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BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE STATE OF. CALIFORNIA

Invest;qatxon on the Commission' s
own motion into the rates,
practices, financial condition,
construction expenditures, and
.facilities of the San Diego -

Gas & Electrzc Company. -

OII No. 4

(Appéarancesiare listed in Appendix A)

INTERIM OPINION

The Commission's OII‘Vé- 4 is an inve;tig&£idh‘
into the rates, practlces, ~:.nanc:x.al condition, constructLOn
expenditures, and ‘ac;lltles of the San Dzego Gas: & Blectrlc |
Cdmpany (SDG&E) . This has been consol;dated wmth Appllcatlon
Nos. 55627,‘55628 and 55629, the Comm;ss;on s rehearlng o~  “
SDG&E's request for emexgency rate relxef for 1978. The
latter case which was. Phase 1 of the consol;dated proceedmng.

was submitted on February 17, 1978.
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President Robert Batinovich,‘being the-assighed‘
Commissiener in tﬁis case, recuested that several hearlng
days in Phase 1 be devoted to the review and cxoss—exam;eatmon
of an analysis performed by Ke;th, Fembusch, Assoc;atea,
Engineers (XFAE) of SDGSE's resource plans and thez: fxnanc1al
viability. Pres;dent Batmnov;ch had requested that SDG&E -
retain an 1ndependent co“sultant to assess the company s :
resource plans and thelr ability to f;nance themds KFAD was
retained and thezr analysxe was completed on February lO,’~
1978. It was suggested that their analysxs, lncludlng as’ ;t‘

did a year—by-year f;ﬁanCLal plannlngrstudy eor SDG&E :

through 1986, m;ght impact both the rate rehearzng and the .

resource plan phases £ this case. KFAE was, theref ore,'
requested to appear before the Commlss;on in Phase 1 of thxsi,
proceedlng, pursuant to a letter from’ Pxes;dent~Bat1nov;ch
(Ex. 230), and did so appear on Pebruary 15 and 16 and Marche 
6 and 7, 1973. KFAE retalned its own counsel and was not
sponsored by any of the partmes. SDG&E testxﬁxed on Maxch 6,(
1978 in response to certain pomnts ramsed by £FAE. The
Commlss;on staff put on one thness to clarzfy one po;nt in.
the XFAE test;meny. W;tnesses were cross—examxned by counsel
for SDG&E, the Commission, the Clty of San D;ego, the Federal
Execut;ve Agencies, and Callfornxa Publlc Intexest Research

Group (CALPIRG)-
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KFAE Testimony

The central exhlblt sponsored by KPAB wae its
report perdormed.forSDG&E entitled "Valldatron of . SDG&E
Resource Plans" (Ex. '232), dated February 10, 1978 KFAE
presented three thnesses, Edwart J- Kelth, Prank. Dougherty,
and Jexry de St. Paer, who test;fled as to the contents‘of
the Executive Summary., Technicaldﬁyaluation,and“Finascial
Evaluation chapters respectively.. In. this xeport, . KPAE |
assessed the technical and frnancral vzabxllty-through 1986 -
of several resource plans for SDG&B, four prepared by the~ |
company and two developed by KFAE. In order to performkthls
assessment XKFaE flrst developed technlcal and fanancaal cr;terra |
against wh;ch,to judge the‘plans-, (These crlteraa arevlzsted
on page 8 and pages 38 and 39‘of5Ex. 232, espectzvely )
SDG&E" s frnancral models, which were used to assess flnanCLal
vrablllty, were validated by KPAB as part of thlslprocess, sub-

ject to certazn quallfxcatlons to be addressed subsequentlv-

KFAE analyzed four resource plans ldentlfled by SDGSE

which are brlefly distinguished as follows.
Plan F Two nuclear units at Sundesert'

Plan G No . Sundesert, TWo comblned cycle
plants to substltute

Plan M Same as Plan F but SDG&E s 20% share
of San Onofre (SONGS) sold and 10% -
SONGS output and capacrty'pur-
chased £rom buyer ‘

No Sundesert; same treatment of
SONGS as in M; three combined:
cycle plants added

