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This rulemaking investigation was begun under Rules
of Practice and Procedure, Article 3.5, to establish standards
£or the £iling and content of gas ané electric offset rate
applications and to revise the current nrocedures and schedules
for the filing of those applications.

In Order Instituting Investigation (OII) 82-09-02, we
stated that our recent experience witk the Energy Cost Adjustment
Clause (ECAC) procecdures has led us to conclude that frequent
rate revisions (three times annually) have strained the abilisy
of the staff to assign sufficient personnél to each offser
application. We alluded to instances where offset cases were
decided months after the revision dates because of insufficient
staff to review the applications in a timely manner.

_ We also mentioned that current procedures have
complicated efforts to stabilize rates. Three electric offset
proceedings each vear, together with general and other rate
changes, have produced volatile gas and electri¢ rates, which
increase or decrease greatly as fuel costs and resources c¢hange.
These swings impose hardships on families and businesses that
attenpt to budget their energy expenses over an eantire year.

Because of these concerns, the staff on March 24, 1982
sent a proposed resolution to the major electric and ¢as corporations
suggesting a new schedule for the £iling of gas and electric offses
applications. The utilities responcded with written comments. The
staff considered these comments in draftiang its final proposal, which
was attached as a staff-reportéf to OIX 82-09-02 and was mailed

By letter of October 4, 1982, the staff submitted %o the
utilities and other interested Darties 2 new Exhibit A to
its report. The corrected version, as modified at hearing,
is Appendix A to this decision.
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to Pacific Gas and Electric Company (PG&E), Sierrza Pacific Power
Company (SPPC), Southern California Edison Company (Edisen),
Southern California Gas Company (SeoCal), San Diego Gas & Electric
Company (SDG&E), Toward Utility Rate Normalization (TURN), and
Chadbourne, Parke, Whiteside & Wolff. In OII §2-09-02 the Commission. ..
invited written comments on the staff’'s final proposal to be
£iled by November 8, 1982.
Petition for Extension of Tine

On October 20, 1982, Edison £iled a petition for
extension of time to £ile its comments. Edison asked that it be
allowed to f£ile its comments within 60 days after the Commission
acted in OII 82-04-02. 7That proceeding is an investigation into

regulatory procedures that should provide appropriate management
incentives and disincentives to utility management of fuel costs.
Hearings were held in OII 82-04-02 in August and September 1982,
and it was submitted September 28, 1982, subject to the receipt

of concurrent briefs on October 29, 1982. =dison argued, in
summary, that its comments in OII 82-09-02 would depend on the
Commission's action in QIT 82-04-02. 2G&E and TURN, .Dy. response
£iled October 25, 1982, and letter dated October 26, 1922,
supported Edison's setition for extension of time. By ruling
filed November 1, 1982, Administrative lLaw Judge (ALJ) Baer denied
E&ison‘s petition "in the interest of establishing a revised
schedule for £iling gas and electric offset cases near the hegin-
ning of 1983." ‘
Comments and Oral Argument

On or before November 8, 1982, PG&E, TURN, Edison,
SDG&E, and SoCal filed comments On the staff's revised proposal.
SPPC sent a letter stating that it had no general or specific
objections to the six major procedural reforms in gas and electric
rate cases proposed by staff. |
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As reguired by OIT 82-09-02,oral argument was scneduled
after the receipt of comments and was set for December 10, 1982.
Before that date, on December 8, 1982, PG&E filed a second set
of comments to emphasize that ECAC procedures must be tailored
carefully to addrzess the tremendous cost fluctuations that PG&E's
heavily hydro-depeéndent system experiences simply because of
weather differences {rom ycar to year.

Orzal argument was held December 10, 1982, before ALJ
Baer. Staff, Bdison, PGSE, SPPC, SDGSE, SoCal, and TURN pre-
sented opening and closing arzguments and the matter was submitted.
Background

ECAC ig the successor procedure to Fuel Cost Adjustment
(FCA) tariff provisions adopted for cach of the major electric
corporations beginning in 1972. On March 18, 1875 we iastituted
an investigation in Casc 9886 into the operation of the FCA
provisions. Thig investigation culminated in Decision (D.) 85731,
which substituted ECAC for the FCA program. In D. 85721 we
discussed the policy consideration that supported the original FCA
procedure, as follows:

". . . !The FCA was originally adopted beczuse

in an inflationazy period, with rapid

changes in the ¢ost of fuel, an expedited

method is required to permit a utility to

recover these costs s¢ its ability to

function is not impaired; because such an

expedited proceeding will lessen the fre-

quency ©of general rate cases; and because

it enhances a utility's position ia the
financial community."”

As a result of ihat investigation we found the FCA to
be inadeguate because the average year forecast type of fuel clause
did not accurately match fuel clause revenue with associated

increased fuel costs, particularly in the comparatively short term.
We therefore concluded that the FCA should be abandoned because of
this inherent defect and because it generates controversy and




OII 82-0%-02 ALI/jt

litigation over the use ¢f estimates and forecasts. In its place.
we adopted ECAC.

ECACwas different from the FCA in Several respects.
Whereas the FCA applied only to fossil fuels, ECAC included all
self~generated and purchased power. Instead of the average year
forecast method, ECAC was based entirely on recorded data. We
included in ECAC a balancing account that would track the revenues
anéd expenses and allow for periodic adjustments to provide for
nothing more or less than doellar~for-&ollar recovery.

Four years after ECAC was established in D2.85731
(April 27, 1976) we instituted an investigation in OII 56 on
August 14, 1979. That investigation culminated in D. 52496
(December 5, 1980) 'in which we concluded, that certain procedural
changes in ECAC were appropriate, largely because of serious
undercollections that had resulted under ECAC. The original ECAC
procedure was based on recorded data. An interim D.91277 iz
QII 56 modified ECAC to a more forward-looking basis. In D.92496.
we made those changes permanent. Those basic changes are as
follows: TIrom semiannual to triannuval :evisions; from recorded
to estimated resource mix; from recorded to estimated prices;
from recorded to estimated sales; from recorded to estimated
salancing account balance. We made other changes as well. ince
only reasonably incurred fuel cost should be recoverable in ECAC,
we ordered that the reasonadleness of recorded fuel cost should
be exaxined in an annual review of each utility'’'s operation.
We also adopted a change in the franchise fees and uncollectible
expense allowance and made permanent the interest rate calculation
we adopted in interim D.91259.. Also in D.924%6 we adopted
a provision to exclude 2% of the estimated annual fuel cost Srom

ECAC and to include in an Annual Energy Rate (AER) this 2% together

S arde hu
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with the carrying cost for an authozized level of oil inventory,
underlift charges, facility charges, and gains and losses from

the sale of o0il. We also ectablished for PGSEZ, SDG&E, Edison, and
SPPC a schedule which would reguire three proceedings each year

at which time revicions could be made to rates to accommodate
changes in energy expenscs. One of these proceedings would be

- . ol " M \ ‘ s '
the annual review for determiniag the reasonableness of utility

operations. We staggered these reviews in order to distribute
the workload for the staff, as follows:

PG&E: August L
SDG&E: November 1
Edison: May 1
SPPC: February 1

Since the establishment of the annual reasonableness
review, each utility has cxperienced at lcdst one such proceeding.
In a reascnableness proceeding the AER has been determined for a prospective 12-
month period. Tive such proceedings for the four major
utilities have been held and five ECAC/ASR decisions have been
issued, but only one of the five decisions wac issued in time to
take cffect on or before the scheduled zevision date. The

ther four decisions lagged from two to five months beyvond the
revision date.

The staff attributes much of the delay in the issuance
of ECAC/AER decisions to late receipt and review of additional
utilitcy data required by the staff over and above that included
in the application, which is £iled /0 daye prior %o the revision
date. Although specific time schedules are set by mutual agree-
ment of staff and the utility, there are always last minute
circumstances that delay the decision. In establishing the
schedule of three revision dates each veaxr, of which one is also
the annual reasonableness review, 1t was not anticipated sthat
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However, overlaps do occur, as Edison's ECAC/AER proceeding with

a May L, 1981 revision date shows. In that case the decision was
not issued until October 20, 1981; and on the same day we authorized
an ECAC revision for the September 1, 1981 revision date fo; Edison.
In Edison's most recent ECAC/AER reasonableness proceeding an

ntorim decision was issued before the May 1, 1982 revision date.
HBowever, a decision on reasonableness had not deen made by the time
of Edison'’s ECAC £iling on June 2 for the Septemder 1. 1982 revision
date. The decision on reasonadleness was £imally issued on
January 19, 1983.

there would be any overlap in processing the utility's applications.

