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OPINION
I. Summaxy - ' o i e sd

This Phase IIX decision finds that San Diego Gas &
Electric Company’s (SDG&E) power purchase comtracts .and.power
purchase expenses during the record periods:from May 1, 1986 to
April 30, 1987, and May 1, 1987 to April 30, 1988 were reasonable, .
except for payments to qualifying facilities (QFs), which have been.
addressed in Phase IX of this proceeding. Because the.contract was
in arbitration, the reasonableness of the Tucson Gas and Electric
Conpany contract was deferred to the fall 1990 SDG&E Enexgy Cost.. -
aAdjustment Clause (ECAC) reasonableness review proceeding.

Phase I of this annual ECAC proceeding resulted in .
Decision (D.) 88-12-093, which set electric revenue regquirements,
rates, and QF pricing levels for the forecast year ending’
October 31, 1989. ' ‘ S BRI

The Phase II decision, D.89-08-028, reviewed the: _
reasonableness of SDG&E’s fossil fuel and nuclear.expenses, and-its
payments to~QFs, for the record period of May 21,1987 to April- 30,
1988. N . AR e : B R .

II. ' Reasonableness Review -
The reasonableness review of SDG&E’s five: energy.

purchases c¢ontracts during the.two record. periods are the'subject
of Phase IXX. SDG&E filed .a motion to bifurcate this proceeding to.
separately consider the contract between Tucson-Gas: and Electric:..
Company -and SDG&E 'signed in 1978, because ‘of the'pending - o

arbitration proceeding dealing with that contract.:  Tucson Gas and'
Electric Company subsequently became Tucson Electric Power cOmpany .
(TEP). We will grant SDG&E’s request. R S
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The five contracts: considered in Phase III are with the
following entities:

A. Washington Water and Power- (WWP) ..
This contract, signed on April 1, 1968, provides

112 megawatts (MW) of capacity to SDG&E at all times. In exchange,
SDG&E is required to return the amount.of energy deliverxed,; and to -
pay WWP annually 2,500 MW hours: (MWh). of off-peak .enexgy.pex . .~ .
megawatt of capacity. The Commission”s Division of Ratepayer
Advocates (DRA) states that this contract gave. SDG&E access o
Pacific Northwest (PNW) firm capacity and energy at: below its .
avoided cost. DRA believes that the contract was reasonably: -
administered and that SDG&E should be allowed to recover the costs. -

We conclude that the WWP contract was reasonably .-
administered during the reasonableness periods under review.
B. Rublic Sexvice Company of New Mexico (PNM) - .. -

The PNM contract was signed.-on Octobexr 30, 1979, fo
236 MW capacity and associated enerqy during the pexiod May.l, 1982 .
to Aprxil 30, 1988. DRA examined SDG&E’s administration of the
contract to determine whether it adequately monitored contract
performance, optimized takes and reduced  contract costs when -
possible. When the contract became uneconomic in 1986, SDG&E
attempted to renegotiate more favorable conditions with PNM. SDG&E
concluded that the resulting renegotiated terms were more costly
than continuing operation of the original contract. SDG&E did not
agree to the renegotiated.terms. . B

DRA believes that.the negative.economics of-the .contract -
were-due to-it being signed during:.a:-period of high-gas and oil -
prices, rather than’'due to unreasonable action ©f-SDG&E.: DRA: -
concludes that.SDG&E: operated properly -in- continuing operation . - :.»
undex the contract, since the renegotiation between SDG&E and PNM. -
would have resulted in increased costs tomSDG&Ew,gbRArcqncludes.~ff:f
that SDG&E acted xeasonably in continuing operations under the . ...,
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existing contract, and recommends' that SDG&E be-allowed to recover
the costs associated with the PNM contract.: . .. .o 0 oo oo ol
- We concludo that SDG&E operated properly and cconom;cally

in administering the PNM contract, considering the: contract: .
restraints. - SDG&E evaluated the costs-and:benefits of -the.
renegotiation with PNM and properly declined to.agree to it. ~We
will not impose any disallowance for the administration of the PNM -
contract during the reasonableness periods under review.
C. Comision Federal de Electricidad (CFE) o

The CFE contract provides for enexrgy and.capacity for a
10-ycax period beginning September 1, 1986. Although  the' contract.
costs now exceed.avoided cost due to high demand charxges, DRA
concludes that SDG&E has been reasonable.in administering the-
contract for the following reasons: -~ - .

1. SDG&E has been analyzing options for

modifying or replacing. thc‘cpnt:act.,‘

a. Termination of the contract is not:
cost-effectmve.‘

b. SDG&E is currently attemptlng to .
renegotiate the contract as a result of
CFE’S request to allow more frecuent
adjustments of the operation and.
maintenance (O&M) component of the
pricing. Some concessions have been
reached through the negotiations with
CFE, and more may be available during
the remaining period of the contract.

2. SDG&E is concerned with maintaining a
reasonable relationship with CFE..

a. Mexico has severe economic problenms.

b. Conducting business with a foreign
government is sensitive.

¢. Therc may be future benefits resulting .
from maintaining the cxlﬁtmng bus iness
relationship with CFE. P
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DRA. concludes that .SDGEE’s administration-of-the:CFE @ .
contract was reasonable during the two record .periods: S

We conclude that SDGAE was reasonable in adnministering
the CFE contract during the reasonableness periods under -review..
However, we expect SDG&E to aggressively negotiate any changes in
the contract with CFE. If SDG&E makes concessions such as-allowing
CFE to change O&M more £requently, we . will look at what:it. has:-
negotiated for the ratepayer in return. . Vague potential . future.. .
benefits from maintaining the existing business relatlonshmp with .
CFE may not be viewed as adequate. '
D. Escondido Mutual Watex Company (EMWC) T

This five-year contract, signed on June 8,.:1983, provides:
for as-available energy to SDG&E. The quantity purchased. is small.:
at 12.37 gigawatt-hours at a total cost of $866,000, for an average
cost of about 7¢/kwh. for the two record periods. DRA concludes
that the purchases under this contract were reasonable for the
following reasons: L : : EITER

- The contract is small. B .

- There are benefits to malntalnlng good -
relations with EMWC. ‘ o :

- The Commission has found’ past purcha
under this contract to’ be. reasonablc.
We conclude that SDG&E reasonably admlnzstered this
contract during the reasonableness periods under consideration.
This contract will be addressed in detail in the
remainder of this decision..

IITI'- m :"I‘ ; !‘E"
The only d;sputed issue in Phase IIX ms ‘the

reasonableness of SDG&E signing. the contract with PGE. The parties
are in agreement on all other issues.
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. Hearings were first held:in:San:Diego:from October 1.0
through 13, 1989,  After submission and:before-issuance of the: - - -
Administrative -Law Judge’s. (ALJY) draft decision,. SDG&E.filed a - :
Petition to Set Aside Submission, based on material changes of fact:
occurring after submission which affect the economic value of.the .. -
PGE contract. No party objected to the petition, but DRA objected
to use of the new evidence either to support SDG&E’s probabilistic
methodology or to discredit DRA’s deterministic methodology. The
petition was granted by ALY rullng without limitations onuse:of
the new evidence. Lo R PRI R

Additional. hearzngs were held: in San Diego:ron:Apxril 22, .
23 and 24, 1991.- S T EE VR L I .

-SDG&E and DRA presented evidence' on the:reasonableness of-
these contracts. The City of San Diego (City) participated. through:
cross—examination of SDG&E and: DRA witnesses. Briefs were filed by
SDGSE and DRA. . L e el e s em L

SDG&E argues that ther contract  will provmde ratepayer.
benefits under most possible scenarios, including those: us ing vcry :
conservative assumptions. ... o 0 Loyt Doy

.DRA ‘believes that signing the: contract was an-
unreasonable action, and recommends~that'SDG&Evrenegot;ate,a¢,~
terminate, or take other action to avoid the negative effects of -
the contract. Unless appropriate action .is taken, DRA recommends -
that the Commission put SDG&E on notice that it is.subject to
disallowances in future reasonableness roeviews, if the costs under. .
the contract exceed avoided cost during any year. . . - .

DRA further argues that SDG&E could have' negotlated a
more favorable contract with Bonneville Power Administration  (BPA).,

as Southern California Edison Company (SCE)  did in: the same period
the PGE contract was negotiated. 'DRA also believes that if it .
could not negotiate a satisfactory contract with BPA, SDG&E -would
be better off. purchas;ng enerqy at its avoided costs for five-

years. = - B S S T oY
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- ‘Although SDG&E. presented: evidence.claiming- significantly
increased economic benefits to ratepayers:. from:renegotiated:coal:s . .l
costs,. DRA recommends imposition of potential disallowances-~on. .. ..
SDG&E for years in which DRA’s base case indicates negative ,
benefits. - . S KR P ST

. . . - N .r . wo .ot - - “ N L 'v,* .

A. Background o T S TR S PR LU R A

The contract consists of two parts, a transmission ... -
sexrvice contract, and a power: purchase contract. . Since-the two are
interrelated and a part of the overall agreement, we. will refer %o -
the two as the “contract,” and will. evaluate the reasonableness of
the two as a whole. ' o : ‘ CIT L L

The transmission service contract provides: for delivery.
of the energy through the northern portion of the Pacific Intertie
to the Malin substation at the Oregon-California border, B effective :
November 5, 1985 through December 31, 2013. From Malin the enerqgy .
must travel south through the Pacific Intertie to - reach SDG&E’s -
system. Undex the Pacific Intertic Agrecement, SDG&E bas .an
entitlement to 7% of the investor-owned utilities’: share,of the -
Pacific Intertie from November 5, 1985 through December 31, .2007. .-
SDG&E’s current entitlement is 231 MW. . (Ph.- IIX Report,:pp.  1=14.)

