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its Energy Cost AL ustment: Ca.a.use UL s utnouenss L
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Decision °38°2.
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W*lliam L Reed Randall W. Chzldress coo
Jeffrey. Lee Guttero, and Barton M.. Mye son,”
- Attorneys at lLaw, for San Diego” Gas & RS
Electric Company, applicant. . --~- oo

Johrn W.. Witt, City Attorney, by William S. o
Shaffran, Deputy City Attorney, for the
City of Sen Diegos Antone So Bulich, Jro, -7
Attorney at Law, for California .rarm Bureau
Tederation; Lawrence A. Waks, for Tesoro
Petroleun Corporation and itg subsidiaries;:
and Daniel E. Gibson and Steven F.
Greenwald, Attorneys at Law, for Pacific Gas
and- Eiectric*Company;‘intereste&~parties.-

~Lionel B. Wilson, Attorney at Law, and. . ._ . _ .
Douglas Ebgg,'fcr'thé'Commission“staffZ‘”

O P I N r O N‘ CEX TR BN Bl T

This decision establishes an Electric Revenue Adjustment::
Mechanism (ERAM) -rate-for San Diego Gas”&CEIedtric*Compamy~GSDG&E)¢Q$.:
0.134 cents per kilowatt-hour .(¢/XWh) to recover the -estimated v«
under coIlec*ion of $13,126,000 “in .base-rate revenues. as ofic i
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Novexber 1, 1982. The. decision also specifies that under ERAM, SDGEE. .

PRI R

nust compare recorded base-rate reyenues for services rendered during

-~ Y pe e e ey et miknd

+he month with the authorized base—rate revenues-for the month- in - -~
computing any over- or undercollections. emho:'“~~iA1 e "w“~y* “al

The decision also adopts an Annual Fnergy Rete’ (AER) of . 57 °

0. 267¢/kWh,which represents a Q. 172¢/kWh decrease~over*the\prlor~AER
of 0. 439¢/kWh authorized ineDecision (D. ) 82—O¢ 115° or“a.decrease A

anaual ATR revenues of $16,743,000. * The adoptednAEﬁ forfthe perdo&Q

November 1982 through October 1983 includes 2% of the’ forecaemed Sl

energy and purchased power costs for the period and revenue

~

-

requirement based on an authorized 1nventory level of 1,505,000
berrels of oil in :_nven,t.ory. SILRD L D lhral ,::-':-x‘;'i:. - "‘;-.“;‘_".'-.-A

The deczsxon allows projected underllft chaxges, for the
period Octoder 1, 1982 through Decenber . 31571983 of. B45: 064 000 to
Tesoro Alaska Petroleum Company,&ﬂesoro) plus $m782?h144 to ‘Chevron,
U.S.A., Inc. (Chevron) %o be: amortlzed _over. aﬂrwo-year period and to
be recovered under Energy Cost Adjustment Clause - (EOAC)'rates with
the undercollected amount <o beeheld in thewbakancdng~aceount. The
Commission is unable. to determine the reasonavlenessaof the underlift
charges and directs the Commission sxaff (staff)'to further
scrutinize the underl;ft transact;ons. Thereforefwthe deodsion
allows recovery of underllft payments through ECAC™ subject to0 refund,
pending further reasonableness revuew; .

The decision also increases the ECAC adjustment rate by
0.8%52¢/%xWh or $82,741,000 annually»m~$6637T7,OOO of this increase is
due to the balancing rate switching from a megative: rate of -7

0.658¢/%xWn to o positive '0.029¢/XWH rate.l -The -remaining increase ~in...*

EZCAC revenue requirements of $16,024,000 is:attributable tor therz 17°

increase in the ZCAC .offset rate-02 . 0.165¢/kWnHI " .The ECAC-offset -rate -~

includes TO% of the forecasted carrying costs of excess fuel oil in

iaventory. The combined ECAC, AER, and ERAM increases total $79.0
zillion on an anmwal dasis.




A.82-08-14 ALJ /%=

The decision finds that’ SDG&E- has- reduced its Luélooilis T

deliveries from Hawaifan Independent Refinery, - ITnc. (EIRL): from:s .oooon
14,000 barrels per’day minimum %o &,000 barrels Per day winmimum’ and®. <
by suspending ‘all Tesore deliveries SDG&E Nas succeeded»in‘balancingff:&

deIive*ies with‘estimated requirements.\-f-f oo Solnw lonomons oo

o Lo .
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By this applicatmon'SDG&E requests.the.followingwrameh; .
changes: - . a7 .o a0 v e ea T

et A e e e
s - [P, o TR

1. An increase in nCAC adjustmenx razes~to~u P
reflect 98% of the forecasted ¢os¥ of - T T
energy Lor the 12 months beginningis =u:s. rove U
Novenmber 1, 1982, and the amortization of
the estzmated vCAC Yalancing account -
undercollection as of November: i, 1982.A‘."

A -decrease in the AER-to . recoverthe s -~ - =«
. .estinated costs for the A2 months . ... ..
- beginning November 1, 1982 associated
with fuel oilin invenxozy ag well -ag .
. 2% of the forecasted cost- of energy.. .. . -,

An increase in present base rates 0
amortize the undercollection in SDG&E's
ZRAM balancing account. as of November 1,
1982 over a 12-month—period.

The proposed rates under “this primary ‘proposal would result
in an estimated net lncrease dn SDG&E"s electric-revenues of 8.5% or

- v

$90.3 million. f; ’ T e : R mffxf‘“

~ e

SDG&E also preaented an.alternate methodﬂbﬂ calculatlng the
change in AZR and the BCAC . adjustment,rate-, Uﬂééf‘SDG&E’s alternate
zethod of calculating the new AER, a forecast of oil:sales gains and
losses and underlmft dharges is‘*eflected in the-development ‘of the
new AER in addztion to~the *orecast of caxrying-costofroil in

iaventory and 2%-of the forecasted cost.of - energy., Unde: SDG&E s

LA e e
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alternate method of: calculating. the: ckange- in. the ECAC:.adjustment
Tates, SDG&E’s Torecast. of -expenses .only. covers the. four-month. . e
period, Novembder 1,:1982 through February 28- - 1983, and-excludes~the Lo
effect 0f forecasted underlift charges. - This. differs from.the.~. ~.... ..~
primary proposal which uses a 12-month-forecast. period, in-calculaﬁinggl
the ECAC adjustment rate and gives ECAC rather than AER treatment to

0il sale gains and losses as well as—underlift charges. The required
rates under SDG&E"s alternate proposal would resulti’in ‘ani‘increase in
electric revenues for the 12-month pe*;od begznn ng November 1 982Nt
0f an estimated $107.3 millmon.J va“* SNE RDoroaeTons A

N . \_-, -
-ty ‘-.,... ! o e,

Eleven days of public»hearmngs were-held~in»$an Diego, Los
Angeles, and San Francisco before Adminxstrative Taw Judge (ALT)

e L e

Tomita. The matter. was submitted subject to- meceipt--of -concurrent

onen ng and closing briefg. . Concurrent openrng ‘briefs. were .received
ron SDG&E, City of San.D;ego (City),*?acific Gas ‘and’ Electrlc

Comnany (PG&E), and the. COmmxssion staf? (staii)~.\SDG&Exwas the only

party to file a closingvbrief. " fhe” matter is-now~ready “For
decision. _”-" LT  3&37”:.7;Af””ff“~: ~i

ST ~ B . m e e
N a e e ¢ e e

III .- xssue : ST T - L -- ..: A “-:'*

— RIS e s oo

W

The-major—issues”infth S proceeding -are -as follows*

1o Does the ERAM -permit :SDG&E -t0 recover the -.z.» -~ .
January revenue shortfall attridbuted to the
fact that recorded January revenues are
based in part om services . rendered -in .- -
Decemher at 1981 rates and in part. on
services *endered in January 2% -1982 .
rates? - v - e . G Rn T lroliuelo

[P F L

- Should- gains and losses on -sale-of fuel: "-unnn
0il as well as underlift charges be given
‘ZCAC treatment - or be includéd im AER? ¢ -°

~ What is ‘the approprxate~fuelvoxl~inventory4
for AZR purposes and what should be the
ratenaxing treatment for the carrying
costs of excess fuel oil inventory?
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-~ L4 Are the fTuelimanagements practices o0f”SDGEE ¢

- reasonable for the -record pereod.July dope s
1981 through June 30, 1982

5. Is the revised 'ZIRI contract which reduces
'SDG&E's minimum ‘deliveries of Low sulfur -
fuel o0il (ISFO). £rom-14,000 dbarrels:per ... ...
day to 8,000 barrels per day effective May S
1982 and the Tesoro Suspensiom -° . I7oume’
: Agreement which suspends- deliveries of
_ LSFO from Tesoro by a $6.55 underlift

charge per barrel reasomable? Tio T

Are the staff's proposed disallowance of & - =77 -
- $28,317 expenditure for--a-125 horsepower:, == .»=
) gump plus related expenses, a $189,532
isallowance of a payment to Crevron £orT
. SDG&E's failure to. give-Chevron a 30-day-
advance notice of a sale of LSFQ from’ EIRI
to-Tosco’ Cornoratzon (Tosee), "and -the o™~ mon~ o oo
disallowance of. 87,531,300 of. Luel. oil
sales 1 losses *easonable°

Should underlift ‘peyments ‘£or October~ T
under the Tesoro- Suspension ‘Agreement be .
. allowed for rate recovery? .. .. ...

.-Should the ECAC adjustment rate be basedflg‘";
_on a 12~-month forecast period instead of
' 4hé-standard Tour-month: fbrecast period?

P N N R
i A U e B :

e .. . V. ERAM

e . . FrP, X e L e e e e e
e B - R . e [ o s PR

A. Booking Lag- Issne mm e e e gk o

N B T --,..4 o
S ' p

-

-The -chief -area -of dxfference-betweenuSDG&E .8 and,theqegﬂw
staff's- “RAM rate -proposals hinges—onASDG&E '8 intezpretation that T
D.93892 in Application (A.) 59788 allows it to. recoven.theesefcalled

P AL

revenue:shortfall-in January-as.well -as.any.difference_in ee?%§a+ed
vest year. base-rate. revenues -and actualwrevenuesan-SDG&E pzesenxed -
witnesseshL..Viejq,_u-;Fenss,,M,“Malqu;sty,gn@,D__gggeeqtpgﬁ§§p99§§:5£,
its position. - Revenue -Requirements Division's .staff _accountant Do, :
Long testified for the staff.
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SDG&E contends that- *t.suf’ered from-a.revenue. shortfall I
ke month of January since under *t34cycle Uflligg‘metho&'of
recognizing *evenues, recorded revenues 1n Januéffuére based 1n part
on 1981 rates for -services. rendered~1n Decemberﬁandwinﬂpart ‘on 1982
rates for services. rendered in January._ Because of’thls-revenue
shortfall in January, SDG&E contendsrthax 1t~is~impossdble to earn

the rate ¢f return authorized-ln D,93892- and the'Commlssion.in

mn-.A-

St

D.93892 with respectato-zhe January~revenue~Shortfall;f“ﬁong“
testified that test year 1982 revenues~wfll be~actudlly~recovered
rom the Jenuary 1982 billing pericd whrough -the January.1983 billing
._od. Witness Long-recognized that for recording-anddflnanCLal
statement purposes SDG&E may wish to continue with 1ts exlsting

Am,

revenue recognition method-bux that fOu ERAMkpurposes-only that

porsion of January revenues based on ‘Servide déliveryes -made in
January should be consmdered 1n comp&rlng any‘January~over--or

wndercollection. This. requires an~allocamion of the—auxhorized
Janvary base-rate revenues. .

Long recommended that in- developing the appropriate
allocation factor, the utility compare the number of days.of ‘fanuary
ssles included -fn thevarious il If:fg' “eycles Tor ‘Tanuary. ttothe

aumber 6F days ‘of December sales “at ‘Décember’ rates.f’Based on~this-~~rf
caleulation the sftaff déveloped & Tactor of 54% asg:
January sales included in the’ “January recorded~ blllfngs-**rhe 54%lwas%
applied %o the avthorized: ‘Janudry -base-rate Tevenues: ‘and ~compared ito -
recorded Januarsy” base-rate ‘revenues related -to~Fanary 1982 - saIes to
determine the over- or undercollection for “Fenuwary. T:The staff’

.’ f -, - . s
=T ey . o ey e Fn 'R TN, - L% —— -
; ~ - By v
i T QD DI DITTRT N
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Surther Tecormends - \.ha‘t a‘c th.e vend~ ot the year, the untised 46% -of the“-"'
authorized base-rate revenués £or J- anvery ve ~compared Wt ARE S T e
estimated Tevenues: for December service Yilled inm January 1983  #mw - -7+
determining the total over- or undercollection for“the year. °Based~ " -
r the staff methodology, the undercollection for January 1982 is
$986 316 rather than the $7,194,;492 ¢laimed by SDGEEST L-i.w or i wnres
' Tong alseo criticized the:high interestiassumptions: used: by -
SDG&E of 15.5% and 16.75% for- August ‘through ‘Octover 1982 and "Ino it =«
recomputed his interest at the last known rate of ¥4 .42%. uged inTuo.TUn
July. SDG&E in Exhidit 3 bhad recomputed - '{ts -August interest ~o Ll it
computation at actudl -August iﬂtefgof““ﬁtéEf*tﬁéréfbﬁé{'ﬁhé‘oﬁiy"*"'"
period in which -interest computationsare‘at: ‘fsste ‘are forthe -
estimated months of September and October. - o1 ToInUeoTEownrlooril
-City dissgrees with both SDG&E and 'the staff on the purpose::
and functioning of ‘ERAM. City contends that the .creation of ‘the “two=:"
way balancing account 'was to:alleviate wprodlems Telating tor -~ Fomores
differences between recorded and estimated sales. City contends:~that oo
ZRAM should “only be used  -to compare.-fLorecast sales  to recorded sales
and nultiplied by-ae recorded base average -rate torconputeany .over—u. "
or undercollection.  City contends that ERAM .was 'not wintended to oo s
include revenue differences: a.rising :t‘rom rate deslgn pro‘bl‘ems or
book:.ng lag problems. L nu S R I A GO CEPU A P Lol S AR AP G K R o
| - PG&E supports SDG&ETs interpretation-of “ERAM® which~perm£ts~. -
the utility to recover thé So-called -booking lagtand -enmables “the -~
.......*ty to “eart-the’ 'test year base reverues guthorized “in~D.93892 In
the calendas year. = C . Ll Zmllhor el weosoog o odvowoh MAEZD RS
2. “Digeussion - E o :
We - disagree with "SDGE -that the “purpose- of ERAM was to T
enadle SDGEE 0 recover the so-called booking lagithrough ERAM. - We-~
further strongly disagree with SDG&E that without recognition of the

g e e e T e e - '“'“’x* "gn- S
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booking lag it would not pgyphthehopportunixy.xo,eaxn the rate of ... .-
return authorized by .D-93892. Both SDG&E and PGEE have a mistaken ... .
understanding that test. year 1‘8—.‘66@.&!‘?@8; and:.calendar year, oper e:'tmg. ki ‘
resuls. should be ident -cal.-i'; AU