Staff's Proposal

Because of the problems in meeting the existing schecule
of triannual revision dates, the staff proposes to revise the

. schedule for processing of gas and electric offset rate agplications.,
ras follows:

1. Gas and electric anaual review
proceedings would be combined Zoz
PGLE's gas and electr*c depart-
meats and for SDG&Z's cas and
electric departments.

The number of £ilings would e
reduced from three L0 WO per

veaz. One £iling would Dde the
annual reasonableness review
combined with the ECAC revision

ané the setting O the AER fate.
ohe second filing would be an

ECAC revision. A trigger mechanisa
world determine whe:her or not the
second £ili ng should he made.

Electric :ates set duriag th

annual review would be dased on 2
L2-month forwazd-looking test
pezicd. If it should become
necessary %@ revise these rates
nefore the end of a li-month perxiod,
a 6-monzth test period would ne

used for the revised rates.
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The record period would end six
aonths before the ECAC/AER revision
date in order to allow more time
for processing annual reviews.

When semiannual ECAC £ilings are
necessary, they would be given
expedited treatment. The utility
would only be required to file its
application 60 days before the
revision date, and the staff would
ordinarily not prepare a report.

A formal sckedule is proposed for
pProcessing annual review cases.

The schedule calls for a large part
of the staff work to be completed
before the application is £iled and
requires that the application be
f£iled 102 days before the revision
date, rather than the present 60
days.

The staff's schedule of revision dates is shown in
Exhibit A to the staff's report. It is a one-page matrix showing

existing revision dates, dates proposed in staff mailings before
OII 82-09-02 was issued, and the staff's curreant propesal. Small
numbers at the beginning of the lines representing the staff's
proposed AER schedule indicate the day of the month when the
utility application should be filed. (See Appendix A.)
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The staff'c annuval ECAC roview schedule as rovizsed by the stafs
after considering the comments of the utilitics and other parties
is attached as Appendix B. The schedule beginz on Day ~78, when the
record period is cloced, and ends at Day 116, when the new ratec
should be effective. fter considering the comments of the
utilities, the staff revised its schedule in several
rospects. It set aside Day 1l for a prehecaring conference. V///
Parties should e prepared to make thelr datd reguests
at this time and the ALJ s schedule the time, date, and
place of hearings, identify partiesz and witnesces, and define
the issues.

The ztaff has also added at Day 30 an opportunity for the
utilities <o make a limited update of their data. The data to
be updated will be restricted to fuel mi fuel pric¢e changes
and the curreat account balance. The staff believes that only
these items are releovant o establishing the AER and ECAC rates.

The staff has also added an additional week of hearin
time by extending the Days 40-55 to lay 62. This extension 1z at
the option of the ALJ. If the additional time is not required,
then the ALJ may order briefs according to the original schedule.
Another week has been added for reply bdriefs at the option of the
ALJ.

In addition %o the above changes the staff proposes
that the Executive Director and the appropriate Division Director
nay recommend to the assigned Commissioner whether or not
Lo grant interim rate relief if the vroceeding is not concluded
in time to issue a decision on the entire case by the revision date.

As to gas operations, the staff recommends that only the

s
reasonableness of PG&E's and SDGsSE's gas operations will be

addrecsed during the anaual reasonablenecs review. Gas prieing
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will continue to be tied to the Consolidated Adjustment Mechanism.
(CaM) hearings. The staff proposes to implement the new schedule
with Edison's February S5, 1983 £iling, unless this deeision is
issued after December 31, 1982. If that occurs, the schedule should
begin with PGSE's April 7, 1983 £iling, which has a revision date

of August 1, 1983.

Position of ﬁdison‘

The position of Edison was stated in argument by
Edward A. Myers, Vice President ¢of Communications and Revenue
Services. Myers addressed four specific points, one of which was
satisfied by the staff's revised presentation and, therefore, will
not be discussed here. First, Myers recommended that the Commission
hold further hearings in this proceeding o address the impact
that the Commission's decision in OII 82-04~02 would have on the
econonics of scheduling. This recommendation was due to Edison’s
asscanption that Commission would grant the staff's proposél Lo
allocate a larger percentage of fuel ¢osts to the AER.

Second, Edison believes that the Commission should not
abdandon the three revisions per vear schedule authorized under the
current ECAC procédure. Zdison argues that in OII 56 we recognized
that the two revisions per vear procedure was causing wide swings in
rates and that that is the reason the Commission went totimee»:emuﬁkms
per year. Edison contends %that nothiag has changed, that xmore
frequent, rather than less frequent, rate revisions will promote
stability, and that staff's proposal to revert to two revisions
per vear should be denied.

Third, Edison believes that the reasonadbleness review should
be separated from the rate revision process. It points out that the
reasonableness review is & retrospective operation looking ak
recorded data, while the rate revision aspect of the annual review
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is truly prospective. Edison helieves that separating the two.
aspects 0f the annual review 2roceeding would alleviate the
curreat strain and time pressure on the staff by focusing the
scope 0f its review either on the recoré period for the reasonable-
ness review Or on the forecast period for the ECAC rates.

Myers had aédisional comments on some other features
of the staff's proposal. Firs%t, Edison believes that consolidating
the revicion date Zor combination gas anéd 2lectric usilizies
is 2 gocod idea. EHowewver, 2Zdison is not a combination utility
and zeceives all of izs gas from SoCal. It would like the
Comnigsion <o consider that if SoCal is on a different schecdule
than Zdison and Solal receives rate increases similar to those
that they have just received, there should be some way that Edison's
costs, whickh are based largely on SoCal's costs, may be updated
and reflected in Edison's rates. Furtherxmore, Edison opposes the
staff's trigger mechanism, because a 5% trigger in Edison's case
ecguates to a $200 nillion increase, which is almost one-half of a
cens per kilowatt=aour (¢/kWh) to Zdisen's ratepavers. ZIZdison
believes that instead the Commission should maintain the thre
zevision dates per year. Finally, Edison states that while it has
a smalle: percentage of company-owned avéroelectric generation in
its systen than dJdoes PGSEZ, =discn Is also very dependent on.hyd:o—
based puzchased power. Fluctuations in the cost of its generation
decause ©f purchased power ané company nydrogeneration coulé be as
auch as & $50C million :increase or 2 $300 nmillion decrease in the
balancing accouat. This $300 million spread 1 in the con-

e
v

sumers’ bills very reavily. Since Edison is nydro-dependent, either
on its own avdrogenerzation or on neighboriang systems, Edison pelieves
that it is important to have current datd to Zforecast hvéroelegtri

[

production for the year. It claims that the stafi's timiag does not




OII 82-09-02 ALI/3¢

llow a curzent. view o0f the prospective hydroelectric generation
or the coming year and tzat this will necessitate using average
ear conditions.

PGLE's Position

PG&E first urges in two sets of written commenits and
oral arguments that the Commission not rush to adopt the staff'
Proposal. 2PG&E believes that the modification of the ECAC
procecdure should proceed aleny wraditional lines with evidentiary
hearings Or at least workshops. It points out that OII 56,
out of which the current ECAC procedure arose, invelved many days
0f hearing over a period of a year and a half but that this
Proceeding nas not allowed the taking of evidence nor the cross~
examination of witnesses. Secondly, PG&E believes that the
Commission staff has focused primarily on changes in fossil
Suel prices in designing its ECAC procedures and has ignored
completely the other significant zeason Sor energy ¢oOst .
fluctuations: the availability of large amounts of hvdro-
generation in the PGIE system. 2G&E used certain graphic displays
o demonstrate tihe Iimpact on energy ¢ost that bdoth fuel prices
and aydro-availadilisy produce. Grapgh 1 2lots energy coOsts
in £/kWa against months for the years 1977-1582.
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GRAPH 1
PACIFIC GAS AND ELECTRIC COMPANY

ECAC UNIT ENERGY COST
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By inspection of the graph, it can be seen that, despite sharp ’
fluctkoations in energy cost, over time the general trend has
been toward dramatic zﬁc:eases zn unit energy cost between 1977
and 1982. _From a low point of just over l¢/kWh in n;d-1978,.
energy ¢ost per kWh increased to over 4x¢/XWh in ea:lv 1982. ‘
Despite the generally upward trend in energy cost, energy costs
were still subject to severe seasonal fluctuations due £o the
impact of hydroelectric generation. The graph is also usefunl
hecause it shows the extreme vears: 1977, a drought year, and
1982, a record hydro and precipitationyear. The remarkable
effect of hvdro-availability is demonstrated Zrom the chart by the
fact YAt the cost per kWh in mid-1982 was lower than at any
time in 1977. This is significant because in 1977 oil cost about
$15 ver barrel "and natural gas cost about 22¢ per therm. 1In 1982
oil cost about $38 per barrel and gas cost about 40¢ per therm.

