incentive to operate more efficiently. DRA
believes that this proposal is consistent with novel ratemaking
concepts discussed in the Commission’s Division of Strategic
Planning (formerly Policy and Planning Division) Report *Risk,
Return, and Ratemaking” issued in RLBGflo—OOI.

DRA points out that the benefits to ratepayers would be
that if SDG&E operated at a lower than forecast cost, even though
it would keep all the savings in the ECAC year, the reduced costs

would be reflected in lower future torecasts«ot‘ruel oil inventory

costs, thereby resulting in lowériratesg If actual costs exceeded
the allowance, the converse would result.. c ‘
SDG&E points out the perverse incentives it believes
would result from adoption of this proposal. For example, if SDG&E
had a choice between running an oil-fired plant: overnight, ox ‘
purchasing power, and if the former costs $6 per barrel more to
operate, SDG&E could run the plant and benefit the stockholders at.

the expense of ratepayers. This assumes that carrying costs of a
barrel of oil are about one dollar per year, based on a $12.50 pexr
barrel LSFO cost and an 8% annual carrying cost. ($12.50 X .08 =
$1.00.) The added cost to stockholders would be only 8% (the AER

fraction) of tha;$6-per‘barrel‘additiqnal opérating,cost, oxr 0.08 #ﬁ“

$6.00 = $0.48. The net effect to stockholders would be a savings
of 52 cents, the difference between saving $1.00 on. oil carryihg" 
costs and spending $0.48 more for operating the plant overnight.;
In contrast, the net effect for ratepayers would be an added cost’
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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 SDG&E states that it would not operate in a
manner that would penalize the ratepayers to benefit stockholders,
nevertheless it is troubled by this proposal. SDG&E believes it |
would be a mistake to implement a system that would benefit either
stockholder or ratepayer at the other’s expense. Under the current
ECAC/AER system, what benefits one party also benefits the otker, .
although to a different degree, due to the different ECAC and- AER.
percentages. ‘

- SDG&E also believes that the proposa.l to allow it to ]
recover higher fuel inventory carrying costs only after a show:.ng‘
that the ratepayers benefited as a result is cumbersome and a
impractical. For example, if SDG&E purchased extra LSFO in one -
ECAC period, it might not burm it until the next ECAC period, in
which case the detemination of reasonableness could cause
retroactive ra.temaki.ng concerns..

We do not believe that retroactive ra.tema]d.ng would
result from the proposal if interim rates or special accounts
subject to reasonableness review were used. EHowever, we are.
concerned with the other' aspects of the proposal.  DRA would have a.
more formidable policing task in attempting to uncover actions that‘,
could benefit SDGLE shareholders at ratepayers’ expense. . We are
also concerned that an added perverse incentive might emst.‘ ,SDG&E
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 SDGLE. had o
an opportunity to buy extra LSFO at $5.00 below the current ma.rket x
price, it might not buy it because by the t:hne it was ready to bnm
the LSFO the market price could have dxopped. $5.00, resultn.ng in no-"
savings to the ratepayer. - Under that scenario, SDG&E wauld not . be
allowed to recover the carrying costs of that extra LSFO. In-
effect, it would be penalized for taking actions that would be
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expected to benefit the ratepayers. On the other hand, if burning
the extra LSFO proved economic, SDG&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 UEG was the reason for the increase.
Whether the increase is reasonable will be determined in a future
reasonableness review. For forecasting purposes, we conclude that
SDG&E’s revised forecast of the cost of fuel oil inventory
management, at $l1.l1 million is reasonable. ‘

4. Purxchased Power Expense :

SDG&E purchases enough electrical energy to meet about
half its,requirements from two geographical areas, PNW which has
abundant hydroelectric capability, and the Pacific Southwest (PSW)
which has surplus electric power plant capacity including recently
completed nuclear plants. Purchases consist of two basic types,
firm, consisting of firm capacity and associated energy, and 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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Summaxy of Purchased Powex

SDG&E
Lrem DRA SRGEE Exgeeds

Econ Purch. ($M) $ 38,810 $ 53,231 $14,421
Firm Enexgy (SM) 78,924 60,477 (18,447)
Fixm Cap. ($M) 144,054 144,494 440
Total Firm ($M) 222,978 204,971 (18,007)
Total Puxch. (SM) 261,788 258,202 (3,586)
Firm Purch. (gwh) 4,733 3,859 (874)
Total Purxch. (gWh) 6,954 6,788 (166)
(Red Figure)
a. FPixm

(1) Paw | | |

SDG&E purchases electrical energy from the PNW over
the Pacific Intertie, which consists of two 500 kilovelt (kV) :
alternating current (AC) lines and one 1,000 kV direct cuxxent (DC)
line. SDG&E’s entitlement over these lines is 230 MW curxently,
and i3 expected to increase to 276 MW beginning April 1989 when the
DC line capacity is upgraded from 2,000 MW to 3,100 Mw.

SDGSE uses available line capacities that axe the
net capacities aftexr the rated capacities are derated for
operational restraints, including forced and scheduled line
outages, AC loop flow, and system import limits, based on historic

values. This derate varies by season and peak period. Line losses
are estimated at 7.5%

SDG&E forecasts firm purchases from.Portland General -

Electric, consisting of 75 MW of capacity during«all per;ods and
hours of the forecast, and storage purchases with a peaking
capacity of 75 MW in November and December 1988 and S0 MW from
January through March, and July through October 1989. An,
additional 110 MW of unidentified ‘short-term firm purchases,
assumed by SDG&E to come from the PNW} is forecasted duxing June
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through September 1989 by both SDG&E and DRA. SDG&E forecasts its
dispatch using fixm purchased capacity to meet spinning reserve
requirements and peak locads. Energy requirements are then met by
the least expenéive available resource, with the enexrqgy associated
with firm purchased capacity dispatched only if it is economic.
SDG&E assumes a level of f£irm energy associated with £irm purxchase
contracts based on average historic values. SDGLE fuxther assumes
that £firm enexgy is purchased equally during all periods.

DRA derates the line capacities for all periods,
assumes full firm purchases under firm contracts to be coincident
during all periocds, and that purchases of energy under firm
contracts will be made at full contract availabilities at all times
and coincident with each other. Coincident means that the energy
from each firm contract flows at the same time, or coincident with
the enerqgy from the other firm contracts. This is a conservative
assumption since it is not typical for all enexgy from firm
contracts to flow on a coincident basis.

' SDGSE. and DRA agree on capacity costs for these |
purchases; but since DRA assumes more firm energy will be taken, it =
forecasts more total energy expenses. Kelcowmhkes-assumptions
similax to DRA, derates line capacities, and assumes full f£irm
energy purchases under the firm contracts. The remaining line
capacity is available for economy purchases. Xelco’s assumptions,
similaxr to DRA, place all firm purchases coincident.

Both the basic approaches, SDG&E, and DRA/Kelco,
have advantages and shortcomings, and result from the need to make
simplifying assumptions due to the models’ inability to totally
simulate the complexities of the utility operations. SDGSE arques
that its method more closely simulates actual operations. Historic
levels of firm energy purchases are assumed. Additional fixrm
energy is dispatched only to the minimum contract level:unlessvit
is economic to purchase,addédiamounts. Othexwise, economy enexqgy :
is purchased at morxe favorable'prices. Although economy energy‘can' 
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be interrupted, SDGLE has the right to call on firm energy through
its firm purchase contracts, so it can meet load and the 7% minimum
spinning reserve requirements in that manner when necessary and
otherwise benefit from the economy energy. For that reason, all
firm purchases 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 forecasting. Alt.hougb. this
method results in overutilization of the lines at times, the
duration of those times is short and has little effect on the
accuracy of the forecast. SDG&E believes that DRA’sS method is less.
accurate and results in a gréatér' degree of overforecasting of firm -
energy and resulting underforecasting of economy energy. In o
effect, DRA assumes peak demand during all hours of the forecast.
period.

SDG&E also beli’ev‘esﬂ that the line capacity der:a.te_
used by DRA and Kelco is conservative since planned outages are

scheduled during off-peak periods when possible and nomlly would
not affect peak period. capacity.‘

DRA and Kelco base their approach on the. perce;wed N

need to prevent overscheduling purchases on the lines and exceeding.
the available line ca.pacities. By assuming that all available f:.m "
energy is taken du:ring all periods, the maximum capacxty of the
lines that can be used by firm. purcha.ses is assumed to be used: ‘
and, therefore, that capacity cannot be .also committed to economy
energy at the same time. We observe that these assunptions are
consexvative in that they prevent any overloading of the 1:mes,
which could happen under SDG&E’S asstmptions. -

. We agree that SDG&E’s approach will result in
assuming greater line capacity than will be available at certain
times. This would: be expected to occur most-likely during peak
periods when purchases of full or higher than average quantities 24
firm energy would be made. SDG&E points out that pea]c periods
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consist of a limited number of hours daily, and that DRA’S method
restricts economy energy during all hours of the day and night.

While DRA’s approach somewhat understates econonmy
purchases, the results appear to be more reasonable than the SDG&E
approach. SDG&E’s approach appears to overstate more significantly
econory purchases by allowing economy purchases during all periods,
resulting in forecasts of significantly more economy energy
purchases than we believe is reasonable to forecast.

On balance, we believe that DRA’s approack is morxe
reasonable and that it provides a better approximation to actual
operations. , : S
We hope that continued evolution of. the models will
result in more accurate simulation of actual operations, so that
these sinmplifying assumptions will no longer be needed. We
encourage the parties to work toward that goal.

For this proceeding we will adopt DRA’s method of

forecasting as reasonably representing expected firm PNW purchases.

(2) eow - o .

SDG&E forecasts firm purchases from APS,
Alamite/Tucson Electric Power, PNM, Commision Federal de
Electricidad (CFE) of Mexico, Portland General Electric, El Paso
Electric, and from various short-term fimm 'suppliers. These

purchases are transmitted over the 500 XV SWPL line using SDG&E’s

entitlement plus an additiqnal 50 MW of entitlement to capacity on
that line of other parties that is expected to be available to -
SDG&E. Line capacity is derated to reflect expected outages,
curtailments, and loop flow. Line losses arxe estimated at 2.5%.

DRA has reviewed SDG&E’s forecasted firm puxchases . -

and has not taken exception to the capacity costs associated with

all sources, except for the short-term firm capacity, which has not -

yet been arranged. DRA forecasts $440,000 for four months’
purchases at 110 MW per month from June through September 1989,
based on a cost of $1.00 per kW-month. . This compares to SDGEE’Ss
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forecast of $880,000 for the same quantity and period, based on 2
forecast of $2.00 per kW-month. Although DRA disagrees with SDG&E
on this issue, very little evidence was presented to support its
position. Similarly, SDG&E also offered little evidence to support
its forecast. We conclude that based on the information available,
it is reasonable to adopt a value midway between the two forecasts,
at $1.50 per kW-month.

DRA has also expressed concern that the contract
with CFE is uneconomic, i.e., that the purchases will be at costs
higher than SDG&E’s avoided cost. The high demand charges for firm
purchases in the CFE contract cause the total price to CFE to be
higher than SDG&E’s avoided cost. 'DRA encourages SDG&E to make
every effort to make the contract cost—etféct'ive.‘

. We share DRA’s concern that the CFE contract may be -
uneconomic to SDG&E’s ratepayers. = We encourage SDG&E to actively
pursue renegotiation of those terms in the CFE contract that result
in CFE enexgy costing more than alternate sources.

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

SDG&E and DRA forecast substantially different
quantities of firm energy for the same reasons as discussed in the
PNW f£ixm puxchased power section above. :

‘Similar conditions exist for PSW firm pu.rc:bases as
for PNW firm purchases. Therefore, for the same reasons we
discussed in the section on PNW firm purchases, we will adopt DR.A.’s
forecast mathodology for :torecasting purposes. While DRA‘’s
forecast scmewhat understates line capacity available for economy
energy, we believe that SDG&E’s forecast overstates capacity. -
availability. Wwe will adopt DRA’S: pethod of forecasting, reduced:
to reflect the adopted cost of short-tem firm capacity of $1.50
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per kwW-month, as reasonably representing expected firm PSW
purchases.
b. Non—firm
(1) W
SDG&E, DRA, and Kelco disagree on both the forecast
quantities and prices for PNW economy energy. SDG&E assumes that
the quantity of 'economy energy available is its entitlement on the
lines, less the expected firm purchases and line derate. SDG&E
determined that 95% of PNW entitlement is available off-peak and
during spring run-off. During othex periods on~peak availability
is based on historical conditions. On this basis SDG&E estimates
1,107 gWh for the forecast period, at an average price of
1.743¢/kvWh. Pricinq assunmes that PNW prices will remain above
nistorical averages through March 1989 due to the drought
conditions, then drop to normal levels beginning April 1989. The

prices range from 2.000¢/kWh on-peak and 1.800¢/kWb off-peak during'

the first five months, to as low as 1.760¢/XWh on-peak and
1.350¢/kWh off-peak, during the remaining seven months.
DRA derates the line capacities for all periocds,

assumes full firm purchases under firm contracts to be coincident |

during all periods, and assumes the remim.nq capacity to be
available for economy energy. DRA believes that pr:ice competlt;.on
between the PSW and: PNW will cause PNW prices to closely follow
PSW. DRA based its PNW prices on its PSW billed price forecast
plus 0.05¢/kWh for the first five months, and on the PSW billed

price £orecast for the remaining seven nonths- Dispatch prices are

determined from the bhilled prices by adding an estimate of line
losses, which DRA assumes to be 7.5% as does SDG&E. DRA‘s unit
cost estimate is flatter than SDG&E’s.. It peaks in January and -
February 1989 at 1.981 and 1. 846¢/kWh on--and- off-peak,
respectivaly, and has a low of 1.745 and 1.626¢/kWh on— and off-
peak during spring and fall of 1989. On this .basis DRA £o:ecqsﬁs
807 gWh of PSW economy energy at an average price of 1.648¢/kWh.
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Kelco forecasts the same prices used by DRA for
April through October 1989, but increases the price to 2.44¢/kWh
from November 1988 through March 1989 due to the drought. FKelgco
arques that recent prices paid by Pacific Gas and Electric Company
(PG&E) for PNW econonmy energy justify this price. For example, in
April 1988 PG&E paid 2.48¢/kWh, and the prior four months’ prices
were in the 2.4¢/XWh range. In May and June the price dropped due
to greater supply availability as a result of the required fish . |
flush when higher downstream water levels are maintained. The fish
flush requires more flow through the dams, which makes more economy,
enerqgy available.