- -.."'"\."'" gl - .-’-.. y,--'

~ ‘,,,,,.,‘. ot
- B

Under tes$‘year ratema&;ng-the~Commissionuadopts~a.set\oﬂ ~

rates which will provide: the inecessary .revenue reguirements.to COVer.z-:
reasonable expenses, taxes, and: ac-reasonable return on the -invesiment
necessary €o. provide service:-to -the -utility's customers\duning the -an-n
estinated test year. pericd.-. For. test year. ratemakingvpurposeSAthe
Commission assumes a -perfect .matching. -of -revenues, €xXpenses, .. - ..
investment, and return .on such investment.. In.order  to more.closely
track the test year with the calendar year,~the Commission .under its"v;
Rate Case Processing Plan has attempted. to .establish -general .rate .. .-
case rate changes effective on the;iirst;oﬂfthe;cﬁlen@gq year. In
adopting this practice, the -Commission -did -not inteﬁd-xo“mhke;thenn
ravemaking test-year synonymous with calendar year~recorded~results

of operationg. s -0 Lol Loranitma sen opebens

AN

The Commission is: well -aware. that under SDG&E s~accounxing
Practices, revenues for services rendered: in a-given calendar-year:- :
are not necessarily recognized in that calendar:year. .. --SDG&E"xS«use;;.

of ERAM-to attenmpt to obtain additional revenues.to make -up.a ..
perceived revenue deficlency resulting from its reluctance.to . e
recognize -unbilled revenues for services rendered.in. 1981~because o*
possidle addivtional income tax.obligations.represents.an unreasonable, .
interpretation -of ERAM..- In attempting.to obtain additional revenues ...
vhrough EZRAM for the booking lag, SDGEE is inAeffectvatpeqpt;ggogga N
make i%s ratepayers pay 1982 rates for services rendered in-December -
1981 at 1981 expense and return-levels. 7 There-is no.-~revenue ‘
shortfall. :The-test year base-rate revenues.authorized by the--

" - LRRTAN R N T L Bk Ty N
P e e e e A . P L P PO
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Commission will Se"* earned. 70253.-‘5? the chdm"pé;n'y £ af&"cidﬁzi;é"ing ‘Tethods*
prevent 1982 réventes ‘from- be:.ng *ecognized “fr° fotals in ‘the calend‘ar«--f-'
year and result in parTt of 1982 revemzes being recognized- fp pen e TVEIE
ozth subsequent £0 the" end "of thé -carendar yea-r LoTI o nmaTnvesns "-"-‘7?:’3—'7-74
"If SDGER ig seriously concerned’ about ob‘caﬁ.ning ‘8 perfect
matehing of- revenues ‘with' ex:penses, “it has the ~opt:ton ot recogn-izing -
revenues £or services reéndered in -December ‘as unbilled révenues. T We TV
can understand SDGEE's-reldctance to make such “an ‘accounting change~ . -
since there iz a poss:.b:.l“:.ty that -the Internal- ‘Revenue Service (IRS) -
would requi*e that such ‘révenues "alss be’ reported forTincome “tax TSI
purposes. From ‘a Tateémaking ‘standpoint, Wowever, ‘SDG&E ‘Swould also
be aware that our adopted test year rates include a provision fori-
income taxes ‘based on 'ﬁhéi"’é.ﬁfb.oﬁz:i‘z“'é‘d&'"IeVe‘.l.:' of ‘féféﬁeé","?ind“ "in
deferrlng recogn:.'t:'.on ‘of ‘sueh-idéomeé T{t* :.s :':n fa.ct defernng the “tax"
ligbilities to the subsequen‘t “tax ‘years TOa VR DRLITIITNS DT T

Ve believe SDG&E'S problenms -of not Being able to directly -

match recorded calenmder results with test year results -can Ve ireadily ™’
solved by ‘2 ‘proper ‘explanation-of {4s TinancTal “statements by [SDGEE s =~
owa accountants and-financial experts-as ‘well ‘as by “Lts independent 557
audi*o“s . ”Wéfdd ‘not fb'el’ievé ”-‘i" -is ~'a:pp‘ro‘prfa‘t’e*‘0r‘Che‘c-és"sa‘ry"iforv Trororas

company “to make i'ts financial “records ‘coincide ‘With test: y’ear~ DUmERmeT
estinated operating results. A simple ‘explanatfon that “"if "SDGEE-Nad "
recognized unbilled -revenues of $xx million ‘as’ of December "F1°, 1982
our rate of refdrd would have ‘béen xx¥'and ‘approximate L6F “equal the T -
ate of returz-authorized by the ‘Commission Tn DV9%892 LT tedt Feam L
1982," should “satisfy any fnformed imvestorsithat the Comifssion Had o=
provided ‘SDGEE ‘with ‘4 reasonable-opportunity o ard s fa:u‘ﬁtﬁdéifz‘-éd'«% »”--_'-f‘
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rate of return. . We. wish to reiterate.that. the matching: of: revenues ...

and . expenses which SDG&E seeks th...ougb. ERAM As..obtainable without ... .-
isusing ERAM or by. placing. an add,:L :LonaJ: burden on. :a:tepayers Y-, then
simple accounting practice .of recognizing. unbilled TeVeDUES e - v Nooan

- We disagree with C:.ty that the .purpose, of ERAM is- s*trlc'tly

%o prQ\_r_:'.._‘d_e -a mechanism.to bandle discrepancies .between.actual .and ... ..
stimated sales. We specificelly. titled the mechanism .as .2 .Tevenue.....-

adjustment mechanism ;8ince: .we 'beli‘eve. that -in this era-in which we .

~

appropriate to aermt an - adjustment for di“’ferences :Ln srevenues .
caused by unforecasted variances .in -consumption -at various .ra.te
levelso . ~- oo s L e SeToons Mo Todn cmewe of
Zhe ,only correct interpretauon oL ERAM is that the. .- - -~on:
Commission authorized .the implementation .of ERAM.to ena.ble SDG&E =50
earn the authorized level of base-ra'te -revenues.. :t‘o'r ‘che J:est yea.r
Telated .to ‘the services provided -in :the -test year. ,‘,‘I':ﬁ_,;.S_DG;&E}, 8
accounting practices were modified to recognize tevenues £or.gervices,.
rendered “in-December dbut not -dilled .until January 1987, a8 part.of . -.
1982 revenues, SDGEE's recorded base-rate reveanues-for .1982.would .. ...

match the authorized -base-rate-revenues. - .The purpose -of .ERAM is~ .- - .
purely and simply -to-match recorded. base-rate revenues for . services...-
rendered during -the month or -the -test .year w.i-;thg_--a,utghqz_‘-i-ze‘djgba.sce,—r:‘a."_“ mon
revenues ‘for -the month .or for the .year. ) ~ Romim
For the. purposes. ofl ERAM adjustments Liled at :t‘our—montb,-.,a; -
.n‘ae-va..s in conjunction.with . ECAC.Zilings,. . it is. appropriate.to... ...
es*ma.te the over-— :o.r:uadercol-lecrtio-n, -where .recorded .Ligures. .Lor- ~a.ny
months are not .available .as.long as 'themestima. ed. OVers 0T - .oy

.
T -
Dan0r . N

undercollections. are.corrected to--actual when. whe fq.na.l WL bgures :are- -~
availadle

- - n.,,‘,-.‘.-. I RN

crve -.-.‘--‘.,,.-‘-—\ By s
- e .|.‘A‘.
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For the:purposes. of: thisi proceeding we:will adopt the

tafl's methodology for caleculating the over- or unde*'collection for
the 10-month period January through October 1982 even though 't;he .
staff methodology does not provide an exac‘c monthl'y comparison of
authorized base-rate revenues with recorded- base-rate- revenues for
services rendered for each of:the . months. ' We will -expect SDG&E tonn- v
true-up the ERAM over- or undercollections by the next ECAC £ilimg. o~
We will alsoadept the recorded August -interest rates in srriving -at -.:
owr forecasted ERAM undercollection as. of November i, 419820f n ~~: sovr
$13,126,109. Table 1. shows the .development: of our -adopted: ERAM rtate: -
of O. 134¢/th- SO e LTy e ene won s ldnmonn otanl Lo

~ e e T
Cem P J .

C. - . o e S A A Vel R U,
Lo . TABLE 1 T L e e awe L O T v SR [

. - -
- S o e e AT
;

SAN‘ DIEGO GAS & ELEcmRIc comm ._ﬁj T

_.a.m’_ )

.c.lectrical Revenue Adjustment Mechanism S
o ‘Development of Unfform ERAM‘ Rafe T

et

RPN

- RS Tt e s vl e
R

I'tem " Uni'ts- O e . Amou ‘

.,s*;:.mated Ba.,.a.nce o2 ERAM Balancing L
Account as of November T 1982 coom oo
(Staff Revised ) v~ o mmiey A

s w I

Revenue Requirement :Adjusted: by Net— o v - TTonilo ol
to-Gross Factor (Line 1./ 003797)* M$~,ﬁ . 7

12 Months Estima.‘ced Sa.les Applica'ble * - o n__ N
‘to ERAM Ra‘tes SR M2kWh R 9 734’ 59 -©

- [V
.,.,,.—'._,\ W

( ine 2 /Lme{f) DR L TR o T "*,"":-~“¢'/ka1’1 A

Do

Present Total ERAM Ra:te\'.“f't ToorIfiniey ton Logf¥Whoolnn verter fogn o
Total ‘ERAM-Rate Increase sz war c~iurl uarriv nolicn s0mavis

(Zine 4 - Line 5). ., . ..., . . ... 1.,“4:,_-,_1,‘-_5,; ¢/kWh o
v *Ineludes effect 0f. Employee Discowntt Prinary: Voltagev -
Da.scoun‘t . and San pz\o_ego C:.ty Franchise I‘eg: Dif ferentml

B

LT s [ I A e

PR R ST GO -
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Voo

A SDG-&.J

1. "Record Period Tra.nsa.ctions and“"":r
" Balancing Accounts "o o o

SDGEE's witnesses' testified that 'the~ recorded~ -period iz ivc
overcollection in-:its ECAC balancing-account as.of Jnme:v.‘30~;:1,;982‘,u nive
reflects the results: of reasonable -and prudent -operations' by SDG&E - <77
during the period July 1, 1981 through June -30:,.1982. ~-SDG&LE "contends - -
that the staff's’ reconmended. disallowance> 0f 328,317 from the:- oo~ =i
balancing account for "a 125 horsepower pump and ‘associated labor end I 'n
engineering is unreasonable since the expenditure was made ‘underthe =:
teras of SDG&E's LSFO Transportation Agreement with Chevron. Under
tae substitution prov:.s,.on of the agreement Chevrcn may substitute
like-kind oil from other’ sources for del:.very to SDG&E’ in San Diego
in liew of the EIRT oiL be:.ng t*a.nspor'ted from ,Ea.wa.:.:.!‘ The invoking
of the substitution clause results in reductlon of 'che transportation
cost to-SDGEE by $0. 92-per barrel. SDG&E c_le.n.ms tha.‘cw the paymen't :f.’or
the pump was t0 protect the benefits: of n;he" ‘subs.*citu‘tion pronsion el
and that the' investmenti'in the pump would be *eturned ma.ﬁyfold. nnsn

. SDG&E also disagrees with *the staffrs:. proposed d,isa.l"“owance
of the $19%,4C0 payment made o Chevron as req_u:z.red und‘e‘:.: vthe ‘terms A _
of the Chevron Transportation Agreemént £or SDGEE'S fdflﬁxzr-ehto cainet s

provide Chevron with a 30-day notice of the proposed. sale- of CHZI;RJ’. -
il to Tosco. SDGEE"s witness testified that due to the timing oﬁu; V
the spot market sale, it was not possible to provide: Chevron with the -~
required advance notice without losing the opportunity to make d:he Zavel
sale to Tosco. Moreover, SDGEE's witness contended that even af‘cer

the ne.yment to Ghevron., SDG&E"s: elec'tric :ratepaye::s beneflted’ by

almost 1 millior from the sale. "506&E sudmits “that Tt would have

heen more nearly nismanagement 12 SDG&E had failed to enter int¢o such
2 S»0t narket sale.
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2. TFuel 0il Contracts and-Fuel®0il Saleg~ YIS

AL ad

SDG&E's wztness Niggli assumed: the- positionnofAmanager,
Tuel and Power Contracts xnnJune 1081 Just a month~before the

S

commerncement of the- reasonableness review-per;od.«-In the. 16 months
0f Niggli's tenure SDG&E has done” %he” £ollowing: ~°7 - in-

a. Renegotiated iIts TSFO  contract” with HIRI‘to
reduce the contract minimum £rom- 14, 000"~
barrels ‘per day 1o 8,000 barrels per ey "

effective May 1, 1982 and also~term1nated
the  HIRI Gas “urbine Fuel’ Contract for
500,000 varrels: per year. -~

Vegotlated'further underliftsawmth HzRI S
where 4,000 barrels: per day. were...- .. -
underl;*ted between September: 1981 ami .
Jaxuary 1982 and 6,000. barrels per day wereh
underlifted until- May 1982 ‘when. the. new. .. .
contract minimums took effect.. The total
cost of the record. period underlifts.from '
EIRI was.$4.4 million. - The! EIRI. Contract .
was also revised %o include.'a deemed crudel.
slate provision %o establish 2 market przce_
for 0il rather than ‘the price "of the ‘erude .
actually used.” Under this provlsion SDG&E -
will pay the -average market -price for erude
il *egardless of what suppIy EIRI actually
uses, which' has the effect of reducing “the'~
cost of crude by $2.50 per barrel compared
to the nriczng under: the ‘old. contract. ﬁﬁi

o e

The renegotzated cont*act will provmde
£lexibility %o receive up to- 14,000 barrels
ver day on.90 days’ notice should - S
conditions require it between May 1982 an&
June 1986. .There will also .be a further . =
reduction in the. contract minimum to. 6,000
barrels per doy or SDG&E's requirement . . i~
level, if  that level .is lower,. begznnlng,xm
July 1986. The price of HIRI oil for this
pericd will be compared to SDG&Es costiof
as, Schedule G-61 rates from Southern- " "°
alifornis Gas Company (SoCal Gas)- If the
G-61 cost is léss than the : - o
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contract formula price, SDGEE will.be.- .-~

required to*take“only“mtnimum“cOnu;agu *vam
© volumes-if offered at the lower-gas”priced I

If EIRI. chooses not to-.offer oil at.such. a-

price, SDG&E is free %o g0 to_the spo+

zmarket 1f the”  oil can” be-purchased for'~

less than the contract price. - .. wo:-o

N

Negotiaxed a Suspension~Agreement with..
Tesoro effective October 1. T..1982~w1:x..,¢1:1, .
potentially removes the entire.contracted.
supply of..Tesoro: fuel. oil: and’ equalizps. .
SDG&E's ‘supply with its requirements.c-- Tb.e
Suspension Agreement. calls for- an,underlif:
fee of $6.55 per barrel for all LSFO no3
delivered whieh equates £ 15,056 barréls
per day from October 1,- 1982 through g
December 31, 1983.- In additior:, SDG&E wiIl
be liable fOr trany portatmon unde*lifts to A
Chevron of $1.69 per barrel through -
Decenbder 31 1982 when' the Chev*on contract
relating to "Tesoro. expires. - 'The : .
transportation underlifts for: the” two i
months of 1982 -total  $1,214,096. " oo L

Vegotiated further. underlifts withﬁmesorohl
SDG&E's contracted supply with Tesoro-at ..
June 30, 1981 was . 15,000, barreIS-ber day. y
From July through. September 1981, SDG&E. -
underlifted 3,000 barrels.per. day,at a cost
of $6.67 per Yarrel. FProm Octover through -
the end of the year SDG&E underlifted 2,000
barrels per day. for no charge. As of
Januvary 1, 1982 SDG&E and Tesoro ‘entered -
into an ope*a*ional agreement which célled~
for Tesoro to deliver 12,500 barrels per X
day, 2,500 barrels less than +the stated
contract minimum, wntil “the’ Suspensfon “*”'
Agreement took effect onm October 1 1982;
The total cost of underlifts. from mesoro
for the record period- was $1 8 mlllion. '

Adjusted its use of natural gas: to minim;ze

overall fuel expenses. -SDG&E used all _mﬂ»

natural gas available .to.-ite power. plants .
rom July 1981 through January 1982. ..