PG&E's least cost generation strategy, using as much low cost

nvdroelectric power as was available, produced a lower unit energy
cost "in mié~1982 thdn at ‘any ‘time in'1977.

In Graph 2 PG&E compares its experience witk the energy
cost of Edison and SDGAE over the vears 1977 through 1982.
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GRAPE 2
PACIFIC GAS AND ELECTRIC COMPANY

CALIFORNIA ELECTRIC UTILITIES
ANNUAL UNIT ENERGY COST COMPARISON
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In this graph the data is plotted on an annual basis ané thus monthl
fluctuations are not perceptible. The graph does show that PGEE
exparienced & strong increase in cost per kWh for 1978 <chrough 1981
ériven predominantly by the increase in fuel costs. The declines
in unit costs between 1977 and 1978 and between 1981 and 1982 result
from average or detter than average hydro years in 1973 and 1982.
Edison’'s performance shows similar characteristics although not

as dramatic as PG&E's. SDG&EZ's experience is quite different from
Edison and PG&E because it is able to use only 2 ninimal amount of
nydropower. . Conseguently, s endured constant increases ina
.its unit enercy cost even during the 1982 hnigh hydro vear. 2G&E
argues that in drafting an approwriate ECAC ;:ocedure for

SDG&E <the drafter may proverly look only to the causes of fuel

cost increases and need not necessarily bde concerned with genera-
tion mix. However, with PG4E and Edison generation mix is

a large factor.

PG&E's thizd graph is entitled Potential Hydre Impact
on Erercy Cost. PGSE's assumptions underlyving Graph 3 aze set
out in Appendix C.
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The graph is intended to show that in aay given
year, depending on hydro-availability, energy costs can swing
morce than one billion dollars in cach direction. The bar for
1977 shows that enecrgy costsw@:eSl.OS billion more than
would have been oxpected in a normal year due to drought
conditions during 1977. The bar for 1982 shows that conergy
costs were $1.29 billion less than they would have been in a
normal year. It follows from the graph thot if a drought year
and a high hydro year occurred back to back the swing in energy
¢cost couldapproach $2 billion. PGSE believes that for a system
that experiences these extreme coct variations, independent of
increases in fossil fuel prices, the Commission must design an
« ECAC mechanism with sufficient flexibility to resolve those problems.
PG&E believes that the ztaff's proposal does not address the
problems on PG&E's system. While it continues to recommend V’//
further hearings or workshops be scheduled to explore thoroughly
. the alternatives to the staff's proposal, PGLE does recommend as
an alternative, if the Commission is determined to adopt a new
ECAC structure at tnis <cime, that the staff's proposal be modified
in three ways. First, PGSE notes that the staff's p:opésal calls
for an annual adjustment of the ECAC revenue requirement and a single
rate change. To avoid astronomical rate changes that could occur

-138~-
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when drought vears or high hydro vears are succeeded by normal
vears, PGLE recommends that the Comnission retain the discretion
to phase in any such rate change over the ECAC test year. Second,
PG4Z contends that the trigger mechanism as proposed by the staff
is toQ restrictive for PG4E and that the 5% trigger is too high.
Since the staff has conceded that the semiannual proceeding would
be expedited and would look only at balancing account information,
PG&E argues that additional trigger proceedings could be scheduled
with slight burden to fhe utility and staff but with great advantages
in the Commission's ability 0 manage rates throughout the vear.
Third, PG&E believes that the AER and reasonableness review pro-
ceeding be segregated from the setting of ECAC rates. PGsE
believes that the inherent difficulties of the AER and reasconable~

ness review proceeding have resulted in slippage of the revision
dates.

Position of SPPRC

In mid=-1982 SPPC was allowed ¢o enter into the Inter-
company Power Pool and Northwest Power Pool, largely because it
acquired service territory previously sezved by C2 National.

Az 2 result o0f its access to those power »o0¢ls, SPPC now has a

irect channel througk which it can acquire surplus hydroelectric
energy when it is available; and SPPC has benefited this last
vear from that hydroelectric erezgv. Since internal aydroelectric
generation makes up less than 2% of SPPC's total gene:ation,
nydro 245 not been a major factor in detérmining ZCAC rates. Eowever,
SPPC's system is now much more affected by tie vagaries of hydro-
electric energy availability.

Under the staff's proposal SPPC would £ile its annual
AER [reasonableness Zeview application on September 7, with
2 January 1 revision date. SPPC points out that by the

S e
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£all of the year it does not have enough weather data to know
whether the c¢oming winter will be wet or dry. This could result

in a situation in which the data that would be reflected in

the reasonableness review proceeding simply would not be current
enough to form a reliable base for »rojecting the future. Instead when
SPPC filesits application in the annual reasonableness proceéding

on September 7 it would have weather data only £or the summer

nonths and the preceding winter months upon which to base
projections of weather for the comihg year beginning January 1.
Without curzent kaowledge of the sotential hydrd resolrcés that .

T N . wa

would be available to it, 'SPPC codld not project reliably the

naan camp

percentage of purchased power that would be in its emergy mixl

SPPC recommends that the f£iling dates for its annual
review and its semiannual ECAC proceeding be switched, that is,
that the annual reasonableness review application be filed on
May I rather than September 7. |

Position ©f SDGEE

SDGSE first comments on staff's proposal to combine the
annual reasonableness proceeding f£or SDGSE's gas and electri
departments. SDG&E notes that it buvs all of its gas from SeCal at
rates set by the Commission; that % 1ds not had in recent

- -
-

history a CAM reasonableness review; and that there is no reason
to begin one now. Insofar as its gas operations are concerned,
since SDG&E has but one supplier and since the price of: that gas
is set by the Commission in SoCal's rate proceeding, there is
nothing to review in connection with the reasonableness of its
gas operations. SDG&E reminds us that the Commission has for
Guite some time provided for SDG&E's CAM applications to be filed

in response to SoCal's CAM applications. In fact, under current
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procedure SDGAE's tariff provides for it to file its CAM’apnlications
five days after SoCal files its application and to use _the same revision
‘:date as SoCal. .In the last two years the Commission has consolidated
SDG&E's and SoCal's CAM proceedings and has issued concurrent

decisions. SDG&E bel;eves t“a_ that is an appropriate procedure
and 'should be continmied. T T

T v ——. P ke A

SDG&E observes that the staff's proposal has moved the
filing date for the AER/reasonableness review proceeding for
electric operations 116 days in advance ©f the revision date. SDG&E
believes that 1f it were required to make its CAM filing at the same
time as it made its AER/reasonableness review £iling, it would not
have good data on gas prices available at the time of filing. Once
SoCal knew what its Federal Energy Regulatory Commission's (FERC)
suppliers were going to charge and filed its application, then
SDGSE could respond by £iling an ameadment to its CAM £iling. Eowever,
SDG&E has no desire to £ile an applicationl.\ and ‘.:h-en amend that.epplication
a short time later. This procedure would have the potential of
reguiring two notices, two £ilings, and two exposures to the public
anéd press for a single rate change. SDG&E believes that the
Commission should not change the current procedure in which SDG&E's
CaM is £iled in response to Solal's CAM and aimed at a ¢oncurrent
revision date. However, if the Commission should adopt the st25s
recommendation that SDGSE's CAM and ECAC f£ilings should be  _ _
combined with the filing date xoved far in advance of the revision
date, SDGSE should be allowed to amend that filing once the SoCal
filing is made and once the FERC-regulated suppliers' rates are
Known.

SDG&E now turns £o more specific :criticisms .of the

staff's processing plan £or the AER/reasonableness review. SDG&E

observes that the staif's field audit is now scheduled to take place
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between days - 21 and -~ 7 just prior to the filing of the
application. That is the same period during which utility personnel
are involved in putting together the application and in the opinion
of the utility is not a good time to be involved in f£idld audits:
with Commission staff. SDG&E recommends that the schedule be
changed so that the field audit commences immediately f£ollowing
the £iling date.

Second, SDG&E is concerned that 'the record period
that is subject to staff review in the reasonableness proceeding
ends June 30, while under the staff's proposal SDG&E would be
expected to file its application on July €. SDG&E states that
eight days between the end of the record period and the filing
of the application are inadequate time to prepare the application
and recommends that the record period be moved back at least one
month and preferably two months sO that an appropriate interval
will be allowed between the ¢lose of the record period and the
filing date.