The power purchasc contract provides for 75 MW of powex -
and 75 MW of transmission service from January L, 1989 through
Decembexr 31, 2013.° The power is based on capacity and energy from
PGE’s ownership share of the Boardman Unit L coal plant. n
B. ' Standaxd of Review . LT L s e

' It is important to define the standard of review: to use ...

in evaluating the PGE contract. SDG&E argues that the Commission -
should consider the same standard of review we used in Du89=02=074,.
31 CPUC 24 236, which, among other things, reviewed .the ... - -.;:
reasonableness of SDG&E in connection with its contracts with
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several other utilities for purchases of power transmitted over the:
Southwest Powerlink (SWPL). In that decision we stated"wdthwrf
regard to SDG&E’s contract with PNM. . .~ T "l

”#[A] reasonable and prudent act is not:limited. .
to the optimum act, but includes a spectrum of
possible acts. As we have stated ... ‘our
legitimate concern as the agency charged with
oversight and economic regulation of the
monopoly wutilities is not merely with the
outcomes of the utilities’ decisions; we are
also concerned with the process cmployed‘to
arrive at a particular decision.’

(D.87-12-071, mimeo. p. 32.) Thus, a decision
may be found to be reasonable and prudent if
the utility shows that its decision makin
process was sound, that its managers considered
a range of possible options in light of
information that was or should have been
available to them, and that its managers
decided on a course of action that fell within
the bounds of reasonableness, even if it turns
out not to have led to the hest possible
outcome.” (31 CPUC 2d at 245-246.)

SDG&E negeotiated and agreed to the PNM contract in nearly
the same period as the PGE contract. o ' -

DRA agrees with that standarxd of rev;cw, and believes
that the reasonableness of a contract. should be determined by
comparing the costs under the contract with the utility’s avoided
costs. \ Y T T DR
C. Contxact Negotiatio ngf' |

1. Rosition of SDGEE : ~

SDG&E argues that it adequately and aggressively
negotiated the contract. Havmng been criticized D.89-02-074 with
regard to the PNM contract for not adequatcly cons;dcrzng the fuel
price drop in later 1985, SDG&E has attempted to show that in this
case it properly evaluated the effects of the fuel price drop.

SDG&E noted the fuel price drop occurred in late
September or early October 1985. On October 4, 1985, SDG&E met
internally to discuss the fuel price drop and its effect on the PGE
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offer. .SDG&E determined that. it would. negotiate for a reduction-in:
the contract’s cost, or alternatively,' for additional features. that.
would add value to the contract.. Following is a:.recap of the -
meetings between October 4 and November 5, 1985. - Co

- Octobexr 4: SDG&E met internally to discuss
the effect of the fuel price drop on the '
contract.

Octobex 8-107 negotxat;ons with PGE. On =
October 8 PGE walked out when it learned
that SDG&E wanted either a price concession
or valuce added. rcatures. 'Negotiations_'
resumed later. I

October 1l: conference calls to PGE.

October 14; SDG&E Fuel and Purchase Power
Committee reviewed the pendlng contract.

Octobexr 15-167 further conference calls to ”’
PGE.

October 18: final draft contract prepared by-
SDG&E for internal review.

October 28; final draft ready.

Novenber 1; SDG&E Board of Directors
approved entering into the contract. .

Prioxr to notxfylng PGE of board approval,
and prior to signing the contract on
November 5, SDG&E demanded and obtained
usage of the transmission intertie upon
execution of the contract, rather than
~January 1, 1986 as the contract draft
provided.

November 5; the contract is signed. .




A.88-07-002 ALJ/BRS/f.s

- SDG&E argues that this sequence. demonstrates:itsc-active. .  :
and aggressive negotiations -that.reflect proper consideration-of-: -
the economic impacts of the drop in fuel pricos. ' .. o 20 g

-DRA. argues that . SDG&E not.only-failed to.properly
consider the fuel price drop,.but did not appreciate.that: something:.
important was happening to fuel prices. - Although it-was: aware-that.
fuel prices could fall outside the range of probability used in - its.
evaluations, SDG&E still proceeded with and entered: into the-PGE:
contract. DRA believes that SDG&E knew or should have have known-
that conditions in the fuel market were changing, yet: SDG&E- did-not-
adequately refleet the changes in the contract negotiations.

'DRA believes that both the"PGE contract-and.the PNM
contract were approved by SDG&E’s Fuel and Purchase Power Committee
at the same meeting on October 14, 1985. Since the Commission . in -
the SWPL decision found some imprudence in negotiating the' PNM -
contract, a similar result is warranted here, because: the. time -
period, circumstances, forecasts, and risk: analyses were' the. same
or similar for both contracts. e SR :

D. Need for Additiopal Copacity - R
1. Position of SDGEE " . o T
SDG&E argues that.in 1984 when it was.studying resource. .
options, it:properly perceived-a need for: capacity in: 1989,:due to -
termination of three power purchase contracts:in 1988 and 1989.. .-
These- three contracts, totaling.between 618 and 748 MW, were with. -
WWP (112 MW), TEP (400 MW),. and PNM (106 MW or: 236 MW depending .on: -
the status of the Palo Verde Nuclear Generating Station).: ... .z. _2.
SDG&E had no identified: replacements for: these ¢contracts.:
As part of 1ts strategy of resource diversification, SDG&E adopted
a 50/50 stratcgy for resource acqu1 1tion,with(regard to long/shoxt
lead time resources. The long lead time resources typically are
committed for a long term to a specific powerplant, while short
lead time resources may be based on short-term surplus resources
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that are offered. for only a feow: years .or are subject to:recall on
short: notice:. '-On this basis SDGEE was. looklng Loxr: a/long—term)
commitment of about 300 "MW.in 1989. - U o
DRA argques that there was: no need:for capacity until 1990
at the earliest, and that no capacity credit should be allowed for -
the PGE contract in 1989. DRA bases its argument on. the SWPL. .- - .:
decisions. Finding of Fact 40, in D.89=02-074 as modified by .-
D.89=-09-091, states, “According to.the resource plans and demand = .
forecasts the partiecs relied on in responding to the Commission’s
questions about the SWPL balancing account, SDG&E has no need for
additional capacity until 1990 at the earliest.” .. .. ... v . .o
DRA further points out that since the same resource plans
and forecasts:-used in the SWPL proceeding were used by SDG&E:here, -
the same conclusion must be reached, and the capacity credit should
not be allowed for 1989. . o ‘ .
E. Selection of the PGE Contract - - T
1. Altexmates to the PGE Contract - . ... swoouvas |
SDG&E believes it fully’ consadered:alternate" before v
entering into the PGE contract. In 1984 SDGAE commissioned Charles
River Associates: (River) to analyze electric generation: ::
opportunities for power purchase or ownership.. The purpose was to. -
identify and rank the opportunities, and to develop & resource:data
base that could be updated as new information became:available. In:
preparing the December: 1984 Market. Study, River interviewed 22
utilities from Canada to Mexico and as’faxr east as Colorado. Two..
types.of resources: were identified: . Lol ‘ Corin

1. Those available by. 19897 generally S
existing Xesources or. those that were
ncarly complate. h
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Those . that might. be available -in. -the
‘mid=~1990s or later. . These were,less
certain resources that were usually in
the plann;ng stages.

The second group looked less promxsxng than the first
group, for the followmng reasons: e

a. Fewer potentlal resources were expected
to be available. , :

High risks of cost escalatlon,
cancellatlon, and delay were apparent.

 parties frequently wanted equlty
partners to share rlsk.

Transmxss;on developmenc was necessary
in ordexr to access the resources.

Thirteen alternates were,identified in the first
group. All had risks and drawbacks, t‘rcquircd long-texm
agreements, and the starting date was often a problem, in that many
des;red to start dellverxes ‘prior to 1989. Seven lacked a
transmission path, and 3 were 50 MW or less. Other utilities wexe

also competlng for many of these resources
The Market Study subdmv;ded the 13 resources into

three categories: , o N
Sategory 1: Rcsources showxné ne potent;al .
for mecting SDG&E’s goal of long-term prxce
stability and fuel diversity. \ o .-

Cateqgory 2:° Resources that could meet
.SDG&E’s needs after sxgn;flcant compromlse
by either or both parties. Included in
this category is BPA. Although BPA had -
potential resources, it could only commxt
to capacity on a five-year callback basis,
and energy on a 60-day callback. In
addition, BPA was attempting to handle
other surplus PNW resouxces, which caused
antitrust concerns and concerns of other
PNW utilities. Finally, the proposed
pricing was not viewed as favorable.
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' ‘These: resources show:.an
1mmediatc potentmal ot meetmng SDG&E'
needs, and xnclude.‘;hﬁilu_“

a. PNM indicated an 1nterest in selllng
- xesources to SDG&E as early as'1982.
After a year of negotiations, SDG&E .
signed the agreement with PNM. This
contract was found reasonable by the
Commission in the SWPL decision,
D. 89 02~074.

PGE and SDG&E reached agreement on thls
contract in late 1985, as more :ully
discussed- here;n. R

Pacifc Power and nght COmpany (PP&L)
was interested in-selling a portion of
the Colstrip 4 coal plant. However,
SDG&E ccased negotiations as a result
of the combination c¢f uncertainty .over
PP&L’s ability to schedule transmlssmon
through the Malin substation, PP&L’s
continued insistence that SDG&E .~
purchase in the 1986-1989 tlmeframe,
and the carly 1986 uncertamnty of

oil/gas prices.

b. B_Qimgn_qt_mé o
.(1) ) e N
DRA belleves that SCE achieved more favorable

terms in its contract w;th BPA than SDG&E achmeved w1th PGE. DRA
argues that SDG&E could have negotiated a contract.w1th BPA having
terms similar to the SCE/BPA contract,. since it was negot;ated in
the same period and s;gned shortly after the SDG&E/PGE contract.