[
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""Beginning -February -1982 SDG&E-reduced  dts- -~V L
- . natural- gas -take for -electric .generation to.. -

create 300,000 varrels of storage space 1o
conduct medium.sulfur -and higher ‘viscogity: ="t~ °
fuel tests and since April 1982 dburned LSFO--. - ..
while rejecting natural gas ‘since the fuel -

01l 'spot market made it more: ecomomical to-

burn fuel oil then sell .or store.itkurﬂqm%y

Sold 1.3 millzon.barrels o ofl during the -

review period .when such 'salesgassertedly: .-
produced a net benefit to the electric-~.i--
ratepayers. The fuel oil sales losses plus:
$be cost of natural gas burned in place of,
LSFO resulted in-a $8,297,488 savings to'
electric ratepayers compared to. the . cost. of
durning ISFO. .In addition, 'SDG&E contends. "

that its electric ratepayers cont:zbuxed an
additional 88,360,679 benefit 'to. gas -
ratepayers as a result of the dlfferential

in G-61 rates (the price paid %o SoCal Gas)
and GN-5 rates .(the. price SDG&E"s. electrlc‘
department pays SDG&E's gas. departmenf)

. 5. ZTeseoro Suspension Agreemen't and Underlifts :
hough SDG&E 'S inltnel nego#matfons with Tesoro centered
around the concept of flnding a’ new "cost basis” formfuel~oil, it was
odvious that SDG&E's -oversupply problems: would not-be, relieved even
if price reductions.were obtained. -Subsequent.to:D. 82—04-1LS -and -,
aZter the institution -of the. Commission”s.- Order o..Show Cause why:- the
Commission should not-require SDG&E to.suspend or reduce deliveries -
ol residual frel oil scheduled un@e;;ex;stlng.conxxacts,.SDG&» and;-ief
meso*o.en'tered into further: negotiations.u Bgsed'on updatedyﬂuel mzx

~ o

of SDG&g 'S needs-t SDG&# determmned that the bes‘ course of action

PRV
-
R L e T
P

was %0 underlmft the entire amount o* the ~L€S0T0, su@ply A pes
attempting %0 arrive at a reaeonable underli*t fee SDG&M .considered

e m ...\...

e

R e T T O vk ged -n~ -
R I ) v - ot e g St ~ o

- — . - . . .
A e e e e
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SDG&E.

per day of LSFO based on a 46 OOO- %o 48 OOOJbarrel throughput of
crude. SDG&E perceive&“*he options-available'to~Tesoro_as follows:

a. Reduction of LSF0 product Yolumes — not -
congidered feasible without ~addition .of -
highly sophisticated and oostlym~~e~ W
equipment. R
Reduction of " crude throughout - not Co
considered feasible because it would® result
in a 1loss of market share for Tesoro"s _‘
light products .in Alaska where’ mesoro dg
the major supplier of motor gasoline - and

aviation turbine . fuel. - Furthe:more, “'
Tesoro's long-term contract to purchase
royalty crude from the State of Aaska-
requires certain minimum operating levéls
at its “efinery 0 _assure supplies of
produots <0 Alaskan CONSUMErs.- =

Sale of-ISFO- in-the- spot-market mothigr - T
-alternative would result in a loss:of:$7.50 - N

per barrel compared to the SDG&E oontract
price. - - ~ < o o

Through negotiations SDG&E and Tesoro ultimately agreed~on™°
an underlift fee of $6.557 per barrel. - ‘Tesoro s witness-EJiCromey, "7 -
vice president, Wholesale Marketing, 'Supply, and Distribution ~: 7oIir
testified tha* the $6.55 underiifs fee was not SuLLicient "o maket - ini
Tesoro whole or. *ts'contraot with SDG&E even- though"*esoro‘ul*tmate;y -
did get a’buyer £or the oil "SDGEE ‘was- underlzftmng. “Part-of the -7l T
considération for Tesoro's: ag*eeing £0' “the $6.55 wmderlift fee‘was~*7“"
that Tesoro Sulll saw SDG&E as 8 potential custoﬁéfpsome time in “the -0
future and there*o*efwanted to ‘retain SDGEE's goodwill. SDGEETY T
concludes that the 86! 55 oer varcel wadérlift feds aPe Feasonabletand”
do noY provide excessive benefits to the supplier. SDG&E asserts
that renegotiation of the HZIRI contract together with the Tesoro
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Suspens*on Agreement*have Yrought SDG&E supplies in Tine Sy’ Gy BT

B I AR

requir ements.‘ The Suspension'Agreeuenﬁwa*so IncIudes a““provision’ by‘

oy

which SDG&E Teserves the Tight to. Tecall up to 6 OOO“barrels ‘per- day "

of LSFO from” Tesoro upou‘45 days™ notice prior’ to auy quarter. PR
Should SDGRE exercise tais- option, no underlift’ Teewould be' charged ~= -
on the oil delivered. - ‘SDG&E ‘statés ~that the-Suspensionvkgreemenp-is~ o=
expected to redueeiéﬁé&ﬁvs'fueI”eipedsegibj“appfokfuafeﬁf”SEE’hiildkﬁ? “
during the" 15—month te*m of “the agreement: (October S %982 through
December 31, 1983 ). CURLI T ozlummad molllin Mot T In

4- Sa.es 1”orecasﬂ:s—_‘-" fﬁli .

uecnn*ques which” consider variables ‘such a8 ‘weather,‘customer =7 WO
additi ons; economlc"actlvity, ‘price,’ and-conservationﬂ"’BDG&E*~::
p‘esented ‘the only salés estimate for “the forecast period. SDGEE “in

its primary proposal uses a 12-month-forecast perfod in settfﬁé’ECAC
rates to promote rate -Stability rather than the *raditional’ Tour-
zonth pericd used IH {ts alternate~proposa1.~mrTT~‘““““‘CACL or TorTy

5. _:_AE_R TS T Do ol ittt b oo ol DL WD
- SDGEE caleulated "-*chie 2% component’ of ‘the AER ‘consTstent -

with the methodology ‘wsed ‘tn D.82-04=115 While ‘the'staff Feleted “=12
certain fuel service charges, variable wheeling expenses, and Bty
revenues from the Department of Water Resources (DWRD in its :

h ‘gd»‘.-

computatmon.d Staff and SDG&E also dlffér on’ tﬂe_pfide*for naxural
gas in the,AER peplod._ SDG&B omzts any nuclear _power generatlon

A »»r,~l«-

-elatlng %0 San. Onofre Nuclear Generatlon Station (SONGS)“Un;t 2 ln

‘x\..

the AdR perlod s;nce SDG&E proposes an adjustment to AER wheu SONGS

."s:"rv A -.,\\.-

Tnit 2 becomes operatlonal and given rate treatment through the Major
Additions Adjustment Clause (MAAC) SDG&E requests ECAC_treatmenx of
underll t payments and gazns and lossesv*rom sale o’ fuel oml in its,:"

e
vr-a-—vlv.

primary proposal whe”eas in its alternate proposal it zncludes such
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items in the. AER...Both the- primary» and_alternate. AER, proposals Pomemen®
include. a revenue. req_u ement assoc.ated w:.tb. 2, proposei a.verage oil

Lo s

:.nven'cory volume, apnlied *to a ‘Tovember 1 1982 moving average-r_;

,...;. .

Ph'-—' g
e e N

_nventory T ice.l,, ..he return nrequ:.;:ement usei :Ls based Lon 2 12.92%.,, )

- .,
[

N - ot v’ [T

rate of return for. *wo months in 1982 a.nd . 13 25% rate. of return f£oT. .

L - - Mt e e N w.-.As-_.-J

10 mo,nt_hs,, An .1.9__83@__ The revenue :equn.remen.t associa'tei with Ssuch

proposed inventory volume. for. AZR purposes . is $21,383, 700.-: pe moEaamwe
- -SDG&E urges -the. Comissiom.to adopt -its minimum winter. . ... .

i ven'to*y level of 1.4 million barrels of ISFO, 2 dase level s

ﬂ,-‘-,PM .r-(

inventory ¢£ 1.8 nillion barrels and a probabilistic .J,nven,tory of 2.2
aillion barrels.. .-SDG&E's. witness Mays. testified. that. a 2,000-barrel

N e s

beyond SDG&H S .con'tr.ol.u a.nd ;jus.’c:....:Led ,SDG&E 32 2..m:x.llion3 banrel& oﬂ.v
LSFO. for -computing the. revenue requa.remen.ts associa.ted with Luel oil
in inventory fLor lnclus.ion in the AERe.. . -+ | ... Iemosot gesmicg el

. SDG&E. velieves tha.t 0il .sales and underliﬁts should. Nbe\*
subjec'c ‘co ECAC recovery as shown.in itsnp.r-mary- —p-roposal‘.'be.ca.use.
these items are variable and d:.fflcult to forecast accura.‘ce-ly, a.nd

aéopting firm estimates can serve -as.-a 'disincentive. nto\,futur& actions

because no- flexidbility.exists Lo recover admittedly. pnud.ent -expenses.. ...
B. Staff e w e e - A v ey et e,

_.N _._, ,h - ~_—\ e Y
s y v ot e

1. Reco-d Period !Eransac'tions and T 2 P
Ba.la.n.Cing Accoun't v T VT P LR L

- . -

L, e
Na S e

F: Rl . L
SN v

E R L) .

’“he s*ca.f“ contenas ‘chat SDG&E*‘S elecuric 'energy ma.nagement
n'acnces a.nd noIic:.es during the_ rec_ord per:.od' werg_ cqn‘trolléd by
its excess ‘LS“O supnly. “During ‘che recprd period SDG&'E so“.L& 149

okt o

awhr of elect*mci‘ty above 1'1:3 own forecas‘ced sagles in A 60865, burneq

vt e oot Fvie Ra L

7,397, 202 varrels 02 'LS“O va.lued at 3329 389 922, and recgrn.\?efd ’
7, 180 669 be.r'e..s of LSFO costing $321 ,4-14 368.‘ SDG&... a.lso soId

—\'*p, i g

551 7“1;”_1)8.1'"'9.1.8 of LSFO ou‘c of inven ory a.nd a:n a.dd:.t:.onagl 765, 269"

Tomm e oo CA‘—,- '*\M“NN
T Rw Ll P [URPE S




A.82-08-14 ALJ/Xm

barrels before inclusion “inte.inventory on which tombined sales SDG&E -
sufered ‘2 logs of some $15,508,11T during the perfods . The staffic. .=
further contends thet although SDGEE used 35,507 million: cubich feet.= .7
of natural’gas for ‘electiric generation ‘during this -perfod, L% also-’ - =7
rejected "ax’ additional 11,265 millfon cudbic feet'of ‘das andiBurned:- -’
fuel oil instead. ‘ il
The ‘staff agrees ‘that SDGEE"g increase: in LSFO:idnventories
was partly “due to "SDGEE"s 'policy of -taking-all cpurchased.power noi: 271G
offered which was substantially morel.than had been forecasted because o
of the warn and very wet winter (of .1:981-=1982. 7 Thig practice ad the iz
benefit ‘of .lowering SDGEE"s "costs of dts Luel: mix but alsor placed the: ~c
company’ in the position-of storing or burning-fwel ‘ofl 'once tits oo 0w
forecasted wnderlifts included in the AER had deen used. :SDEEE. -or-zoo
conducted -an ‘economic .analysis which:showed ‘that-it .would “be 'cheaper -
0 durn the 0il than ‘store it and carry it in inventory until (19855 .7,
-'The Fuels . and Operations Branch (FOB) staff has-taken no::" .-
exception to SDG&E's energy management ‘practices during the record:: -
reriod; however, the Revenue Requirements :Division  staff-raccountants
have recommended the disallowance of -a pump and -a:payment. to -Chevron: .-
nade by SDG&E whichhas-been discussed previously.  Staff accountant oo
Long further recommended “that the ECAC-balancing account-be adjusted- -
o0 ratepayers ‘and shareholders-~will.share in.the:losges from fueloil ==
sales incurred 'in the record period.  :Long: testiffed that-the-: - 'I»I111
Commission, in developing-SDG&ETs AER ‘I D.82-04<115; “estimated “that >
SDG&E would incur carrying costs associated with-fuel ofl. inventories-~
of $21,882,000 for the AER peériod. April through October :1982:= .0
38,122,000 of the carrying costs related to 'the authorized inventory
of 1.5 million barrels of fuel oillandr$13;760,000-was~the carrying . :
costs -for 1;720,000 varrels of excess. fuel oil inventory. 2 The -~.icul.=
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Commigsion included all of the carrying costs-related to the S » omans
million-barrels authorized -fuel o0il iInventory -and.one-half .of the .-.-..
carrying costs related: to the: excess: fuel .0il..inventory -in. developing. -
the AER. The remaining half of the carrying.costs -on.-the -excess fuel-.

oil inventory, or. $6,880. OOO wasfto~be'borne~by‘the-stockholders-oﬂuufa
SDG&E.

gyt
LRPREE RV R R S

- Witness Long further: testified that SDGEE currently
projects the:carrying-costs for fuel oll -inventory.for :the April-. .. .-,