-3=
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KFAE's technical feaSibilitY criteria areu5§§mﬁri2;d'ds’ﬁ-
follows (see P. 8 Ex. 232)- T L
L) peak demand met
2) minimum of lO% zesource,mar;ﬁﬁ

3) system energy requirements'met

4) o physical ba*rlexs €O meetlng schedule
dates

3) technologlcal barrlers capable of‘belng
overcome in available. tzme

6) institutional and licensing barriers have ‘
reasonable likelihood of being. overcome :
within schedule dates
It was asserted both ln Ex. 232 (p. 8) and. by'KFAE
witnesses Kelth and Dougherty under crose-cxamanatlon
(Tr. p. 5739, 5758) that the 10% reserve margzn was not a
taxget. but an absolute minimum. KFAS urther presented two
demand forecasts for SDG&E in their analyszs, the ERCDC*Adoptcd
Forecast for peak demand developed: under Common Forecastlng
Mcthooology—I (CFM-1) and what is called the 0pt1mlstlc'Con-
sexrvation Forecast (AB 1852).' The derzvat;on of the latter ,‘
curve was not ¢lear in the KFAE testlmony (Tr. 5706-5710,
5738=39, 5749), other than that it was developed for ERCDC”
AB 1852 hearings and was discussed in related workshops and
was not developed by KFAE. Subsequent clarlfymng testlmony fromd
witness Watkins of SDG&E (Tr. 6250) indicated that thls curve |
was developed by SDGSE for the ERCDC's AB 1852 heax;ngs and
was the company s estimate of the maximum add:tzonal conserva-

tion achievable over the ERCDC Adopted Forecast (CFM—I) under

*California Energy Resources Conservation &‘DevelopmentﬁCommission(ERCDCl
_ e , LTI
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optimistic assumptions. This point will be developed furthex

in discussion of SDG&E testimony. KFAE's reserve‘margins
were calculated from the Optimistic Conservatlon Forecast
(AB 1852) curve. (Tr. 5706) XFAE wmtness Keith further eestl- |
fied (Tx. 5738) that hze compan y did not attempt to valrdate thxs
demand projection. Kerth testified that the curve waeycboseb
because it was available, bad been derelopeé on the besis of
inputs from several part;es, and, while a lower curve, allowed .
for some flexlblllty should demand be hmgher. (Tr. 5709-5710) |
He also test;fred that a semz-annual review of SDG&B s resource |
plans shouléd be performed by-thls Commission to ensure that changes‘
in the demand curve cou,d be accommodated by the resource plan.“'
(Tr. 5710)
As a result of its analysis.of PlanS'F, G, M,-ebd N,wl

KFAE concluded that Plans M and N encounter ser;ous problems
due t0 low reserve margins in the mld-1980 s thh lrttle hope

£ faster implementation and that Plan G has problems due to
air gquality and National Energy Act restrxctrons assoczated N
with expanded use of oxl and reserve margxn problems lf ltS
optimistic schedule is not met. _

KFAE concluded that out of all of SDGS&E's propose&*

resource plans, Plan F (SDG&E's current adopted plan) is most

technlcally vmable. Its - technlcal problems are largely due to

scheduling and licensing and relate to the followrng., fﬂ




whether Sundesert will be'exempred from the
1976 "nuclear bills". (P.R.C. Secs. 25524.1
and 25524.2) :
timing of the ERCDC Application for Certi-
ficate (AFC) process and1percent,ownership
.of Sundesert that SDG&E will be‘permittedf
under the ERCIC's Notrce of Intent (NOI): -
decision . S
- whether Unit 2 will be licensed
KFAE considers the 1934 commercial date for Sundesert Unrt l
unlikely. A one yveaxr delay'could lead to reserve margrn o
problems in 1985. |

Plans R and S

i
»

As a result of perceived difficulties with the four

resource plans proposed by SDG&E,‘KFAE‘deveioped.two,additionalr
resource plans: | | ' |
Plan R No Sundesert; 800 MW of capac;ty pur-
chased £from Mexiceo startlng with 300 MW
late in 1982; 300 MW in early 1985, and .
200 MW in 1986. ‘A 15% resexve margrn is
assumed for Plan R. (Anpendrx C)