While DRA acknowledges that SDGEE. may not have been able to reach
exactly the same agreement ‘with BPA, it belxeves that a comparisen
of the two is valid for purposes of evaluatlng the PGE contract.
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Table 1 shows DRA’s comparison, using BPA’s
forecasted rate for a medium PNW demand growth case, and SDG&E’s
low estimated PGE costs. The results indicate less favorable terms
for the SDG&E/PGE agreement during years 3 through 18, and

levelized costs from 20% to over 31% higher over the contract life.
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TABLE 1.

COMPARISON OF PGE RATE TO SDG&E AND
BPA RATE TO SCE
(Medium Case)
(mills/kwWh)

PGE Rate BPA Rate PGE Over
o SDGEE %0 SCE

]
(O

33 0.0
36 36.9
39 40.0
67 46.7
€9 48.7
75 53.6
77 58.3
85 62.1
86 65.5
101 68.7
102 73.5
104 77.4
105 81.0
106 85.8
108 90.7
111 96.2
113 102.2
115 108.6
118 118.0
121 127.4
126 135.6
130 144.4
135 153.8
140 163.7
146 174.3
151 185.6
157 . 197.6
163 210.4

WO E& WP

Levelized=——m=
Pexiod PGE BPA
(m/kWh)

1987=2005 74.35 59.31
1989-2005 87.13 66.56
1987-2013 77.74 64.71
1989=-2013 90.73 73.19
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In Table 3-9 of exhibit 50-DRA. expanded the
comparison using- BPA estimated low, medium, and high demand growth
rates, which resulted in the PCE contract being more favorable in
only one of the three cases, the BPA low: demand growth case. - In
Table 3-10 of exhibit 50 DRA made a comparison using a.high PGE.. .
estimate, which resulted in the PGE contract. being moxe favorable
than BPA in only the early years of the BPA low demand growth case. .

DRA notaes that under most assumptions, the PGE .
costs are higher than for BPA, and that SDG&E was overly concerned.
with the callback provisions of BPA agreements. DRA points out:
that despite the callback provisions, BPA forecast surplus peaking.
capacity for 50 hours per week through 2004 to 2005... BPA: further
forecast a firm energy surplus until between 1993 and 2003,
depending on how much of the Pacific Northwest investor-owned
utilities’ load growth during that period is placed on BPA..

Once the callback teook effect, BPA would.offer .-
capacity/energy exchanges. DRA notes that although SDCLE- states
that an agreement requiring payback of capacity and/or energy is
not desirable, SDGLE nevertheless was satisfied with its
capacity/energy exchange with WWP. It was unable to negotiate a
satisfactory extension of that agreement. :

- DRA further notes. that an agreement wmth BPA e
would have bought. five years’ time -for SDG&E, during which: it ¢could
have assessed other opportunities. The five years would also-have .
allowed SDG&E to learn more about ‘the market before entering into a
long-term contract. - ' S

DRA conclude¢ that nlthough the agreement with -
BPA would have been less predictable than the contract with- PGE,- it
could have substantially met SDG&E’s needs at lower cost. DRA
further concludes that SDGEE -exhibited little initiative in . - . ..
negotiating with BPA. ! ' ' '
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. DRA also argues-that lf SDCLE were not /o' -t
successful” in negotiating. a'beneficial’ contract with:BPA or~others,”
its ratepayers would be better off by generating -oxr.purchasing-at =~
SDG&E’s avoided costs rather than purchasing. undex. the PGE . - . P
contract. Relying on avoided cost would allow more' operational
flexibility, and allow SDG&E to take advantage of other: ...
opportunities, rather than being confined to the PGE contract. If
fuel prices remain soft, avoided cost could be cheaper in:the long..
run than the PGE contract, which has relatively high' capacity costs.
as a result of the capital costs of the Boardman coal plant.’

. Because the PGE and DPNM contracts were negotiated and:
consummated  during the same approximate period,.in the following . -
section we sometimes will refer to the Commission’s discussion and
conclusions on the PNM contract, which was reviewed for
reasonableness in D.89=-02-074, as modified by D.89-09-091L.

(1) Avoided Gas Cost .

We consider this criterion separately, since it .
is potentially a pivotal issue in evaluating the benefits of the
contract. The difference in benefits of the contract between
assuming the rates of Schedule G-61" versus Schedule GN-5 as. the-
avoided gas cost is about $28 million. . SERTE

(2) Pogition of SDGKE - - - o 0L

SDG&E argues that Schedule GN-5,. rather -
than Schedule G-61, sets the proper gas rate for evaluating the
cost of gas displaced. SDG&E states that it originally used the .-
G-61 rate for a conservative preliminary evaluation of.the -
contract, realizing that if the contract looked favorable on that
pasis, it would be more favorable using Schedule GN-5.. - Schedule - *
G-61 contains the commodity rate that is the wholesale rate SDG&E
pays Southern California Gas Company (SoCal) for gas. Included in
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the wholesale rate is a- capacity or demand charge.on SoCal’s ...
system.  SDG&E uses the G-61 gas ratel for. dispatching its-plants,.
since it is the cost that can be aveided in: the.short: term if gasi..
is not used. o S DI -
Schedule GN=-5 sets the effective rate to-.
SDG&E’s gas department. It includes- both a commodity rate (G-61),
and a capacity charge that reflects the. cost of SDG&E facilities
used for transporting the gas. SDG&E argques that Schedule GN-=5’s
rate is the proper rate to use in evaluating long-term contracts
that replace gas, since such contracts aveid not only the cost of
gas but also the need for new or upgraded gas facilities on its own
system. Aveoiding purchases of gas through a long-term contract
results in less long-term system upgrade and maintenance .costs.
‘ As evidence of the propriety of using

Schedule GN-5, SDG&E cites D.82-12-120 in Order Instituting
Rulemaking No. 2, the Commission proceeding investigating
appropriate pricing for QFs, such as cogenerators and small power:
producers. In that decision we stated, ”“When the electric . .
department of SDG&E purchases electricity from a QF, ratepayers
avoid electric production with costs derived from the:GN=5 rate for
the purposes of calculating SDG&E’s electri¢ rates. By
establishing QF pricos using the GN-5 rate, ratepayers are '
indifferent between purchases from QFs and utility generation, - -
consistent with avoided cost principles. To base prices on the
G-61 rate would result in underdevelopment of QF resources.,  leading.
to uneconomic use of natural gas in utlllty boilers.” . ~(10 :CPUC 2&:
553, 622-23) ' - S S,

: " SDG&E argues that the G=61 capacmty cost,
like the capacity charge of GN=5,  is avoided in the long-term:
because a long-tern contract reduces SDG&E’s long-term-gas demand. .
With”the'reduced'demand/forsgas-from‘SoCal,«Iess of SoCal’s systen .
costs would be allocated to SDG&E, and more to- other customers. . =
This argument may be stated another way. Reducing long-term-

- 18 =
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purchases from SoCal will not increase the G-61:rate to: SDGEE, "
because the reduced volumes will be taken by other:customers of
SoCal. Those customers will pay the normal G=61. rate, which: .
includes both a capacity charge on SoCal’s system and a commodity
rate. oL
(b) Position of DRA L APPSR
: ' DRA argues that G-61, not:GN=-5, is the
proper gas rate to use. DRA’s argument is based on: SDG&E  not. being:
able to avoid the capacity charge of GN-5. ot

DRA explains that G-61 is SDG&E’s corporate*
cost of gas, which it uses to dispatch its system on arday=-to-day
basis. The G-61 rate is the rate SDG&LE pays SoCal for gas. G6=-61 ..
includes both a fixed monthly capacity charge, and a volumetric
rate. The fixed charge is intended to recover SoCal’s cost of
sexving gas to SDG&E. o IR o S0 e
: DRA. argues. that the facilities. charge on - -
SDG&E’s system cannot be avoided since SDG&E’s gas: facilities .are ..
already in place, and there is no additional major capacity -
expansion expense needed by SDG&E to produce additional enexgy -at . .
the margin. ~“DRA believes that reduced purchases of gas from SoCal .
will result in increased capacity charges per unit of gas.. As-a
result, GN-5. overstates the avoided gas cost, since the remaining
purchases would be at a higher unit price. - ' ‘ _

DRA also believes the GN=5 rate subsmdlzes
SDG&E’s gaS»department at the expense of the electric department, -
and, therefore, using GN-5 for evaluating the ceontract benefits is -
unrealistic. DRA cites D.85-10-050, which reviewed Pacific Gas and
Electric Company’s (PG&E): accounting procedures and treatment of
profit as related to economy energy sales transactions.. This - .. .
decision eliminated a subsidy of gas customers at the expense .of . ..
electric customers in the amount of approximately one percent of
revenue related to economy energy sales. DRA believes that; this .-
subsidy still exists in the case of SDG4E.

- 19 =
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A “DRA"notes ‘that ' using G-61 instead of GN-5
reduces the contract benefits calculated by SDG&E by $28 million.

(Ex. %0, pp. 3=~5, 6.) . S e R
(2) Qthex Contract Provisions and Benefits: .

Following are the other contract provisions
or benefits that are in- d;spute between SDG&E and DRA, with-axregaxd--;
to potential benefits : x x

(a) Storage Services Lz -
This® provision enables SDG&E to store

low cost economy enexgy for later use in displacing enexgy during
higher cost pexiods. The provision is in effect for a 10-ycur
period beglnnlng January 1, 1989. N s Co _
- - SDG&E. quantifies this benefit through
its PROMOD (a”production cost computer model) analyses, which
calculate the extent that lower cost: encrgy is expectcd to displace
higher cost erergy. S S T v ST
~ : DRA argues that although this is a
beneficial provision, it should not'be"assumed’and-quantifiedehenxu
evaluating the contract, since the contract should not depend.on:
such probabilistic and uncertain benefits. . = Lol
-(b) PGE Acting as an Ene:r:gy
Brokex for SDG&E

Under this provision, PGE acts as an -
energy broker for SDG&E, to purchase economy enexgy at cost plus.:
five percent from January 1, 1986 through December 31, 1988, and at
cost plus 10% from January 1, 1989 through the end of the contract.