. 1 "'4‘\

tharough Qctober 1982 AER. perio&'wouliwbe~$143350“700~1n3tea&~o£-theo%t:
521,882,000 projected . in D.82-=04-115. --Consequently,~SDG&E'S »~ryw —~r -
shareholders will bYe bearingnnone:of;the-car:ying“costSAaniuingfaqtufv;
will collect 3651;300'in*rateSWoverwthe-total"promecte&ﬁcarryingww;:~u‘
costs. Long believes this is grossly unfair.to -the.ratepayers end co-
that SDG&E's -fuel roil sale losses should be:reduced by ~8$T7,531.,3004; -
(56,880,000 plus $651,300) plus applicable -interest -in.order to have -:
SDG&Z"s shareholders bear .some-of. the burden resulting-from-the
excesg fuel oil invemtory problemc: - vocim ovimon. UESATE or molomooue
~. The Revenue Requirements  Divigion staff recommends .the ; -
adeption of the four-month fQZEQ&St.Of3ECACT€xPeﬂ3€S¢Sinceﬁitilhwﬁ AN
complies.with the “Intent of D.92496. . Suck four-month-forecast: -= . -
peraits rapid revisions to reflec¢t. changes: in price-and:.resource.mix--~
oz a meore current dasis. -The FOB-staff.recommends.-the:adoptioncof -~ --
SDG&E's primarcy proposal  to-develop.an offset -revenue :equi:emeﬁt :
based on a:12-month forecast .of ECAC expenses.--FOB believes this. ...-
orocedure will result in greater rate stability.--- .. -~ -~> oo metDo
2. TPuel 0il Contracts-and Fuel 0il-Sales: ~: ~- 277 25z ~== -
vaff submits that SDG&E's actions o .reduce- its firm fuel.
0il supply were reasonadble -and "that: SDG&E has been successful in -, -

reducing the 29,000 tarrels-per:day deliveries to0:8,000.barrelscpers. oo
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dey which SDG&E” asserts-matches itsirequirements.-:Staffs counsel a.'Lso‘.x‘-:‘
states that 'part of the reasow Tor SDG&E"s- success’ wascdues o Lheros
Commission"s.Order: $o:Show Casel (D. 82--04—0"/'5):>~«rhz.ch~ spurred~ SDG&ET«<
into further.-megotiations’ with - Tesorow s =o T.0 axr mweve L1, 335,550 o
Staff further contends that. 1L SDG&EM s fuelv gupplyss  ~woz-wol
situation had bYeen in proper balance, its ratepayers would havel.l.T.:Zl
realized ret: savings® over and: above' those claimed- by SDGEE bBy- not
raving -to Teject natural ‘gas to durnifuel  oilv Furthermore,:SDG&E- - ==
would not have to’collect in its AER an’ allowance o£$6,8805000% ford
carcyiag costs on:excess oil In inventoryo. o viliclst olom wolSDoonostiw
Long also- recommended- that SDG&E: be:placed on noticerthat . .
the incremental energy costs 'incurred:as a result -of: the: clogedown. 0f 2
SONGS Unit 1. for sleeving repairs may-belsubjectstocfutures . 'wovl ~nixU
disallowance depending ‘on the Commission's treatment of sleeving
repairs in A.61138 of: Southern California” Edison:Company (SoCal .-
Réison).  Hefurther recommended rthat underlift: payments: wnder: the: - «o:
Tesoro agreement: for- October 19822 0£-$%,045,750 tor Tesoro: ands? TonT
$620,000- transportation underlift to Chevron should: not: be:-allowed:. ~~ug
since the "-Commission:had” already:allowed:$2,035,000: of- underlifts in w7
the AZR for the 'seven-month AER period:ended: Octoberi 3155 1982., coununyiw
Moreover, the underlifits relate torfuel:oil-volumeszwhich wereZ .rrezon
already in SDG&E's inventory and the-rei:or'e‘-vere ‘a‘l“read‘yﬂ. conai:dered -bya:::-
the Commission.
tnderlifts ;e;‘:-e"a,..lowed-, SDCEE: will' reapsa’ wind-fallT venefitwio
" %o Tesoro Suspension Agreement” and Underliftgss =wrnd 000.7%c .0 o
Under the: Tesoroe- Suspension Agreement” which was: tﬁé’-’si;.bj’é’é‘t e
0f D.82-09-023%. Jated September &, 1982 and which resultedin sthe © ZulC%
ternination: of the Orderi$o-Show Cause,’ almost  seven million®barrels: ot
of LSTO ;a}é’e to be underlffted at ‘e underlift feerof BEL55T periroviann

.
-
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barrel, or:. & total.cost.of~345,064,000.; In addition,=SDG&ECwill:bew w2k

W

subject to transportation anderliftlfees: 0f: $1,82151 44; Loxthe~period:»x
Qctoberi1,.1082- through Decenber:315-1982.-. . Ther combined:-cost wonld:zmol
ve $46,885,144 over the life of the.-agreement: and: for::the: AER: peniod,--:
November 1982 tb.:'ough Qctober:1983,; the anticipated:icost would be

$38,903,500.x cF wozony mioxood Sai moivautin

- The staff believes the .provisions: of theg Suspension:~ :nnilonn

Agreementt ‘are reasonable in light-of--the savings;which: will-.acerue %0 -~
vhe Yenefit of:8DG&E's electric-and gas ratepayers: oF0B-staff »o~ :loow
witness Chow made calceulations. to::show that the Suspension:Agreement--. -
will generate  $6 million savings’to ther electricccustomers.and about

340:1illion of revenue to gus .ratepayers.in -calendar: year 1983w ~on: i

Tnder Chow's caleulationr it would< have cost:the:ratepayers:about . 12102
344.65 per barrel:to burn the .excess. LSFO, $55.66 -per barrel: £ SDG&E: : ~
sold the excess ISFQ,:and- $53765: per- barrel- 1£-SDG&E: elected. to: store;
the excess for future usev: . Chow'is calewlations,clearly--denonstrate:

that the option- to-underlift, the, fuel: o1l at~ $6..55C per-varrel --and o~onal
burning natural’ gas: is).the: cheapest option -available..;-Staff -algorn, 0520
believes- that,-based on, the, testimony: of both- Tesoro and: SDG&E -~
witnesses,. the $6.55 underlift: was-about as: Lowas Tesoro-would: =% -~z
accept. Staff recommends that:the: Commission: £ind- the: px:inc:i:ples of*-'"‘
the Suspension Agreement reasonabdle. - -5 u-m: ' -

4. ~Puel 041 Inventory:- =. roxo ool

s -—,q —--\,-m-v - \f‘«"".'v”
Dent 2 - . - e

Staff submits: that. SDG&E's: proposedv average: inventory Levelan:
of 2,169,000 barrels -of LSFO-is:too- high.-- There.-is-no: disagreement
on the diesel: fuel inventory-of--251.,000- barrels.o-Staff: believes
SDG&E's minimum fwel: oil.inventory requirements are Overlysco-20-23.7 =2
conservative,- and in-projecting dburm rates SDG&E-used the moste rorim-ur
conservative number "produced: by its probvadbilistic..analysis.. FOB -

stall witness Ghazzagh testified that a2 90-day loss of SDG&E's
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largest nonfossil fuel’ unit’ is’overlyS conmservative since SDGAE can
get replacement oil in 28 ‘days. “'Ghazzaigh -also' ‘testiffed® that™ SDGRE o5 =
in the winter months’ assumes twodays”of’gas- outage: togetheriwiththe- -
loss of the largest nonfossil umit.” “He believes that’ the  probability s
of & gas outage and & SONGS' Unit 2 ‘outage-oecurring at"the gsame time’
is remote and therefore included only- “the: larger ‘amount’ of ‘thetwor TITL S
contingencies in developing his minimum: requiremen*tsu © MheTgtaLs S
recommends that the authorized ' {nventory Tlevel Ffor’ TA‘ER"'b“drpdsfe"s”‘ He T
set at 1,254,000 barrels of ISFO and 251,000 barrels of diesel fuel
oil, or 2 combined %otal of'-15,505,000 barrels, - 7T oois TTac .
The FOB staff recommends that in' order to ‘ereate ‘an: ptilesing
incentive for SDGXE’ to minimize its excess fuel oil'‘inventory level,":
the Commission should adopt the FOB gtaff"s excess inventory ~. . ~orrnc
zechanism. - Under the staff mechanisu: SDG&E: would: be  required tos w00 2
calculate on ‘a monthly basis the ‘carrying ‘costs on the'reasonable: mhos LT
quantity of excess fuel oil in ‘inventory and> then book 70% of this ~~- =
carrying ¢cost -into the: ECAC-balancing account with no.recovery i% ool
possible on 'the remaining 30% of the carrying costs...' These dalencing ~-
account entries would be subject to annual Teasonableness:Teview and:w:-
SDG&E would s;ti.‘.l;‘.l;r'ibef‘-"reqiui'r‘éd‘:'to'-fchdose ‘“the” ‘loifé%t"“c'osf' ’m‘e‘thb"d for
disposing: of: excess fuel oile
eliminate SDG&ETs "incentive to dburn oil: when it .Iso .chea..per. *o. s.torer?. S
the fuel ‘oil.. ‘The .mechanism alsordis-alleged +4o:provide :a Teasonable:sos:
sharing 'of the cost between ratepayers: and’ shareholders: becauser it . ~"
gezmerates gains and losses in carrying costs on oill inventory: which
are close in magnitude to' gains and Tosses: in- 2% of energy costsr=.r X4
included "in ‘the AER. - At ‘the same™ time It provides sufficlenmt . - 0w o
participation by the' shareholders in the ‘carrying cost of excess‘"o"il“ I
iz inventory ¢ encourage ma.nagement Lo 'c-y “fo ‘keep inventory levels
under con »‘1‘0,.,. LTt T e e e o s lwed Uherw ofXT Lroonomos o et

PO e

R ESL et - ~ - P
z ekl L oo D
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- Staff accountant. Long. reconmends- no- allowance- for.-excess: .

Zrel o:.l inventory;: however,  if.-the Commission dbelieves. some.. .. --.- -.-
allowance should be granted, then. he- -recommends; -allowing-only- 40% o:t: ~‘5-
the carrying <ost on .excess. oils :.nventory to: -be.recovered. An ECAC.. ... -
Ze would also permit AER- treatment- of carrying costs on: 'the"‘,'" Sonow e
authorized inventory,.level -as: proposed. by, the. FOB.-staff. . Staff ...~ .-
counsel recommends that 50%.of the carrying. costs. on-excess. fuel -0il-~:- -
e -ecove*ed under: ECAC.: smila.r %o D.82-04~11 S.MJM fAm AN mhsemean

- e moom D =
———— ~ P T

S'ta.;‘.‘“' dlsagrees wzth SDG-&:E S primaryh proposa.l Lo have. .. -

underlift charges. -as well.as gains .and L1

recovered: Yhrough ECAC. Staff believes: that- ther_se;.;expeuscs:f‘e.-re,-mgr,e_\ o
properly includable in the: AER 'and the only reason why:the Lommission
placed fuwel: oil sale losses: in: ECAC--inms D.82-04=115 was -in-ordermot:~xc.n

o compromise SDG&E's megotiations with Tesoro:-and EIRL.: :The) staff ~ .o

- further notes that.the Commission stated in D.82-04=115:"we Will -~ - .

Place SDG&E: om notice that any -request: forallowance of :such:.expenses: -

in -the: November ECAC. will: be. subjected- to- very ~mgorous~ Commission: -

seruti ny- (Page 31, mimeo.,_) mrcmTomrotZin e liaw anlatae

IS I -

lthough the FOB-. staff recommends that ‘cher Eesom \mder.lrft:::

charge be imcluded in AER, the: staff counsell suggests;:that: it: may: -ber:::
Proper to include Tesoro underlifts in . ECAC because  of the:il: s rrr~im: o
possidility that SDG&EE: may under its. option regquest up to 6,000 -
barrels per day: of- ISFO- frow Tesoro and aveid the wunderlift: charges.

- Although FOB. recommends -inclusion- of SONGS Unit: 2 .gales forv.-
AZR purpoeses, the matter became a nonissue: when: SDGEE stipulated: ctha.t- -
it would request -an AZR adjustment..when .the MAAC- rates: are placed.; . ~o~:
intor efZect... The staff also believes that. SDGEE's. forecast.of .Le‘rx.sﬁr:sye.,--.:
cosys are in a reasonable range with the.exception 0% SDGEE"S. -ga8. v ~ _
price forecast. The staff believes its gas price forecast, which - -~
would net result in any loss $o elec¢tric customers because of
underlift costs, is reagonadle.
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C. Ciszy .. e M UCT LD LelnoTonaentol L0 TO L ons Loomon Tomocor
1y supports the adoption..of the~average~LSFO~inventomy"f 2
recommended by thestaff compared to..SDG&E!' s request forl an-average:: .-
inventory- of. 2,169,000 barrels of ISFO: and-251,000- barrels- of diesel..--
fuel oil. - City disagrees with FOB's proposal  for treatment- of. excess ..~
fuel oil and: supports the- Revenue: Requirements Division!s.primary -.. .-
recommendation that 0o recovery: . of excess fuel -0il-dnventory-carrying --
costs be allowed. City further recommends that the Commission  .woivo-
disallow at least one-helf of the: fuel -oil-.sale: losgsges-iniorder %o
share these excessive: costs between the -ratepayers: and: shareholders..: -
ity also .contends that. since SDG&LEburned. oil and rejected:.gas from..
Pebruary 1982 through’ June :1982, there. should be mo recovermﬂofroilw~
sale losses during the record period. ” -o | cmrs tmenl B vl omor
City argues that although -SDG&E. ‘has:made: an extensiwev T
presentation -to show how ratepayers_gain;substantia;“benefixs,f;pmg?;14
S0G&ZE's sale of 1,316,982 barrels of .fuel oil.at a loss -of between . e
$15.5 and $16.9 million during the rTecord :period, these  oil sale.~ . .o
losses and future underlift charges could have been ayoided if SDG&E
nad no* overcontracted f£Or fuel o1l durmg tRe' past eigh" Ey'ears.
City further argues "In deciding whether to sell excess—oilu——;«1;3:
underlift excess 0iT ‘or ‘store excess ‘0il ‘SUGEE is decidiﬁg how to
mitigate a loss to the ratepayefsArather than benefitfng‘the
*atenaye*s. o ‘ s AR - B
- City also” opposes the " concept Kt putttng-oil sale'ga;ns~or
losses and underlis t payments in "AER. Clty-pointS'ouf'that i future**
AZR "evenues a*e not subject towa balancing ‘accomit and~*@recast-oil
sale losses ‘are included in AZR, then ‘the Tosses will-not be subject
to a *easenao’eness review. With respec* £o “the ‘forecasted Fuel ot}'--
sale loss o’ $1 725 900 for the AER perlod November~? 1982“through'“'

Octover 31, 1983, City argues that’sny dif dales “Losses for fhe 177 ¥

oy
~ L]
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forecast period are, per se, unreasonable. If SDG&E is to underlift
15,056 barrels- per-day-and :still needs %o° selliexcess:ioll, City
velieves that SDGEE has some extremely Iimprudent:contracts.s Ifolnnmuc
Therefore, City recommends’ that™ if forécast oll sdles. ‘Losses are:por vi:
Ye included’ in'the AER Tate, a’zero 'oil ‘sale loss ‘should be adopted. -~
If oil sale losses are to bYe treated in™ECAC,” then 'the>reasonableness: ™
of future 0il sale’ 1osses will Ye'the ‘subfect 0f: - reasonableness troso
review. R DU T ovLnommrnen manra oIl Dowaaln ol T

- - SDG&E- argues that underlift: fees ‘should -bergiven ECAC we o :
treataent and . de subject to: a .reasonableness review. . IL the -Tesoro.~ .
uncerlift payments are: given AER treatment,.and should SDG&E-take . -
advantage of itg option to purchase: oil up:to 63000 -barrelsiiof LSFO/~: -7
per day, on 45 days' notice, the $6..55. underlift: fee" will:be reduced . =
barrel-for-barrel. City expresses ‘concern that if (ECAC treatment is
not vrovided, it might prove -to be“of“econoﬂic‘a&vsntage'vO'SDG&E“to*”*
buy oil from Tesoro and reduce underlift ‘payments when this ‘aetion tndl
would not be t¢ the ratepayers' advantage::;ﬁgu rosllln Sand

o~
et e W

~o

VIL' Discussion of ?CAC and AER Issues

: . O Rl et a et
LA PR P POV .

o ; : -~ ke . ”,
- 'h“‘hq‘ ~ .-,\e.‘ - = ,, £ e -ﬁa—n n‘vv\-b-.-...-

A. ICAC Balancing Rate 2h”
We will adopt the, smaf* accountant s recommendatkon 0. -

disallow expenditures. relat ng.to the 125 horsepoweéﬂﬁsﬁgffrbm thé
ECAC balancing account ag an itenm not prcperly chargeable to. ECAC“
even though such expenditure. may be. .prudent and adyantageous-to the
*axepaye We. . will not adont,the stafl's. recommeniatiqn to dissllow .
e $189, 532 payment to Chevron £for failure of SDGEEZ to provide, ... --.
Chev-on with 30 days' advance notice .of the sale of EIRI 08l to‘
Tosco. We are convinced that immedlate action was requlred to‘fake'
advantage of the osportunzty to. sell the LSPO and,mo'eover the sale

P

was bene’icial 10 the electric ratepayers evén after the_paymenz made‘ﬁ
to Crhevron.