Third, SDGSE believes that different numbers of revisions
should be allowed for different utilities or for the same
utilities under different c¢onditions. SDG&E does not believe that
there is any sound basis for concluding that all utilities must
have the same numbers or types of revisions or schedules. According
to the SDG&E's spokesman, under certain conditions SDG&Z could
easily get along on two revisions a year. Eowever, in extrenme
years there might be a need for a third or more revisions, whereas
under some conditions it might be possible to waive even the second
filing. SDG&E concedes that its resource mix is probably better
suited than that of either Edison or PG&E to accommodate staff's
proposal and even to forego the optional revision. in certain years.
SDG&E comeludes that the Commission does not need to provide for -
any rigid® schedule of two or three revisions per year.
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Position of Solal -

“posed May 1 and November I raté revision dates for SoCal’

. SoCal believes that increases in the cost of purchased

gas should be minimized. It contends that tardy rate changes need-
lessly increase the cost associated with these purchased gas
increases by millions of dollars. The single most ;mportant step

o remedy this unfortunate consecuenée because of delay is for the COmm;ssxon 0
authorize offset rate relief wh;ch is concurrent with the increases
in the c¢ost of purchased gas. According to SoCal, concurrent
rate relief would greatly reduce the interest costs caused by
large undercollections. Timely rate relief in offset cases would
also Dbenefit the consumer by minimizing the utility's short-term debt
borrowings. SoCal contends that these HOrrowings negatively affect
capitalization and other financial ratios and thus the utility’s
bqg$ Tatings and Gltimately ‘?ﬁ.c?sF of capital. Add;txonal costé Q
are paid by‘thé':atepayéi in the long run.
i While SoCal agrees with the staff's objectlve of stream-
lining the offset procedures, 1t'belzeves that staff's pro-
would operate to insure thatFERC's authorized increases in the cost
of gas, which go inteo effect April 1 and October 1, are never
concurrently offset in rates. Even if everything else went
exactly according to the staff's proposed schedule each vear,
there would be at least two months of lag between FERC's authorized
increases and the Commission's offset decisions. However, SoCal con-
tends that the lag problem inherent in the staff's proposed schedﬁle
can be resolved if two things are done. First, if the Commission
adopts staff's proposed CAM revision dates for SoCal, the Commission
should also expressly authorize the CAM revenue reGuirement %0
include the estimated CAM balance as of the revision date. Use
of an estimated balance will reduce undercollections and thus
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benefit the ratepayer. Secondly, the Commission ¢a2n also temper
the problems associated with undercollections by expressly per-~
mitting SoCal to include in its semiannual CAM f£ilings the

£fect of FERC's authorized ¢ost increases which are already
known but which will become effective befeore CAM revision dates.
SoCal illustrates its second point by the following example:
On October 15, 1982, El Paso filed a general rate increase
application with FERC. Even if these rates were to be suspended
by FERC for the maximum statutory period, they will still go inte
effect on April 13, 1983, just two weeks after SoCal's current - .
revision date of April 1, and thus under present procedures would not
be includable in ¢the April 1 balance. SoCz2l believes that these
increased costs should not be deferred until its October CAM
filing, which is nearly six months after the increase from EL
Paso would have been incurred. If such deferral does take place,
SoCal's customers will be faced with an unnecessary interest
expense resulting from the undercollection.

SoCal's £inal recommendation is that the Commission
should adopt a procedure which recognizes that it may become
inpossible, for reasons beyond the Commission’s or SeCal's control,
to adhere to the proposed CAM processing schedule. SoCal believes
that the Commission should express its iateat to g:an: 90% of the
reguested o0ffset rate relief, subject to refund, on the revision
date, or at least no later than the Commission's £irst regularly
scheduled conference thereafter. This provision would be invoked
if the staff's proposed schedule were to slip substantially. Once
hearings are concluded, the Commission could then issue a finel

decision on the entire regquest, including the remaining 10% of the
gas cost increase. o -
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Position of TURN

TURN agrees with £he utilities that recommend that the

)

annual reasonableness procceding which reviews recorded data be
scparated from the ECAC/AER proceeding which relies on forecasted
data. TURN believes that if the Commigzion wants timely rate
revisions the best way of achieving =hat iz to provide for a
separate annual reasonableness review. TURN also suggests that the
staff's proposed schedule be adopted by the Commission as the
schedule for the reasonableness review but that that schedule should
start on the revision date for the ECAC and AER rates. In that way
the annual reasonableness review would £follow the ECAC/AEZR pro-
ceeding and we would be looking backwaréd and having the retro-
épective review of the same year £or which the ECAC/AER forecast

was adopted the previous yecar. Removing the reasonableness issues
from the ECAC/AER forecast proceceding will allow a more concise
schedule £for the forecaszst cases. TURN suggests that these ¢cases
could be cut back to a 90-day schedule ané that the shorter schedule
would allow better data upon which to base the rates, which, at
least in the case of the AZR rate, are going to be base rates, not
subject 4o later revision.

TURN supports the staff's proposal to go to two ECACs
per year with one of thoce proccedings subject to 2 5% trigger.

TURN recognizes that there is always a choice between larger rate
changes or more frequent rate changes. TURN believes with the staff
that rates should be changed less freguently and that if large changes
are neceszitated by the less frequent schedule, such changeés can be
explained simply on the basis of weather and hydro availability.
We shift now to TURN's particular observations regarding

the staff's proposed schedule. TURN notes that the staff’s schedule
allows s<taff involvement in particular annual reasonableness review
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proceeding well before the actual £filing date, an@ TURY believes
that it would be helpful if the interested parties who
traditionally participate in these proceedings could also get

a head start. TURN has some suggestions for accomplishing this.
First, it requests that interested parties be allowed to receive
the uniform monthly fuels and operations report that the staff

has been developing in cooperation with the utilities. Second,
TURN ncotes that the staff's schedule shows that between Day =66

and Day =45 informal conferences to discuss draft data requests
may be held with applicant, staff, and any ianterested parties.

TURN believes that it would be helpful if the parties that normally
participate in these cases could join the staff in getting involved
at the earliest possible date to help move things along. Eowever,
TURN has never been notified of these informal conferences nor

has it been invited to attend them. Third, TURN notes that the
staff's schedule provides that formal data requests to the utility
are due on Day 5; and formal data responses from the utility are
due on Day 15. TURN assumes that these benchmarks apply t¢ the
staff data requests and responses to staff data requests, obsezving
that freguently interested parties do not receive a copy of the
application until Day S5 and therefore could not comply with this
schedule. TURN suggests that the schedule reguirement of respcnses
within 10 days be made applicable to data reguestsDdy pa:ties

other than staff.

TURN concurs with the staff that the annual reasonableness
review be -combined for the gas and electric departments of PG&E
and SDG&E. However, TURN does not believe it is desirable to com-
bine totally the gas and electric rate offsets associated with the
annual reasonableness review. Therefore, in TURN's opinion the gas
offset proceeding should not be combined with the aniual reasonable-
ness review and the setting of ECAC and AER rates at that time.
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Finally, TURN applauds the staff's proposal t& use
a l2-month forecast period and a l2-month amortization period in
the annual forecast case, observing that one ¢f the biggest
issues that has delayed these cases has been argument over
amertization periods.
Discussion

Goals

~

In deteraining an appropriate schedule for energy offset
cases, we should first explore the purposes the ECAC procedure
should serve. The pu:ooses we decide to emphasize should :ela

C ey ®: . ow

‘to, the schedule we adopt.

In OII 82~09~02 we zﬁdzcate that the current ECAC
procedure was established in OII 56 "in the belief that frecuent
rate revisions would guard against significant over- or under=~
collections in energy expenses.” Thus, one purpese that an ideal
ECAC procedure might serve would be prevention of over- or uander-
collections of energy expenses. We also state in OITI 82-09~02 that
freguent rate revisions under current ECAC procedures (three per
year) "have complicated efforts to stabilize rates." Thus, rate
stabilization is a purpose that we could choose to emphasize in
designing an ideal ECAC procedure.

Another goal is ease of administration. In OII 82-095-02
we stated that "[r]ecent experience with the...ECAC procedures...
leads us to conclude that such £recuent rate revisions have
strained the ability of the...szaff to assign sufficient persconnel
to each offset application." Thus, whatever procedure we adopt
should allow the staff adeguate time to administer it.

Various of the parties have stated what they believe the
goals or purposes of the Commission should be in establishing an
ECAC procedure. SoCal states that it agrees with the Commission's

aims and .identified goals in conducting this OII. It understands
them to b_':e:

»
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To use more efficiently a staff that
is strained by present procedures;

TO contribute to rate stability, and
thus allow consumers ¢0 estimate their
future bills more accurately:

To process applications and arrive at
decisions in a timely manner in order
to maintain utility financial health

and to give timely price signals to
the consumers.