SDG&E assumes the effect of this provision in. its analyses. -
DRA believes that a proper

conservative analysis should not consider any melding of contract
costs with these potential economy purchases. DRA cites
uncertainties such as transmission availability and possible energy
emergencies during which the Oregon governor may halt any enexgy
exports. (Ex. 50, pp. 3-6, 7.)

- 20 =" -
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(c) - SDG&E May Assign its Rights
: cooi Under. this provision, SDG&E may assign.
its rights under the contract to another electric utility,:without:

the consent of PGE. R ST N
Both SDG&E;andiDRA agree that this

provision is boneficial.  Since neither:party has attempted to- .
quantify its benefits, no dispute exists relative to contract.
benefits. T ST .
: (d) ER&L _Contract

At the time of c¢valuating the . PGE.. - .
contract, SDG&E did not know if its negotiations with PP&L-would .
result in a contract. As a result SDG&E assumed probabilities of
entering into the PP&L contract in its: decision tree analyses.

: . The benefits of the PGE contract are
greater if the PP&L contract is not entered inte,. since there is
greater need to purchase power under that condition... . E ;

‘ T DRA argues that since there was no way
of knowing in advance whether the PP&L contract would-be
consummated, the conservative assumption should be used,  i.e.,
assume the PP&L contract. o s ‘

(e). Coal Cost Savings
" SDGS&E assumes a probability of coal

cost savings resulting from renegotiation of the c¢oal contract
between PGE and AMAX, the coal supplier to the Boaxdman plant. - The
negotiation has been underway for several years. . SRREE

- DRA believes this henefit to be hmghly
speculative, considering the length of negotiations to date with no
results. ‘ '

-2 - -
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b. Bepefits
(1) Rosition of SDGEE

The decision tree is a method to assist in
reaching a rational decision when many variables are involved. The
analysis requires the user to assign probabilities of occurrence
for each branch of the decision tree, as well as the quantification
of the benefits, positive or negative, of each result.

SDG&E used the decision tree in Figure 1,
below, in its evaluation of PGE contract benefits, concluding that
in 2/3 of the possible outcomes, benefits to ratepayers result.
SDG&E concludes that the most likely result is a savings of $51
million over the term of the contract. SDG&E’s analysis is based on
present value life cycle benefits. The five variables most likely
to affect the agreement’s economic viability were identified as:

1. Oil/gas prices, which were
varied from cxpected to high
and low estimated values.

2. Availability of economic PNW
displacement energy, varied
from expected to high and low
estimated values.

3. A contract or no contract
with PP&L, which varies the
PGE benecfits. If a contract
is rcached with PP&L, SDG&E’s
benefits from the PGE
contract reduce as a result
of it having less need for
the energy and capacity.

4. Coal cost savings which may
be achieved if PGE is
successful in negotiating
price concessions with AMAX,
the coal supplier for
Boardman. Those negotiations
are in progress.

- 22 -




FIGURE 1

PGE SAVINGS PROBABILITY TREE
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5. “Shaping” benefits -or storage: . -
energy savings resulting from
banking of low cost energy to
be used later when the energy
can displacec more costly
cnergy. ‘ ‘ '

SDG&E ass;gned probab;lmtles to each

outcome for each variable in the dec151on tree. For example, the
gas/oil price probabilities are:

25% probability that the prlces
will be hlgher than forecast,
resulting in a savings. of $118
million. .

50% probability that the prices
will be as forecast, for a
savings of 817 million.' ‘

25% probabilmty that the prices

will be lower than' forecast, for

a net cost-(negative savings) of

$61.6 million. _ -

Similarly, probabilities are assigned to
each other variable, along with the benefits, positive or negative,
for cach outcome, as shown in Figure 1. L

The decision tree can be used in two basic
manners. First, each branch can be combined with each possible
subsequent branch, and the resulting benefit determined.- Each of
the three possible gas/oil prices combines with each of the two
possible outcomes for the PP&L .contract, each.in turn: combines with:
two possible outcomes for coal cost.savings, with three,outcomes. .
for NW economy energy displacement, and finally with the:two . -
outcomes for shaping. In this case there are 72 possible:
permutations.. One-third of the permutations.:show net costs. or -
negative benefits, while two~thirds show positive benefits.:
Benefits range from $182.5 million positive, to $79.9 million
negative. This indicates the possible range of outcomes, and: their-
relative benefits. While this process could be used in reaching a -

- 24 = -
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decision, the ‘second metnod of evaluatxon provides further
lnformatxon., R BRI
‘ The“secondgmethod determines the most
likely result, which SDGSE calls the base case. The expected value
of benefits is determined by multiply;ng cach probability by its
benefit, then summxng the results.‘ In this case the expected value
is $51 million, derived as follows: o e e

Gaa/Oll pr;ces.,. : -
.25 % 118.0 + .5.% 17.0 +..25 % (-61 6) = $22 6 million
No PP&L;
6 X0 + .4,x38:8~-34'3.5
Coal cost sav;ngs,,"‘  ‘W 'T”:f_ 
.3 X 14 + .7%x0 = 4.2
NW. economy energy dlsplacement., 7
25 X 8.7 + .5 %x 0 +°.25'%X (-18 3) - -2.4
Shaplng, -
e7 % 33,04 .3 x°0 =..23.1

. e e e,
P N ST L -t

Expected Benefit (Total) = $51.0 million:w . u

This: is the level of benefit that.the
decision tree process determines is.most:likely to. occux, based on .
the assumptions used. This value then is used to make a~decision,’:
such as whether to enter into a contract. The decision tree:result
does not specifically recommend the action te take. ' Rathex, the .-
user must exercise a degree of judgment in using the decision tree .
results. For example, if the most likely xesult is-only:slightly ' -
beneficial, the user may decide not to take that course.of:action.. :
Other more beneficial opportunities may be available.later.  If the:
benefits appear significant based on conservative assumptions; with
greater benefits possible, the user may decide that:the.course of -
action is worthwhile. The user may:also consider the range of.

- 25- -
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possible outcomes discussed above, and-in this case 2/3 are
positive, -1/3 negative. e e s
(b) Incxeased Benofits: - ¢ -

SDG&E -argues “that additional . .- .
provisions of the contract and more realistic assumptions increase.
the benefits to ratepayers. . .
. The contract provisions are:: .-

- Storage capability, -which-
allows. SDG&E to store
‘50 MW of firxm energy for
10 years of the contract
torm. SDG&E estimates
that this feature will
add $29.7 million in-
ratepayer benefits.

Good performance under
the PGE contract could .
add to ratepayer benefits
through reducing payments
to QFs. SDG&E calculates
this benefit at $12.2
million, which assumes
purchasing sufficient
displacement energy in
addition to Boardman-
enexrgy, to achieve a

95% capacity factor.

(¢) ouantification of Uncextaintics
SDG&E performed furthexr’ evaluatlons ot
the contract to consider the effect of uncertainties on the: ‘
economic benefits. The evaluations assume that SDG&E will be"
unable to renew its Pacific Intertie entitlement and have- no-
post-2007 transmission capac;ty, with and without sale of the

contract, and with and without a need for capacity in 1989.
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.Scenario- 1l assumes that capacity was:

not needed in 1989, that no post-2007 transmission. capacity will be-

available, and that the contract benefits for the remaining years

of the contract, 2007 to 2013, cannot be sold. SDG&E presents this

as the worst expected case. - . 10 T 0 T TT Lo

Scenario 2 is the same  as Scenarxio 1

except that it assumes capacity was needed in 1989, and that the
remaining years of the contract are sold at cost.
‘ Scenarlo 3 is the same as Scenario 2
except that no contract sale is assumed.
_ The results of the scenarios are
summarized below: R
, Present_value Savings-millions
1 R $35.1 $74.3
2z L 47.5 88.2
3 37.9, 78.6
 SDG&E argues that even under the most
pessinistic Scenarlo 1, the ratepayers will save a minimum of
$35.1 million. Furthermore, the" sav;ngs to ratepayers could be as
great as $88.2 million under Scenario 2. Scenario 3 results in
savings similar to Scenario 1. SDG&E further notes that the
contract has non—monetary beneflts,llncludlng less price volatility
than rely:.ng on gas/oil, unencumbered transmission access. to the
northwest, use of a. d;versmfled resource (coal), and no adverse
env;ronmental 1mpgct to Califorxrnia. = .. . - . .
(d) Update=Coal Cost Reduction .. . . .
: At the additional Phase III. hearlngo
SDG&E presented its analys:.s of the improved economic penefits of
the PGE contract that result from PGE’s renecgotiation of the coal
contract with AMAX, and renegotiation of the rail transporxtation
rates for coal.
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The rencgotiated coal contract
includes a termination cost of $5,611,290 to SDGEE. SDG&E
gquantifies the 1mprovement 1n energy costs forx Boardman at | )
$56,884,000, for the perlod 1989 through 1999, usmng DRA's base case‘
scenario, upon which DRA baece its recommendatmon for potentlal i

disallowances. L
(2) Rogition of DRA .

DRA argues that the decision tree
analyses used by SDG&LE are lmpropcr for a numbcr of rcason

= Rather than 72 permutatlons,
only the most conservative
case should be used, since.
the other cases include
speculative savings that may
not materialize.. ,

The probabllltzes ass;gned
to the decision tree -
variables are subjectlve, X
and not based on historical"
fact.