Ve

[RS
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We: will also:not. adopt:thewstaff!srrecommendationwto
disallow rate: recovery of:the October 1982 -Tesoro:rand- Chevron v
underlift charges in ratves as’ an wnfair duplicater recoverywofli.. .~
previously allowed ¢osts.. In Du82-09-02% we' noted that: underlift .
charges pursuvant %0 ther Suspension Agreement would: replacer fuel oil-z- =
sale losses 2s:-"the primary -cost of SDGEE"s -efforts to-mreduce: .~oovsT
inventory..<., a cost which: was not reagonably- foreseeable: when the-c--:-
AZR rate ‘was ‘set .earlier in-1982™. .In D.82-04-1:5:we -had -permitted .-
continued ECAC dbalancing account treatment of fuel oil sale Losses, . -
and s0 {n-D.82-09-02% we:allowed ‘gimilartreatmenti.of :dnitial . oo~ -

underlifs ‘charges resul%ing “from the Suspension Agreement:, subject to
the sanme sc*uxfny ©0 be applied‘tc»all ‘SDGEE costs~pu:suan$~to thato o

agreemem;, e LT " TLTNIT oUNS SRET Nmonsos 7L .:.,,;::‘.':;:' e oindeg
- .No ‘party to this. proceeding haS‘quesmioned-the~~ Iow o
reasonableness of the Tesoro and Chevron underlift -charges.  Staffi~~ 1.7
attests to a belief "that the provisions ‘of-"the suspension agreement
are reasonable-in light:of the savings 'that will acerue-~to-the .
benelit of SDG&E gas -and electric ratepayers™. .-..0 v owalvom oLr Ghonn
“We will authorize SDG&E to.record the -Octoder. 1982~@;¢,¢3w¢9,
widerlify charges as well .as.future underlift -charges::pursuant to the .
Suspension Agreement in-the ECAC bYalancing .account, -subject to .:7.352.C
continuing reasonableness review. - We are persuaded.-less by -SDG&E's -~ .-
reasoning-that ECAC. treatment. comports with the “variable and o Fony o
unpredictable nature '0f ‘such expenses than by the utility's warning, - w
borane out by-i%s recent practice;-that-adoptionrof.firm estimates-can.:
createrpenverserinceuttves;::Wernote:the;wanntngs;éf:SanwD&ego;and,
s%aff counsel that guaranteed recovery through AER of estimated r:w- .-+

Tesoro underlift charges might induce SDG&E %0 buy oil and avoid such
charges in contradietion to0 i¥s ratepayers'™ interests.
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However, we:find-that:it would-unduly-burden present
ratepayers for' usl torauthorize: the immediateipass through: of thesc -
substantial -underlift: charges-which SDG&E~ ia nowr.obligated: to- pay..~

[
- u

Qver the period October 11 1982 %o December:31,. 1:98% thesel underlkift -~

vayments are. projected as $45,064,000 to: Tesoro” plus $1 -821:',-1'44- ton -
Chevron, for a total projected ‘cost of $464885,144c Wer will ~wouol »loo

authorize the recovery of these:'costs ‘on: an amortized:dbasis OV.eT: Il
two-year period beginning January.l, 1.98%, with -the-undercollected -7
agownt to be held ix the ECAC dalancing account rand rtol-acerwe o.ouwnirs»
interest at the normal rate. - Therefore, the annvalized ~underlift - -

expense 1o be recognized for recoverythrough -ECAC: at: this: tdmewill .~
be one-half 02f.346,885,144, "or $27,442,572. -, in -future ECAC .. - . vu
proceedings, it appears that any portion of the projected undexlift.c ~-.-
charges will not or .should not be iIncurred, then:the undercollected

balance will be-adjusted accordingly <7 o swoneT 3t o niessTdanons

R
oo e

Al .
- X P P

“In our recent D.82-09-023 terminating.the order o showwv
cause as 0 ‘suspension of oil deliveries to 'SDG&E;-we directed:the- .--
staff to review the Suspension Agreement, ‘with special focus om the-wn~:
reasonableness of the underlift:charges;-in thistannual ECAC review.
Zearings in this proceeding began within -two.weeks of our igsuance-of
D.82-00-027, Teaving .staff little time to "Iinvestigate this:issue.r-As.:
a consequence, the record is inadequate -to .determine:atcthis time~thec:
reasonadbleness of ‘the $6.55 ver:barrel underlift -charge. :Therefore,. --
we are making the wnderlift -payments recovered ‘through ECAC ‘subject -z v
%o refund, ‘pending. further reasonableness review.: We-especially: -~
note, and ‘direct to our-staff's attention for Lfurther serutiny,ctherc=z
fol 1owing facts: SR A o

A - - " ~ e
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ke

Ay . . ,\"' «-4 AT e e
(RN R S SR AN TR

SDG&s ‘now states that during the .course_of_ its o

ey o ...-\Aw.;‘.»

1egot‘atzons, i* perce;ved Tesoro s posszble loss in the event SDGEE

W ,‘-— vvvnn‘

vad refused to take or pay for oil dellveries to have been $7 50 per i
zrel. Taking into accownt, ”93°r°'s auty to, mitlgate zts'daﬁéé?é;&f\‘
if any, if SDG&E had suspended all del;verles from(Tesoro, SDG&E oo

.,.\,.,.

gh* have *easoned that Lts,maxlmum exposure'in lltigstion was $7 50
izes the number of barrels remaining for delivery under the ””:;:“

convr act._ SDG&E chosewﬂo accept-—in place o* tﬁe uncertainties of
lzt;gavzon-the certalnty of a $6 55 per barrel underli*t fee slus

NN

other Lndevllft *ees, totallng some ‘546 mllllon. Its‘maximum

[ ot wer ~

addi 1onal exposure 1n the event of litigatzon was only $ 95 pe* ,:t ;’
barrel, or approxzmately $S 4 mlllion over the remalning life of‘the )

.,...,.~..,

SDG&E dld
not inform us wntil this proceedlng of its estimate of Tesbro s
s"obsble loss per barrel. It may have settled for an underlift fee

“oo c’ose 0. lts maxmmum damages._ﬁ

P - ! e e o -
[ " i

S .

SRS R0 el

v .
f'-* - - " ,-‘ " ﬁ~~/~r\ﬁ~~ﬂ

arrange almest

-y e

#r-

We note further that Tesero ﬁas able %o
-mmedlate y, a replacement buyer, Amerada Hess (Ame:ada),‘for the T

'ﬁf‘ov‘\-e N -~ e

unde llfted oil. Tesoro refused in : R

R

PR

et el e S [ S S

s-ec se ve*ms o the sale.' The staf* brief indicstes the underlffte&‘

."'r\w-' i b ;u,-v‘,n»—\

volumes, some 13 OOO barrels per day, plus or mmnus 10%, are’ to be

delivered to Amerada at its St. Croix refznery. The contractvhasfa e

; . L e e
1«.-.0---' L T SN

cont mnuous eve*greening provis:on enforceable at, Amerada s sole

TN E

opti on.t he price-—said by *esoro to be ax a dzscount from the New‘

....-... SJOITTD

vo*k ha“bor Exxon corporaxe prlce of No. 6 fuel ozl (approxlmately

-

332 28 when the staff‘brief was submmtted)--ﬁay or may“hot Tnelude ,'

nNITme o el

transnortatzon 1n ;esoro s own\ships (and associated transportatlep o

MmN A

- . - .-',.‘ [ S

i

- LT o . ; T g re, Sy T
O

“
-
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charges payable to Tesoro) Tesoro 's witness said this sale,

Lo

together with the SDG&H underlift payments, would not*leave it

RS

"completely whole" in relationship o the‘former SDGRE contract TputtTeT

ot g ol .-,- -.w,— T

without knowing all *he terms of the Amerada contract we are’ T T T

o [P A.-...; - mTA™ e

uncer tain whether uhis is so.‘ ”his is important because knowledge of”"

.«(’—N yo- -y

the exact te*ms‘of the Amerada sale may help us” judge the“w oo

el E WA T e — e T-

-easonableness o SDG&E s estimation that Tesoro vould face’ a loss ot

AT s o o

37.50 per ba rel_i* it sold the tnderlifted 01l 't6 a vhird party. -

~
-~ -y ey

'We need’ to know mnch more about{' now SDG&E'S negotiations"“i

s E - ST an ~,-.-____~,~s— e :-w-‘«

with mesoro actnally proceeded how. SDG&E arrived at its esfimate o'

.,....--\

a $7.50 per ba‘rel loss for Tesoro, what terms mesoro negotiated N

-

its sale egreement with Amerada; an 2 what' efforts SDGAT mate to “'"‘*5“:
locate buyers Zor Tesoro. Without ‘Suck xnowledge(ve “ennot - ‘assent to - -

N R \-‘r*' Tl ann -~

the *easonableness of the underlift Fep. Lo tE BE LTAENRSSS S SEREE RN

[k ehafied

‘We di-ect staff to begin at ‘once” a Tar'ther Trves rgd%leﬁ‘sf'

‘.-v-n- ) ey
-

the reasonableness oF the $6155 underlift rigure. Wwe’ expect”it to"

P e

use all appropriate mesns of the discovery, includiné depositions and

——ﬂﬂh'\. t »g»

subpoenas if necessary. We wzll’examine this issue again in SDG&B s

TRam e iy~ PR

nexs *easonableness review. We stress that we have no’ preconceived

.»,‘w o%e "

opi n*ons and have not decided upon any disallowance of the underlift

'\mw‘--w R

fees. Ve sinply need moTe information before we could finally f”’“fz:

Vame et

approve snch fees, in view of ou. obligation to ensure that Mo T T

WV‘

TOSQSTLmA DT Domess ok
inprudently incurred cost is passed on in rates.

We concur with the s af*'acconntant s recommendation that a

4-'-/-»

oo on of *he fuel oil sale losses incurred by "SDGEE fn the review 'w;

e ataiafedto Lo v = .'-h'

per-od be disallowed in view of the fact that SDG&E did not incur the

TN e [ VR . T T e ~r H‘ o Cvn

level of carrying costs related to\excess fuel ofl inventory-forecast

ammTa S e e

in the development of the Tast AnR in D 82-04-515. Thig *esnlted o

from a combination of higher fuel oil sales and the durning of fuel
0il while rejecting natural gas.
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12 fuel oil sales had been included in AR in D.82-04-115,

as the AZR was originally intended;lthere wouldibela’compensating
factor between the higher than estimated  fuel:oil.sale.losses being

flset by the lower than anticipated inventory level. However, since:. .
S0G&ZE was in the midst oft negotlations wmth.lts-suppliers, we allowed
ECAC treatment of fuel oil sale lossés‘in order not “to prejudice such
1egot1atlons. We believe it would be unreasonable for SDG&E to
recover all fuel 01l sale losses, onsihsvoneahand,~an¢\reap an undue
benefit in the AZER-of inventory carrying costs.~~We:disagree with the
stalf witness, however, as t¢ <the: approptzate-adjustment. The Llimit
of the adjustment o recoverable fuel oil”sale’ 1osses will be the

36, 880 000 AER allowance for excess fuel oil, inventory-‘ e will,

R T g e

the*e*ore, adjust fuel oil sale losses by $6 880hOOO plus-applicable
interest. K el -

[ W

We will adopt a 12-monxh.amortizstlon_periodwfor the ECAC ™

opposes by any of thg,parties.~ Tables 2 and‘?a show*the ‘caleulation”
of our adopted ECAC balancing rate. B

We will continue to provide for recovery of fuel oil sale
losses through ECAC, in accordance with SDG&E's recommendation and
for the same reason as noted above with respect to underlift
charges. SDG&E asserts that its contract renegotiations have brought
i%s fuel oil supplies in line with its requirements. In D.82-04-115
we placed SDG&E on notice that any request in this proceeding for
allowance of fuel oil sale losses would be "subjected to very.
rigorous Commission serutiany™. SDG&E's showing that further oll sale
losses are %o be expected in view of unanticipated availability of
low=cost purchased power was offered late in the proceeding and staff
was wnable to analyze it critically. Therefore, we will not forecast
any oil sale losses in calculating the ECAC offset rate at this time.
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Jlable 2. .. - ..

e

~SAN:. DIEGO.GAS & ELECTRIC, COMPANT .~
“Calculation:of. Average -ECAC Rate Change -
el Tgem ool oL oorren nndtse

Adguated, Estimated Undercollected:r ruliin
‘ alance of ECAC Account. as. of
Nov. 1, 1982 (From Table 29.) M&“‘

12-Month Sales Applicable ‘to R
‘ECAC Adjustment Rate: ... . AMZkWZb,‘ :
- ECAC: Balancing Rate 7=~ - "“¢/kWh

ECAC ‘Balancing Rate Adjusted - - ,=ovewos
for Franchise &. Uncoll. X .