Comparing the price. forecasts, SDG&E, DRA, and Kelco'
all assume higher prices in the initial months of the forecast
period due to the drought. SDG&E and DRA have similar Eorecasts, 1‘ :
with SDG&E’s prices slightly higher. Since SDG&E also forecasts
higher purchase quantities, we believe that higher prices would
result due to the increased demand. We conclude that SDG&E’s pr:f;‘ce‘ |
forecast is reasonable. o - _

For the same reasons as discussed in the PNW firm.
purchase section, we believe that DRA’s forecast more accurately B
represents expected economy purchases than the SDG&E forecast. We
will adopt DRA’s method for forecasting the quantity of PNW economy{ |
energy purchases. We do not believe that Kelco’s pricing rorecast
for the first five months has been adequately supported with ]
recorded data or trends. We conclude that DRA‘s pricing :orecast
is reasonable. '

(2) pSw ‘ :
SDG&E’s econony enexgy pu:ch.a.sea from the PSW

consist primarily of economy energy from. coel and nuclear plants a.n :
Arizona and New. Mexico.

- SDG&E. rorecastz the amount of economy energy
available monthly, based on the available line capacity, :.ncluding
50 MW entitlement from 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
reducing the economy energy by that amount. SDG&E forecasts enough
available economy energy during the months of November through
March and all weeknight hours for other months to f£ill the
available capacity. During the balance of 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 ($/MWD.) = gas price ($/MMBtu) x 8.19

The equation was developed from the average cost of
PSW economy energy and the average cost of gas for the period fxom
January 1987 through March 1988. The resulting .pr:i,ces are lower
than historical, reﬂecting' recent trends in PSW prices and the
expected greater availability of low cost bhaseload energy in the
future. SDG&E forecasts a total of 1,462 gWh at an average price
of 1.860¢/XWh.

DRA uses SDG&E’s line capacity entitlement plus an
added 50 MW assumed to be available fron other entities owning
capacity entitlements on SWPL. DRA uses the same 2.5% line loss
factor as SDG&E but accounts for it differently than SDG&E by
reducing the SWPL capacity by tbet anount..

DRA prices are ‘based. on the equa.tlow

PSW econonmy energy price ($/MWh) = 4.44.+ (gas price x 5. 88)

The formula was developed using the relationship of
the average cost or PSW economy energy to the average cost of gas,
during the period from July 1985 through April 1988. The tomula
differs from SDG&E’s due to the base period used. :

‘DRA. forecasts a- total of 1,054 gWh of economy energy
purcheses from the PSW at an average cost of 1.75¢/XWh.

In considering the appropriate forecast quantity of

economy energy, we note that SDG&E and .DRA each. handle line .
capacity limitations for PSW econony energy on SWPL in the same
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mannexr as each handles PNW line capacity limitations. Therefore,
the same relative results exist, i.e., SDG&E at times exceeds line
capacity availability, and DRA restricts economy energy by assuming
full firm purchases during all periods. For the same reasons as
discussed in the PNW section, we will adopt DRA’s method of
forecasting economy energy purchases as more representative of
expected system operations than SDG&E’s forecast.

B The price forecasts range from 1.75¢/kWh for DRA to
1.86¢/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 purchases, s:mce the J.ower cost purchases
will have been exhausted. DRA’S price’ :!orecast, at 6% below
SDG&E’s, appéa.rs to follow ‘t:hié expected trend.

Although it does not precisely replicate system
operations, we conclude that DRA’S forecast method is more
representative of expected pricing of economy energy from the PSW

during the forecast period. We will adopt DRA’s price forecast
method. ‘

Table 2 shows the comparative economy energy price
forecasts of SDGSE and DRA.
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SRGEE , DRA  SD&&E DRA

20.00 17.97 18.00 16.74 = 18.00 18.02 16.75 16.17

20.00 18.27 18.00 17.03 19.41 18.34 18.05 16.45

20.00 19.81 18.00 18.46 21.85 19.93 20.39 17.88
20.00 19.81  18.00 18.46 21.17 19.93 19.71 17.88
20.00 18.58 18.00 17.32  20.29 18.66 18.83 16.74
17.60 17.45 13.50 16.26 18.44 18.02 17.17 16.17 -
17.60 17.45 13.50 16.26 18.44 18.02 17.17 16.17
17.70 17.57 13.60 16.37 18.54 18.15 17.27 16.28
17.90 17.57 13.80 16.37 18.83 18.15 17.46 16.28
17.90 17.57 13.80 16.37° 18.83 18.15 17.46 16.28"
18.00 17.45 13.80 16.26 18.93 18.02 17.56 16.17
18.00 17.45 13.80 16.26 ~ 18.93 18.02 17.56 16.17

(3) Hinse11aneen&.En:shneee.anﬂ.ﬁnle&

Miscellaneous economy energy purchases are torecast
to come from California and- Mexico. Those from California are ::rom
surplus hydroelectric in northern Ca.lifornie, or from oil/gas r:.red
resources. The Mexican purchases are expected to be from
geothermal or oil/gas fired resources.

SDG&E forecasts 30 gWh per month at an average cost
of 1.869¢/kWh for the forecast pe_riod based on recent historic
values. '

DRA agrees with the quantity, and forecasts an.
average purchase pr:.ce of 1. 831¢/m based on the equation:

Purchase Price ($/kWh) = Gas Price ($/MMBtu) x 8.51
| The equation DRA uses was developed by SDGSE. It is’

based on the ratio of the weighted-average cost of these purchases .

to the average gas dispatch price from January 1987 through Maxch
1988. DRA and SDGSE agree on this item except for the price of
gas. We will adopt DRA’S purchase price forecast since we are
adopting DRA.’s gas price torecast.

o
. R
V
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D. QF FPayments

This 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 for the QFs. For example, a utility -
might need to install an additional peaking turbine to meet peak
demands if it did not have QFs to rely on in meeting that need.

Similarly, the energy cost is the unit cost that the
utility would otherwise incur in operating its own facilities to
provide the enexgy that it purchases from QFs. In D.88=03~079, we
adopted the QFs=-in/QFs-—out approach to determine the costs a
utility avoids by virtue of having QFs. The concept of the IER
originated in the negotiating conference that developed the :.nte::m‘
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 into electrical
enerqgy, expressed as Btu/kWwh. ‘

The procedure used in determining the IER is to pe:.-form
two runs using a given model, one run with QFs ~in¥, ‘the other with '
QFs ~out.” The difference in total operating costs, or total
costs, between the two runs, is the effect of the QFs on the
utility operational costs. The gas cost component of the total ‘ _
costs is then adjusted to reflect the total cost of gas for U‘t::.lztya '
Electric Generation (UEG) which includes demand costs, resultmg :m'
VEG-adjusted total gas costs. From this a unit UEG gas rate is-
calculated. The IER is then determined by dividing the d:.fference
in UEG total costs by the quantity of QF generation, and da.v:.d:.ng
the result by the U’EG gas rate.

The :ormula. for calculat:.ng the IER (in Btu/kwh)
follows:

IER = A total cost ($) = QF generation (gWh) = UEG rate ($/m13tu)
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1. capacity Cost .

The parties stipulated to an avoided capacity cost of |
$65.00/kW~year for calendar year 1989, as the capacity cost proxy
based on the cost of a combustion turbine on SDG&E’s system. This
value was proposed by SDG&4E and DRA in the SDG&E GRC, A.87-12-003.
The capacity cost is based on an average ERI of 1.0.

SDG&E performed the QFs—in run using the same resource
plan it used in the 1989 TY GRC which includes all QFs currently in
operation plus additional QFs considered Likely To Be Available..
The QFs-ocut run assumes that the capacity associated with Standard
Offer 1 and Standard Offer 3 QFs is not available. The result
would noxmally be a higher EUE under the QFs-out case since the EUE.
would be higher with the reduced rescurces. In this instance,
however, both EUEs are the same and therefore the resulting ERIs
are the same at 1.0, since the additional capacity is needed. in
this timeframe. It follows that the average ERI is also 1.0.

The annualized capacity of $65.00 per XW/year is then

multiplied by the ERI to obtain a capacity cost for QFs of o .
$65.00/XW-year. The breakdown of capacity payments by time peried = .
proposed by SDG&E follows in Table 3. L
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TABLE 3
As~Available Capacity Payment Schedule
—Proposed Effective November 1, 1988

Hourly Payment
Allocation Rate
Tine Pexiod , Factor L&/XWh)

Summex .
On-Peak 0.096 6.25
Semi-Peak . 0.006 0,39
Off-Peak ~ 0.000
Super-0off-Peak 0.000

Non=TOU , : 0.011 0,70

wWintex _ :

On=-Peak 0.013 0,82
Semi~-Peak 0.008 0.50
Off-Peak ' 0.000 ‘
Super-Off-Peak: 0.000

Non=10U - - 0.002 .13
Annual Average of TOU 0.011 0.74

DRA and Kelco agree w:i.th. these values for capacity
payments to 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 capacity to SDG&E for the forecast period. We will .
adopt these values. ' |
- 2. Enexgy Cogt
a. UEG Gas Cosgt '

Total gas cost for UEG includes the del:.vaz:ed cost plus
the transmission cost based on the GTUEG. tariff, for gas sold by
SDG&E’s gas department to its electric depart:ment. “The GTIUEG
tariff consists of monthly demand charge and the volumetric rate.
and is designed to recover the fixed or c_lemahd costs on both the
SoCal and SDG&E systems for transporting the gas from the o
California border to the system. The volumetric rates are based on
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two tiers. Tier I is used for the first 18.5% of UEG gas used eack
month, and is priced higher than Tiexr II. Tier I represents the
baseload quantity of gas, while Tier II is the added discretionary
quantity of gas.
(1) Sales Volupe

SDG&E argues that the volumes recently adopted in
D.87-12=039 in the gas OII (I1.86-06~005) should be used with the
Tiexr I rate to determine the Tier I gas cost, since the current
GIUEG tariff is based on those volumes.

DRA argues that the most cuxrrent forecast should be

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

The difference in gas expense between using the gas}‘_
OIT volumes and the ECAC forecast volumes is about $445,500. This
is caused by the substantially lower ECAC gas volumes as compared

to the gas OIXI 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 the hearings: and after examining rebuttal
testimony of SDG&E, DRA stipulated to SDG&E’s method for Tiex I.

We agree that the Tier I sales volumes must 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 Tier I should use the same sales volumes.

We will adopt the gas OII volumes for Tier I. ECAC.

volumes in excess of Tier I volumes will be billed under Tiexr II
rates. '
(2) cCost of Gas to UEG
As mentioned above, we will adopt the DRA forecast
of the delivered price of gas to the SDGLE system at $2.349 per
million Btu. ThiS'price'is‘than'adjusted by DRA to reflect all

costs which include GTUEG demand charges of. $38 562 million for theﬂ

forecast period.
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3. OF Addexs

Two issues arose regarding adders to QF payments,
involving the propriety of Operation and Maintenance (0O&M) and of
Administrative and General (A&G) adders. The considerations are
whether SDG&E saves O&M and A&G expenses by virtue of QF purchases
and resulting lower utilization of its own plants. If savings L
result, thay must be quantified, and the method of compensating. the
QFs must be decided. We will address these issues individually.

a. Avoided OKM Costs ' o

Avoided O&M concerns the O&M costs that SDG&E avoids by -
purchasing QF energy instead of using its own plants. O&M .can be
split into two types, fixed and variable. Fixed is routine y
activity that does not vary significantly with usage of the plant.
Variable, on the other hand, is directly related to the amount: of
plant usage. : ~ :
The second issue dealing with O&M is how the payment.
should be handled, i.e., as an addexr to the QF payment, or as 2
component of the IER. , S

Kelco recommends an O&H adder of $0 003 or 3.0 mils per
kWh, which 'is apparently pased on the value recently considered :x.n
the SCE GRC. '

~ SDG&E agrees that an O&M adder is’ appropria.te, ‘but.

recommends a value of $0.0002 or 0.2 mils per kWh based on a ,
recommendation of the California Power Pool. SDG&E- believes. tb.at
differences on the SCE system are respons:.ble for its highexr oM
value, ‘and that such a high value is not appropriate for SDG&E.

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

The issue of the 0&M adders was raised in the proceed:.ng,

but was not extensively developed by the part:\.es-- Kelco recomendsu‘ o

the 3.0 mils per Xkwhadder which we adopted in September 1988 for L
SCE. This figure is much higher then the adder recommended by DRJL N
and SDG&E in the current proceeding.
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We are persuaded from our past treatment of O&M adders in
ECAC proceedings for 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 Xwh adjusted for on-peak
fossil generation. This is identical to the O&M adder we adopted
for PG&E in November 1988 in its most recent ECAC decision,
D.88-11-052. This results in an O&M adder of 1.06 mils per kWh.

Because this issue was not thorqughly explored in the

proceeding, we will order SDGSE to provide a complete study of O&M -

costs avoidable by QF purchases relative to its system to the
Commission Advisory and Compliance Division within 90 days after
the effective date of this decision.