The ab;lmty'to assign o
numerical probabxlltxes to .
future occurrences is not
very good, as witnessed by
the decline in oil prices.

Even a properly done’
decision tree may not -
consider a worst case
scenario. An infinite
nunbexr of branches would be
required.

SDG&E exrxred in not testlng
the sensitivity of its
decision tree assumptions.

The decision tree ignores
certain risks, such as the
renewal of the Pacific .
Intertie entitlement, the
availability of economy ' -
energy, and the Oregon
governor calling a
curtailment on energy
exports.
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DRA rurther po:.nte out what lt
considers to be a danger of the deczs;on tree, a party may rzg the’ f
decision tree by usxng probabmlzt;es to justxfy 2 contract ‘rather -
than to objectxvely evaluate it. (DRA Brief, pp. 11- 16 )

(b) cContxact Bepefits

U51ng SDG&E’s basxc benefit
evaluations, but with Schedule G-61 instead of Schedule GN-5, and
without the estimated benefits of probablllstlc contract provisions
discussed above, DRA concludcs that thc ‘contract is unreasonable.’
DRA emphasizes that only the last. ezght years prior to 2007 provide
benefits, and only $16.8 million in benefits acerue over the entire
period. DRA concludes that_this is”inadequate justification for
entering into the PGE contract, considering its uncertainties.
Table 2 demonstrates DRA’s quantification of benefits and costs.
Column 10 of Table 2 demonstrates.the potential disallowances DRA
recommends. ,

DRA does not recommend current
disallowances because of the uncertainties surrounding the actual
outcome of the contract. Rather, DRA recommends that the
Commission dlsallow future energy costs as they occur in future
reasonableness periods to the extent the ¢costs exceed avoided cost.
DRA presents its recommendation at this time to make SDG&E aware,
and to allow it the opportunlty to consider actions to avoid
potential future dmgallowances. ' ,'

) DRA.belmeves that SDG&E has the

opportunity to negate the potential ‘disallowances by either
renegotiating or termlnatlng the contract, or by improving
operational effzc;ency suft;cxent to offset the estimated negative
savings.

: If the actual conditions show benefits
in every year, DRA.would notArecommend any disallowances for the
PGE contract. ’
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¢) - Risksoand-Upcextalotics -7
DRA is concerned with the following
contract risks and uncertainties,”as’ they affeéct” contract -benefits:

(a) SDG&E may lose its -

. . entitlement’ to the” . " i
Pacific Intextie. If it--
does, it.will not be .= .
able to transmit the. : 7.
purchased power to its” °
system, and it may not’'
be able to sell the
remainder of the
contract to another
utility.

SDG&E has improperly
extrapolated the last - .
eight -years of the -
contract, by using the
first three years of the
‘econtract when only the -
transmission contract
was in effect. .The - ..
purchased power contract
went into effect January
1989. DRA believes that
if the first three years
were eliminated, the =
" effect would be a | - 7.
reduction in energy cost .
savings, which would -
_reduce the overall. ‘
savings of the contract.

-There is no escape
clause or renegotiation
clause in the contract. .
Desplte all its risk . °~
analysis, SDGSE. failed.
to. provide a means of
terminating the
contract. 'DRA believes -
that there should be .
some protection for the
ratepayer in the event
that the impoxrtant
variables go out of
range of the analyses.
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' ‘DRA:concludes. that entering into-the.:

PGE contract was imprudent. SDG&E should either have negotiated - |
more favorable terms, as discussed earlier, or it.should have:
relied on shorter term options to meet its. capacity and energy
needs. Either a short-term contract with: BPA or reliance:on:
avoided ¢ost would have given SDG&E. five years to.learn more:about
the market before entexing into such a long-term contract as the
PGE contract. The renegotiated coal.costs have no bearing -on:the
decision since this occurred four years after the contract -was. .
entered into. = S IR EIUR T
F. contract Oporations LI

' "DRA reviewed the purchases underxr. the PCE contract during
both record periods. During the first record period 627 Gwh of .
energy were purchased at an average price.of 1.3¢/kwh. . The:
corresponding purchases for the second record perlod were: 326 Gwh -
at an average price of 1.7¢/kwh.- T & o

DR2.- considers these purchases to be reasonable since the:
average costs are well below SDG&E’s- avoided cost during those-
periods. S T

“There is little dispute between SDG&E and DRA:on the .
basic standard of review, although how they recommend it be appl;edf
varies considerably. Co EO . R A

We believe the citation we mentioned earlier clearly
defines our standard. We do not expect an optimum- decision
necessarily, but we do expect a well reasoned decision process. - ..

2. gGontract Neqotiations - ' RN

We criticized SDG&E for not adequately reacting to the
falling fuel prices that occurred late in the PNM -contract
negotiations, believing that SDG&E had essentially decided to enter
into the contract by that time. In D.39-02-o74;5wénéta€ed, ”As far
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as the record reveals, SDG&E did not reevaluate its fuel forecasts
until around early Novembexr 1985, about the time the contract was
signed, and clearly too late to influence. the contract’s terms.” -
(31 CPUC 24 at 274.) - S : S T

‘SDG&E apparently acted more txmcly and aggressmvely to-
the fuel price drop in negotiating .the: PGE:contract. The:fuel,
price drop was noted around the beginning. of Octobexr 1985.. .0n::

October 4, 1985 SDG&E met internally to:discuss the .fuel price drop:

and its effect on the PGE offer.  As a result, SDG&E decided. that .
it would negotiate for a reduction in the contract’s-cost, ox. .. -
alternatively, for additional features that would add value to the
contract. Coo e e ey e
Finally, after the negotiations ended,.and . SDG&E’s Board

of Directors approved entering into the contract on November-1l, . -

1985, SDG&E’s negotiators did not immediately notify PGE of-this. -
fact. Rather SDG&E demanded and obtained usage of the transmission
intertie upon execution of the contract, rather than January.1l,
1986 as the contract draft provided. This additional:benefit,
although not of great consequence, seems to demonstrate an:.-
aggressive negotiating stance.

We now consider what SDG&E actually negotiated .in. the
last month before entering into the contract, in attempting to
offset the drop in fuel prices and insure that the contract would
be beneficial. Since no firm commitment had been reached before
the signing, the gains cannot be quant;fled rather they are
congeptual. C : ‘ :

SDG&E obtained the . followxng durxng the per;od from

OCtOber 8 tO Nove-nlber 5, 1985‘ \ R ' RO ey TR N ’ . ("‘"\' L et

a. 75 MW as available storage from 1986 “£o- N
l988. o _ _

b. ﬂ"so-Mwwfirmxstorage from-1989 o -1998.. - ﬁhjn"
Storage ‘allowed in thlrd party systems at

‘SDG&E’s option. . . - Wy i e

- 33 =

v




A.88-07-003 ALJ/BRS/f.s ~

. Ability to . assign the, contract: to anothexr: .. - .
electric utilitydwithouthGE’s comsent., ...

- Use of the transmission allocation upon-
execution of the contract, rather than
' January 1, 1986. This allowed additional
- savings as well. as. the opportunity for
SDG&E to become familiar with the new
- operations at no cost. '

. Right of first refusal to purchase the
remaining useful life of 75 MW of the
Boardman facility and to contract for -
associated transmission, if PGE does not
goed this CdpdClty to serve its" native

oad. :

Purchase option for an additional 25 MW at
the same terms as the-contract, but subject:
to change in price due to interest rate.
changes.

h. Storage service of 50 MW may be negotrated,
if PGE has it ava;lable.

We conclude that SDG&E cons;dered the effect of lower :

fuel prices on benefxts in the month bofore the flnal contract was ‘
signed, and pressured PGE into agreeing to further contract
prov;s;ons that ancreased the benefits to SDG&E. Whether the
resultlng contract is benefxcxal to SDGS&E .and ;ts ratepayers wrll
be conordered lator in this decmsion. AU

3. N ddition cit : e

DRA points out that we earlrer concluded regardrng the ‘

SDG&E contract with PNM, that no capacxty was needed . by SDG&E until.
1990. In D.89-02-074, we stated the need for capacity shown by
SDG&E’s zresouxce plan of November 1984 was cons;derably less than
the 600 MW that SDG&E believed it needed to secure when it began
its seaxch for new res ources...."‘ "Rather than 2 need for 600, MW
in 1989, the ... resource plan shows additional purchases of only
215 MW from 1988 through 1990." (31 CPUC 2d at 272.)
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D.89-09-091 modified D.89-02-074, £inding.that "...SDGLE-has no
need for additional capacrty ‘until 1990 at the earliest.®

_ However, our detexmination. relatrve to’ enterrng into the
PNM contract was that SDG&E knew or should have. known/..."that it
would not need additional. capacrty until.1989: at: ‘the earliest."”
(D.89=-02~074 at mimeo p. 94). DRA’s reference to our determination
that SDG&E had no need for capacity until 1590 at the earliest was
based on a later assessment of SDG&E’S need for”capucrty in the
1586 to 1990 time frame. This was based on -information submitted
by SDG&E on October 15, 1986, weilfafter'the‘P@Mg(eﬂd[PGE) contract
was entered into: the information used the added capacities of the
PNM and PGE contracts, since by then they had been entered into.

4. tion he Contxact
a. Altermates B .

SDG&E commissioned the Market Study to assess the
opportunities for puxchased powexr through the end of the century.
We concluded in D.89-02-074 that SDG&E was reasonable in
commissioning the Market Study " We srmrlarly conclude that the
Market Study was helpful in the PGE contract process. o

SDG&E argues that the Market Study clearly rndrcated
that the opportunities for purchased power were better 1n the near
term than latexr, implying that the PGE contract is superror to'a .
later agreement that might be available. However, the Market Study
also acknowledged that additional’ opportunrtres may be avaxlable in
the mxd—19905, especially if SDG&E indicated an rnterest.