SoCal believes these goals are being met by the curreat ECAC
procedure, but that that procedure. could be improved by
separating the reasonableness review from the rate revision
procedures.

PG&E assumes that the goals of ECAC are: (1) to match
prices paid by ratepayers with actual costs; (2) to maintain the
financial integrity of the utilities:; and (3) to minimize the
magnitudé of both over- and undercollections in the balancing.
account.

SDGSE believes that the goals of the ECAC process are
to allow for timely adjustments, which will in turn prevent
balancing account over- and undercollections and the effects they
have on rate stability and the utility's financial flexibility.
SDG&E notes, however, thaﬁ it is arbitrary to determine that rate
stability would be promoted simply by reducing the number of £ilings.

SoCal supports the goal of reducing excessive balancing
account undercollections and supports the staff's revisions with

SoCal’s modifications if it is determined that such 2 plan would
reduce undercollections.

TURN approves the staff's goal to maintain rate levels ‘or a
longer period of time by bhaving less frequent changes, but it notes *
,that ‘there lS always the choice betwee“ less frequenu.la:ge: rate changes c:.<
more f:eqpent smaller rate changes. JITRN believes that a balance must be struck °
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between the number of rate changes and the size of those changes.
Inplicit.-in its statement is the conclusion that frequent changes
lead to small changes whereas infrequent changes lead to large
changes. But on balance it agrees with staff that "it may be
time to move in the direction of more stable rates and less
frequent revision and see how that works for the time being."

Rate Stabilization

Rate stabilization is a goal fregquently invoked for the
ECAC process: however, it may be understood in different ways. On
the one hand energy rates would be most stable if they were changed
no more frequently than base rates. That is, every two years, as
rart of a general rate proceeding, energy rates could be set for
the future and under- or overcollections could be amortized over
the succeeding two years. Thus, rates would be stable for two
yvears, but there would be a great potential for large adjustments
to occur every two years when base rates, energy rates, and
amortization rates are combined. Rates would be stable over
time but the xagnitude of increases even every two years might be
SO great as to cause other problems.

On the other hand energy rates oould be changed monthly, weekly,
or daily. These kinds of changes would result in almost imper~
ceptible rate increases and decreases in the short run. While
the rates would not be "stable", i.e. constant over a long period
of time, as in the first case, they would at least not produce .
major increases and decreases nor large over~ or undercollections.

The difficulty is that in this record and historically
in Commission practice "rate stability" has been used to indicate
both rate constancy and gradcally changing rates. For
the purpose of this decision we will use the phrase in the first
sense on%y. rate constancy.
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Rate stability (constancy) as a goal Zor an ECAC
procedure has both advantages and disadvantages. The maximem
stability we can practically conccive of would be two years.
The advantage of this scheme would be predictability over the

two-vear period which would allow customers o acecurately budget

for energy bills. The major disadvantage would be the great
potential for large over- or undercollections, which would
result in large rate increases Or decreases every two years.
wide swings in rates could have a negative cffect either on

the financial condition of the urilities in the event of
undercollections, or on the financial condition ©X consumers

in the evenr of overcollections. Thus, rate stability Iin
designing an ECAC proccdure must balance the goals of maximizing
rate predictability to customers and of minimizing sharp

changes in rates.

The furtherance of rate stability should also be
compatible with other goals that have been mentioned by
various paxrties: (1) case of administration; (2) maintenance
of utility financial health; and (3) provision of timely and
accurate price signals to customers.

Another alternmative is to forego rate stability
in favor of gradually changing rates. This would also have
advantages and disadvantages. Under current procedures and
levels of staff and Commission zeview, the staff and Commission
would obviously nmot be able to keep up with daily, weekly, or
monchly adjustmen:s.l/ Thus in terms of administzative

17 However, the procecures cOoulC no dOudT b& Cevisec that
would allow the utility to make daily, weekly, or monthly
adjustments of energy rates, subject to staff and Commission
review at least as Irvequently as currently recuixed, L.c.
three times annually.
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ease such-freguent changes would be unworkable, assuming present
levels of staff monitoring. Since rates would change fre@uently,
the goal of p:edictability would be sacrificed in favor of other
goals such as avoidance of large swings in rates, avoidance of
large over- and undezcollections, matching of revenues and costs,
and timely and accurate price signals.

Thus, in addressing the staff’'s proposal to reduce
the number of adjustments per vear from three o0 twe (anncal
reasonableness review plus a trigger adjustment), we will keep in
mind all of tbesé goals, realizing that reducing the number of rate
adjustments each vear is likely to increase the size of the remain-
ing adjustments.
Ease of Adminisztration

In OII 82-C9-C2 we emphasized both the goals of ease of

administration and rate stability (constancy) as reasons for our
investigation of the schedule for energy offset revisions. We
stated that frequent rate revisions have strained the ability of
our staff to assign suificient personnel to each offset applica-
tion. We stated that some o0ffset cases are decided months after
the revision dates because of insufficient staff to conduct a
timely review of the applications. We further stated that the
purpose of the OII was to consider reducing the number of offset
filings per year and to comsolicdate gas and electric cases so that
the staff would e better able to perform its review function
without the present constraints of time pressure and iasufficient
personnel.

The staff's own statements at the hearing support the .
Proposition that ease of administration of the ECAC procedure would
be improved by reducing the number of proceedings from three to
two per year. The staff states:
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"Fewer proceedings should assist the
staff to improve their efficiency in
Processing the AER/ECAC applications,
and would allow more time to investi~
gate the reasonableness of the
companies' operations.” (Tr. 8.)

The staff also states:

"And it is a primary consideration of
the staff to reduce the number of
proceedings, because the staff...is
relatively certain that it ecould
provide better and more efficient

analysis of complicated issues with
fewer proceedings per year.

"There are obvious trade-offs in the
fact that the balancing account
(balances] may be larger because we
go two months longer without rate
relief, but that is a trade-off the
staff is proposing in order to have
more complete, more efficient, and
more importantly, timely rate relief.”
(Tr. 56')

It is undisputed that the ECAC procedure has been plagued
by delay; and no party has contended that the staff would not be
better able to administer the ECAC procedure if that procedure
called for two rather than three adjustments per year per utility.

PG&E's concern that huge over- or undercollections might
result from haviag only two adjustments annually appears exaggerated
and is probably based upon a misunderstanding of the trigger mechanism
Proposed by staff. As described below, the trigger mechanism will
Operate at relatively low balancing account balances and large
balances should not accumulate. As a last resort a utility may
always file an application for erergency relief, invokin

Public Utilities Code 454.5, in the unlikely évent that weather, fuel
prices;- and hydro, nuclear, and purchased power availability com—~
bine to inCrease or decrease greatly the balancing account. >~

R T
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We conclude that the staff’'s proposal, while it places
more empﬂESis on the goals of administrasive ease, rate stability,
and rate predictability, has nevertheless struck a reasonable
Salance with the other coals expressed by the parties. We do not
believe that over- or undercollections will be very much greater by
extending the period between each adjustment Dy two months. Nor is
it likely that the financial health of the utilities will be
seriously alflected by this extension. We will adopt the stafl's prooosal.

Trigger Mechanism

The staff's proposal for a trigger mechanisam’is as

"A mechanism to trigger filing of th
semiannual ECAC review was included in
the proposed resolution. This mechanism
would &Lrigger an ECAC £iling six months
after the annual review when the annual
revence efiect of a change in rases to
incorporate revised energy cost estinates
and to amortize the balancing account in
six months exceeds 5% of total annual
revence."

The level of revenues that would activate the trigger
mechanism is calculated ‘as follows:
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"Sample Calculation -~ Trigger Mechanism
Annual Revenue: Base = $2 Billion
ECAC = 2 Billion (estimated)
Total $5 Billion
Trigger Mechanism at 5% $200 Million

Assume: 1) TFuel costs underestimated by $100 million/yvear;
thus the balance in the balancing account is
estimated to be undercollected by $50 million at
the end of the firzst six months.

Fuel costs are estimated t0 remain unchanged for
the next l2~month period, reguiring a rate increase
to offset further undercollection.