SDG&E must also show in: its next general rate case 11lzng
that it has removed from its proposed level of O&M expenses the
appropriate O&M expenses avoided by QFs.

b. Reduced AkG Costs |

Kelco recommends an adder to the QF payments'to-rezlect
the reduced ALG costs due to less need for working capital by
virtue of QF purchases. The theory is that SDG&E benefits in cash’
flow by the delay or lag in paying QFs, instead of using its own
resourcas which require current.or\adwance paynent for investment .
and expenses.

SDG&E argues that its method of paying QFs does.not have
a significant lag, and that it is doubtful that SDGLE receives any:
benefit due to reduced need. for working capital. In fact, SDG&E
arques that a subtractor might be appropriate.to-re:lect/this'iten;

4. Purchase Quantities o
' SDG&E and DRA forecast similarxr. purchasa amounts rrom.QFs,
but substantially ditrerent costs, as shown in Table 4.

e
BN
. KA
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TABLE 4

RRA SPOXE
Energy Purchases (gWh) 230.4 231.5
Energy Cost ($ million) 9.383 6.205

DRA’s slightly lower purchase level is due to more
current data on the expected on-line date for a new QF project.

DRA’s dramatically higher costs are the result of its
higher recommended IER (compared to SDG&E’s PROMOD IER) and
different gas price.

We conclude that DRA’s forecast mathod is correct, and
adopt a forecast for QF purchases of 231 gWh based on the further
DRA ELFIN run. .

E. Revemue Requirement

' As a result of adopting various assumptions and forecasts:
of the parties, the level of forecasted ECAC and AER increases also’
change, due in part to gas pricing, resource assumptions, and :
purchased power results. The latest forecasts by SDG&E are a S
$7.669 million ECAC increase, a $0.520 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 of .
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 ERAM overcollection at $30.8 million, for .

2 net rate decrease of $27.027 million. wevwill.adopt'thesef
forecast values.

We will adopt two changes in rate deszgn in this
proceeding. First, the agricultural Schedule PA=T-1 will become a . .
rermanent schedule, since we will remove the termination date

-currently in efrect.
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Second, we will adopt an optional AL~-TOU schedule with a
shorter peak period of noon to 6 p.m. compared to the 11 a.m. to
6 p.m. peak period in effect in the AL-TOU tariff. This optional
schedule is intended to accommodate requests by school districts
who normally end summer classes by noon.
F. Revenue Allocation and Rate Desiqn

Since we intend to implement the revenue requirement
changes herein concurrently with the SDGEE GRC A.87-12-003, we will

reflect revenue allocation and rate design associated with revenues

in this proceeding in the GRC.
G. _Comments :
Comments on the proposed decision were filed by DRA,
Kelco, and SDG&E. DRA points out several typographical errors
which have been corrected. DRA further suggests nonsubstantive
editorial changes, some of which have been made.

Added Appendix A reflects the IER and revenue
requirements based on the adopted assumptions and values.
Findings of Fact

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

net rate decrease of $7.535 million on an annualized basis:
beginning November 1, 1988. This change is based on an ECAC
increase of $4.679 million, no change in AER, and an ERAM decrease
of $12.214 million.

2. The latest updated request by SDG&E is for a net revenue
decrease of $22.607 million, based on an ECAC increase of $7.669
million, an AER increase of $0.520 million, and an ERAM reduct:.on
of $30.796 million. :

3. DRA recommends a net revenue decrease of $29 626 million
based on an ECAC increase of $1.300 million, an AER decrease of
$0.130 m:i.llion, and an ERAM reduction of $30.796 nmillion.

4. SDG&E’s current annual ECAC proceeding marks the

beginning of the requla: revision in ECAC of key components used in “ _-‘_

e
O'.l“ |
Ce P
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the determination of prices to be paid for power sold to SDG&E by
QFs.

5. 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 foxr SONGS 2&3 has been consolidated with
that issue in the SCE ECAC A.88-02-016 reasonableness review.

8. SDG&E supports PROMOD as the only model capable of
accurately simulating its operations.

9. DRA and Kelco prefer the ELFIN 1.60 model, and believe it
is equally capable of competent results. .

10. PROMOD is significantly more costly to use than ELFIN o
1.60.

11. ELFIN 1 60 is improved over earlxer versions of ELFIN.

12. PROMOD has two comnitment vanables while ELFIN 1.60 m '
one. g

13. Inconsistent essumptions used by SDG&E in its PROMOD and
ELFIN runs are partly responsible for the large dirzerence in IER>\1
between the two runs. ff_

14. SDG&E and DRA agree on the forecast sales of 12,888 gWb. ﬁ‘

15. City questions the forecast level of m;scellaneouS-salesi
due to the recent drought effects. A

16. All parties agree with SDG&E’s proposed resouxrce plan.

17. SDG&E agrees on the !orecast delivered comnod;ty oost or
gas at $2.349 per million Btu- T

18. SDG&E and DRA agree that four weeks of gas curtailment to
power plants is likely during the forecast period.

19. About 2% of SDGLE’S electrical requirements w:ll be’ ‘met
with oil=-fired generation using LSFO or diesel oil.

20. SDG&E meets about half of its electr;cal requ;rements
with purchased power.
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21. Purchased power ¢omes primarily from the PNW and PSW.

22. SDG&E assumes average historic f£irm energy purchases
during all periods, which at times overloads the lines.

23. DRA and Kelco assume full available firm energy purchases
during all periods, which results in less line availability for
energy purchases and prevents overloading the lines.

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

25. SDG&E, DRA, and Kelco aqree that tb.e annualized cepac;ty
coet is $65.00 per kw=-year.

26. SDG&E, DRA, and Kelco ag'ree that SDG&E’sS ERI is 1.00.

27. All parties agree that an O&M adder is appropriate.

28. Kelco recommends an O&M adder of 3.0 mils per kWh.
conclusions of Iaw .

i. Both the PROMOD and the ELFIN 1.60 models competently
simulate SDG&E’s system operations, and should yield sm:.lar
results when the same assumptions are used.

2. It is reasonable to adopt DRA’s recommendation to use the A
ELFIN 1.60 model to develop SDGSE’s revenue requirement and IER in =
this proceeding.

3. The resource: plan submitted by SDG&E in this proceed:.ng
is reasonable.

4. A reasonable resarve nergin requirement for . d:Lspa.tch:mg'
resources is 7%. ‘ o
S. It is reasonable to consider 2irm purchases ‘as r.ast—start “
units that contribute to spinning reserve. .
6. It is reaaonable to consider Encina Units 4 and S as
test—start units. ,
, 7. It is reesonable to. model firm pu:r:cheses rrom PNM
assuning a one MW first block. : ‘
8. Reasonable dispatch costs for the APS. contract are $2. 00
per Mwb higher on-peak and $1.30 ‘per mm higher of.f-peak than the S
ELFIN base case dispatch costs. ~
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9. Annual startup costs foxr SDG&E of $298,000 are
reasonable.

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

11. A reasonable forecast of nuclear generation is 3,213 gWh
at a cost of $34.35 million.

12. A forecast of four weeks of gas curxtailment is
reasonable.

13. A reasonable forecast of the delivered price of gas is
$2.349 per million Btu imcluding transportation and shrinkage.

14. A reasonable forecast of the cost of oil is $18.23 per
Bbl. for LSFO and $26.58 per Bbl. for diesel oil. -

15. A reasonable forecast of the cost of fuel oil inventory
management is $1.1 million.

16. It is reasonable to forecast firm purchases assuning all
available firm energy is taken during all periods. :

17. It is reascnable to base line availabilities on rated ]
capacities, derated to reflect normally expected curtailments. based .”
on historic values. : L

18. A reasonable estimate of line- losses for the I’NW lines is’
7.5 %. .
19. A reasonable estimate of line 1osses on SWPL is 2.5%.

20. It is reasonable to assume that SDG&E will be able to ‘
purchase 50 MW of additional capacity on SWPL from other partn.es.‘ o

: 21. It is reasonable to assume four months of short-term firm
capacity purchases at a.cost of $1.50 per kW-month. : S

22. SDGLE’s equation for forecasting the pnce of PSW econo:ny , o

energy based on the gas price is reagonable-. : '

23. It is reasonable to assumc 30 gwWh per month of
miscellaneous eccnomy' energy purcha.ses using using DRA’s :comula
for price. :
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24. An avoided cost of $65.00 per kW-year is reasonable as a
capacity cost proxy based on the cost of a combustion turbine on
SDG&E’s system. ‘

25. A reasonable value of the ERI is 1.00 for SDG&E.

26. It is reasonable to use the gas OIX adopted volumes for
SDG&E in determining Tier I and Tier IX commodity rates.

27. A reasonable forecast of the delivered price of gas to
SDG&E’s system is $2.349 per million Btu. .

28. It is reasonable to remove the expiration date of the
PA-T-1 tariff schedule, making it a perhanent schedule.

29. It is reasonable to adopt an opticnal AL-TOU schedule
with a reduced peak period of noon to 6 p.m. :

30. It i{s reasonable to reflect the revenue requlrement and -
rate changes resulting from this decision in ‘coordination with

changes in the SDG&E GRC A..87-12-003.

31. It is reasonable to adopt an adjusted O&M adder of 1.06
mils per Xwb for this- proceeding-

32. SDG&E should be ordered to conduct a study of avoidable
O&M costs associated with QF production.’

IT IS ORDERED that: )

1. San Diego Gas & Electric Company (SDG&E) is euthor:.zed to
decrease its total Enexrgy Cost Adjustment .Clause (ECAC) revenue .
requirement by $27. :1.03 million, the net effect of an ECAC increase
of $3.555 million, an Annual Energy Rate decrease of $0.130
million, and an Electric Revenue Mjust_ment._ Mechanism decrease of
$30.788 million as shown in the tables in Appendix A.

2. The revenue requirement changes’ authorized by this
decision will be effected in rates through coordination with the _
rate changes and rate design principles that will be adopted in the ' .
SDG&E General Rate Case decision in Application 87-12~003, except




A.88~07=-003 ALJ/WRS/Jt *¥w

that Schedule PA-T-1 shall become permanent and an optional AL-TOU
schedule with reduced peak period shall be offered.

3. On or after the effective date of the final Phase X
decision in this proceeding, and at least 3 days prior to the
authorized date for tariff revision, SDG&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 after their effective date.

4. An Energy Reliability Index value of 1.0 is adopted in
this proceeding. 3

5. An annual avarage Incremental Energy Rates (IER) of 8,765
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-differentiated IERs shown in Appendix A
are also adopted.:

6. . San Diego Gas and Electric Company will file a complete

study on the avoided Operation and Maintenance costs associated
with its electric purchases from Qualifying Facilities. The study o
will be filed with the cOmmission.Advisory and Compliance Division '
within ninety days. ‘ ‘ ' | ‘

This oxder is effective today.

Dated December 19, 1988, at San Francisco, California.

A

STANLEY W. HULEDT
" President
DONALD VIAL.
FREDERICX R. DUDA
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Table L+
DRA Estimate of Reverue Requirements 12/16/88
and Changes .
Per Alternate Decision

(4] (2) = 1) « ()
Present Adopted *v
Rate Ravenye
Revenues Regquirement Change
¢S 000) (3 000) (s C00)
33%54,580 £340,13% . 33,555 wv-

332,198 $32,328 5150w

(54,379) (333,60 €330, 788y v

538,399 387,296 (327,103)

* Includes FREU.

» At sales of 12,879.1 CWh.

wwr (3360,103 (Table L-2, VUM 22y - 3356,580 ) = 1.00918 CSb!F)
woww Table L5, Line 14,

W (230,500 (Table L-5, line 24) « 33 (Table f.-S, Uine 26) + 3280 (SOFF)).
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Page 2
TARLE L=-2

‘ll' DRA. ESTIMAXE OF
ECAC REVENUE REQUIREMENT AND UNIFORM RATE CHANGE
PER AUTERNATE DECISION

(November 1, 1988 thru October 31, 1989)

C/la M

125,983
,337

176,433
46,542
9,651
34 r35°
400,351

38
8,553
298
1,100
(580)
410,106

1S Less AER Recovery Portion (8%) ‘ (32,808)
16 Less NARCO Fuel Sexvice Charge ' (2,000)
17 Plus Alamito-Tucsen Capacity (300 MW)

18 Subtotal

19 Nem~-Jurisdictional Amount at 2.71885%

20 Adjusted Subtotal

ZLIessImoyxxadstm:nahu:e<u1waa¢nm-1,3388 :
'22 Total Requinement 360,103

ZB-MWatMECACM o 356,580
24 ECAC Reverme Requirement |
25 ECAC Rate Change ~ Forecast Sales of 12879.1 Gih

26 Franchise Fees and Uncollectible Expenses, at 1.2600%
27 Uniform ECAC Rate Change

‘ * Excluding 300 M¥ Alamito-Tucson Capacity
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TARLE L-3
DRA ESTIMATE OF
ANNCAL ENERGY RATE (AER)
PER ALTERNATE DECISION

(November 1, 1988 thru October 31, 1989)

.~

15 AER Requirement (8% of Line 14) :
16 Non=Jurisdictional Portion at 2.7189% of Li.ne 1s

17 Adjusted AER Requirement

18 Total Anmual Enexqy Rate for 12879.1 GWh Applicable Sales

19 Franchise Fees and Uncollectibdle Expenses at  1.2600%
20 Adjusted Anmal Enerqy Rate (Line 18 + Line 19)
21 Less Present Annual Enexgy Rate