Plan S One unit at Sundesert, not on—llne untrl
December 1985. (Append;x D) -

Both Plan R and Plan S include 20% ownershrp rn San Onofre Nucleareﬁ
Generating Station (SOVGS) 2 and 3, Encxna > on-lrne ;n late 1978;i
repowering of Srlver Gate Unrt 2 by late 1980, and 600 MW of
geothermal in 1988-1990. | |

In addition, Plaan‘isclu&es the ceﬁstructieﬁﬁcf
transmission lines East from San Diego through the . Imperral
Valley qeethermal areas to she Axizona border- Under Plans s
and F this line would be built as far as‘Blythe to tie into
Sundesert. Witness Keith testified that_these srensmrssien'”

~6—
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lines woﬁld permit SDGSE +o tie‘into‘pOSsible futuro soﬁrces
of power like those in Arlzona Publ*c Service’ Company s or
Southern California Edison Company s terxritory, expand
SDGSE's pooling capabzlzty and zncrease the relzabllzty of
SDGSE'S system and that of all of Southern Cal;fornla-‘\(rr.
5732-33) . o
Mr. Doughexrty subseqﬁentl§ ﬁoStified‘thot the
costs of this transm;ssxon facility had .only heen zncluded
up to the Heber ox Holtville areas. (Tr. 5757). He also
stated the possibility of purchaszné surplus energy or
capacity from the East would be small ln the early years of
the Mexican plant's operatlon as opposed to later'years.
(Tx. 5791) |
Witness Keith stated that the repower;ng oﬁ SDG&E s
Station B ‘aczlmty could be utzlzzed as a back-up contlngency
plan. (Tz. 5730-31) ‘

The Mex;co Project

The purchase of power from Mexico is the central
feature of KFAE'S Plan R, which ;ncludes 300 MW from Mexlco '

in December 1982 an additional. 300 MW in January 1985 and

an additional 200 MW in Octobe:-l986. There was cons;derable

 discussion in the hearings, therefore, as to the natureyand“;f

viability of such a project.

Witness Ke;th testified as to the follow:ng poznts

regarding the proposed purchase of power from Mexmco under Plan R,Ziyp”‘

1) SDG&E would nezther owz or operate the plant (T:- 5684).1
. -7- !
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. 2) C.F.E.% the national electric utility of Mexico,“
would own and operate the plant. (Txr. 5684)

3) C.F.E. has a great deal of experlence runnang power ‘
plants, both fossil and coal, in this size range.
(Tr.5726, 5727)

SDGS&E would have no direct fanancang xnvolvement
in the Mexaco plant (Tr.‘5685)

The contract purchase of capacity, not Just energy,
is the basis of Plan R. (Tr._5687)

Should one or more power plants be built in Mexaco

to supply capacity to SDG&Z, it is unlikely that
demand for power in Baja . California Norxrte

(the proposed location for the facilities) would grow
£0 the point where Mexico would want theecapaczty

for its own uses. (Tx. 5690- 91)

"...it appears that they have moxe capaclty
than they need; and we think. that a majority
of the capability would be avallable to
surplus capacity." (Tr. 5691) ‘

"It's my understanding»that the powex
produced by the f£ixst unit by agreement
with the Mexican government is to be .
conmnmitted to export to the border and
through and- thereby into San D;ego Gas
and Electric.

"Q. Is that also your understand;ng
with respect to t"ze second unit

"A. That is my Lnderstandang, yes."-;
(Tr. 5703) —_—

The f£irst 300 MW Mexican plant should be
built if possikble by Decembexr 1, 1982 in
oxder to have it inaugurated by President
Lopez Portillo in whose administration

it w1ll be lnltxatod. (;r. 5719) .