.
e

fh Next 12 months

rcfirst six moaths i Second six months i

($50 million)

To amortize undercollection balance in second
s$ix months = $100 million

To offset fuel cost increase in mext 12 months = S100 million
Trigger Meczanism at 5% = Total $200 millien

If fuel costs are projected to decrease in the next 12 months,
then the trigger mechanism would not be activatged.”
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The staff responded 0 PG&E's and Edison’s (SCE)
critiques of the trigger mechanism as follow

"PG&E and SCE commented that the amount
corresponding to = 3% of their total

anaual eclectric revenues would amount £o
approximately $200 million. SCE is con-
cerned, that if the semi-annual £iling is
not triggered, then the amount in the
balancing account could increase to $300-
$400 million before any xelief would be
given. TFuels and Operations Branch staff
1s of the opinion that this  gituation is
not possible. The combination ¢of a six-
month amortization period for the balancing
account with a change in the offzet rate to
correct for the over/under-collection would
trigger @ f£iling with a balance of about
$50 million. The only exception to this
wotld be when the utility was cwitching
fxom over-collecting to under=-¢ollecting

or vice=versa and in this case, the balance
would be decreasing already.”

We will adopt the 5% trigger mechanism as proposed by Vf/

taff. Por those who are concerned that the 5% trigger might be
inadequate to cope with cost changes that occur, we refer them to
our discucsion of emergency applications above.
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Issues Pertaining t© the Annual
Reasonableness Review Schedule

TURN proposes that the utility mail to interested parties
who normally participate in energy cost offset proceedings copies of
the uniform monthly fuels and operations report. There is no
opposition to this proposal. We will require PG&E and Edison to
mail to TURN and other interested parties who $o request a copy of
that report a2t the same time it is sent to the staff.

TURN stated that utilities are not responsive to data
requests »rior to filing of applications. TURN reguested that it be
informed 0f and allowed to attend informal conferences %o discuss
draft data recuests, from Day -6 to ~45, in order to get an early
start on its evaluation. We do not consider it feasible to involve
interested parties directly in our staff's investigations. However,
we also believe that interested parties should not have to wait |
until after the application is filed to make reasonable data
requests. Therefore, interested parties should be allowed to
submit data regquests after the second period ends. The utilities
should respond within a reasonadle time.

TURN believes that the l0~day period for utility
responses to staff data recuests should be applicable to utility
responses to data requests by other parties. The staff responds
that informal data reguests are due under the staff's proposed

Plan by Day -45. Parties should contact the utility prier to

this time and reguest tie information thev desire about the record
period. After the application is f£iled, the parties should take
advantage of the prehearing conference (Day 1l) to request any data
that have not been sought before. The ALJ may then set the date
when responses will be due. ‘
Since the Commission is the body duly constituted by
tate law to regulate public utilities, utilities ought to give

first priority to respornses to the data reguests of the staff.
Accordiagly, we will not establish a rigid schedule for data
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responses by the utilities to other parties. We prefer that
this area continue under the supervision ¢f the ALJ who by
ruling, 1f necessary, may assist the parcties to discover
information known %0 the utilities.

One other point raised by TURN will clarify some concerns
of SDG&E and others. The anrwal reasonableness reviews for the combined gas
and electric departments of SDGSE and PGLE will be combined
reasonableness reviews, but will not involve gas offset proceed-
ings. These will continue on schedules set in other proceedings.

Criginally, it was hoped that this decision could be
issued before the end of 1982. Eowever, the press of other
business and the tight schedule ¢f this proceeding have .made a
1982 decision impossible. Cur staff, therefore, suggests that
instead of beginning its proposed sg¢hedule with Edison's
Feburary 5 f£iling, the new schedule should begin with PGSE's
April 7 £iling. We concur.

‘. The staff opposes the suggestion of several parties that
. tHe annual reasonableness review be SeSardtéd from the proceeding
... “that sets ECAC and AER rates for the year. The staff reasons that '

such a result would place the staff in exagtly the same position
it now has trouble maintaining: three proceedings per year. The
staff seeks to relieve itself of the pressure of triannual "proceedings
in order to devote more time to the annual reasonableness review.
It has proposed a processing plan that includes additioﬁal time
for preparation, hearings, and briefs in =he belief that slippage
and delay of the decision beyond the revision date may be avoided.
We will not adopt the Proposdl’to bifurcate the annial reasonableness review'
proceeding. Instead we will try the staff’s processing plan
together with the staff's recommendation that, i1f delay beyond

the revision date is imminent, staff or parties may regquest and
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we will seriously consider, interim relief. We believe that the
staff's plan plus interim rate relief reasonably addresses the
concerns about potential delay that prompted many ©f the parties
to suggest a bifurcated proceeding. '

The staff has adequately addressed SDG&E's concerns
about the timing of staff's audits under the staff's processing
plan. The audit that takes place between Days =21 and -7 is
the reasonableness review audit of the record period that ends
on Day -78. Assuming the staff's audit commenced on Day -21,
the utility would still have 57 days to close its books on the
record period. This is virtually the two months that SDG&E
believed would be ideal and more than the one month it thought
was the absolute minimum time it needed. A second audit is
nentioned at Day 1_3/ This is the staff engineer's field
investigation. It looks principally at forecast matters and
ends on Day 10. We believe these audits are reasonably timed for
the convenience ©f the utilities.

As to SeoCal's comments, the staff believes that this
proceeding should address scheduling changes only, and that it
is not proper in this proceeding to make substantive changes in
the type of rate relief that should be given in the offset
proceedings. We are not coavinced that significant over- or
undercollections will occur as a result of the staff's proposal
to move SoCal's filing dates ahead by_one month. If upon reviewing
its data before £iling offset applications in the near future

2/ Consistent with our decision on tke Rate Case Plan, D.82-12-072
(December 15, 1982) in A.82-1l1~-36, we will change Day 1 to
Day 0 and thus extend the schedule by one day.




QII 82~09~-02 ALJI/bw

SeCal still maintains that the Commission should recognize some
estimates or anticipated FERC rate changes, SoCal should make such
a showing in its application. However, the record in this
proceeding is inadequate to address SoCal's proposals mere fully.
Lastly, with regard to SPPC's concerns about the currency
of its hydro data at the time it files its annual reasonableness
- application, we do not £ind that this issue was adequately addressed
in the record to warrant a change from the staff proposal. We
would expect SPPC to amend its application to include the most

current data available prior to the revision date.
Findings of Fact

l. The current schedule of three ECAC proceedings each
vear for each electric corporation has overtaxed staff’s resources
and has caused decisicns to be signed beyond the revision dates.
Delays in dec¢isions may cause large over- or undercollections o

accrue, to the detriment of both the utility and its customers. -

2. The staff's proposal to reduce the number of proceedings
from three to two, to ¢onselidate gas and electric reasonableness
reviews, to make the midyear adjustment subject to a trigger
mechanism, and to adopt an annual ECAC review schedule will be
likely to reduce delay by concentrating scarce staff's resources
on the annual reasonableness review proceeding. _

3. he staff's proposal to revise the scheduling of offsex
proceedings furthers the goal of rate stability, provides timely
and accurate price signals %0 customers, and minimizes the
possibilicy of abrupt changes in rates.

Conclusions of Law

1. The staff's proposed annual ECAC review schedule should
be adopted, except that Day 1 should be changed to Day 0. This
schedule should apply t© the annual reasconableness review
proceedings with revision dates set forth below.




QII 82-09-02 ALJ/bw

2. A seniannual £iling should be made 60 days before the
revision dates set forth below, if it is determined that the annual
revenue effect of a change in rates to offset revised energy cost
estimates and te amortize the balancing account in six months
exceeds + 5% of total annual revenue.

3. The gas and electric revision dates should bes

Utilitx Annual Semniannual

Edisen June 1 Decenmber 1
PG&E August 1 February 1
S22C Januvary 1 July 1
SDG&E November 1 May 1
SeoCal November 1 May 1

4. The gas and electric reasonableness reviews should be _
combined for PGSE's gas and electric departments and for SDGSE's
gas and electrzic¢ departments.

5. ECAC rates included in the a2nnual review application
should be based upon a l2-month futurze test period beginning on
the revision date. Energy costs included in rates should be
estimates of actual costs to be incurred Quring the test period.

6. The revised schedule of annual and semiannual filing
and revision dates should become effective with PGSE's April 7,
1983 £iling date.

7. ©PGsE and Edison should mail copies of their uniform
monthly fuels and operations reports to TURN as they are available.

8. Data reguests by parties other than staff should be
handled informally before the application is filed and at the
Prehearing conference with the assistance of the ALJ.

9. Gas pricing should centinuve to be tied to the semi-
annwal CAM f£ilings.

10. The annual reasonableness review should not be separated
from the setting of ECAC and ASR rates.
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1l. When the Executive Director and the approprizte Division
Director suggest, O©Or any party petitions for interim relief, the.