‘mnequ:xadmveazeinm

23. Cuxrent mc/m Rate
24 Plus Proposed: BCAC/AER 2djustments
25 Proposed ECAC/AER Rate |

» Bxcluding 300 MY Alamito-Tacson Capacity

M3
125,983
7,337
176,483
46,542
9,651

34,350 -

400,351

384
8,553
298

410,06

0.250 ¢/}, -
0.001 ¢/)sh

3.02¢ ¢/}t |
0.029 ¢/ .
3.053. c/)d#b.«fﬁ, ‘
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TABLE L~4
. DRA ESTIMATE OF
PROPOSED TNIFORM ERAM RATE CHANGE
PER ALTERNATE DECISION
(Novembex 1, 1988 thru Octcber 31, 1989)

(M3)

1 Estimated ERAM Balance as of November 1, 1988 (35,191)
2 Net/Gross Factor Adjustment (0.88505%) 311
3 Adjusted ERAM Balance _ (34,879)

-

4 Total ERAM Rate (Applicable Sales of 12879.1 GWh) =-0.271 c/kh
5 Present ERAM Rate  -0.034 ¢/

6 Proposed ERAM Rate ‘ -0.237 ¢/}
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TAELE L-5

BECAC/AER/ERAM REVENUE REQUIREMENT
PER ALTERNATE DECISION

(November 1, 1988 thru Octcber 31, 1989)

L3

I (%)

1 Natural Gas 125,983
2 Fuel Oil 7.341
3 Purchased Power 232,676
4 Nuclear 34,350
S Subtotal . 400,352
6 Other Expenses , 9,754
7 Subtotal - 410,106

8 AER Requirement. (8%) | ' 32,808

9 less Mjustments 992
10 Iess Revenue at Present Rate 32,198
11 AER Revemie Requirement (381)
12 Revemue at Pxoposed Rate 129
13 SOFF Differential (0.918%) ool
14 Total AER Revemue Requirement 130

1S ECAC Recuirement (92%) ) 377,297
16 less Adjustments. - 17,195
17 Less Revemue at Present Rate 356,580
18 ECAC Revenue Requi:mt 3,523
19 Reverme at Proposed Ra 3,606 -
20 SOFF Differential (0.918%) ' 33
21 Total ECAC Reverme Requirement : 3,639

22 Mdjusted ERAM Balance ' (34,879)
23 less Reverme at Present Rate ‘ (4,379)
24 ERAM Reverme Requirement . , (30,500)
25 Reveme at Proposed Rate (30,524)
26. Voltage Discount Adjustment T 8
27 SOFF Diffevential (0.918%) | 280
28 'mtal ERAMRevemm Requ.i:ment (30,796)

29 Total m/mc/m Requ.i:emem (27,027)
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SAN DIEGO GAS AND ELECTRIC COMPANY
ADOPTED AVOIDED ENERGY COSTS
ECAC Forecast Period =+ November 1, 1988 through October 31, 1989

E___

DESCRIPTION SEMI- orF SUPER SEAS

PEAK PEAX QFF-PK  AVC

PEAK SEMI- OFp SUPER  SEAS

|
|
SUMMER ] WINTER
!
|
| PEAX PEAK QFF-PKX  AVG

!

T |INCREMENTAL ENERGY RATE-IER
| CBTU/KWH)
]

Z |EQUIVALENT IER or IER
JW/ &M ADDER (BTU/KWN)
[CCLS 7 L3) * 10 exp 6)

|
8480 7%3 8280 | 9539 9754 8306

8813 7956 813 o872 9587 939

!
S [G-UEG RATE (S/MMBTU)

&

I |
4 |AVOIDED COST OF ENERGY | 0.02928 0.02851 0.02695 0.02425 0.02632 | 0.03032 0,02941 0.02799 0.02579 002829 | o Ty
[¢S/Hy CLT * L3)/¢10 EXP 6)) | jo

| \ I | - ' ' 1

3.1786 3.1786 3.1786 3.1786  3.1786 | 3.1786 3.17% 3.17%

5 [AVGIDED. COST OF ENERGY WITH |0,030344 0.029568 0.02801 0.025290 0.027378 [0.031380 0.03047 0.029050 0026847 0029349 ;o.ozcm o

|0t Adder of 1.06 mili/skwh. | |
PCLh « .00106) S/XwH 1 1l
§ ]
[TRANSMISSION | |
l‘..—--'......'--.. | | . “
6 |ENERGY LOSS FAGYOR - | 1.0313  1.0298 1.0214 1.0214 1.024 | 1.0306 1.0282 1.0215 1.0215 1.02%9 | - 1.02:.1 1
7 [AVOIDED ENERGY COST + LOSSES| 0.03120 0.03045-0.02841 0.02583 0.02805 | 0.03234 0.03133 0.02968 0.02743 0.03005 | 0.0296% 1
| C ‘
|
|
|

|
!
I
l..
.
A
|
1
!
i
-
g
]
i
s B o
I
JER
1
3!
!
{
{
2
[
!
!
)
I
]
Rt

[$/K0N  CLS * L6)
J

‘ §

[DISTRIBUTION § : I 1
[romerencoeane ‘ o o I' R
8 |ENERGY LOSS FACTOR | 1.0752  T.07W 1.0511  1.0511  1.058 | 1,073 1.0675  1.0512  1.0512 T.0STY| 10576 0. .
!
1
l

9 |AVOIDED ENERGY COST + LOSSES| 0.03565. 0.03262° o.osooa 0.02715 0.02968 | 0.03471 o.ossf.s 0.03119 0.0288% 0.03177 | o om:.
(S/xu (LT * 18) S : | . b

! | N " !

CEND- OF APPENDIX' A):

| . [
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This Phase I decision in the San Diego Gas & Electric
Company (SDG&E) annual Energy Cost Adjustment Clégse (ECAC)
Application (A.) 88-07-003 will set electric zrevenue requirements,
rates, and Qualifying Facility (QF) pricing Yevels for the forecast
period ending October 31, 1989. The net revenue requirement change
is a decrease of $27.0 million based on ad(ECAC‘increase'of $3.6
million, an Annual Energy Rate (AER) deaéease'ofﬂso.l million, and
an Electric Revenue Adjustment Mechani (ERAM) decrease of $30.8
million.

An Incremental Energy Rate/ (IER). of 8,769 British thermal

units (Btu) pex kilowatt-hour (kWhyC and a capacity value of $65.00

per kW-year, are adopted for QF-dechases. We will also adopt a
3.0 mils per Kwh adder fox QF purchases which makes an effective
IER of 9,102 BTU per Kwh.

IX./ Backaround

e — e ——tn o—— “"h—m"""wﬂ/

This is the annual’ ECAC filing which includes a review of

the reasonableness of fuel ,elated“operations during the annual
record period, May 1, 1987/ through April 30, 1988. The ECAC, AER,
and ERAM rxates are to be adjusted to reflect changes in the annual
fuel and purchased power /expenses for the forecast period,
November 1, 1988 through/ October 31, 1989. The actual rate changes
are expected to take effect January 1, 1989 concurrent with other
pending rate changes fd% SDG&E. -

n addition,/ beginning with this fa.l.f.ng, SDGSE will
regularxly update in the annual ECAC filing the key components used
in determining the vd%iable prices to-be paid for power it
purchases from QFs.

/ The QF issues were added to ECAC by Decision (D.)
88-03-026 in the generic standard- offex proceeding, A.82-04-044 et

/

/

2
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al. That decision determined that annual updating of variab

same assumptions used to adjust utility rates. The SCE

Rate Case (GRC) D.87-12-066 ordered that parties to fu

proceedings who present testimony using a production fost model
(model) to develop marginal or avoided costs shall grovide a base
case run using the ELFIN model. Parties who so d¢Bsire may also
present testimony using its model of choice if

ELFIN, and explain the basis for its preferencyg of that model and -
the results it produces. That decision also/Ordexed that workshops
be held within a week of the SDG&E ECAC £ildng. The purpose of
workshops is to determine the data sets,

shape, heat rate input, unit commitment And dispatch, minimum load .
conditions, resource assumptions, and #ll other pertinent data te¢
be used in determining SDG&E’s IER. [fhe workshop is also intended f
to be a forum in which parties can jgree, to the extent possible,
on the assumptions to be used and Lhe appropriate source. of those
assumptions. The Director of th¢/ Commission Advisory and ‘
Compliance Division. (CACD) appoints an arbiter to resolve disputes
relating to the achievement of/a common data set.

In the original/ £iling SDGLE requested authority to
decrease its electric rygtes by $7.535 million annualized from the.
rates in effect on July 1, 1988. In an amendment to the
application SDG&E reqiested that the rates be reduced by $15.981
million from the ratfs in effect July 9, 1988. Finally, in the )
evidentiary hearings, SDG&E revised its request for a rate decrease
to $22.607 million/ The growing decrease in rates is due to the
continuing overco, lecting of ERAM, which more than compensates for -
the requested in reases in ECAC and AER rates.
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At the prehearing conference on July 28, 1988
administrative law judge (ALJ) granted a motion by SDG,
hearing on the reasonableness of purchased power issxes until 45
days after the Commission issues a decision on rehfaring in the
SWPL A.84-12-015. The motion was granted subject to an additional
condition requested by Division of Ratepayer Advocates (DRA) and
agreed to by SDG&E, that if the Commission do€s not issue that
decision by the end of 1988, SDGSE’s showind on the reasonableness
of purchased power issues will be due February 17, 1989. The basis_l
of the motion is that SDG&E’s showing o7 the reasonableness of
purchased power issues including long-ferm agreements is affected
by resolution of the pending decisioy’ in SWPL.

SDG&E also filed a motion/to consolidate the Target
Capacity Factor (TCF) issue with the TCF issue in the
reasonableness portion of the 19§8 SCE ECAC A.88~02-016. The TCF
issue relates to SONGS 2&3. Thé TCF sets a level of operating’
capacity as a target, and offets rewards or penalties for actual
operations that either exceed or fall short of the TCF. The basis
of the motion is that SCE if the majority ownexr of SONGS 253 and
SDGSE will xely on SCE’s rAtionale in support of its requested
modifications of the TCF,/ The motion.was granted by ALJ Ruling on
August 31, 1988.

As a result ¢f the motions discussed above, and due to
the need to implement, interim rates as soon after the November 1,
1988 tariff revision/date as possible, this application is being
handled in three pPhases. Phase I addresses the forecast and Qr.
issues, and sets jnterim rates for the forecast: period. Phase x:
will deal with the reasonableness of ECAC operetions during the
record period, dxcept for the reasonableness of purchased power

issues which will be handled in Phase III. This order addresses
Phase I. ' ‘ '
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purchases be modeled with a minimal first block such #s one MW, so
that capacity and spinning reserve can be used without a
substantial commitment of energy, thereby allowing/more economy
energy to be used.

SDG&E apparently used the 20 MW min as a convenient
assumption, and does not argue against using A lower minimum, such
as one MW as suggested by Younger.

We agree that ELFIN runs should Assume a one MW first
block for firm energy purchases from PNM/ in order to more
accurately simulate actual operations.

c. APS | !

‘SDG&E and DRA used different methodologies to account for.
the actual costs of purchases from APS with regard to the demand
charge. If SDG&E purchases any egergy from APS it does not receive
the demand charge crgdih‘that it/would receive if it purchases no
energy. In PROMOD SDGSE assumeé that the demand charge credit
applies during all periods whgther or not energy is taken. SDGLE
witness Higgins testified thAt SDG&E used that assumption because
it is difficult to smmulat in the model exactly'what actually
happens on the system, so/a simplifying assumption was needed. :

_ToAcompensate or.the inability to exactly model purchasef
cost and demand charge £redits, DRA used dispatch costs for the APS
contract that include @stimated start-up costs. The result is
costs that are $2.00 per Mwh and $1.30 pex MwWh higher than SDG&E
for on-peak and off+/peak, respectxvely. Kelcowagrees with DRA’S
treatment of the APS contract. The higher dispatch costs used by
DRA rxesult in incfeased avoided costs and a highexr IER. .

The methodological differences between SDG&E and DRA on
this item have/only a minor impact, with an approximately $55,000 .
highexr revenu requiremenx undex DRA’S approach. Because of th;s;‘
minor impact/and the fact that we ordered that the £inal model runs
be done on IN, to which DRA’s methodology is tailored, we will
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adopt DRA’s method as a reasonable input assumption.

3. Discussion

~ SDG&E, DRA, and Kelco agree that PROMRD is a moxe complex
" model than ELFIN. PROMOD is capable of more afcurate and detailed
simulation of actual system operations, and yequires less operator
manipulation of input data in order to achifgve credible results
than does ELFIN. PROMOD has two commitment variables, so for
example, it can use one commitment varialfle to dispatch resources
sufficient to cover the reserve margin,/and use the other
commitment variable to dispatch a difffrent level of resources to
be held on line for the next day. Wifh ELFIN, only one of these
conditions can be covered with its gingle commitment variable. The
effect of the other condition must othexwise compensated for by
the user. However, this can routfL ely be accomplished by a |
competent user, who must similar y'compensate for othexr operatxonal
conditions that cannot be simulAted by either model.

SDG&E also points oyt that DRA relied on PROMOD for
start-up costs, which cannot determined with ELFIN. However,
DRA responds that it used PHOMOD only for convenience, and that
otherwise it would have esyimated start-up costs based on hlstormc
values. DRA estimates s -up costs at $298,000. SDGLE ‘
implicitly agrees with tlis estimate since it resulted from SDGEE’S
PROMOD run. e \ - |

SDGAE axgues/that ELFIN has never been successfully
backcast for SDGS&E. ckcasting refers to verifying the model by '
running a historic pgriod through it and comparing the results with‘j
the recorded resultg. SDG&E bel;eves that PROMOD is the preferred

nodel that should adopted by the Commiss;on for future ECAC
proceedings.