Utilities that postponed decisions on new resources would be o
reassessing their strategies at that time. ' ‘

DRA argues that the long-term nature of ‘the’ PGE
contract is not reasonable, consrderzng that SDGSE could have |
achieved a contract with BPA srmrlar 'to the SCE/BPA contract."rhe'”

P n e
PR i
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BPA contract would: have-bought  five years’ :time for SDG&E:to-assess.
other opportunities, and to learn more about the market.- : Lo
- We believe that the BPA option.is highly speculatxve.
We have no way of knowing whether SDG&E. could have achicved the . .
same, better, or worse terms with BPA-than 'SCE achieved. . SCE . and .
SDG&E are quite different in terms:of size,.resources and-needs. .
Although SDG&E has had agreements -in the past that .required.payback
of capacity or energy, such an agreement may not now be- desirable
as a long=-term resource. In addition, BPA may not- have wanted to- -
enter into an additional contract with the same terms-as the SCE:--
contract, since it may not have had adequate reserves: to:do.so.

The five years in which to assess and learn-could be.
beneficial to SDG&E, but whether tho future would be more clear at
that time is uncertain. Gaining five years of history may not. -
assist ‘in:predicting the. future. The future of gas.and oil prices
has remained uncertain in recent years, depending heavily-on-the: . .
ability of the producers to limit.production sufficiently to - . -
naintain high prices. S PR ‘ :

We conclude that SDG&E was not necessarily- .
unreasonable in securing a long-term. resource .that might-not.be:
available . as readily later in the 1990s.  Relying on-short-term:
resources could prove to be morc costly as:well as less certain .- .
than long-term resources. et T L

- b. Egonomic Analysis . v T L L re 0T e

“SDG&E and DRA agree that the proper.method .of-o o'

evaluation of the economic benefits is to compare costs under. the: .
contract ‘with avoided cost. . . o T e

- SDG&E and DRA strongly disagree on the useof.
decision tree analyses in evaluating. the J.::.kely benefits.of a>...
contract: of this type. c ARRRER I T E S P SR

‘ . SDG&E uses estimates: of benefits,.positive and -
negative, for:each provision in the contract that: has-an.economic: .
impact. - SDG&E then further modifies the results to reflect adders .

- 36-~-
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or subtractors to the benefits.. In this manner: it attempts-to. . .
quantify a range of benefits and a level of oxpectod bonefits.

: DRA believes that probabilistic assessments of future
benefits that are not based on history: are speculative. and-useless
in evaluating the contract.. 'DRA takes what it perceives.is a: more
conservative approach, i.¢., quantifying only the base cace or .
deterministic provisions, and disregarding the potentialieconomic -
effect of the other provisions. DRA believes that the other.
provisions are “probabilistic” and therefore too uncertain-to-be . -
used in evaluating the reasonableness of the contract. It is on-.
this basis that DRA concludes that the contract relies on the' last.
eight years for benefits, with the first 20 years having negative
benefits. IXf this were the case, we might well share .DRA’s
concern. S T IR o
However, we believe that all contract-provisions:.
should be quantified where it. is practical, -and where-the benefits,.
positive or negative, are reasonably likely to occur. SR

We believe that a decision tree type of analysis is
useful in bracketing the likely effects of a contract. For
example, . knowing that a contract is: morxe. likely to have positive-
benefits, and that the decision tree’s highest positive benefit is
much greater than its highest cost, is of some value in:. determining :
the reasonableness of a contract. One can then test the:assigned -
probabilities, and assign other probabilities to determine the '
cffect on benefits. The number of branches can be' increased or
decreased. : ‘ : S S O T S S
DRA argues that assigning probabilities . is subjectiva:
and unreliable. However, we observe:that quantifying these
¢contract provisions is similar to many other utility-regulatory . ..
proc¢esses that necessarily rely on forecasts. Recognizing that-the .
results will not prove to be entirely accurate, utilities and
regulators nevertheless must rely on such analyses: in determining: -
the likely range of ratepayer effects resulting' from: various

- 37 =
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actions. Long-term avoided costs-are perhaps: no more:certain . or -
predictable than the benefits: of. these contract: provisions:" . . .
Avoided costs are subject to the. influence of fuel costs and the
amount. of. surplus generation and transmission capacity available. . ..
Forecasting is as essential for estimating future avoided costs as:
for evaluating contracts. - Sooew LU T A '
Parties may disagree with' the. assumptlons and:

probabilities assigned, but in doing s¢ must offer reasonable - /-
alternates. We do not believe that contract.provisions of any type
should be disregarded if they c¢an be quantified.. We have no intent
to disregard provisions that appear negative; similarly, we will -
not disregard.those that appear positive. In this case, SDG&E: -
apparently -achieved beneficial provisions that it believes. overcome:
the effect of the fuel price drop on contract benefits. ~To.: . . .. .
disregard these or any other provisions would be unfair, and would..
potentially deprive ratepayers of reduced costs. ST

We will evaluate the c¢ontract benefits or ranges of
benefits, positive or negative, that can be expected under varying.
future conditions, considering all the:contract provisions.

DRA also argques . that SDG&E improperly extrapolated: the
last eight years of the contract by using. the first three' years
when only the transmission contract was in effect. DRA believes -
that this overstates the benefits, but has not quantified the .
effect. We believe that the effect would not be great, and would.
not be significant in our determination of the contract’s
reasonableness. * . T

We now consider the actual: criteriarwe will use -

in evaluating and determining whether the .contract is reasonable.
SDG&E used the Schedule G~61 gas rate in its.
initial evaluations of contract benefits, arguing that it knew that

if the contract were beneficial using G-61, it would be more . ' ..
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beneficial using the proper: rate, GN=5.. SDGLE witness E.!E..Brown.:
states, ”7SDG&E elected to use G-6l... because if . the-contract:made:
sense using G-61, it would, in fact, make substantially :more sense .
based on the actual long-term avoided cost savings using GN=5,. ... .
SDG&E’s conservative approach was an effort to increase. the.
likelinood that the contract would be economic if. entered:into,
even if some reasonable expectations did not materialize.”
(Exhlblt 46 at p. A~2l1.) . S S I VI
SDG&E" further'argues that GN-S is the-proper
rate to use in evaluating the economics of  long-term power purchase
contracts, since it reflects the costs of maintaining:and- improving.
the gas system, which is a continuing long~term effort. - The-gas .
that is avoided by the long~term contract reduces. the demands-that:
would otherwise be placed on the gas system over the long term.
Gas system planning can reflect this with lesser or:deferred:
improvements and resulting lower costs . , el
DRA argues that G-61.is the approprlate rate
because it is the rate used by SDG&E for. dispatch. . DRA also argues:
nothing in the record supports SDG&E’s claim that it knew: GN=5.was:
the appropriate rate to use. 'DRA notes that the demand'charge of
GN=5 is not totally avoidable,.since GN-5 is based.on G~61 which
includes a monthly capacity charge to SoCal. .Since the total--
capacity charge is fixed, reducing the.volume of gas taken from
SoCal will increase the,monthly capaczty charge per.unit of gas for.
the remaining gas. " N T T
‘ DRA also argues that SDG&E’s gaswfacilitieSM:
are in place and will not be agffected. by the PGE'contract, since no
major system upgrade is planned. LT e
: Finally, DRA argues that the decisions cited
by SDG&E are not applicable, since they deal: w1th QFs, which are
entitled to prererentlal gas. rates. .. . .
ST We observe  that SDG&E- presented‘no e
compellxng*evzdence that it -intended to. later. adjust the- evaluation

-39 =,
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of the contract by using GN=5 rates. , No :documentation was offered,
although witnesses Cotton and Brown testified that they: believed .-
the differential between G-61 and GN=-5 was approxlmately~15% to:20%
at the time of negotiations. LT
Dl It would seem more straightforward for SDGLE
to have used the proper avoided ‘gas:’ rate-rather than adjust the
evaluation later. However, we conclude that the intent of SDG&E is
not the issue here.  Rather, the issue-is. the rate that SDGEE - -
should have used based on what it knew or should have known at the -
time, consistent with the standard of review discussed - -earlier.

We addressed this issue with regard to
avoided gas cost for purchases from QFs in D.82=12-120, as. SDG&E
notes. We believe that the same principles apply here. -Long-term
contracts and QFs are equivalent in their ability to reduce the
neced for long-term gas and facilities. Perhaps a shorter temrm
contract should not use GN-5 rates, ‘but the :PGE contract, in our
view, is clearly long enough to affect the gas facilities costs,.
~whether ox net any major upgrades - are planned. .Over the 28-yeaxr-. -
period of the contract, SDG&E will almest certainly incur some:
facilities costs, which should be reduced¢by'the contract, as’
compared to not having the contract.: . ~ SEPEOTN

DRA argues that G=6l1 includes a- monthly
capacity charge from SoCal which is unavoidable and, therefore, the
GN-5 capacity charge, which includes the G-61 capacity charge, -
cannot be aveided. We disagree. If SDG&LE takes less gas from '
SoCal over the long term, SoCal will attempt to use the:difference .
in capacity to serve other customers. In doing so, those ..~ >
customers, and not SDG&E will. pay ‘the capacxty charge for that
change ‘of capacity. A T T A AR T E I S PP

DRA’s argumentithat.QFs'have preferential
rates does not apply here. GN-5 is .not necessarily the rate QFs
pay for gas; rather it is the cost used for gas that is displaced:
by utility purchases from QFs.