(1.0118)" SRR """¢':/k§fh Cmeme
'P“esent Bale.nc {ng Rafe S ¢ /ka:“"
'Be.la.ncine; Rate Tnmerease ” -~ - - 0 00T Tnon

(L 4 - 1. 5) ¢/kWh

‘Adopted Uniform Decrease dim -~ . rror
Offset Rate (Table 3. e ¢/kWh

Ado ted Unif:orm Increase :Ln i o

. (Red, Figure),,,
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SKNLDTVGO GAS & LLECQRIC‘COM?KNT

Calculataom*of Adopted"ECAC%Balancing~ﬂm§
Account as _of Novewmber 1, 1982 -

Ll
b

Doy iy

“ﬁnder—
(Over~)
Collection
) S

[P 1
SN IEINE
ISR R RS RN

o O

By orsey
e Ny by s

(9,880)

BEAFN

Adjustmenva :
mofISEO Sale"Iosses (6,880)

‘w?ump Expensehwu ::jL ceninoNTis oo gzgz

P .

Subtotalj;: f:t*;;”“ SIT DTURITIRIITE OSTOT °% 0 (16,789)

Interest oﬂ'Adiﬁééﬁentw P AR ;ajf«‘?Q 260
Adjusted 6/30/82 Balance ;ji,J\f}; ammnarn (17,049)
.. Actual July Qvercollection.. ... ..
- " ‘Interest

IO S b
H

-
~ ""._ £

® 3 awm BV

A¢tuél Au&- Underéogleétion - L EAT T “
: ot lnterest v o s (169 26 853y’:;

“Idstimated Sept. Undercoll. '
<L Igte:esx

Hnstlmated Oct Undercoll.
o Interest )

Adjusted ECAC Balance
11/1/82 %0 "Table 2

- (Red Fzgure

e e e \ Y B e e e e e
PRy LIRS P Y aa

3. ﬁCAC Of’set Rate F;'j','”w :m“ :r‘ - f ;‘ T Lovirmeenl

o~ i Re ke
v ‘1‘“"4 -4

Gl wewr ey, =y

The chief areas of dif’erence in compuxzng the ECACﬂoffset
rate are the fnllowing- R .

e A TATE
LA e

i.u Use of a. LZ-month or ’cur—month forecast e
- period.” SDG&E and POB staff both “recommend - v
the use:of the 12-month: period storaveid irozons

rate fluctuations. The Revenue . .
Requ&*emenﬁs Division recommends “the- use “og~Ee
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the four-month period as being consistent
with 4the intent of D.92496 "in Order

.nst-tuxrng Investigation (0II) 56. - ALl
parties have no objection to the 12-month
amorti*zat:xon of the ECAC ba.la.nc::ng ::a.‘te. .

SDG&E xncludes underllft coSts” in {45~
calculation of the ECAC offset rate while
the staff excludes underlifts from ECAC and
o7 recommends AZR treatment of underlifts.

" The TOB also includes 70% of the carrying
costs of excess Luel o0il in inventory in
the ECAC offset rate. SDG&E “includes the ™
entire carrying cost of fuel oil inventory_uu
in AER. The Revenue Reqnlrements,Diynszon
recommends AER treatment forthe carrying-
costs of authorized fuel oil -inventory.with
no rate recovery on the carrying costs of -
excess fuel 0il inventory as its primary: -~
recommendation and a 40%-*&te-recovery“ i KRl

excess fuel oil carrylng costs as.an. ... ..
a.*e“nate proposa e RIS

. We have already resolved “the - issue “of “wnderTtet costs by

ov*d;ng for theinr:ecovery, to the exxent *ound reasonable through
nCAC. —As for oil inventory, we belzeve-SDG&E "s proposal places too
auck of the burden: of excess fuel [0il- on~the~ratepayers.-:0n the O

other hand, we belmeve~the Revenue Requirements Division s primary
p“ooosal of dzsallowlng any rate recovery of the carrying costs of
excess fuél oil inventory is overly severe. - We.believe. -the FOB

e N'—\O'—‘-’N -~

staff"s .proposed treatment provides a reasondble bélanc;ng‘of
*atepayers' and shareholders' inxerests :while also providing
necentives for SDG&E to prudently manage its fuel oil inventory and

-n-,-,.-s.a-" [ad

ene-gy managemen* practices. “able 3 shows the compoxaxnonﬁof;onr-

p--,h-,.«».,- o ~re o~

adopte&'ECAC “offset Tate. L tmennTiOe Tooasenn Tolds onl

In developing our ECAC offset rate we wilI a&opt the O

Lo

moath forecast pe*iod recommended by SDG&E and“FOB staff for the

- . im0 PG

Purpose of p-omotlng~rate~stab lrtyhr"Taole Jg shows: the‘der*vatzon

of the AZR and.ECAC, component of fuel oil] in anento:yu;‘
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® N

SAN DIEGO GAS & ZLECTRIC COMPANY

Adopted ECAC Offset Rate Change Based On . nroccll:
Es.;mated 12=-Month Period Beginning November'1y'1982"“

Net Systen
Input
M2kWhr Egtimated Price o MS .

Purchased Energy 3,113.8 4.618119¢ /LW ’143&799 0
—Nuclear Generation 541 .4 0. 830754¢/kWh 4“497 T

Natural Gas 5,279.9  550.00. ¢M2BIU ~"319682.6
. Diesel 01l 0.7  724.55 gM2Btmectil L0076.8

Residual 01l 7 2,441.6 676.32 gM2Bw- v ~162z982 ]

"Subtotal Fuel" ‘and- 2 loT
Purch. Energy 11,377.4 ared “r'"551 038 4
Plus New Albion L »j%?ZJH
© Resources Company SINPIV
Muel Service

e e Ol A e Y

Charge qff(;‘;“ﬁfiA;749 0

Plus Variable i fanent v
Wheeling Exp- . A:\:‘. Lo | "‘1"""'.942 5

-~ -
. - ~“g

" Less Revenue from _ | ST e
DWR LOTAR ATt aCE L T 546.7
Total Expenses
Subject to 2% '
Caleuwlation 63%,183.2

Less 2% of L.10 12,633.7

Add T0% of Carry
Cost of Excess
0il Inventory

(From Table 3a) . 4,524.2
Plus Underlift Costs 23,442.6

Plus Carrying Cost
Changing Value
of FTuel 0il in
AER 26.9
m m
&otal . 4' ': 1 -
(Tadle 3 continued)
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Allocated Amtai-for wn”
ECACERecovery ool
(L.14 x 0.990549)

b o T

Less ECAC Energy--

T 72 Cost Offget) fromt o
-~ ~zCurrent Rates. .-~.:

_ Allocated Current - .
" Costtless Currentt
.2 "EBCAC Offset-Rate ©:

C+12-month Estimated
Sales -

-+ BCAC 0ffset Rate
Inerease R
(I“18 / I"19) A Nt deda I

ECAC 0ffset Rate
-~ Increase Adj.
for Franch. and
= -.Uncoll. ¢/kWh
' (.20 x 1.0118)

TR XN
F o3
28]

>

It~ L
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Table 3a
»‘.""-*‘*,";'v,ﬂ' Tt 'v"'-'» At fo3

T 7sa¥’DIZG0 ‘6AS & EIECIRIC compANy "7

De zvatlon of AER % ECAC Comﬁongnts ofMOLl Inven%ofy

oo nd ! L

L " Component 5 .
_Iféﬁ"m“ m!i"»“  ISR T\'f" '“Dieselﬁw'V*w

A e

Proposed Average - o uToTov
Inventory. Volume (MZBbls)

Novenber 1. ~4982 Moving. .-
Average Price $/BdL -

Total Invento*y Véiue o
Carrylng Cost*".m' o

-~

nstmmated Excess ,
(Difference- between -
SDG&E -and FOB -Inv.. .-
Levels)

Novenber 1 woving
Average—?rice- /BbL

':‘xcess.. Imen.-tory 'v.’a‘lue. SNaT L P .'.'..’ s . ... ONSARR N o : Pasa :.A"\ 2 ":':':38 .585"*5‘“‘" .

ca-rying?cbgfaaaﬁf AT ML ryoroiomoe (R Dowoells xolmar .453 Ry fefates

nbwEad

Proposed’ Ratepayers mILTelrnl TonwWoo e lZeT 7 ACeS5.0 ko oelon
Share {70%) " - .ys-27 = - (ﬂo Ta.ble~§) ioamer GTE oA 5242w

Sl *Based~on 12—92%~rate of. retunn andv»
composite net-to-gross mu_tzplier . :
cof 1.5044-for two monthg in 1982 -
- o-plus-13.25% .and 1.5857 for 1meon$hs
in 1983.J, o . N
**Based on August 1982 balancing
account interest rate-of"13»44%ﬁ"”fﬁa :

HEEEN -7 - »,.,-.-»,‘.‘ nr.m.,\.“:.‘
- & L

1“(.',AC! Combonent

N,
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C. @ ! ‘ .- :‘ = ':

The FOB staff recommends Lhe adoption of its average
inventory level of 1 254 OOO barrels o* LSFO and 251 , 000 barrels of
diesel fuel. "”h s *ecommendation is supported by the Revenue
Reguirements Division staff aocountanxs SDG&E claims that the staff

inventory Tevel is too Low and exposes the ratepayers to ad&itional

risks. GSDG&E argues that its proposed lnventory level o£-27169 Oooﬁnug

barrels of ISFO and 251 000 barrels-of diesel fuer*is toged on Sound”-

reasoning and the use of a probabilistic envelopes - SDG&E contends~i*ﬁ"

that the staff average inventory level would pierce the minfggm ”:
*nventory level which should de inviolable. We w111 adopf”%he sta;?
inventory level as reasonable.u Qur_ adopted authorized inventory
level is an average znventory”IeveI“&n&‘oxceeds the average minimun
inventory requirements. Our adopted authorized inventoryflevel~wzll

be used for computing inventory carrying costs to be ‘¥neluded: iquggq
AZR. )

-,

OQur adopted AER will include fuel service-ohargeswuwariaﬁle

cost. computation allowed for AER, consistent with the computatmon.

AZR for the AZR period, November 1), 1982 through October 311983273
It should be noted that -our estzmated price for natural gas is lower
than the 557. 49¢/M2Btu:proposed by the«staff~witness. Our adopted

timate of 550.00g/M23%u fs {dentical’to the GN—Sarate governing
sales by Southera California. Gas Company (SoCal) for electric
generation, as determined in- D.82—12—O47.-~The~evzdence upon which
‘that decision was based indicated a serious risk of fuel switching by
GN-5 customers, which will significantly limit our ability to pass
Zurther gas cost increases on to these customers over this ECAC
forecast period. Inasmuch as our estimate of SDG&E's ¢ost of gas for
electric genmeration is customarily tied to SoCal's GN-5 rate, the
550.00¢ price will be used in this proceeding, thus reducing the
revenue requirement by $900,000.

r——T

nade in D.82-04-115. Table 4 shows the calculation of. ou:“adoptedﬂkﬁ,l
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SAN DIZEGO

. “—T"é.rb";I." o -4 wlaaT
GAS & ELECTRIC COMPANY

Derivation of Revenue Requiremen sAAssociated-~*~x~u

With the Adopted Annual Energy Raxe Sl

' Purchased Energy
- Nuclear Generation
Natural Gas
 Diesel 0il
- Residual 0il

Subtotal Fuel and
- Purch. Energy

Plus New Albion
Resources Company
Fuel Service
Charge

Plus Variable
Wheeling Exp.

. Less Revenue fzom
" WR

Potal prenses
Subgect~toﬁ2%
..Calculation . ,

' fz% 02 L.10-.
;Ca-rying -Costs, oﬁ
© "Authorized Fuel ™

0Ll in Inventory
CTable Sa) ...

Subtotal T

...‘ ﬁ' -
.

P )

Net System
Input
M2kWhr

3,113.8
541.4
5,279.9
0.7

2,441.6

Estinmated Price

6T8119¢/kWh

0.83075 64 KW
550.00 ¢M2Btu*

68%.2 ¢M23ﬁuu

ey

...,,-.‘...
felaa

e e S e Y

.Allocated, Amount-w—‘ﬁ

for AER" Recovery
(L3 x700990599) " -

(Tadle 4 continued)

728.30 ¢M2B%u ..

-.p-\w

e MEL
| 1‘4"5"“"799 0
‘4 r¢97 7
319 £€82.6

..
ARkl ‘:{7 -2

mﬁ- -

11,377.4 S ’-i“-'532 696 &

LY '64:!',':640 .3 }

~ O A ST
-‘.m.-._..C LS T PN R

Y (“

6345841 6 .

L2.696~8

-
o

"
-

oy

R v

AT

P e LT

LaBIR o ol
Wm0

13,239 0

-~
LIRS

e
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Pranchise Peesrand ~7nomon i
Uncollectible o7 - -
Requirements at
1.18%

Adjusted Revenue: :
eq. (L. 14 +.L 15}

,',JZ—Month Estimated
. Sales (M2kWh) -

A N
v
P o om

f"lAdc ted AER TIINe IToEY

Present AER
- (De82=04-115)

Proposed Uniform
Decrease in AER
(e/m)

2

Findfigé”bf Fact
.. By A.82-08-14 SDG&E requests authority “fo make" dhanges

its CAC billing factor, its AER, and to establish an ERAM rate.

2. Although,AuR typically includes 2% of fuei;é£&5;n$;é§w
COSVS, gains-and losges from sale of fuel oil, underlift payments,
and the carrying costs of fuel oil in znventory, the AER adopte&'xn
2.82-04=115 permitted gains and losses I
given ECAC treatment. aod

—~5—-—The—AER forecast period for this appllcatxon is*from

Yovember- T, 1982 through October 31, 1983. Laverivi 0
4. SDG&E's estimate of the electric sales’ durtng the“forecast"

period for tpurposes of calculating the AER is| reasonable and*is
adopted.
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5.~ 'SDGEE "o -estimate. 02" resourte mix ARt constithent co’é‘cs
during *he*forecast perio&“for-purposes-of ‘cd¥eulating thei ABRis ©02
based on’the most Tecent,” TeliableinTormation available and™is 7oVl
adopred ‘except £or GN-5 rates (matural gag).iTi OF Ton TrIte sz TEAL zonl

6. TFor natural ges GN-5 rates we will use the rate%7350pted‘inr’f_
SDG&EE"s CAM‘proceeding, U, 82-12-047 “fn K- 82-09=21 0E 55" 0¢~per thern
as reasonable for ECAC offset‘purposes and also £ or’AER“purposé% SCs.EsT

7. 1,505,000 barrels o*‘fuel 14T THven tory (M7 254 000 T AT R A0
barrels o* ISFO plus 251,000 Varrels of- dlesél”fuel) T gher L T

a"*ho"mzed *easonable average fuel oil inventory~fbr ‘the® Forecast™ ABR -
W kal ~ ”, . ~ - Lo T Arn ~ s

'Del‘iOd- " v' . T _"":": /N"'\““—’“'*"‘ BN e :T'D”-"...JC Wiael LN - .
8. Underllf'c Paymen‘cs of '$4€, 8851 44" -SHOULE e Bl Lowed FTors -1 on
recovery through ECAC ‘ever & two-ye&r perzod, pen&tﬁg further'review

- e .
. '“_‘m -

o —

Qf 4he reasonableness of suck eostyc CE SUTSIoIaTe vt wlozeTs

9. ?ue- cil sale losses for the forecast period should peF LT
*ecovered “£0 the extent reasonabls, I ENrough ECAC”'"Itvis*reasoudble

at this time to estimate o' such Tosses' for'the-forecast»per&od R
10. It is reasomadle to include 70% 7of the Sarrying costs o~
reasonable fuel oil in invenxory over‘an&“&bove the authorfzed -°°

inventory “im the ECAC balanczng accownt. VO TRUTN L. odr o tetvnlT Inrros
11. ThHe adopted AER decrease 13—0‘172¢/kWh “and WwiTY regult wn oo n

decreased annual revenues of $16.7 million. o WTaXooos nrronslod

. oo

12, Although ‘SDG&E s oneratlons-and expenSES‘for-the ‘Seriod -

L A

vuly IR T981 h"ough.June 3071982 were generally—reasonéblew-it fg T

'easonabIe “$o ‘reduce *nel oil saIe-losses by “the pronecfe&”re&uctiow*“

A adond " -

in excess ’ué’ oil- carrying costs recovered‘th;ough AER”for t@e =

riod Apr:l through October 1982 to provlde ‘or a.sharing or the
bu.den *eIa ed to excees ’uel suppl ‘egtas inteqded S8R ). 82041155

- ~ R R B - (At
N - . - i - B S A‘n.\_»...-.. R - Wt ﬁo—

- e il o] Ty e -—»-.7- - 5
.....\,. PR NN FOFNS .
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13.. Waile.the. AER.normally.- includes- projected. Zuel -oil- sa.le~
Losses .and -gains- as. well as the. carrying costs of, :ea.sona.ble fue.‘l J0il .