DRA cofnters that ELFIN is the standard used not only hyf
it and many int¢rested parties, but,that it has been used by otherf‘
utilities. DRY argues that although SDGS&E claims that PROMOD has '
been successfylly backcast in AB 475 runs, in fact since the ‘




A.88=07=-003 ALJI/WRS/4t ww 3 Alt/COM/JIBO

forecast period. As a result gas will be the fuel of ¢hdice for
the gas/cil fired power plants. The forecast prices a
SDG&E purchasing its own gas on the spot market. A
service of about 95% is forecast, based on 18 days ¢f curtailment.
DRA forecasts 3,667 gWh of gas generatiogh at an average
cost of 3.568¢/kwWh. This is based on a forecast/of commodity cost
of gas at $51.918 per million Btu plus $0.213 pef million Btu for
transporting the gas acress SoCal’s system, apfl $0.021 per million
Btu for compressor fuel at 1%. This yields average delivered
cost of $2.152 per million Btu. The delivefed cost is an avoided
cost that does not include demand charges,/ DRA forecasts a four-
week curtailment (20 days) of gas supply/for electric generation,
resulting in a level of service of abo
SDGSE’s forecast does not ipfdicate that it accounts for
the fuel necessary for compression ufed to transport the gas. :
Adding compressor fuel to SDGSE’s eftimate would make it about four
cents per million Btu higher than RA.

Kelco supports Yhe DRA cost forecast, and does not
present its own estimate of the quantity of gas generation.

We conclude t DRA’s forecast of the delivered cost of
gas is reasonable, and/we will adopt $2.349 per m;llxon.Btu, which
includes transportatibn on SoCal's system and shrxnkage (gas used’
for compression) of 1%.

&E also~now agree on the likely'level of gas
curtailment, and go other party offers other forecasts. We also .

adopt a forecast/of gas.qeneratioh,quantity‘and cost based on the
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further ELFIN run.

c. Qil Genexation

SDG&E forecasts that 265 gWh, about 2% of genepdtion,
will be met by oil-fired generation, using 450,000 barpéls (Bbl.)
of oil, including both LSFO and diesel oil. This is based on power .
plant use due to the estimated four-week curtailmept of gas for
power plants plus about 100,000 Bbl. oil burn foz/testing purposes.
SDG&E estimates that the prices will be $19.83/¥bl. and $23.77/Bbl.
for LSFO and diesel oil, respectively.

DRA forecasts 282 gWh of combined Auel oil burn, using
average annual prices of $18.23/Bbl. for LEFO and $26.58/Bbl. for
diesel oil. As discussed above, DRA alsg estimates four weeks of
power plant gas curtailment..

No other parties offer othef forecasts for oil
generxation.

DRA uses more curxent mafket data in its: forecast of o;l
prices than SDG&E used in its £iling. Current soft market |
conditions for LSFO make the DRA forecast appeax more reasonable. .

We conclude that DR)*s forecast of LSFO and diesel oil "‘ ‘
prices for the forecast peridd is reasonable, and will adopt it. \ ‘

3. Xuel oOf Lnventoly Managemen _ ‘
SDG&E origi-- ly estimated fuel oil inventory carxying

costs of $1.0406 mill¥on for the forecast period, based on a .
beginning of winter November 1, 1988) target inventory level of
1,200,000 Bpl. LSFQ and 70,120 Bbl. diesel oil. ‘The taxget level
is a level deemed necessary to begin the winter perxriod with ‘

reasonable assurAnce that adequate . inventory is available to xnsuxe

raliable servick under reasonably foreseeable conditions. L -
SDGH detexmines dits fuel oil invenzory requirement. us;ng”c“

an Electric Jower Research Institute Utility Fuel. Inventory Model:
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(UFIM), into which SDG&E feeds its estimates of probable gas supply
curtailments and delivery constraints, and oil resupply
constraints. UFIM is designed to determine the monthly inventory
levels that will minimize the overall costs of oil inventory
management.

SDG&E’s forecast of fuel oil inventory carrying A£osts of
$1,579,500 is based on a target level of LSFO of 1,576,500 Bbl. and
an averxage 70,120 Bbl. of diesel oil. This is an in¢gfease from the ]
oxiginal estimate, since the recent period of gas glrtailment for
UEG by SoCal caused SDG&E to increase the taxget/level, since the
duration of curtailment was uncertain at that ¥ime. Revisions to
SDG&E’s forecast result in a cost of fuel oiX inventory management
of $1.1 million.

DRA xecommends that the Commissfon adopt $1,040,600 for
carrxying costs based on. SDG&E’s origingd LSFO taxget level. ' DRA
argues that the economics of the addiyional purchases of LSFQ must
be evaluated after it is burmed, wheh its purchase cost plus
carrying cost can be compared to adternatives. DRA further
recomnends that a new ratemaking/procedure be used for handling
fuel oil inventory carrying cosfs. Under DRA’s proposal, SDGSE
would be allowed the $1,040,600 as a lump sum for fuel oil
inventory carrying costs, independent of actual costs incurred.

The allowed lump/sum carrying costs would be determined
from the formula:

Lump Sum Inventory Allowance = (Estimated Average Inventory
Level) x (Estimafed LSFO weighted-average Unit Price) x
(Estimated Aversdge Bankers’ Acceptance Rate) '

DRA estimates the values as follows:
Estimated LSFO Averaée fnventory Level | 904,000 B8bl.
Estim&te%/£;PO'Welghted-hverage Uﬁit'?rice _$12;23/Bbl.
Estimated Average Bankerxs’ Acceptance Rate = 8.25%

Estimated Diesel Oil‘WEighted;Average
Unit Price - .

$21.60/8bl.
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Using these estimated values DRA calculates LSFO carrying
costs of $915,850 and diesel oil carrying costs of $124,722, for
total Lump Sum Fuel Oil Inventoxry Allowance of $1,040,570. Th
total allowance would be transferred into a subaccount of t
balancing account in 12 equal monthly debits, not subject ¥Xo the
ECAC/AER split. The only adjustment to the allowance wgdld be a |
true-up of the interest rate at the end of each ECAC asonableness
review period to reflect the actual average Bankexs’/Acceptance
Rate during the pexiod.

Undexr DRA’S proposal SDGSE could operaxe its fuel oil
inventory at higher costs than the lump sum al)bwance, such as by
purchasing greater amounts of LSFO, and be alfowed carrying costs
on the additional amounts only after a showing that this resulted
in benefits to the ratepayer. The showin would have to be made
after the extra LSFO was actually burned/’

DRA proposes this system as ¥ means of allowing SDGLE
greater freedom in managing its fuel nventory, and as a means of
giving it an added incentive to opeyate more efficiently. DRA
believes that this proposal is co istent with novel ratemaking
concepts discussed in the Commis ion's~Division of Strategic
Planning (formexrly Policy and Planning Division) Report “Risk,
Return, and Ratemaking* issu in R.86-10 001.

DRA points out t the benefits to ratepayers would be
that if SDGLE operated at & lower than forecast cost, even though'
it would keep all the savings in the ECAC year, the reduced costs  §
would be reflected in lgler future forecasts of fuel oil imventory
costs, thereby resultipgg in lower rates. If actual costs exceeded .
the allowance, the coiiverse would result. ’ _ |

s out the perverse incentives it believes
would result from Adoption of this proposal. For example, if SDGSE
had a choice betwben running an oil-fired plant overnight, or
purchasing powey, and if the former costs $6 per barrel more to. o
operate, SDG&E/could run the plant and benefxt the stockholders at
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barrel LSFO cost and an 8% annual carrying cost. ($12.50

$1.00.) The added cost to stockholders would be only 8%/(the AER
fraction) of the $6 per barrxel additicnal operating co

$6.00 = $0.48. The net effect to stockholders would a savings
of 52 cents, the difference between saving $1.00 on Ail carxrying
costs and spending $0.48 more for operating the plgnt overnight.
In contrast, the net effect for ratepayers would an added cost
of $5.52, which is 92% (the ECAC fraction) of thé $6.00 added cost
of running the plant overnight.

Although SDG&E states that it would/not operate in a
manner that would penalize the ratépayers to/benefit stockholders,
nevextheless it is troubled by this proposal. SDGSE believes it
would be a mistake to implement a system that would benefit either
stockholder or ratepayer at the other’s ¢xpense. Under the current
ECAC/AER system, what bonefits one party¥ also benefits the other,
although to a different degree, due to/the different ECAC and AER
percentages.

SDGAE also believes that
recover higher fuel inventory ¢ ing costs only after a showing
that the ratepayers benefited as A result is cumbersome and
impractical. Foxr example, if SE purchased extra LSFO in one
ECAC period, it might not b it until the next ECAC period, in

which case the determination Af reasonableness could cause.
retroactive ratemaking concgrns.

We do not believé that retrcoactive ratemaking would
result from the proposal AL interim rates or special accounts
subject to-reasonablene 5 review were used. However, we are

r aspects of the proposal. DRA would have a
more formidable policging task in attemptxng to uncover actions that
could benefit SDGSE/shareholdexs at ratepayers’ expense.

also concexned an added perverse incentive might exist. SDGSE

We are
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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 had
an opportunity te buy extra LSFO at $5.00 below the current market
price, it might not buy it because by the time it was ready

savings to the rxatepayer.
allowed to recover the carrying costs of that extra
effect, it would be penalized for taking actions tha
expected to benefit the ratepayers. On the other Jiand, if burning
the extra LSFO proved economic, SDG&E would be aXllowed to recover
the carrying costs for the extra LSFO, but wouYd receive no added
incentive. In other words, in taking risks ¢0 attempt to benefit
the ratepayer, it could break even or lose, but never win.
We conclude that the DRA proposil does not offer
appropriate signals and incentives to SDGSE, and will not adopt it. .
In considering SDG&E’s revisgd forecast with its
increased target level, we note that £he uncertain duration of the
recent curtailment of gas for UEG wis the xeason for the. increase.
Whether the increase is reasonable will be detexmined in a future
reasonableness review. For fore asting purposes, we conclude that

, SDG&E puxchases gnough electrical energy to meet about
half its requirements from two geographical areas, PNW which has
abundant hydroelectric --pabilxty, and the Pacific Southwest (PSW)
which has suxrplus elec i¢ power plant capacity'anluding recently f
completed nuclear pla ts. Purxchases consist of two basic types,
firm, consisting of £irm capacity and associated‘energy, and non-
firm economy energy. Table 1 compatés the purchase forecasts of

SDG&E and DRA. - Rgasons for the différences are discussed in the
sections £0110w ig .. :
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be interxupted, SDG&E has the right to call on firm epergy through
its firm purchase contracts, s¢ it can meet load and/the 7% minimum
spinning reserve requirements in that manner when

othexwise benefit from the economy enexgy. For tliat reason, all
firm purchases are considered fast-start units that contribute to
spinning resexve.

SDG&E argues that for this reasbn recorded levels of
firm energy purchases should be used in foredasting. Althdugh this
method results in overutilization of the lijes at times, the.
duration of those times is short and has l{ttle effect on the
accuracy of the forecast. SDGLE believesy that DRA’s method is less
accurate and results in a greater degr of overforecasting of firm
energy and resulting undexforecasting ¢f economy energy. In

effect, DRA assumes peak demand durind all hours of the forecast
period.

SDGL&E also believes khat the line capacity derate
used by DRA and Kelco is consexvayive since planned outages are
scheduled during off-peak periody when possible and normally would

DRA and Kelco bAse their approach on the perceived
need to prevent overscheduli purchases on the lines and exceeding
the available line capacities. By assuming that all available firm'
enexgy is taken during all periods, the maximum capacity of the
lines that can be used by /£irm purchases is assumed to be used;
and, therefore, that capacity cannot be-also committed to economy
energy at the same time/ We observe that these assumptions are
conservative in that t ey prevent any overloading of the lines,
which c¢ould happen under SDG&E’s assumptions..

PE R ok o B

DU
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We agree that SDG&E’s approach will result i
assuming greater line capacity than will be available at <ertain
times. This would be expected to occur most likely duying peak
periods when purchases of full or higher than average/ quantities of
firm energy would be made. SDG&E points out that
consist of a limited number of hours daily, and t)at DRA‘s method
restricts economy energy during all hours of the/ day and night.

While DRA’s appxghch somewhat understates economY" L
purchases, the results appear o be more reasonable than the SDG&E
approach. SDG&E’s approach afpears to overstate more significantly -

, - economy purchases during all periods,
resulting in forecasts of Jignificantly more economy energy |
purchases than we believe/is reasonable to forxecast. .

e, we believe that DRA’s approach is moxe

reasonable and that iy¥ provides a bétter'approximation to actual
operations.
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We hope that continued evolution of the models wf(:
result in more accurate simulation ¢f actual operations, e//that
these simplifying assumptions will no longer be needed.
encourage the parties to work towaxrd that goal.

4 For this proceeding we will adopt DRAY/s method of
forecasting as reasonably representing expected £j PNW purchases.
(2) RsW

SDGSE forecasts firm purchases Axom APS,
Alamito/Tucson Electric Power, PNM, Commisiod Federal de
Electricidad (CFE) of Mexico, Portland Genéral Electric, El Paso
Electxric, and from vaxious short—tem' £i suppliers. These
purchases are transmitted over the 500 SWPL line using SDG&E‘s
entitlement plus an additional 50 MW 4f entitlement to capacity on
that line of other parties that is 'xpected to be available to |
SDG&E. Line capacity is derated ¥o reflect expected outages,
curtailments, and loop flow. Lifie losses are estimated at 2.5%.

DRA has reviewed SDG&E’s forecasted firm puxchases
and has not taken exception the capacity costs associated with
all sources, except for the/short-term firm capacity, which has not
yet been arranged. DRA fofecasts $440,000 for four months’
purchases at 110 MW per plonth from June through September 1989,
based on a cost of $1.00 per kw-month. This compares to SDG&E’s
forecast of $880,000 £Oxr the same quantity and period, based on a uf«
forecast of $2.00 pey kW-month. Although DRA disagrees with SDG&E ‘
on this issue, very/little evidence was presented to support its .-
position. Similaxdy, SDGSE also offered little evidence to suppoxff
its forecast. We conclude that based on the informatmon avaxlable,f
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it is reasonable to adopt a value midway between the two—fo:eéhsts,
at $1.50 per kwW-month.