Commission should consider granting interim relief when it appears

likely that it will not be able to decide the entire annual
reasonableness review proceeding by the revision date.

12. 7The staff’'s audits are reasonably timed.

13. Substantive questions regarding the costs %o be offset in Selal’s
gas cost offset proceedings chould be deferred o those proceedings.

Lé. The record periods for the annual reasonableness reviews,
as caleculated under the staff's schedule, end in mid-month. This
timing will prove inconvenient for the utilities, which close their

" books at the end of the month. Therefore, the record period should

end on the last day of the month in which the calculated record period ends.

15. 7This orxdex should be effective today because of the |
imminence of PGsE's April 7, 1983 £filing date.

ORDER

IT IS ORDEREDR that:
l. The staff's propoced revision dates, as set forth in
Appendix A and Conclusion of Law 2, and annual Enczgy Cost
Adjusement Clause review schedule (Appendix B) are adopted ané
the affected gas and clectric corporations shall comply with them
commencing with Pacific Gas and Electric Company's (PG&E) April 7.
1983 application.
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2. Utilitiec subject %o this order shall mail, uvpoan request,
copics of their uniform monthly fucls and operations reports to
interested parties ac they are available.

This order iz c¢ffective today.
Dated February 15, 1982, at San Franciseco, California.

LEONARD M. GRIMES, JR.
President
VICTOR CALVO £
PRISCILLA C. GREW
DONALD VIAL
Commissioners

I CM (9 -l... -~ .L A ..-AS D”PISION

YIAS APPR WOVED, \t'"-"*‘:.":'“ﬁ v CV"’
CMQZISSIO\”QQ ?p AV,

%
7Xrd

e
>

- 4/5 -

Lleph E. Bodovits MquL~.V” Dix

2,

M




-

Reietiog and ngyee~

N

3L/rI¢ Zo-60-28 IIO

i h..:a.___ »
- .i'b,)oﬂmm;lbnoolL
rﬂuﬁ*unm__ !._E_L

c’}li(!":‘ll‘?’u‘(-{“‘lk{;’r‘}o#

‘;ﬁmm-.ﬁu\tbit
gJ ANNEIRA EQ,:L

}

- - — 4

g
S
5
:
z

ot -]
l» -4 >Waﬂl 4

XXRRX? urm.mxhuuxx.k
} .

- :lln«l“.lr“rtlv-)llld) A

PR

i
A _

——




OIT 82-02-02 ALJ/3t

Dy =
Record period ends.
Day =66 to =43
Informal conferences to discuss draft data requests may be held with
applicant, staff and any interested parties.
Dy ~45
Informal data requests to utility due.
Day =21 €0 =7

Tnitial staff audit conducted. Utility shall meke available to statf
ary and all records, accounts, receipts, oontracts, and other information
- applicable to the ECAC/AIR review as requested.

o =0

1. The application required by the Camission's Rules of
Procedures stall be filed and served. Tiree additional
copies of the application with supparting work pepess shall
be sent directly to the assigned project manager.
™o copies of all exhibits, prepared testincory, and other
evidemepceparedbyﬂaea;plicantshallbemmntdtom
pcsidimAUandwpiesmadcnallpuﬁeswthe
utility's last farmal ECAC/AER proceeding. A copy shell
also be filed with the Comission's Reporting Branch.
Staff engineer's field investigaticn begins. veilicy
ahall make availakle to staff. all records pertaining €o
power plant cperaticns and maintenance, parchasesd power
transactions, power pooling and other informatian
amﬁaﬂewt}emmum.
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ATRACHMENT A
Skeet 202 2
(revised)
Day 3

Foramal data requests to utility due.

* Incicetes Change

Day 10
Staf? audit completed.

Day 11
Prehearing conlerence
Dav 1

Forzal deta responses from utility cdue.

Day 20

Prelininary report circulated.

Day 30

Stazs report mailed o all perties.

Updated data restricted to chenges i fuel zix, fuel prices and -the

balance in <he balancing account provided by the wtility to all participants.
Days 40-62

Public hearings held. No dulk or malor uzdating azendmenls OF recorded

data +0 amend the Zimad exhibits, prepared testimony, or other evidence
s 1l be allowed.

Dey 76

Ariels cdue,

Day 83

Reply briefs due. (optioral)

Dey 97

Decision draft placed on Commission's agenda.
Dey 111

Decisior sigued by Cormission.

Day 116

Decision rates elfective.
(END OF APPENDIX B)
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PG&E's Assunmptions Undervliing Graph 3~

The zero baseline represents PG&E's forecast of
average year hydroelectric generation from its
own system, area hydro, and Northwest nonfirm
power purchases. The average vear forecast for
PGSE and area hydro is based on 50-60 years of
hyvdrological data and assumes existing hydro-
electric facilities. . The Northwest nonfirm
forecast is based on a five-year rolling average.

The areas blocked in for each year on the chart
represent the difference in the total cost of

electric generation between what the cost would
have been assuning the average vear hydro fore-~

cast baseline and a calculated cost of generation
reflecting the recorded hydroelectric generation.

That cost differential is expressed in dollars and assumes:

(a) Bydroelectric generation is
displaced by (or displaces)
fuel oil £from PG&E's oil
inventory.

The price of the average value
of oil in inventory was based
on its estimated price for
August 1982.

3) The calculation for 1982 reflects nine months
recorded data and three nmonths forecasted.

*Source: DPG&E's letter of December 29, 1982.

(END OF APPENDIX €)'
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As reguired by OII 8§2-09~02, oral argument was scheduled
after the receipt ¢f comments and was set for December 10, 1982.
Before that date, on December 8, 1982, PG&E filed a second set
of comments to emphasize that ECAC procedures must be tailored
carefully to address the tremendous cost £fluctuations that PG&E's
heavily hydro-dependent sSystem experiences sinply because of
weather differences from year to year.

Qral argument was held December 10, 1982, before ALY
Baer. Staff, Edison, PG&E, SPPC, SDG&E, SoCal, and TURN pre-
sented opening and closing arguments and the matter was subnmitted.
Background - _

ECAC is the successor procedure 6/Fue1 Cost Adjustment
(FCA) tariff provisions adopted for eacb/g: the major electric
corporations beginning in 1872. On March 18, 1975 we instituted
an investigation in Case 9886 into the operation of the FCA
provisions. This investigation/pulminated in Decision (D') 85731,
which substituted ECAC for the/CA program. In D. 85731 we
discussed the policy consideration that supported the original FCA
procedure, as f£follows:

". . . The WSkwascmuguuuﬁv.kamai:ecmxm
in an znflatanary ‘period, with rapid
changes in tne cost of fuel, an ex:edlbed
aethod is *ecu1~ed to perait a utility to
recover _hese coOsSts SO its abxl ty to
function i$§ not impaired; because such an
expedited/pzoceeding will lessen the fre-
quency of gene:al rate cases; and because
it enhances a utility's position in the
financial community.”

As a result of that 1nvestigation we found the FCA ¢o
oe inadeguate Ddecause the average vear forecast type ¢of fuel clause
does not accurately match fuel clause revenue with associated
increased fuel costs, particularly in the comparatively short term.
We therefore concluded that the FCA should be abandoned because of
this inherent defect and because it generates controversy and
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with the carrying cost for an authorized level of oil inventory, .
underlift charges, facility charges, and gains and losses from

the sale of oil. We also established for PG&E, SDG&E, Edison, and
SPPC a schedule which would require three proceedings each yvear
at which time revisions could be made to zates to accommodate

changes in energy expenses. One of these p:oceedings wduld be

—
bt i s s pess Lmmmm v

.ope:at ons. We staggered these :evzews zn o:de: to-distr;bute
*he workload _for the ata-~, as ’ollows-

PG&E:. August 1
SDG&E: November 1
Edison: May 1l
SPPCe February 1

Since the establishment oz/zhe annual reasonableness
review, each utility has experienced at least one such proceeding.

In a reasonableness proceeding. the AER was determined for a prospective 12-
month period. TFive such proceedings for the four major

utilities have been held and fimwe ECAC/AER decisions have been
issued, but only one of theeiige_decisions was issued in time to
take effect on or before the scheduled revision date. The

other four decisions lagged(from two t£o £ive months bevond the
revision date.