PRI

in inventory,.the-Commission. g.‘p:_..D\.82-O4-115 exclud.ed iueL,oiLsale&
from AZR in order not %o prejudice SDG&E's fuel oil.negotiations -:yg:;qh:\i.‘x
Tesoro and. EIRI.... .. z e '.

o A g Id
PRI et o A

g no— L a rv ~ o
R praid

14~ .It is- ree.sona.ble towreduce the ECAC, bala.nc:.ng account by_ e
$28,600 plua applicable .hnterest for_ .the Acost oL, a pump, which :Ls 0%, )
ar exnenditure pro*pe::ly_ :ecoverable ‘chrough ECAC... ~na

5. Qur adop"ed es:tima,ted ECAC undercollection, a.s,‘

October. 31, 1982 i $2,302,000. - . -,

r

-

o

o

- - .
o A RANC IR LI wi ~ O, e Ty A .o A. -
ISR AR ot T T vy

16. The ZECAC ba.la.ncmg rete of O. O29¢/ka. based on a 12-mon‘tb
amorvization .period. ¥o: provide rate: stablility.. ,i.s"r.easona.ble..w

-
b

. 17. . The. ECAC -offset. rate .is ba.sed 0n. 2 1.2—month rfo:ecast to

p“omote rate stabil:.ty. The ECAC offsetxa.te 0 0.1, 65¢/kmds -
reasonable.. - . - ...,

—_la

and

. N - noe o
pt-,-»-'w A e P e e T e PRI Q
- e N s

¢ ot

Tate revenues. for services :end,ered in each mon@hv.‘v[im the. a.u'thorized‘_ﬁ
base-rate revenues for the monthe. .- .. . ool s oam A

19. Tor ERAM rate. adjua‘cmen;t Lilings . ﬁuﬂt is. reason.a.ble -to use... .. -~
actual figures %o the extent available and. -estinated -figures, wb.e_yre“

necessary-.as-.long as they.ace: correc:ted, to Aactual thz:oug,h the ..
balancing accouwnt. e hm .

- T T e e e -“x"".'v"
ST TaNne ! ol

20.. J!he 8tarfl -ZRAM. compu'ta:c;:.om,follows the:, above :.rgcé&pretat:.on
more ‘c__lose y “han SDG&E"s. a.nd,,a.‘.: is rea.sona.ble Yo adopt the. staff's:;_:
computation of tb.e “RAM ra.-te for *he pu.rposes of th:.s proceed;ng_

[ PSS -

2. .The. adop\.ed ERAM:a.'te base_'d on an esti;na‘ced *gnide_rcollcqc'giron'
of 313, 126 OOO as of October 31 » 1982 ismrea.e:or\xable. Simal

22. It a.s rea.sona‘ole %o :.nclude in. Rm,hthe xevenue di‘ferences

e
e e A e

rising from unforecasted var;ance* in consumption at various rate
levels.

- 18..- Ihe. on:I.y reasonable in.te\rpreta}tiorg of ERAM is hto‘;na'tch Jase= .

R R AT

’ -
,q.'...-»
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25. SDG&E can correct its so-called booking lag problem by
recogaizing unbilled revenues for services rendered in December as a
part of 1982 calendar year revenues if it s¢o chooses.

24. ERAM is not intended to allow a utility to make wp a
booking lag by collection of additionmal revenues for services:
rendered in a prior calendar year at prior year rates but recorded as
current year revenues. ,

25. Test year revenues relate to revenues for services rendered
during a test year period.

26. It is reasonable for SDG&E 4o revise its tariff Cal PUC Sheet
No. 4222E, Preliminary Statement 15(e) Two-Way Balancing Account subpara
(2)(a) to read: "The Recorded Base Rate Revenue for service rendered
each month, plus,...". ,

27. The rates and charges authorized by this decision are just
and reasonable; the present rates and charges, insofar as they differ
from those prescrided by this decision, are for the future unjust and
unreasonable.

28. In view of the delay beyond the revision date the

ffective date of this order should be today.
Conclus:on of Law

SDG&E should be authorized to change its rates as set forth
in the following order; those rates are just and reasonable.

IT IS ORDERED that:
1. On or after the effective date o2 this order, San Diego Gas
& Zlectric Company (SDG&E) is authorized to file with the Commission,
in conforaity with the provisions of Gemeral Order 96-A, the reviged
tarifl schedules reflecting the following rates:
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g/xWh
ERAM AER ECAC
Rate Rate Rate
Domestic
Lifeline 0.1%4 0.267 : O 4.T16
Domestic '
Xonlifeline 0.134 0.267 8.3T71

Nondomestic 0.134 0.267 7.020
Streetlighting rates should be revised accordingly. The revised
tarifd schedules shall be effective on January 1, 1983 and shall
apply only to service rendered on or after their effective date. The
rates will be authorized .subject to refund pending our further
investigation of the underlift charges as discussed in the body of
this decision. '

2. SDG&E shall calculate the ERAM over- or undercollections by
patching base rate revenues for services rendered in each month with
the authorized base rate revenues for the month and revise its Cal
PUC Sheet No. 4222F as shown in Finding of Fact 26.

This order is effective today.

Dated December 13, 1982, at San Francisco, California.

JOHEN E. BRYSON
_ President
I will £ile a dissent. LEONARD M. GRIMES, JR.
VICTOR CALVO '
/s8/ RICEARD D. GRAVELLE PRISCILILA C. GREW

Commissioner Commissiorers
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RICHARD D. GRAVELLE, Comminoi v, Dissond tuyr

' &

Today' s o Drings home Lo San Diego vatepayers
lamentable product Caodnelk oof Toreuirht by SDO&E, o lack of
raight by this Comminnion, including this Commlssioner, and
nevve on the part of both SDOSE and the Commission.
v odissent,
necd bhere to repeat the Jdissent which I
on September $, 1982, velated to the Commission'
ad the order to show cacse issued in D,82-04-073.
araved Lhat ghe Commission should have ordercd
tokes under the force majeure clause of
with Tesory,  The Jdissent postulated

ional damages, over and above the estimated

pavienis, of aporoximately $17 vo $20 million.

was o prudent risk, as well as g means

Comunisision would no longer tolerate
vatepayers of dony term fuel ol contracts,  Ordering
San Diego fo suspemd 1in ofl Lakes under rhe Tesoro contract would

have been o means Vor vuemedving the disnstrous tuels management

as
. v v

policies which SDG&GS hoe followed,  These policies ave all discussed
in D.32-04-115, at poapuen id-21, wheve the stall's review of SDG&E's
fucl operutions Is smummavized,  The stall's review Jocumented the
o which SDG&E has vensistently underestimated natural gas
over used ol l (Ats moss expensive fuel), and failed to

13

sly in reducing Uhe amounts ol oil it wias oblipgated Co

Long. term contracts,  As woe stated in 0,52-04-115,

SDG&E has been wunimapiaative as well as unrcalisti

fmplementing its oil supply and gas forecasting

policics.” The understatement in that cvoncelusion is unfortunately
no laughing matter,




Given SLO&U's lack ol pm management, what shoeld we
& )

Commission ntave done?  We took one ripght step in April, in

uing to SDO&E an order Lo show eanune why Lt should not be owderoed
to ceave faking Tesoro oiil wnler the Lorvee majeure provision which
excused SHBC&E fyom tne contract if a spovernmental amencey requesced
SDCLE to cease taking, oil., Untovtunacely, however, when push came
o proverdial shove, the Commizsion's wiil. fuleered, The weasons
for rescinding the order to show ¢ause had to Jdo with o {ear of
the consequences Lor SOG&E P10 it Lowt o lawsuitc to 'lesoro, namely,
the additional escimatod (at that vline)  $17 vo $20 willion worth
£ liability over and above rthe undewlilt payments provided for in
the contract modification noted in D,82-09-023., One reason the
Commission fearod SOGEE': losing at bitipgacion was that SDCEE had
nformed the COmW‘\“LOH ol rhe exiarence of the Toree maieoure
Loowan Leared tihat esoroa wight be able to establish
had indueed the Commission to order o suspension in oil
my view, that Yoo was eroundloess, bhut it was suflficiently
the miada of Che majority of Commissioners, to help persuade
to order o susponsion of the Tesoro oll takes,  lHad our
OF SHO&E boen wore oreelul and offective Crom the stare,
we would have known ol Lie fovee wajeure provision in SDC&E's contract
and would have iong wnince brought Lt inte play. Regresfully I must
confess my owit error In not actiag carlier, but the opportunity
remained I September LYY
More importantly, had our ovevsight been morve decisive,

we would have neized the hiwtoric, pricceless opportunity to order

d
SDG&E to cease taking oll Yrom Tesovo, instead of rescinding the
<0

order show caune. Unfo:tunn:cly. becnuse the force majeure provision

has now been imine Crom the coutract, the opportunity no loager
exists. indeed, the Lact that Tesoro abuolutely insisted that the
force wmajeure provision be removed Urom the contract provides us with
insight into how greatly Tesoro [eared the provision might be

used effccrively In Litipution, o




»

Vhat do we know now Lhat we dld oot know in september of
We know that SDC&E foself torecast o possible loss
for Tesoro, iV Tesoro had to sell the underlifted oil on
open marker, ol only 57, oo only 5,95 per barvel wmore
he underlilec tee. The Commission wius never informed shat chis
forecast.  Thun, IDC&E":S maximum exposure L6 (g lost
to Tenoro was only 85.4 n fon oover and above the
feo (lh.jOO bhi, /dav x 456 dave™ x §.95/Dh), = S5,418 million) .
The majority's opinion acknowledyes that the total . underlife
payments, including transportarion under!ifts, te rhe end of 1983
will total some S48 million,  For VCear of losine an addlicional
the majority wax unwilling o
ng §40 million,  The disparity in ismense and in my view
7dmrin“ SDGEE Vo muspend all oll takes under
asomateers srand, the apportunity is now lost.
ccopnize that the majority do keep open the issue of the
reasonadleness ol the underlilc pavments, 1 omay be that such
vnderlifes will be disallowed in the future,  Sach action, while
propex, can only hurt SDO&N, nou rhe oi L companies, which have
indicated (as L staved dnomy dissent in D,82-00-023). their complete
villingness Lo suspond deliverios under the Tovee maloure congract
when it suited them to do so. Wo know that HIRT suspended deliverics
to Tesoro during the Tranjian crisnis and | have no doubt Tesoro would

have done so as well if o governmental apeney had requested it to do 30,

Thus I felt no compunction about using the force majeure clause TO

benefic SDG&E's ratepayers.
The upshot s cthat todiy SDESE' = ravopavers hopin paying the
$46 million costs, over a two vear amort Lzation period, of underlife

avments SDCE&E should not be makins, TEOABORE"S raterayers ave enraged
- o . { o

at this Znen, {t should come as no surprise to us or to the utilicy,

Decenber 13
San Franciusceo.,

*/  QOctober L. LUNY . ocomber 210 1984, the remnining tovm of che contra
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chat underlift fees should be given ECAC
biect %0 a reasonableness review. If the Tesoro
are given ARR freatment, and should SDGLZ take
its oaption &6 nurshase oLl up =0 6,000 barrels of L8™0
ner day, ©n 45 days’ notddn, the $6.55 underlift fee will be reduced
arrel, ity qxpxesses concewn that if RECAC treatment is

- -

it might prove to e of cconomic advantage O SDGSE to

buyv oil from Tesoro and reduce underlift vayments when this action

woulé 10t be =0 che :atepayexs' advantage.
0 ECAC and AER Issues
\\
s+a¥f accountant's recommendation to

\

to0 the 125 horsepower pump from the
Dalaneing account &s an iteg\not properly chargeable to ECAC
though

diture may D¢ prudent and ‘advantageous to the

rascpavess. ] adopt the stafif's recommendation to disallow
e

the §289,532 voyment to Chevron for\failure of SDGEE to provide
Chevron with 20 4 advance notice\of the sale of HIRI oil %o

Tosco. We are convinced that immediati.action was reguired to take

2évantage 0% the oprorszunisty to sell the LSTO and moreover the sale

was beneficizl €0 the electric ratepavers even after the payment made
<0 Chevron.

11 also not adopt the 3taff's recommendation to

S
rocovery 0L the QOctobexr 1952 Tesore and Chevron under-
-

in razes as an unfair duplicate recovery of previously

allowed ¢o .82-09-022 we noted that underlift charges pursuant

+o0 the Suspens reement would replace fuel oil sale losses as

“the primary cost of SDGSE's efforts o reduce inventory..., a cost
which was nor reasonably foresecable when the AIR rate was set
~awll Lo lag2" n.82-04-115 we had peormitted ¢ontinued ZCAC

Suel oil sale loss

S, an
1 underlift charges .
sion Agredment, subject to the same serutiny

e
treatment of initia




be applicd to all SDGSE costs pursuant to that agreement.