DRA has alsc expressed concern that the contract
with CFE is uneconomic, i.e., that the purchases wil at costs
higher than SDG&E’s avoided cost. The high demand

every effort to make the contract cost-effectife.

We share DRA‘’s concexrn that t)Ye CFE contract may be
uneconomic to SDG&E’S ratepayers. We encoyrage SDGSE to actively ‘
pursue remegotiation of those texms in thé CFE contract that result
in CFE energy c¢osting more than alternatle sources.

DRA may wish to pursue his issue in the
reasonableness of operations phase off this proceeding, or :
alternately may wish to defer any x¢commendations on how it should -
be handled until future SDGLE ECAC/proceedings.

SDGSE and DRA forelast substantially different
gquantities of firm energy for thé same reasons as discussed in the |
PNW fixrm purchased powexr sectioh above.

Similax conditjons exist for PSW firm purchases as
for PNW firm purchases. Theyefore, for the same reasons we
discussed in the section on/PNW firm purchases, we will adopt DRA'
forecast methodology for £ recasting purposes. While DRA’s ‘
forecast somewhat understates line capacity available for economy
energy, we believe that SDGSE’s forecast overstates capacity
availability. We will adopt DRA’s method of forecasting, reduced
to reflect the adopted/nost of short-term firm capacity of $1.50

per kWw-month, as reasonably representing expected firm PSW
purchases.
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b. Non-fixm
(1) Xnw

SDG&E, DRA, and Xelco disagree on both the/forecast
quantities and prices for PNW economy enexrgy.
the quantity of economy energy available is its entitlément on the
lines, less the expected firm purchases and line dexate.
determined that 95% of PNW entitlement is available/off-peak and
during spring run-off. During other periocds on-pgak availability
is based on historical conditions. On this basié SDG&E estimates
1,107 gWh for the forecast period, at an average price of
1.743¢/kWh.  Pricing assumes that PNW prices #ill remain above
historical averages through March 1989 due the drought
conditions, then drop to normal levels be ing April 1989. The
prices range from 2.000¢/kWh on-peak and A.800¢/kxWh off-peak dur;ng
the first five months, to.as low as 1.7§0¢/kWh on-peak and
1. 350¢/kWh off-peak, during the :emai ng seven months.

DRA derates the line pacities for all periods,
assumes full firm purchases under fikm contracts to be coincident
during all periods, and assumes. the/rema;nxng capacity to be
available for economy energy. believes that price competition
between the PSW and PNW will ca?se PNW‘prices to closely follow
PSW. DRA based its PNW prices On its PSW billed price forecast
plus 0.05¢/kWh for the first five months, and on the PSW billed _
price forecast for the remaixfing seven months. Dispatch prices are .
detexmined from the billed prices by adding an estimate of line
losses, which DRA assumes Ao be_7 5% as does SDG&E. DRA‘s unit
cost'estimaté‘is-flatter han SDGSE’s. It peaks in January and
February 1989 at 1.981 and 1.846¢/kWh on- and off-peak,
respectively, and has J'low of 1.745 and 1.626¢/kWh on- and off~
peak during spring an ~fall of 1989. On this basis DRA forecasts _
807 gWh of PSW economy energy At ‘an average price of 1.648¢/kWh. |

Kelco forecasts the same prices used by DRA foxr
April through Octobexr 1989, but increases the price to 2.44¢/XWh -
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from November 1988 through March 1989 duve to the drought.

argues that recent prices paid by Pacific Gas and Electric/Company
(PG&E) for PNW economy energy justify this price.

April 1988 PG&E paid 2.48¢/kWh, and the prior four mo

were in the 2.4¢/kWh range. In May and June the prige dropped due
to greater supply availability as a xesult of the

flush when higher downstream water levels are majmtained. The f£ish
flush requires more flow through the dams, whighl makes more economy
enexgy available.

Comparing the price forecasty, SDG&E, DRA, and Kelco
all assume higher prices in the initial mofiths of the forecast
period due to the drought. SDG&E and DRY have similar forecasts,
with SDG&E’s prices slightly higher. nce SDGSE also forecasts
highexr purchase quantities, we believ¢ that higher prices would

result due to the increased demand. /We conclude that SDG&E‘s pxice‘f'

forecast is reasonable.

‘For the same reasofs as discussed in the PNW firm
purchase section, we believe DRA’s forecast moxe accurately
represents expected economy pupthases than the SDG&E forecast. We ,
will adopt DRA‘s method for fgrecasting the quantity-of~PNW‘économyﬁ,
energy purchases. We do no _believe that Xelco’s pricing forecast |
for the first five months has been adequately supported with

recorded data or trends. /We conclude that DRA’s pricing forecast-
is reasonable.

‘economy energy purchases from the PSW , :

consist primarily of/ economy enexgy‘from coal and nuclear plants ;n
Arizona and New Mexico. |

SDGSE forecasts the amount of economy enexrqgy !
available monthly, based on the available line capacity, including '
50 MW entitlemeyt from other entities and available economy‘energy.'
The available Yine capacity is the derated capaczty'reduced by the -

capacity use. The 2.5% line loss is handled by
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reducing the economy enexgy by that amount. SDG&E forecasts enovwgh-
available economy energy during the months of November through
March and all weeknight hours for other months to £ill the
available capacity. During the balance of the forecast ye

economy energy is available than line capacity.

SDG&E’s forecast of PSW economy energy yrices is
based on the equation:

PSW economy enexgy price ($/MWh) = gas price (§/MMBtu) x 8.19

The equation was developed from tife average cost of
PSW economy energy and the average cost of gas/tor the period from
January 1987 through Marxch 1988. The resultifg prices are lower
than historical, reflecting recent trends iy PSW prices and the
expected greater availability of low cost paseload energy in the
future. SDG&E forecasts a total of 1,467 gWh at an average price
of 1.860¢/kwh. ‘ " ,

DRA uses SDGGE’s line ghpacity entitlement plus an
added S50 MW assumed to be available from other entities owning
capacity entitlements on SWPL. DRA/uses the same 2.5% line loss
factox as SDGAE but accounts for it differently than SDG&E by
reducing the SWPL capacity by that ameunt.

DRA prices are bfsed on the equation:

PSW econonmy energy price o$/nwh) - 4.44 + (gas price x 5.88)

The formula was developed using the relationship of
the average cost of PSW ecojiomy enexrgy to the average cost of gas,
during the period fxom July 1985 through April 1988. The formula
differs from SDG&E’s due /o the base period used.

~ DRA foredasts a total of 1,054 gWh of economy energy
purchases from the PSW/at an average cost of 1.75¢/kWh.

In condidering the appropriate forecast quantity of
economy energy, we yote that SDGLE and DRA each handle line
capacity limitatiods for PSW economy energy on SWPL in the same
manner as each hapdles PNW line capacity limitations. Therefore,
the same relative results exist, i.e., SDG&E at times exceeds line
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capacity availability, and DRA restricts economy enexgy by assumiﬁg
full firm purchases during all periods. For the same reasons as
discussed in the PNW section, we will adopt DRA’s method of
forecasting economy enexgy purchases as more representative of
expected system operations than SDG&E’s forecast.

The price forecasts range from 1.75¢/kWY for DRA to
1.86¢/kWh for SDG&E. The variation is in the directibdn we would
expect, since with fewexr purchases, the average pride should be

lowexr. As purchases increcase, the purchaser must/pay higher unit

prices for the additional purchases, since the Jower cost puxchases
will have been exhausted. DRA’S price forecasf, at 6% below
SDG&E’s, appears to follow this expected trexd. |
Although it does not precisely replicate system
operations, we conclude that DRA’s forecasgt method is more
representative of expected pricing of e Snomy enexgy from the PSW
during the forecast period. We will agdopt DRA’s price forecast
method. ‘ -

Table 2 shows the coplparative economy enexqy price
forecasts of SDG&E and DRA.

TaplE 2

Lnerdd

z Pr 8 ro
S$/Mwh as Billed

ocan

SRGRE
16.74
17.03 .
© 18.46
17.32.
16.26
16.26
16.37
16.37
16.26
16.26

- ) -§~!‘-’\ ?‘?"""_‘ﬁ'-—“*Nﬁ
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(3) Miscellaneous Puxchases and Sales /
Miscellaneous econonmy enexgy purchases are fopécast

to come from California and Mexico. Those from California

suxplus hydroelectric in norxrthern California, or from oilfgas fired
resources. The Mexican purchases are expected to be frém
geothermal or oil/gas fired resources.

SDG&E forecasts 30 gWh per month at #n average cost
of 1.869¢/kwh for the forecast period based on reglnt historic
values.

DRA agrees with the quantity, and forecasts an
average purchase price of 1.831¢/kWh, based the equation:

Purchase Price (S$/kWh) = Gas Pricd ($/MMBtu) x 8.51

The equation DRA uses was developed by SDGSE. It is
based on the ratio of the weighted-averafe cost of these purchasesj
to the average gas dispatch price from/Januaxy 1987 thﬁough Maxch .
1988. DRA and SDGSE agree on this ipem except for the price of
gas. We will adopt DRA’s purchase" rice forecast since we are
adopting DRA’s gas price forecast
D. QP Pavments | |

This area involves appropriate avoided costs, and
thexeby the price to be paid ariable‘priced'QFs. The price has

two components, a capacity cgst and an energy cost, which are based‘ ’

on the utility’s avoided capacity and enexqy costs. The capac;ty
cost is intended to repregent the capital cost a utility would
otherwise incuxr, were it/not for the QFs. For example, a util;ty
might need to install #h additional peaking turbine to meet peak -
demands if it did not/have QFs to rely on in.meeting that need.
the’ enerqy-cost is the unit cost that the
utility would otherkise incur in operating its own facilities to
provide the energy that it purchases from QFs. In D.88~03-079, we
adopted the QFs-n/QFs-cut approach to determine the costs a ‘
utility avoids y virtue of having QFs. The,concept of the IER R
originated in %¥he negotiating‘conference that developed the interim -
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Standaxd 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 into electrical
energy, expressed as Btu/kWh.

The procedure used in determining the IER is Lo perfomrm
two runs using a given model, one run with QFs “in*, £he other with
QFs "out.” The diffexence in total operating costs/ or total
costs, between the two runs, is the effect of the/fFs on the
utility operational costs. The gas cost componeft of the total
costs is then adjusted to reflect the total coft of gas for Utility
Electric Generation (UEG) which includes de d costs, resulting in
UEG-adjusted total gas costs. From this a Anit UEG gas rate is
calculated. The IER is then determined by dividing the difference
in UEG total costs by the quantity of QF/generation, and dividing
the result by the UEG gas rate.

The formula for calculatin the IER (in Btu/kwh)
follows.

TER = _ total cost ($) + QF gener tion (gWh) + UEG rate (S/MMBtu)

1. Sgnssi:!;sgzi

The parties stipulate to an avoided capacity cost of
$65.00/kW-year for calendar ye 1989, as the capacity cost proxy .
based on the cost of a combusfion turbine on SDG&E’s system. This
value was proposed by SDG&E and DRA in the SDG&E GRC, A.87-12-003.
The capacity cost is based/on an average ERI of. 1.0

SDGSE performed/ the QFs-in run using the same resource
plan it used in the 1989 TY GRC which includes all QFs cu:rently in
operation plus additiopfal QFs consxdered Likely To Be Availabdble.
The QFs-out run assumés that the capac;ty associated with Standard
Offer 1 and Standard Offer 3 QFs is not available. The result
would noxmally be A higher EUE under the QFs-out case since the¢EUE 
would be higher with the reduced rescurces. ~In this instance,
however, botb s are the same and therefore the'rGSulting ERIs
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‘are the same at 1.0, since the adﬁitional capacity is needed/in
this timeframe. It follows that the average ERI is also 1,0.

The annualized capacity of $65.00 per kW/year }#/2hen
nultiplied by the ERI to obtain a capacity cost for QFs Of
$65.00/kxW~year. The breakdown of capacity payments by/time period
proposed by SDG&E follows in Table 3.

TABLE 3

Time Pexiod
Summex

On~-Peak
Seni-Peak

Ooff~Peak.
Super-Off-Peak

Non=-TOU

1"' . Winter

On-Peak
Semi=Peak
Off-Peak
Super-0ff-Peak

Non-TOU
Annual Average/ of TOU
DRA and Kel--»agree with these values for capacity

payments to QFs.

We conclyde that these values, based‘pn a capacity value
of $65.00 pexr XW-year and on an ERI of 1.00, reasonably represent
the value of ca--cxty to SDG&E for the forecast per;od. We will
adopt these vaYues.
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Total gas cost for UEG includes the delivered cost
the transmission ¢ost based on the GTUEG tariff, for gas so
SDG&E’s gas department to its electric department. The
tariff consists of monthly demand charge and the volume
and is designed to recover the fixed or demand costs
SoCal and SDG&E systems for transporting the gas frof the .
California boxder to the system. The volumetric rates are based on .
two tiexs. Tiex I Is used for the first 18.5% of/ UEG gas used each
month, and is priced higher than Tier II. Tier/I represents the
baseload quantity of gas, while Tier II is th¢/ added dxscret;onary
gquantity of gas.

(1) Sales Volume

SDGSE argues that the veolyfes recently adopted in
D.87-12-039 in the gas OIX (I.86-06-0054 should be used with the
Tier I rate to detexmine the Tier I gifs cost, since the current
GIUEG tariff is based on those vol

DRA axrgues that the ost curxrxent forecast should be
used, which is this ECAC proceedifig’s forecasted gas volumes.