- 40 ="
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: . Finally, we: have no:evidence: that: the: GN-5
rate subsidizes SDG&E’s gas department .at. the' expense of: Eheluo~
electric customers. , W L L I S SRR

We conclude that GN-5 is:theuproper:anQrate‘
to use in considering the cost of gas displaced by the contract.
(b): Economy Enerqy - R
SDG&E argues that over the contract period -
there will be significant amounts of economy enexgy available to
meld with or displace Boardman energy. . SDG&E has ostimated anounts
of economy energy in its benefit analyses. Cot il ‘
DRA, on the other hand, argues that thls
economy cnergy is speculative, and subject to uncertainties. such as.
transmission availability and possible energy emergencies called by
the governor of Oregon, which would prevent energy exports to
California. ‘ Sl ‘
We: belzeve that over the term of the PGE
contract: there will be significant opportunities to .substitute .
surplus hydroelectric energy and possibly other types .of surplus-..
energy that are less costly than Boardman energy. This -would not -
likely be significantly impacted by unavailability of transmission
capacity or possible energy emergencies, which would be expected to
be short term. This contract provision, in our view, offers a
significant opportunity for savings.  Whether or not there will be
a significant surplus of capacity in the Northwest -over the perioed -
of the contract, we believe there will-be. significantwopportunitiev
for SDG&E to purchase economy energy dur;ng off-peak periods-:and .
seasons. - , , " : SEX PR S U
. ‘ ‘We-conclude;that a mix oanoardman,andwm:amm
economy energy should be used in evaluating the contract economics.
(c) Euel Diversity :
Both SDG&E and DRA agree that fuel. diversity
is a benefit, but neither party attempts to assign.a value-to it..

P R A
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We -note that . this contract, based on. the Boardman cecal-plant, ... . =
offers the fuel diversity that SDG&E . seeks. . . . o i o o
S However, we agree. thh DRA that the value of
fuel d;vers;ty cannot be reasonably quantified, especially - :
considering the uncertain future of gas and oil prlcesgrelatxve to -
coal. The benefit of fuel diversity is somewhat of an insurance
policy against rapid fuel price increases, as compared-.to relying
pr;marxly on gas and oil. The benefit is not readily quantifiable..

We conclude that any potential benefits.of

fuel dlver51ty should not be included in our analysis.
(d) Xoad Shaping- ‘

SDG&E argues that the load shaping provision
of the contract adds to the .benefits of the contract by reducing.
the need for less efficient resources, such as peaking unlts,qto;
follow load. ‘ '

DRA 1ncludes load shaplng in-.its-.category .of-
those contract .provisions that are probabilistic, and argues-that.

any potential benefits should be ignored .in-a conservative
analysis. | . _ . o

We disagree:withvDRA’s.position.on benefitsp
of provisions of this type. DRA.characterizes its position as
consexvative. We believe it is unrealistic. A beneficial:. @
provision should not be disregarded any more than a negative. .
provision should be disregarded in evaluating a contract.. There
may be disagreement between parties on the level of benefits,
positive or negative, but in our view, disregarding the effects of
contract provisions of this type.is not:realistic.
s We conclude that load shaping is a tangible

benefit to the. contract that: will result in ratepayer savings.

, Storage capacity allows energy to-be stored
from low cost energy periods, to be used later during periods of . -
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high cost enexgy. This provision allows 50 MW of Lirm: storage»ror
10 years begannlng Janvary 1, 1989.° ' VL Lo o
S DRA'-includesthis’ provmsxon in its category
of probabilistic features that should not be considered. inta
conservative evaluation of benefits. Dot
Similar to our conclusion~about: loadr"
shaping, we conclude that this provision should be considered,
since it will allow low cost energy to displace higher: cost enexgy,:
theredby resulting in savings to ratepayers over the duration of the
contract. Lo

- ’..: .f.

e

(£) Good rexformance ELfect on OFg

SDG&E argues that there is a reasonable
probability that this provision may add-to’ the benetmts of “the
contract. - Lo
While this is a potentially beneficial
provision, we agree with DRA that any potential benefit from it is
too speculative to use in determining the-economics-of “ther ‘
contract. In order to achieve a 95% capacity factor that SDGEE’s
benefit of S$11 million benefit is based on, substantial economy
energy may need to be purchased in addition to Boarxdman energy.
While this high level is possible, we believe that it -may.be: " -
optimistic. We encourage SDG&E to pursue this benefit, .but 6we:
conclude that the viability of the PGE contract should.not be.
dependent on this uncertain outcome. @ S [ A

‘We will disregaxd any ‘potential: benefit of -
this provision in our analysis. . .+ = .- CLUL v

Post=2007 Transmission Availability: .-

SDG&E believes that it will be able to
retain entitlement to the Pacific Intertie after 2007. ~The:Federal:
Energy Requlatory Commission would have to-act before SDG&E would
lose its entitlement, and the effect on SDG&E’s ratepayers would be
substantial. = .o P R S AN AN
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S DRA argues that: the post-2007 conditions-
relative to SDG&E’s transmission entitlement are so-uncertain- that

one cannot reasonably assume. that-the entitlement, .or. any portion .
of it, will continue. Similarly, there is no way.of knowing:
whether ‘a market would exist at-that time, whichrwould allow SDGLE
to sell the balance of the contract to anotherr-electric utility.

_ We conclude that DRA‘’sS concerns are valid.
Because of the uncertainty, we believe that the PGE contract
benefits should not be-dependent on unpredictable post-=2007
conditions. If SDG&E has no post—2007 transmission entitlement,
there is no way of reliably know;ng whether there would be a market
for the balance of the PGE contract., N -

We observe th&t even SDG&E has considered
the possibility that it will have no post-2007 ‘transmission
entitlenent, and that it may be unable to sell the remainder of the
contract. SDG&E has quantxf;ed thls 1mpact under various

assumptions regarding its ab;l;ty to sell off its remaining
transmission entitlements and capacxty and cncrgy

In evaluatlng the contract we will use the
conservative assumption that SDG&E will have no post-2007
transmission capability, and that it w;ll not be able to sell the
remainder of the PGE contract beneflts. '

‘ SDG&E. argued that there was a reasonable
possibility that thls benefit could occur, with active ongoing
negotiations taking place between PGE and AMAX.

DRA p01nted out that despmte several years
of the negotiations, no fxrm beneflts had yet been achieved. 7This
attested to the uncertainty of any potent1a1 benefit in ceoal cost
savings. :
The evidence presented prior to the
additional hearings suggested that there was only a slight chance
that significant cocal savings could be achieved. SDG&E itself
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assigned only a 30% probability: of success. :.The viability of the
contract should not dopend on such as uncertain benefit. oWe:- .. =
believe the effect.of renegotiation should be consideredras an::
aspect of the administration of the contract, since the'
renegotiation culminated several years after contract- s;gnlng.
(2) Swmaxy of Critoxia !
. (a) GN-5 is.the approprlate avoided
gas rate. s
(b) A mix of economy energy:and-
Boardman encrgy should be
assumed. '

(¢) Fuel d;versmty la a beneflt that N
cannot be reasonably quantified.

(d) Load uhaplng is a. quantiriable
benefit.

(e) Storage. capac;ty is a
‘quantzf;able beneflt.

(£) The good pertormancc crzcct on QF
pricing is too peculat;ve a7
benefit to be credited to the
contract. .

It iz roasonable to ‘ :
conservatively assume that SDG&E ‘
will have no transmission ’ '
entitlement after 2007 and that
it wzll be unable to sell the
remaining portion of the contract
to.another utility.

The pOSSlblllty of reduced coal
costs resultlng from
renegotiations between PGE and
AMAX was too speculatlve to’
assume in evaluating. the PGE
contract.
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(3) OQuantification of Benefits
(a) Initial rPhase III Heaxinds
Exhibit 51 most closely corresponds to our

assumptions; it assumes no need for capacity in 1989, no post=-2007
transmission entitlement and no sale of the remaining contract.
However, to properly correspond to our assumptions, the table must
be modified as follows:

- Eliminate column I~ coal savings.

- Eliminate column N=- savings from
good performance.

Table 3 summarizes the results:




TARLEG 3 l
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The: m;nzmum expected present value ratepayer
savings are $31.3 mxlllon, with a maximum’ expected savings of
$59.9 million. Under the minimum csavings column L, only three
years have-a negative savings, except for the post=2007 years which
must be negative due to the assumption that no.transmission .would
be available and no sale would be made. . Under the-maximum savings
column O, only the post=2007 years have negative savings. .. -

We now look at the  decision tree analyses
relative to our assumptions. Figure 1l without the coal cost
savings would result in an expected value sav:.nge of $4-million-
less, or $47 million. R T SRS

If we further adjust Fmgure 1l to reflect. a
greater probability of lower fuel prices,:the expected: savings.. .
decrease furthar. For example, if we assume that.the probability:
of the lower prices is. 50% instead of 25%, that: the mid-range and: -
high range probabilities are 25% each, .the expected value savings
further reduce by $19 million, to $28 millien. . ° RN .

If we then compare these expected savings levels.
to the contract cost, we can determine the approximate:rpercentage:
of savings. According to SDG&E estimates, the cost of the contract
is approx;mately $240 million. (Ex.. .44, Att. 6,.7Tab 3¢c.) . .

' The savings discussed above are somewhat greater
than 10% of the $240 million cest: $28 million is about 12%. The
$47 million savings estimate is much greater than the $31 million .
we determined earlier, which is about 13% savings.. Pe ,

Next, if we consider the above scenaxrio relative.
to outcomes on the decision tree, we find that we now have 36 = . :
permutations, or half the number SDG&E had when assuming:.a-.coal = . .
cost savings branch. Of the 36 permutations,:22 are now:positive,.