The staff attridbutes much of the delay in the issuance
of ECAC/AER decisions ﬁg late receipt and review of additional
eellity data reguired/by the staff over aand above that included
in the application, which is filed 60 days prior to the revision
date. Although specific time schedules are set by mutual agree-
ment of staff and the utility, there are always last minute
¢circumstances that delay the decision. o establishing the
schedule of three revision dates each vear, of which one is also
the annual reasonadleness review, it was not anticipated that
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The staff's annual ECAC review schedule as revised by the staff

after considering the comments of the utilities and other parties

is attached as Appendix 2. The schedule begins on Day ~78, when the
record period is closed, and ends at Day 116, whén the new rates
should be effective. After considering the comments ©f the
utilities, the staff revised its schedule in several respects.
It added Day 1l which will be set aside for a prehearing con-
ference. Parties should be prepared to make their data reguests
at this time and <the ALJ should schedule the time, date, and
place ©of hearings, identify parties and witnesses, and define
the issues.

-

The staff has also added at Day 30 an opportunity for the
utilities to make a limited update of their data. The data to
be updated will be restricted to fuel mix fad fuel price changes
and the current account balance. The staff helieves that only
these items are relevant totestablishi.',the AER and ECAC rates.

The staff has also added ap/additiconal week of hearing
time by extending the Days 40-55 g/ Day 62. This extension is at
the option of the ALS. If the additional time is not required,
then the ALJ may order briefs adéording to the original schedule.
Another week has been added fd{ reply briefs.at the option of the
ALJ. ‘

In addition to tihe above changes the staff proposes

that the Executive Di:ecté; ané the appropriate Division Director

may recommend to the asségned Commissioner whether or not

O grant interim rate relief if the proceeding is not concluded

in time to issue a dgcision on the entire case by the revision date.
AS to gas operations, the staff recommends that only the

reasonableness of PG&E's and SDG&E's gas operations will be

addressed during the annual reasonableness review. Gas »ricin
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The grap: is intended to show tha
vear, depending on hydro-availabilisy, encrgy ¢
more than one Billion dollars in each directi
1977 shows that energy costs were S1.05 billion more than
would have been expected in 2 normal vear due to drought
conditions during 1977. <The bar for 1982 shows that energy
Costs were $1.29 billion less than they would haye been in a
normal year. It follows £ the graph that i a drought vear
and a high hydro vear occurred back o back pae swing in energy
cost couldapproach $2 billion. PG&E believeértha: for a svstem
that experiences these extreme ¢Ost va:i*:;dns, indegendent of

-

increases in fossil fuel prices, the Cofiission must design an

ECAC mechanism with sufficient flexibility 2o resolve those problems.
PGLE believes that the staff's o*oi?ég& does not address the
problems on PQ&E'S system. While i continues to recomnmen .

further hearings or workshops be/scheduled to explore thoroughly
the alternatives to the staffi’'s proposal, PGLE does recommend as
an alternative, i€ th mmissi is determined to adop:t 2 new
ECAC structure as i 2 Pron0sal be modified
in three wavs. i taff's proposal call
for an annval adju ue reguirement

rate change. To avoid as¥ronomical rate changes =hat could occurs

/
/
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Positionof TURN

“ TURN agrees with the utilities that recommend that the
annual reasonableness proceeding which reviews recorded data be
separated from the ECAC/AER proceeding which relies on forecasted
data. TURN believes that if the Commission wants timely rate
revisions the best way of achieving that is to provide for a .
separate annual reasonableness review. TURN ai;a/égggests that the
staff's proposed schedule be adopted by the Commission as the
schedule for the reasonableness review but thdé that schedale should
start or the revision date for the ECAC and/gzk rates. In that wav
the annual reasonableness review would zgziow the ECAC/AER pro~
ceeding and we would be looking backward and having the restro-
spective review of the same year for which the ECAC/AER forecast
was adopted the_prévious vear. Regpéan the reasconableness issues
from the ECAC/AER forecast proceeding will allow a more concise
schedule for the forecast cases./ TURN suggests that these cases
could be cut back to a 90-day schedule and that the shorter schedule
would allow better data upon mhich to base the rates, which, at
least in the case of the AER rate, are going to be base rates, not
subject to later revision

TURN supports the staff's proposal to go to two ECACs
per vear with one of those proceedings subject to a 5% trigger.
TURN recognizes that there is always a choice between larger rate
changes or meore freqéznt rate changes. TURN believes with the staif

that Fates should be chdnged léss frequently and that if large changes
are necessitated b¢ the less frequent schedule, such chahges can be
explained simply on the basis of weather and hydro availability.

We shift now to TURN's particular observations regarding
the staffts proposed schedule. TURN notes that the staff's schedule

allows staff involvement in a particular annual reasonableness review
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Rate stability (constancy) as a goal for an ECAC
procedure has both advantages and disadvantages. The maximum
stability we can practically conceive of would be two years.
The advantage of this scheme would be predictability over the
two-year period which would allow customers to accurately budget
for energy bills. The major disadvantage wo%}d be the great
potential for large over- or undercollectioms, which would
result in large rate increases or decreases every two years.
Wide swings in rates could have a negative effect either on
the financial condition of the utilitié; in the event of
undercollections, oxr on the financigilcondition of consumers
in the event of overcollections. Thus, rate stability in
designing an ECAC procedure must gélance the geoals of maximizing
rate predictability to customers and of minimizing sharp
changes in rates.

The furtherance of rate stability should also be
compatible with other goals/that have been mentioned by
various parties: (1) ea§e of administration; (2) maintainence
of utility financial hedlth; and (3) provision of timely and
accurate price signals/to customers.

Another alterpmative is to forego rate stability
in favor of gradually changing rates. This would also have
advantages and disadvantages. Under current procedures and
levels of staff and Commission review, the staff and Commission
would obviously/éot be able to keep up with daily, weekly, or
monthly adjustments.l/ Thus in terxrms of administrative

1/ However, the procedures could no doubt be devised that
would allow the utility to make daily, weekly, or monthly
adjustments of energy rates, subject to staff and Commission

review at least as frequently as currently required, i.e.
three times annually.
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The staff responded to PGSE’'s and Edison's (SCE) early
critiques of the trigger mechanism as follows:

"PGSE and SCE commented that the ameunt
corresponding to + 5% of their total

annual electric revenues would amount to
approximately $200 million. SCE is con-
cerned, that if the semi-annual f£iling is
not triggered, then the amount in the
balancing acgount could increase to $300-
$400 million before any relief would be ,f
given. TFuels and OOera ions Branch stafsf
is of the opinion that chis: situation/is
not possible. The comoznat;on of a six-
mon+th amortizatien per*od for the bdlancing
account with a change in the offsgﬁ rate o
correct for the over/under-colliection would
trigger 3 £iling with 2 balance,of about
$50 million. The only exception to this
would be when %£he utility wasswitching

zom over-collecting to unde ~collecting
or vice-versa and in this czse, the balance

. would beadecrnas:.ng a/:eagz‘?’ Fie = o Lttt M-:“"‘J

/7‘98ane*none~o€*tbe-papb»es.has takeﬁﬁ' rious—exception 42/

torhe sraffls proposed—trigger—nmeChanismwe~will ados It /T
For those who are concerned that/the 5% trigger might be inadeguate
to cope with cost changes tha;/occur, we refer them to our dis-

cussion of emergency applications above.
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1l. When the Executive Director and the appropriate Division
Director cuggest, Or any party petitions for, interim relief, the
Commission should consider granting interim relief when it appears
likely that it will not be able to decide the entirefaﬁnual
reasonableness review proceeding by the revision date.

12. The staff’'s audits are réasonably

13. The cuestion of appropriate costs to/ be offset in SoCal's
gas cost offset proceedings should be deferréd to those proceedings.

l4. The record periods for the annu reasonableness reviews,
as calculated under the staff's schedule/ end in mid-month. This
timing will prove inconvenient for :hg/éZilities, which c¢lese their
Pooks at the end of the month. Thergfore, the record period should
end on the last day of the month in which phe calculated reocord period ends.

15. This order should be efffctive today bhecause of the
imminence of PG&E's April 7, 19872 filing date.

OXDER

— —

IT IS ORDERED tha:v/

l. The staff's pzopod@d revision dates, as sct forth in
Appendix A and Conclusion ¢f£ Law 3, and annual Energy Cost
Adjucstment Clause review Achedule (Appendix B) are adopted and
the affected gas and electric corzporations shall comply with them
commencing with szc:’.f‘.:’.c7c

Gas ané Electric Company's (PGSE) April 7,
1983 application.




PG&E ané Southern Ca : iizon Company shall mail

niform monshl: operations reporss to

Towazd Usilisy Normalization a available.

-
This ozdez ig effactive

Dated FEB 16 1083 ancisco, California.

LEONARD M. GRIMES, JR.
President
VICTOR CALVO
RISCILLA C. GREW
DONALD VIAL
Comnissioners