The difference i gas expense between using the gas
OII volumes and the ECAC forecAst volumes is about $445,500. This
is caused by the substantiallir lower ECAC gas volumes as compared
to the gas OII volumes. Th Alower volumes: applied to the Tier I

rate result in less recovery, since the volumes above 18.5% are
priced at the lower Tiexr Z: rate. ,

Puring tMe hearings and gfter‘examining-rebuttal
testimony of SDG&E, DRA stipulated to SDGEE’s methed for Tier I.

we a ‘that the Tier I sales volumes must be
consistent with the Sales volumes used to establish the taxiffs.
At this time, the iffs are based on the gas OII volumes, and
therefore Tier I should use the same sales volumes.
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"We will adopt the gas OII volumes for Tier I. ECAC
volumes in excess of Tier I volumes will be billed under Tier II
rates.

(2) CQost of Gas %o UEG
As mentioned above, we will adopt the DRA forec
of the delivered price of gas to the SDGSE system at $2.349
million Btu. This price is then adjusted by DRA to reflecy all
costs which include GTUEG demand chaxges of $38.562 mill¥on for the
forecast period.
3. QF Addexs

Two issues arose regarding adders to QF fayments,
involvinq the propriety of Operation and Maintepance (O&M) and of
Administrative and General (AsG) adders, The/considerations are
whethexr SDG&E saves OaM and A&G expensés_by irtue of QF purchases
and resulting lowex utilization'of its o plants. If savings .
result, they must be quantified, and th method of compensating the .
QFs must be decided. We will address Ahese issues individually.

Awoided O&M concerns the /M costs that SDGSE avoids by
purchasing QF energy instead of yfSing its own plants. O&M can be
split into two types, fixed and/variable. Fixed is routine
activity that does not vary s gnificantly with usage of the plant.
Variable, on the other hand, is-di:ectly related—to‘the amount of
plant usage.

The second issyéd dealing with osM- is ‘how the payment
should be handled, i.e. as an ‘adder to the QP payment, or as . a
component of the IER. / '

Kelco recommends an O&M‘adder of $0. 003 or 3.0 mils per
kWwh, which is appar ntly'based on the value recently considered in

ees that an O&M adder is appropriate, but
recommends a vaYue of $0.0002 or 0.2 mils per kWh based on a

recommendation/of the California Power Pool. ‘SDG&E‘bélieves that
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differences on the SCE system are responsible for its h&é;::iO&M
value, and that such a high value is not appropriate Jfor SDG&E.

DRA points out that the O&M addex may be Implicitly
considered in the modeling assumptions used by SDG&E.

Although the issue of the O&M‘:? ers was raised in the
proceeding, we do not have a clear recog, on this matter. Xelco
recommends the 3.0 mils per XKwh adder as the same number as SCE.
While this was adopted for SCE, it is/also much higher than the
adder recommended by DRA and SDG&E. j

We are persuaded from'our‘pg.t treatment of Q&M adders in
ECAC proceedings for other electric utilities that such an
inclusion is appropriate in this/caseo Therefore, we will adopt,
as a reasonable resolution, the 1.8 mils per Kwh O&M addex adjusted
for on peak fossil generatiorn/ that we adopted for PG&E in the our
most recent ECAC decision, D/88-11—052. This xesults in an O&M
adder of 1.06 mils per Kwh :

Because this isgue was not thoroughly explored in the
proceeding, we will oxder SDG&4E to provide a complete study of O&M.
costs avoidable by QF purchases relative to its system to the
Commission Advisory Compliance Division within 90 days after
the effective date of/this Decision.

Kelco gecommends an adder to the QF payments to reflect
the reduced A&G/costs due to less need for work;ng capital by

virtue of QF chases. The theory is that SDG&E- benefits rn cash -

flow by the deﬁay ox lag in paying QFs, instead of using its own

.
.’
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differences on the SCE system are responsible for its higher OsM
value, and that such a high value is not appropriate fg;,SDG&E.

DRA points out that the QO&M adder may be implicitly
considered in the modeling assumptions used by SDG&E.

raised in the proceeding,

but was not extensively developed by phe parties. Xelco recommends’
the 3.0 mils per Kwh adder which we/adopted in September, 1988
fox SCE. This figure is much highér than the adder recmmended by
DRA and SDG&E in the current p%9ceed;ng. :

We are persuaded from our past treatment of O&M adders in’
ECAC proceedings for other eXectric utilities that such an
inclusion is appropriate in/this case. We will however, adopt an
adder in the amount of th¢ 1.8 mils per Kwh adjusted for on-peak
fossil generation. This As identical to the O&M adder we adopted
for PG&E in November 1988 in its most recent ECAC decision, D.88-

11-052. This results/in an O&M addex of 1.06 mils per Kwh.

Because s lssue was not thoroughly exploxed in the

proceeding, we will/ orxder SDGSE to provide a complete study of O&M
costs avoidable b QF‘purchases relative to its system to the

Commission Advis and Compliance D;vxsxon within 90 days after
‘the effective date of th;s Deczslon.

b. BQQESSQ_A&§_§Q§&§
elco-recommends an adder to the QF payments to. reflect
the reduced ASG costs due to less need for working capital by -
virtue of QF purchases. The theory is that SDG&E benefits in cash
flow by/the delay or lag in paying QFs, instead of using its own




A.88-07-003 ALJ/WRS/jt w+¢ . ‘ Alt/COMfgg;

differences on the SCE system are responsible for Zts higher O&M
value, and that such a high value is not appropriste for SDG&E.

DRA points out that the O&M adder may inplicitly
considered in the modeling assumptions used by/SDG&E.

The issue of the OiM adders wys raised in the proceeding,
but was not extensively developed by the parties. Xelco recommends v
the 3.0 mils per XKwh adder which we Adopted in September, 1988
for SCE. This figure is much high¢X than the adder recmmended by
DRA. and SDG&E in the current procgeding.

We are persuaded from pur past treatment of O&M adders in -
ECAC proceedings foxr other eledhtric utilities that such an
inclusion is appropriate in tifis case. We will however, adopt an
addexr in the amount of the 1{8 mils pexr Xwh adjusted for om-peak
fossil gemeration. This is Adentical to the O&M adder we adopted
for PG&E in November 1988 fin its most recent ECAC decision, D.88-
11-052. This results in/an O&M adder of 1.06 mils per Kwh.

Because this ¥ssue was not thoroughly éxplored in the .
proceeding, we will orxrdexr SDG&E to provide a complete study of O&M .
costs avoidable by QF fpurchases relative to its system to the

Commission Advisory gnd Compliance Division wmth;n $0 days aftex
-the effective date ¢f this Decision.

b. Reduyced ARG Costs .
Keméo recommends an addex to the QF payments to reflect
the'reduced/ﬁ&s costs due to less need for working capital by

virtue of QF purchases. The theory is that SDG&E benefits in cash f'”‘

flow by tHe delay or lag in paying QFs, instead of using its own
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4.

Energy Puxchases (gWh)
Energy Cost ($ million)

DRA’s slightly lower puxchase evel is due to moxe
current data on the expected on-line dAte for a new QF project.’

DRA’s dramatically higher ¢Psts are the result of its
higher recommended IER (compared to/SDGLE’s PROMOD IER) and
different gas price. - -

We conclude that DRA"s/forecast method is correct, and
adopt a forecast for QF purchasés of 231 gWwh based on the further
DRA ELFIN run. :

E. Revenue Requirement L

As a result of adopting various assumptions and forecasts
of the parties, the level/of £orecasted ECAC and AER increases also‘
change, due in part to gas pricing, resource assumptions, and-
purchased power resulty. The latest forecasts by SDG&E are a L
$7.669 million ECAC ircrease, a $0.520 million AER 1ncrease, and an
ERAM ovexcollection Of $30.796 million, for a combined net rate
decrease of $22.607 million. We’ll adopt an updated forecast of
ECAC and AER incrgases based on its model run used to~update the
IER results in fgrecasts of a $3.639 million ECAC increase, a . :
$0.1 million AEK decrease, an ERAM overcollection at $30.8 m;ll;on,
for a net rate/decrease of $27. 027 nillion. We will adopt these
forecast valyes.

We¢ will adopt two changes in rate design in this. S

Fixst, the agricultural Schedule PA-T-1 will become d[
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permanent schedule, since we will remove the termination date//////
currently in effect.

Second, we will adopt an optional AL-TOU schegpie with a
shorter peak perxiod of noon to 6 p.m. compared to th;‘fm a.m. to
6 p.m. peak period in effect In the AL-TOU tariff. .3 optional
schedule is intended to accommodate requests by school districts
who normally end summer classes by noen.

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

G._Comments

Comments on the proposed deglsion were filed by DRA,
Kelco, and SDG&E. DRA points out seyeral typog:aphica* errors
which have been corrected. DRA fu her suggests nonsubstantive
editorial changes, some of which

Added Appendix A reflects the IER and revenue
requirements based on the adopted assumptions and values.

1. this A,88-07-003 on July 1, 1988 requestzng a
net rate decrease ¢f $7.535 million on an arnualized basis
beginning Novembey 1, 1988. This change is based on an ECAC
increase of $4.679 million, no change in AER, and an ERAM decrease
of $12.214 millfon. |

2. The latest updated rxequest by"SDG&Evis,for‘a net revenmue
decrease of $72.607 million, based on an ECAC increase of $7.669
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million, an AER increase ¢of $0.520 million, and an B recduction
of $30.796 million.

3. DRA recommends a net revenue decrease of $29.626 million
based on an ECAC increase of $1.300 million, an AER decrease of
$0.130 million, and an ERAM reduction of $30.796 million.

4. SDG&E’s current annual ECAC proceeding marks the ‘
beginning of the regulaxr revision in ECAC of kby components used in

the determination of prices to be pa;d for pdwer sold to SDG&E by
QFs.

5. It is the Commission policy to evelop utility rates and
QF*prxces on a c¢consistent basis. , ‘

6. Parties who use a model to dévelop marginal or aveided
costs may use their model of choice, /but must also provide a base
case using the ELFIN model. :

7. The TCF issue for SONGS /253 has been consolldated with
that issue in the SCE ECAC A.88-42-016 reasonableness review.

8. SDGSE supports PROMOD as the only model capable of
accurately simulating its opefations.

9. DRA and Kelco preféx the ELFIN 1.60 model, and belxeve it
is equally capable of competent results.

10. PROMOD is signit&cantly more costly to use than ELFIN
1.60. ' S
11. ELFIN 1.60 & improved over earlier versions of ELFIN.
12. PROMOD has two commitment variables while ELFIN 1.60 has .
one. . : .
13. Inconsistént assumptions used by SDGSE in its PROMOD and
ELFIN runs are paytly responsible for the large difference in IER
between the two yuns. )
14. SDG&E/and DRA agree on the forecast sales of 12,888 gWh.
15. City questions the forecast level of miscellaneous sales‘
due to the recent drought effects.

16. parties agree with SDGSE’S proposed resource plan.
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17. SDGAE agrees on the forecast delivered commodify cost of
gas at $2.349 per million Btu.

18. SDG&E and DRA agree that four weeks of gas/furtailment to
power plants is likely during the forecast period.

19. About 2% of SDG&E’s electrical requiremgnts will be met
with oil-fired generation using LSFO or diesel

20. SDG&E meets about half of its electrical requirements
with purchased power.

21. Purchased power comes primarily f£Xom the PNW and PSW.

22. SDG&E assumes. average historic
during all periods, which at times overl#ads the lines.

. 23. DRA and Kelco assume full avyilable firm energy purchases .
during all periods, which rxesults in Yess line availability for
energy purchases and prevents overl ding the lines.

24. The assumptions used by
of economy energy. ‘
25. SDGEE, DRA, and Kelco Agree that the annual;zed capac;ty
cost is $65.00 per kW-year. :
26. SDG&E, DRA, and Kelgo agree that SDG&E’s ERI is 1.00.
27. All parties agree t an O&M adder is appropriate.
28. Kelco recommends O&M adder of 3.0 mils pexr Xwh.
Conclusions of Law
1. Both the PROMOY and the ELFIN 1.60 models competently
simulate SDG&E’s syste operations, and should yield similar
results when the same ssumptions are used.
2. It is reasqgfiable to adopt DRA’S recommendation to use the
ELFIN 1.60 model to Mevelop SDG&E’S revenue requirement and IER in.
this proceeding. _;
3. The resdurce plan.éubmitted~by“5DG&E'in this p:éceeding j‘
is reasonable.

4. A reagonable resexve ma:g;n :equirement for d;spatchzng
resources is 7¥.
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5. It is reasonable to consider firm purchases as fagt-start
units that contribute to spinning reserve.
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6. It is reasonable to consider Encina Units 4 and S as

fast-start units. s//

7. It is reasonable to model firm purchases from PNM
assuming a one MW fixrst block.

8. Reasonable dispatch costs for the
per MWh higher on-peak and $1.30 per MWh high
ELFIN base case dispatch costs.

9. XAnnual startup costs for SDG&E 0£/$298,000 are
reasonable.

10. A reasonable forecast of annua) sales is 12,888 gWh.

1l. A reasonable forecast of nuclgar Qeneration is 3,213 gWwh
at a cost of $34.35 million.

12. A forecast of four weeks off gas curtailment is
reasonable.

contract are $2.00
off-peak than the

13. A reasonable forecast of/the delivered price of gas is
$2.349 per million Btu'including‘ ransportation and shrinkage.

14. A reasonable foracast $f the cost of oil is $18.23 per
Bbl. for LSFO and $26.58 per BbL. for diesel oil.
of the cost of fuel oil iaventory:
management is $1.1 million. ‘ |

16. It is reasonable

- forecast firm purchases assuming all
available firm energy is tyken during all periods to avoid over

s s v .
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21. It is reasonable to assume four months of short-term fimm
capacity purchases at a cost of $1.50 per KW-month.