14 negative. The savings range from a positive $160 million - to a .
negat;ve $80 million. . STt e o -

- 48 =0 -
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(b) - Additional.Evidence.on
At the additional hearings SDG&E provided - -
evidence on the changed economic: benefits of the .PGE contract due -
to the renegotiated lower coal costs. SDG&E also‘provided/'
additional evidence on the dec;s;on-maklng process prior to .
entering into the PGE contract. : -
- (1) Wﬂi&tﬁ
' SDG&E.was not able to calculate the |
economic changes on a year-by-year basis since the earlier.computer:
data was not retained. Instead, SDG&E calculated the incremental
change over. the lO0=-year period, 1990 through 1999. This is the
period of concern to DRA, because of its base case deternination of.-
negative savings for the entire period. SDG&E calculates a total-
economic benefit improvement of. $56.8 million, which reduces DRA’s
calculated negative savings for the l0-year period from $58.2.
million to a $1.4 million. SDG&E 'does not agree with DRA’s-base:; -
case, but nevertheless shows that even under its assumptions, the
benefits for the l0-year period are only- slightly negative.--Over -
the contract duration the benefits are clearly positive, as they
are for more realistic scenarios, in SDG&E’s wview.. .o -l
(2) DRecision Making Prior to Contract
: SDG&E also presented.additional. _
evidence on the events leading up to the decision to enter: into the
contract with PGE, perhaps believing the record had not been ..
adequately developed in this area at the earlier hearings. The
additional evidence presented nothing new:.rather it amplified the:.
earlier testimony with regard to:quantifying the: impact of the- late-
1985 fuel price drop and future price uncertainty.. -
H. conclusjon | - ' e
In a long-term contract of this type,. it is desirable: to.-
have terms that insure, as much as possible, that economic benefits
will result under all foreseeable conditions. Such terms may not
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always be achievable. The selling.utility has cextainminimuam . =~ .~
requirements, and other parties may be-competing foxr therresource
or contract. . As a result, a party may not be able to negotiate a
contract that will assure ratepayer benefits under ‘all .conditions..
The purchasing utility should attempt to minimize the risk that the .
contract will have negative benefits. T L ’

We believe that SDGS&E was successful in countering the
effect of lower gas and oil prices in late 1985mbyvnegotiating Lo
additional beneficial provisions in the contract.: T

DRA correctly points out that the PGE contract does not
have an escape clause. . We agree that this is a desirable~feature
that should be negotiated when practical. However, when the basis-
of the contract is a sale/leaseback of an interest:in a new
powerplant, demanding such aprovision could prevent the". .
culmination of the contract. We find that undexr these:
circumstances it is reasonable to not have an escape clause when
the overall contract appears beneficial to ratepayers. . L

We believe the PGE contract even before the reduced coal
costs were achieved would benefit the ratepayer under most
¢onditions, most likely with ratepayer savings of $28 million ox
more, which is 12% of the.contract costs. We believe our analyses
are realistic and conservative. In addition to the above likely
benefits, if some of the conditions that we judged uncertain occur,
the benefits should increase. For example, SDG&E may be able to
continue its entitlement to the Pacific Intertie, in whole:ox in -
part. If that were to happen, the benefits to ratepayers would be:"
expected to -increase by $9 million or moxe. .The good perxrformance
effect on QF pricing c¢ould furxther increase benefits. “While -
achieving any of these benefits is uncertain, all are possible, as: '~
demonstrated by the significant reduction in coal costs achieved
through renegotiation. S E B T

' Considering these qualifications, we agree with SDG&E

that the PGE contract will provide ratepayer benefits undexr most i




conditions.  We conclude:that SDG&E:was prudent .in . negotiating .the ..

contract, and that no disallowances. are appropriate. . ..o
. Wer note that although DRA believes that the contract is -

not beneficial, it finds that operations under the contract during -

the two review periods were reasonable, thh.average costs. well
below avoided cost. > R
In summary, we concludc thdt SDG&E acted reasonably in
signing the PGE contract, and. adm;n;sterxng it durlng the xrecoxd: -
periods under review. : 3 < : e Mo
omments ; : N I SRR
Comments were f;led by SDG&E- and DRA; - Reply -comments
wexe fxled by SDG&E. . R Lt U I I T TN SRR
-SDG&E correctly points out.that the reference: to our:

determination that SDG&E hadwno-need.for,capacmtymuntllm1930Mat1them;
earliest is incoxrect for use in evaluating the PGE. .contract.  That -

determination was made later, and is based on the knowledge: that -

the PGE, and PNM contract had been consummated.. hThe<decislom-has-‘g

been corrected in this regard. _ : s -

DRA requests that the COnc1u31on of Law. statmng that the:
Commission should not adopt potential disallowances for future .
recoxd perxiods be deleted, since it may-cause problems in ﬁuture
proceedings. We agree, and have deleted it. o '

Othexr minoxr typographical exrxors have-been corrected.,ﬁﬁ X

None of the changes resulting .from the comments: are
substantive. : o S N A L O

xiggingg-gg Fact , S L R S Cn
~.Phase . I of this proceeding resulted in D.88~12-093 .which: <

set electx;c revenue requirements, -rates, and QF prlcxng levels fox -

the forecast year ending October 31, 1989. Col LD e

2. . Phase II resulted in D.89-08-~028 which addressed the

reasonableness of SDG&E’s fossil fuel and nuclear expenseSVand'xtswtf

payments to QFs, for the recoxd perxod of- May 41,1987 rowApril 30,

1988. . L T S SRR L SR T

-5k~ -
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3. This Phase III decision addresses the'reasonableness. of
purchased powexr contracts and expenses during two record periods, -
May 1, 1986 to April 30, 1987, and May-1l, 1987 to April 30;, 1988, -
except for payments to. quallfymng facilzt;cs which were addressed
in Phase II. : A CoT

4. SDG&E requests that the reasonableness of the TEP .
contract, which is in arbitration, be addressed in SDG&E‘s” 1990
ECAC reasonableness review. T IS B

5. The parties agree that SDG&E reasonably administered the
contracts with WWP, PNM, CFE, and EMWC. durxng the per;od under S
review. T a . : ‘

6. The only disputed issue in Phase III is the.
xeasonableness of SDG&E entering into the PGE contract.

7. The PGE contract provides for. 75 MW transmission: sexvice
to the Malin substation from November 5, 1985 through December 31, -
2013, and 75 MW power from January 1, 1989 through December 31,
2013, based on the Boardman Unit 1 coal plant. ae

8. The agreement that allows SDGSE 7% of the investor-owned
utilities’ share of the Pacific Intertie capacxty expxres
July 31, 2007.: S L o L

9. SDG&E negotiated the PGE contract over: a- 20-month. perlod :
ending November, 1985. e e e

- 10. - SDG&E negotiated additional contract provisions: after the
fuel price drop occurred in: late September 1985. T :

1l. D.89-02-074, as modified by D.89-09=091, determined. that
in 1985, SDG&E had no need for capacity until 1990:at the.earliest.

"~ 12.° The 'PGE contract provides for capac;ty begxnnxng
January 1, 1989. S R L

13. SDG&E negotiated and entered into the PGE. contract and
the PNM contract at nearly the same time.” = .. sl

14. Schedule G-61 sets the rate SDGE&E pays for gas from
SoCal, which includes a SoCal fixed capacity charge:and- a commodity
rate.
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15. Schedule GN-5: sets the gas rate SDGSE’s: gas department
charges its electric department. .The rate consists: of a:SDG&E .
capacity charge in addition to the G-61 rate.. :

16.. A contract’s benefits should be evaluated on-a life cyclel

basis, considering all of the contract provisions. .
17. SDG&E’s purchases under the. PGE contract dur;ng both

record periods were reasonable, and their costs were well.below -

SDG&E’s avoided costs. “ e :
18. PGE renegotiated its coal contract with AMAX and the rail

transportation costs for coal, with new contracts executed on-. . .. .

June 21, 1990. SDG&E shares the costs and benefits of the RO
renegotiations. . ‘ S A B

18. The benefits of the renegotxated coal: costs were .achieved.
after SDG&E signed the PGE c¢ontract and- were not.assured-at the
time of contract signing. R gl !

20. The PGE contract is expected to most likely. prov;de
ratepayer benefits of 12% or more of the contract’s costs. . ..
Negative benefits would result under. certain conditions..

2l. The PGE contract does.not have an éscape ¢clause to allow

termination or renegotiation of the contract if it becomes:
uneconomic to- SDGLE.. SRR S T AL SRR b
Conclusions of Law Ci B ARV AL SR
1. SDG&E was reasonable in admxnaster;nq the WWP' PNM, CFE,
and EMWC contracts during the periods:under review... . . .-
.2.. The reasonableness of the TEP contract should be
addressed in SDG&E’s 1990 ECAC:reasonableness: review. .. 0.

3. The appropriate standard .of. review for utility contracts

considers the soundness of the utility’s decision making.process, -
the options considered, and whether.the course of actioncdecided on
fell within the bounds of reasonableness, even if it-did:not xesult.
in the best possible outcome.. =~ - - - R R TE1 '

(A

.GN=-5-is SDG&E’s long-term-. avoxded gas ¢ost. oL Ll

- 53 =
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5. SDG&E acted reasonably in its negotiations with PGE after
the fuel price decline late in 1985.

6. SDG&E’s contract with PGE will most likely be beneficial
to ratepayexrs. SDG&E was reasonable in entering into the PGE
contract.

7. The Commission should not disallow any ECAC expenses for
the two record periods under review.

OQRDER

IT XS ORDERED that:
1. San Diego Gas and Electric Company’s Phase III operations

undexr the Energy Cost Adjustment Clause were reasonable for the
record periods May 1, 1986 to Apxil 30, 1987, and May 1, 1987 to
April 30, 1988.
2. This proceeding is closed.
 This order becomes effective 30 days from today.
Dated Novembexr 20, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President

DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners

Commissioner John B. Ohanian,
being necessarily absent, dzd
not participate. .
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