No party to this proceeding has guestioned the reasonableness
the Tesoros and Chevron underlift charges. Staff attests to a
hat the provisions of the suspension agreement are reasonable
ht ol the =avings that will acerue to the benefit of SDGSE
gas and electric ratepayers”". The evidence suggests that SDGEE
bargained vigorously with Tesoro in arriving at the $6.55 per barrel
wnéerlift charge.
we will authorize SDG to record the Qctober 1982 underlife
crharges as well as future underlidt charges pursuant to the
uspension Agrecment in the ECAC b lancxng acecount, subject to
continuing reasonanleness review. WQ are persuaded less by SDGSE's
reasoning that ECAC treatment comports with the variable and
unoredictable nature of such expenses\than by the utility's warning,
bozne out by its recent practice, thatl\adoption of firm estimates
can create porverse incentives. We noté the warnings of San Diego
anéd staff counsel that guaranteed recovery through AER of estimated
Tesoro underlift charges might induce SDGEE to buy oil and avoid
such chaxges in contradicticn to ite ratepavers' interests.
* However, we find it would unduly Buiden present ratepayers
fOor us tO authorize the immediate pass throug% of the substantiol
nderlife charges which SDGSE is now obligated\ to pay. Over the
' 1982 to December 31, 1983 these underlift
rojected as §45,064,000 to Teqoro\lue $1,821,144 to
otal »projected cost 0f $46,885,144, We will
e recovery 0L these costs on an amortizq@ basis over
3 two-year poriod bec*ﬂn;ng January 1, 1983, with the, undercollected
amount - the ECAC balancing account and to\acerue interest

atT the al Therefore, the annualized underliit\ expense to
»e recognize recovery through ECAC at this time will ;5
one-half of 5,144, or $23,442,5372. I£, in fusure ECAC

proceedings, it appears that any portion of the proiected underlif:
narges will r should not be incurred, then the undercollected
salance will adiuvstod accordingly.




t D.82-09-023 terminating the order to show
oll deliveries to SDGSE, we irected the
Suspension Agreement, with special

cause

srafs fogcus on the

the underlift charges, in this annuval ECAC review.
proceeding began within two weeks of ouwr issuance
lcaving staff little time to investigate this issue.
zecord is ‘nadequate to determine at this time
tne $6.55 per barrel underlift charge. Therefore,
ing the underlift payments recovered through ECAC subiecs:
pending further reasonableness review. We especially

and &irect to our staff’'s attention for further scrutiny,
the following facts:

note,

SDGSE now staterg that during the course of its negotiations,
Lz pexceived Tesoro's »os

cible loss in\the event SDG&E had refused '5//
20 take or pay for oil deliveries to haye been $7.50 per barrel.
4ak;ng into account Tesoro's fduty to mitAdgate its damages, if any,
£ SDGSE had suspended all deliveries from\ Tesoro, SDGSE might have
reasoned that I1ts maximum oxposure in litigation was $7.50 times
the number of barrels remaining for delivery, under the contract.
SDELE ghose o accept=-in place

of the uncersainties of litigation--
the

cerzaiaty of a §6.55 per barrel underlifc\fee, plus other
some $46 million. Its maximum additional
T ol litigation was only $.95 per barrel, or
' over the rémaining 1i of the contract
suming an ebilgation oL 12,500 bbl./day). SD\X° did not inform
uazil this proceeding of its estimate of Tesoraks probanle loss

It may have settled for an underlift fee too close to

maximum damages; i.e., it may not have negot lated\Wlth sufficient
- e , . N
tena ané imagination. '

\

further thet Tesoro was able to arrange, almo
replacoment buver, Amerada Hess (Amerada),
refused in our hearings =0 disclose the

the underlifeed




Ontinuous overgreening provision cnforceable at Ameruda's sole
-

ovtion. The price--s2id by Tesoro to be at a discoun

£rom the New
York Hu-bo- INNON COrporate price 0L No. 6 fuel oil (approximately
brief was submitted)--may or may not include
oro's own ships (and asscciated transportation
Tesoxe's witness said this sale,
£¢ payments, would not leave it
"complesely whole' in relationship to the former SDGSE contract, but
without knowing all the terms of the Amerada contract, we are uncertain
whether this 15 so. This is important because knowledge of the exact
terms of the rmerada sale may help up judge the reasonableness of
SDGSE's estimation that Tesoro would face a loss of $7.50 per barrel
it sol he underlifted oil to a third party. It is alse important
ccause it would appear that SDGSE--which had sold oil to Amerada in
1981 and which knew Tesoro had\§old oil to Amerada--would reasonably
have c¢onsiderced the possibility\i?at Tesoro would sell the underlifced
oil to Amerada, 25 was done within two days following our D.82-09-023.
: important because %esoro may have requested SDGSE
cseontation that ho buyer was available or likely
Tasoro.
noed L0 know much more about: how SDGSE's negotiations
2lly proceecded: how SDGSE arrived at its estimate
r barrel loss for Tesoro; w§< SDG&E did not disclose
us prior to D.82-09-023;\what terms Tesoro negotiated
with Ameracdar and what efforts SDGSLE made to

Without such knowledge we cannot assent
underlife fee. '

bagin at once a further investigation
$6.55 underlif: fig&ke. We expect it
of discovery, including depositions
e will examine this issue again in
wWe stress that we have no
1¢ nave not decided udon any disallowance of
We simply noed more information before we could
such feces, in view of our obligation TO0 ensure that
a0 Imprudentiy incurrsed ¢ost is passed on in rates.




ie staff accountant's recommendation that a
vorsion of the fuel 0il suzle losses incurred by SDGSE in the review
ceriod be disallowed in view of the fact that SDGEE did not incur the
level 0f carryving costs related to excess fuel oil inventory
forecast in the development of 4the last AER in D.82-04-115., This
fzom a combination of higher fuel oil sales and the burning
21 whi rejecting natural gas
If Zvel oil sales had beer included in AER in D.82-04-115,
AER was criginally intended, there would be a compensating
factor between the higher than estimated fuel oil sale losses being
¢ffset by the lower than anticipated inventory level. Heowever, since
SDGSE was in the midst of negotiations with its suppliers, we allowed
ECAC treatment of fuel oil csale losses in order not to prejudice such
aegotiations. We believe it would bo unreasonable for SDGSE to
fuel oil sale losses, on the one hand, and reap an undue
. the AER on inventory car;ying costs. We disagree with the
witness, however, as to the apévopriate adjustment. The limit
£o recoverable fuel il sales losses will be the .///

fuéﬁ ©il inventory. We will,
o 2djust fuel oil sale losses by $6,880,000 plus applicable

wWe will adopt a l2-month amortization period for the ECAC
cions sinee it will help s abilize\rates-and was not
OJpObed by any of the parties. Taebles 2 and 2a show the calculation
oL our adopted LECAC balancxng rate.

We will continue to provide for recovery of fuel oil sale
losses through ZCAC, in accoxdance with SDGE's recommendation and
for the same reason as noted above with respect to underlift charges.
SOG&Z's asserts that Lts contract renegotiations have brought its

line wizh its reguiréements. In D.82-04-115
on notice that any reguest in thls proceeding Zox
sale losses would be "subjected to very rigorous
SDGAZ's showing that further oll sale losses

availadbility of low-cost |

££ was unable




Table 2

SAN DIEGO GAS & ELECTRIC COMPANY
Calculation of Average ZCAC Rate Change

Item Urnits

Adjusted Estimated Balance of
ECAC Account as of Nov. L, 1982
(from Table 2a) S

12-Month Sales Applicabdle to ECAC
Adjustment Rate \

ECAC Balarcirg Rate

ZCAC Balancing Rate Adjfusted
for Franchise & Uncolmx\x (1.0118)

Present Balancing Rate
Balancing Rate Increase (L.4 - L.5)

Adopted Uniform Increase in
Offset Rate (Tadle 3)

Adopted Uniform Increase in ECAC
- Adj. Rate (L.6 + L.7)

(Red Figure)

Amount

2,830

—25202

9,711.38
029

.024
(.858)
-682

65
X3

-8s%
&3




ALI/km/3s

tne four-month period as being coasistent
with the intens of D.92496 in Order
Instituting Investication (OII) 56. All
parties have no objection to the l2-month
anortization ¢f the E=CAC balancing rate.

SDGSE includes underlifs costs in i+ts
caiculation of the ECAC offset rate while
the stafl excludes underlifts from ECAC and
recommends AER treatment of underlifts.
the FOB also includes 70% of the carxrving
costs of excess fuel oil in inventory in
the ECAC oflsct rate. SDGLE includes +<he
entire carrving cost of fuel oil inventory
in AER. The Revenue Requirements Division
recommends AR treatment for the carrying
costs oL authorized fuel oil inventory wit
10 rate recovery on the carrving costs of
excess fueld oil inventory as its primary
recommendation and a 40% rate recovery of
excess fuel oll carrying costs as an
alternate proposal. °

We have already resolved the issue of underlift costs

oy providing for their recovery, %o tha extent found reasenable

tarough ECAC. As for oil inventory, we ‘believe SDGEE's proposal places V/
00 much of the burden of excess fuel oillon the ratepayers. On the

ther hand, we believe the Revenue Requiremsnts Division's primarzy
proposal of disallowing any rate recovery of\the carryinq costs of

xcess fuel oil inventory ic overly severe. We believe the FOB staff's
roposed treatment provides a reasonable balanging of ratepayers'
and shareholéers' interest while alse providing\incentives for SDG&E

tO prudently manage its fuel oil inventory and enqsgy managemenst

pracuices. Table 3 shows the camputation of our adopted ECAC offsct
rate.

in doveloping our ZCAC ozfsct rate we will adopt the
th forccast period recommended by SDGSE and FOB stac<s, for

tres
\\

oI promoting rate stability. Table 2a shows the
cerivation o the AER and ECAC component of fuel oil in inventory.
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Table 3

SAN DIZGO GAS & ELECIRIC COMPANY

Adopted ECAC OIfset Rate Change Based On
Estinmated Twelve-Month Period Beginning November 1, 1982

Net Systen
Input
M2xWhr Estimated Price NS

Purchesed Energy 3,113.8 L.618119¢/kWn  143,799.0
Nuclear Generation Sh1.4 0.3830754¢/kWh b, uer.7
Neatural Gas 5,279.9 550.00¢M2Btu 319,682.6
Diesel 04l 0.7  T24.53¢M2Btu 76.8

Residual 04l 2,440 6 676 .324M23%u 162,982.3
Subtotal Fuel and . \

Purch. Energy 11,377.4 631,038.4
Plus New Albion \\

Resources Company

Fuel Service _

Charge | 1,749.0
Plus Variable ,

Wheeling Exp. oL2.5
Less Revenue from

DWR _ eh6.7

PO A i S
Total Ixpenses
Subjeet to 2%
Calculation 633,183.2

less 2% of L.0 12,653.7
Add TO% of Carry
Cost of Excess H{,524.2
0Ll Inventory L~ala =
(From Tadle 3a)
Plus Underlift Costs 23,4l42.6
Plus Cerrying Cost | :
Crhanging Value of ‘ 2.2
Moel Qil In AER —

Total 8,513 ezl

Allocated Amt. for
ZCAC Zecovery

(Z-15 x 0.990549) | 42284 ganaas -

=
O
L]

agwm FWw

-~

-

(Table 3 continued)
- 31 -
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Table 3 (Cont.)

Less ZCAC Energy
Cost Qffset from
Current Rates

Allocated Current
Cost Less Current
ECAC Offset Rate

Twelve=Month Estimated
Sales

ECAC Ofiset Rate
Increase ¢/kwWh
(L.18 / L.19)

ECAC 0ffset Rate
Increase AdJ.
for Franch. and
Uncoll. ¢/KwWar
(L.20 x 1.0118)

626.579.6

|S,804.5

9,711.38

163




The FOB staff recommends the adoption of its average
inventory lovel of 1,254,000 barrels of LSFC and 251,000 barrels of
This recommendation is supported by the Revenue

irements Division staff accountants. SDGSE ¢laims that the staff
rentory level is too low and exposes the ratepayers to additional
SDGSE argues that its proposed inventory level of 2,163,000
barrels of LSFO and 251,000 barrels of diesel fuel is based on sound
reasoning and the use of a probabilistic envelope. SDGEE contends
taff average inventory level would pierce the minimum
lovel which should be inviolable. We will édopt the staff
inventory level as *easonablc.« Our adopted authorized inventory
level is an average inventory evel and exceeds the average minimum
inventory reguirements. Our adopged authorized inventory level will
oc used for computing inventory carrying ¢osts to be included in the

Our adoptoed AER will anlude fuel service charges, variable
néd reveaue from DwR in arriving at the 2% fuel
owed £or AER, con\istent with the computation

Table 4 shows the calculation of our adopted
AER for the ALR poriod, November 1, 1982 through October 31, 1983.
1t should be noted that our estimated price £or natural gas is

.. 2 .
iower than the 557.49 ¢/M7Btu proposed by\the staff witness. Our
[

adopted estimate of 550.00 ¢/M“Btu is ident&cal to the GN=-5 rate
governing sales dy Soucthern California Gas q?mpany (SoCal) forx
electric generation, as determined in D.E2~12-047, issued last week.

The evidence upon which that decision was based indicated a serious
rigk of fuel switching by GN=-5 customers, which\wilil significantly
j <o pass fuzth gas ¢cost increwses on to these

ECAC forecast peri Inasmuch as our estimate

for electric generation i stomarily tied

reguirement by $ Q0,000,

\
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Table &

SAN DIEGO GAS & ELECTRIC COMPANY

Derivation of Revenue Regquirements Associated
Witk tkhe Adopted Arnual Energy Rate

Net Systen
Input
MekWhr Estimated Price ME

Purchased Energy 3,13%.8 4.618119¢/kWh 143,799.0
Nuclear Generation 541 .4 0.830754£/XWh 4.,497.7
Natural Gas 5,279.9 550.00 ZM2Btu* 319,682.6
Diesel 0il 0.7 728.30 £M2Btu 77.2

Residual Oil \ 2,441.6 68%.2 £/M2Btu 164,640.%
Subtotal Fuel ‘and

Purch. Energy 11,377.4 632,696.8
Plus New Albion ' '

Resources Coupany
Fuel Sexrvice

Charge | 1,749.0
Plus Variable

Weeeling Exp. , 942.5
Less Revenue frou \ :

DWR \ ' S46.7
Total Expenses '

Suoject to 2%

Calcwlation 634..841.6
2% of L.10 12,696.8

Carrying Costs of
Authorized Fuel
0il in Inventory

(Table 2a) 13,239.0
Subtotal 25,9%25.8 .

Allocated Amount
for AER Recovery _
(L.13 x 0.990599) 25,692.0

(Tadle 4 convtinued)

-~ 35 -




Table 4 (Cont.)

Fraxchise Fees and
Uncollectible
Requirewents at
1.18%

AdJjusved Revenue
Req. (L.l# + L.15)

12-Month Estimated
Sales (M2kwx)

Adopted AER
(L.16 / L.17)

Present AER
(D.82-04-115)

Proposed Tniform
Increase io AER
(£/%wn)

(Red F%gure)
<rdings of Fact \

1. By A.82-08~l4 SDG&E requests ‘authority to nake changes in
its ECAC billirng facvor, its AER, and to establish an ERAM rate.

2. Although AER typically lncludes 2% of fuel and energy
¢costs, gairs and losses from sale of fuel\oil underlift payrents,
azd the car*yzng costs of fuel oil in anentory, the AER adopted in
D.82-04-115 perzitted gains and lesses from sale of fuel oil to de
given ECAC treatment.

3. Thme AER forecast period for this application is from
Yoverdber L, 1982 through October 31, 1983.

4. SDGEE's estimete of the electric sales during the forecast
period for purposes of calculating the AZR 1is :eaSoghble ard is
adopted.
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