22. SDG&E’s equation for forecasting the price of PSW economy
enexgy based on the gas price is reasonable.

23. It is reasonable to assume 30 gWh per month o
miscellaneous economy enerxgy purchases using using DRASs formula
for price. |

24. An avoided cost of $65.00 pexr kW~year is xeasonable as a
capacity ¢ost proxy based on the cost of a combustion turbine on
SDG&E’s system.

25. A reasonable value of the ERI is 1.00/for SDG&E.

26. It is reasonable to use the gas 0II /adopted volumes for
SDG&E in determining Tier I and Tier IX co

27. A reasonable forecast of the»del' ered price of gas to
SDG&E’s system is $2.349 pexr million Btu,

28. It is reasonable to remove th expixatmon date of the
PA-T-1 tariff schedule, making it a .

29. It is reasonable to adopt #n optional AL-TOU schedule
with a reduced peak period of noon/fo 6 p.m.

30. It is reasonable to reflect the revenue requxremenz and
rate changes resulting from thig decision in coordination with
chbanges in the SDG&E GRC A.87-42-003. | :

31. It is reasonable t¥ adopt an adjusted O&M addex of 1.06
mils per XKwh for this proceéding..

32. SDG&E should be/oxrdered to conduct a study of avo;dable
O&M costs associated with QF production.

ORDER

IT IS OBOERED thatr g
1. San Diggo Gas & Electric Company (SDG&E) is authoxized to"‘
decrease its togfal Enexgy Cost Adjustment.CIause (ECAC) revepue - .
requirement by $27.103 million, the net effect of an ECAC anrease ,
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of $3.555 million, an Annual Enexgy Rate decrease of $0.130d//
million, and an Electric Revenue Adjustment Mechanism decrealse of
$30.788 million as shown in the tables in Appendix A.

2. 7The xevenue requirement changes authorized by :
decision will be effected in rates through coordination/with the
rate changes and rate design principles that will be dopted in the
SDG&E General Rate Case decision in Application §7- -003, except
that Schedule PA-T-1 shall become permanent and optional AL~TOU
schedule with reduced peak period shall be offe .

3. On ox after the effective date of final Phase I

decision in this proceeding, and at least 3 2Yys prior to the
 authorized date for tariff revision, SDGSE Ahall file revised
tariff schedules for electric rates refl ting'the revenue decrease"
authorized in the final Phase I order. /The revised tariffs shall.
apply to service rendered on or after/their effective date.

4. An Energy Reliability Indgk value of 1.0 is adopted in
th;s proceeding. , :

5. An annual average Incrémental Energy-Rates (IER) of 8,769
British thermal units per kilo att-hour is adopted in this i
proceeding. A 1.06 mils per Llo-watt hour adder is also adopted
for purchases from qualey',g facilxtzes. Division of Ratepayer
Advocates’ proposed time- Lfferentxated IERs shown in Appendix A
axe also adopted.

6. San Diego Gag and Elect:;c Company-wmll file a complete
study on the avoided Operation and- Maintenance costs associated .
with its electric pwWrchases from Qual;fymng Facilities. The studyff
will be filed wlth/khe Commission Advisory and Compliance Division'[
within ninety days. ' B o E o |

rder is effective today. : ‘ :
Dat¢d __NECTQ 1988 ., at san Francisco, Califormia.

SPANIIR’VW HULETT
: Pumdux
‘IXMVA1I>\EAL
FREDERICK K DUDA
C. MITCHELL WILX
JOHN B. OHANIAN
o Commissioners
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21. It is reasonable to assume four months of short-term firm
capacity purchases at a cost of $1.50 pex kW-month.

22. SDG&E’s equation for forecasting the price of PSW.economy
energy based on the gas price is reasonable. /////ec

23. It is reasonable to assume 30 gWh per montg/of
miscellaneous economy energy purchases using using DRA’s formula
for price.

24. An avoided cost of $65.00 per kW-ye
capacity cost proxy based on the cost of a cormbustion turbine on o
SDGLEE s system.

25. A reasonable value of the ERI if 1.00 for SDG&E.

26. It is reasonable to use the gas OIX adopted volumes for
SDGEE in determining Tier I and Tierlym commodity rates.

27. A reasonable forecast of the delivered price of gas to
SDGSE’s system is $2.349 per millich Btu.

28. It is xeasonable to remove the expiration date of the
PA-T-1 tariff schedule, making At a permanent schedule.

29. It is reasonable to adopt an optional AL~-TQOU schedule
with a reduced peak period of noon to 6 p.m.

30. It is reasonable/to reflect the revenue requirement and
rate changes resulting f£rom this decision in coo:dinatxon with |
changes in the SDG&E GR A.87-12-003.

31. It is reasondble to adopt an adjusted O&M'adder of 1. 06
mils per Kwh for this /proceeding. ‘

32. SDGSE should be ordered to conduct a study of avoidable -
O&M costs associated/ with QF production.

0 R~§ ER

IT IS ORDERED that: o

l. San Diego Gas & Electric Companyu(SDG&E) is authorized to.ﬁ'7J
decrease its total Enexrgy Cost Adjustment Clause (ECAC) revenue ' -
requirement by $27.103 million, the net effect of an ECAC increase '1"
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of $3.555 million, an Annual Energy Rate decrease of $0.130
million, and an Electric Revenue Adjustment Mechanism decyéase of
$30.788 million as shown in the tables in Appendix A. ///Fe

2. The xevenue xegquirement changes authorized by this
decision will be effected in rates through coordinatrion with the
rate changes and rate design principles that will adopted in the
SDG&E General Rate Case decision in Application 87-12-003, except
that Schedule PA-T-1 shall become permaneptfan an optional AL-TOU
schedule with xeduced peak period shall be offered.

3. On oxr after the effective date of/the final Phase I
decision in this proceeding, and at least 8 days prior to the
authorized date for tarxiff revision, SDGY¥E shall file revised o
tariff schedules for electric rates reflecting the revenue decrease .
authoxized in the final Phase I order./ The revised tariffs shall
apply to service rendered on or aftexr/ their effective date.

4. An Energy‘Relxabxllty'Ind value of 1.0 is adopted in
this proceeding. '

5. An annual average Incre ental Enexqgy Rates (IER) of 8 769fU
British thermal units per kilowatt-hour is adopted in this |
proceeding. A 1.06 mils per kiYo~watt hour adder is also adopted
for purchases from qualifying facilities. Division of Ratepayer

Advocates’ proposed t;me-d;fferentxated IERs shown in Appendxx.k
axre alsO»adopted.

6.  San D;ego Gas and /Electric Company w;ll file a complete
study on the avoided Operation and Maintenance costs associated
with its electric purchase from Quﬁlifying‘racilities- The study
will be filed with the Commission Advisory and Compl;ance Division
within ninety days.

This oxder is effective today;
Dated , &t San Francisco, Califormia.




Table L=
DRA Estimate of Reverwe Requirements
and Changes
Per Alternate Decinion

) Q)= (1) =
Present * Adopted
Rate Reverve
Revenues Requirement Change
¢ Q00> {3 000> ¢ 000)
$356,580 $360,135 $3,555 e
52,108 02,328 ' $130 e

(34,379) (335,167) (330,728)"

-

$384,399 $357,296 (327,105

* Includes FRPEU.

** At sales of 12,379.1 Cuh,

"\\

wes (3360,103 (Table L-2, Line 22) - 3356,580 y/* 1.00918 ¢SOFF)

\\
wee Table L5, line 60—~

wwewe ((330,500 (Table L-5, Line 24) + CTable L-3, line 26) + 3280 (S0FF)).




MS

1 Natural Gas - , 125,983
2 Residual 01l E - 7,337
3 Other Qi1 4 : 5
4 Firmm Purchases ¥ ‘ ‘ 176,483
S Econ Puxchases ', . 46,542
6 Alt/Cogen : ‘ 4 : 9,651
7 Nuclw ’ . ' 34,350 ’
8 Tetal 2. 400,351

§ Verisble Wheeling Expenses ‘ 38
8,553
298
12 Carrying Cost of Oilmmventozy _ 1,100
13 EFI Adjustment 7 (580)
14 Subtotal Expenses : 410,106

15 Less AER Recovery Fortidn (8%) _ (32,808)

16 Less NARCO Fuel Sexvicé Charge (2,000)

17 Plus Alamito-Tucson Chpacity (300 MN) 41,650

18 Subtotal / , 416,947 -

19 Non-ounsch.ctional at 2.71885% 11,336 ¢

20 Adjusted Subtotal 405,611
21 Less Projected ECAC Ba.lame on November 1, 1988 (45,508) . .
22 Total Requirement 360,103

23 less Reverme 71'. P.j:t_asent ECAC Rates o 356,580 - -
24 ECAC Reverme X - | 3,523

25 ECAC Rate/Change - Forecast Sales of 12879.1 Gwh 0.027 /X
26 Franchise Fees and Uncollectible Expemes at 1.2600% 0.000. ¢/
27 Uniform Rate Change 0.028 c/.'vdm

Q hd Ebn:lt:dang 300 MY Alamito-Tucson Capacity




TANCE 1~3
DRA ESTIMATE CF

ANNUAL ENERGY RATE (AER)
PER ALTERNATE CECISION

(Novembexr 1, 1988 thrxu Cctober 31,

MS

125,983
7,337
N S ' 1
176,483
46,542

9,651
34,350 .

38

: Expenses ‘ 8,353 i

11 Startup Fuel o : 298
12 Caxxying Cost of Oil in [ 1,100

13 EFY Adjustment - (580)
14 Subtotal Expenses - 410,106 -

15 AER Requirement (8% ¢f Line 14)'
16 Non~Jurisdictiomal at 2.7189% of Line 15

-

Rate for 12879.1 GWh Applicable Sales
at 1.2600%
'Energy Rate (Line 18 + Line 19) : . '
0&001 Cﬂm 5" N ' X ;"u""
3.024 c/xon -

0.029 ¢/} -
3.083 ¢/l

v Excluding 300 MY Alamito-Tucson Capacity

@




31, 1989)

(35,191)
311
(34,879)

licable Sales of 12879.1 GWh) =0.271 c/kh

-0.237 ¢/xh




TABLE L~-5
DRA. ESTDMATE CF

BCAC/AER/ERAM REVENUE REQUIREMENT
PER ALTERNATE DECISION

(November 1, 1988 thxu October 31, 1989)

-

TTEM (3)

1 Natuxal Gas 125,983
2 Fuel Oil 7,341
3 Purchased Power - 232,676
4 Nuclear 34,350
S Subtotal . . 400,351
€ Other Expenses . 9,754
7 Subtotal : 410,106

8 AER Requirement. (8%) : 32,333

32,188
(381)
129

0.918%) 1
130

15 ECAC Requi:vemnt (92%) 377,297
16 less Adjustmerits 17,195
17 lLess ' 356,580
et i

Reverme a ,606
20 SCFF Difforential (0.918%) -3
21 Total m Reverue Requi:emm : 3,639

22 Adj " ERAM- Balance (34,879)
23 Revenue at Present Rate (4,379)
24 Revenue Requirement | (30,500)
25 Retenue at Proposed Rate . (30,524)
26 Voltage Discount Adjustment '

27 /SUFF Differential (0.918%) - ' 280
29 Total ERAM Reverme Requirement (30,796)

/srmmm/mc/mneqmmm : ~ (27,027)
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.ae IER ARPENDIX

SAN DIEGQ GRS AND ELECTRIC COMPANY
ADOPTED AVCIDED ENERGY COSTS
ECAC Forecast Pericd = Noveater 1, 1982 through {ctonep/Ti. 1989

SUMMER

JESCRIPTION SEnl-  OFF SUPER  SERS 0FF SLPER SEaS
PEAK  PEAK  OFF-FX PERX OFF-PX  RYE

(BTU/XUN)

. (INCREMENTAL ENERGY RATE~IER phus 8969 a8/ ‘ 5% U <900
2 ERUIVALENT IER ¢r IER ‘ Ji4s 9202 ' b g9 Bie I
W OWn ADJER (BTU/KUK)
THLE /L3 « 10 exo &l -

s

AG=UEE RATT ($/MNBTY) 3.178% . 11786 S.178  J.1786 . T.AT8k 5.250

\
’
—

& 1AVOIDED COST OF ENERGY
HOSLOI) (L1 & L3) /(30 EXP &)

me we pe 2B Sm e P St 6= be me ma me pd e s et ne as e

.
0
4
1
]
[
14
L
+
»

0.02928 0.0285% 0.92895 0.0242% 0.02632 0.92799 0.0279 0.02829 -1 0.0Z7S

s =2 0

“{AVOIDED COST OF ENERGY NITH ;0.C30344 0,0265 3 00280
'0UN Adder of 1.06 mill/kin R
LLA + 00308 S/KNH

ENERSY LOSS FACTOR DLW 10296 1.0204 L0214 10284 1 1006 .0082 L0213 L.0DIS L0209 1 L.o0er
IAVOIDED ENERGY CIST # LOSSES! 0.0339 0.03045 0.0286% 0.02583 0.0280% ! 0.032%% 0.0TLST 0.02963 0.02737 0.03007 T 0.6296%.
IS/ (LS # L&) , | ; o

"t oo bo gp o v —n b

{TRANGNISSION :

+JISTRIBUTION

LOTI6 1067 L0532 L0515 L.0STL nlms
0.05363 0.0T265 0.0%0%% 0,023 903107 ¢ 0.0206¢"

ENERBY LOSS FRCTIR 10730 1.0714 L0511 03 L.CTR4
e 720 LI S: - 0.03263  0.0T168 0.02940 0.02638. 0.028%8

-.--,.,,.---
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