8) Tne Mex:xcan plants will be f;.nanced one 300 MW‘ -
unit at a t:.me. h

*Coﬁisiéh Federal de Electricidad (CFE)

-8~
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"The discussions with potential funders of
this plan, that is banks and mortgage invest-
ment bankers, have indicated that they are
only willing to commit themselves to the
first 300 megawatt unlt, . am

"The intent is that lf the rzrst 300 megawatts
of financing is successful that it would.

be the basis for financing another 300 mega-
watt unit, and so on ad infinitum as requmred
because by then the syndicate will be -
formed and the relat xonsth; with Mexico
will be established and people will have a
degree of comfort as to whether or not this
is a safe investment £rom the 1nvcstment
commun;ty standpo;nt. : :

"So, they want to limit it to the first”dnly
at this time and then lock at the second
one as the first one develops.

"Q. As the first one develops, do you mean '

after it's on-line? ‘

"A. Yo, ...during the negotmat;ons and

the procedure by which funds are +rans-
feorred £rom the lending institutions:

to CFE and the. confidence that the -
lending institutions have that the money
is being properly expended, that will
take place during the construction of
the first unit."” (Tx. 5724 5725)

A 15% reserve margin was chosen to evaluate the
technical feasibility of Plan R out of concern
that the California Power Pool m;ght prefer it
since the power would come from outside the U.S.:
there was no discussion of this by KFAE with the
California Powcr Pool (Tr. 5739-5740). :

The syndicate of banks r;nanczng the Mexzco project
would include Bank of America as lead bank and
possibly Merrill, Lynch, Pierce, Fennexr and Sm;th :
(Merrill, Lynch). (2r. 5740-41)

An American ;ntermec;ary woulc contract with tne
seller of the power, SDG&E as buyer, and would
negotiate with banks, CFE, and thc Mex;can o
government (Txr. 5817) :

It is desirable for SDGSE to receive 2 return on powe.
purchased from Mexico; the probabllxty that SDGSE would
pursue the Mexico project is: less if no return 15 . :
provided (Tx. 5743). ‘

-9-
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There are advantages in Plan R, anludzng more -
capacity to meet hxgher margins, more flex;ballty
with capacity coming on line earxlier and in .
smaller increments. (Tr. 5695-96)

thness Frank Dougherty testlf;ed to the followzng

points regardlng the Mexico projec

1)

As a basis for evaluation, the plant(s)
built in Mexico would be functionally egquivalent
£o Encina 5. (Ex. 232, p. 23). :

It is possible to build the first 300 MW fac;lxty o
in Mexico by December, 1982 if the Mexican govern-
ment is supportxve. (Ex. 232, P- 23)

The source of oil for the Mexican plant was:
assuned to be oil from Mexico's state-owned oil
companv; (Tr. 5777)

The capital cost of the £irst Mexlcan.unmt was
estimated at $800/KW, the second unit at $703/KW
and the third unit at $803/KW, the dollarxs being
valued in the year of £first operation. (Ex. 275)
Unit 2 would be cheaper as it would not include
costs associated with Unit 1 for land, some .
engineering, etec. (Tr.! 6345); inflation and the
effect of intexest during construction would -
result in higher ¢osts for Unit 3. (Tr. 6345)

The $800/XW cost of the hxrst Mexican unit was
based on very conservative assumptxons.

"We selected conservative values for
capital cost and for the operating -

cost, the fuel, and O&M; and any changes
that, such as you're alluding to, that
the high sulfuxr oil ought to be priced.
lower would tend to make Plan R more »
attractive.

"But we purposely tried to make'use, very |
conservative or at least conservat;ve
assumptmons ln Plan R. :




"So that the direction of change would
be toward lowering the prxce of electrlczty.

"Q. The conservative approach that you
just described for Plan R, did you

- also apply that approach developing
the cap*tal cost £or the unxt’ -

"A. Yes, yeo, we did."” (T=x. 5779 5780)

Time is available under. Plan R to get regulatory

approvals for transmission lines to tie in wmth
SDG&E's system. (Tr. 5809)

Combined cycle plants were not. cons;dered for
Mexico because Mexico is not famillar'with this
type of plant (Tr. 5769-70), and because combined
cycle plants tend to be package deals and Mexican
equipment (e.g. pmpe) could not be used. (Tx. 5774)

It was assumed that the Mexzcan oLl prmce would be
escalated at 10% per year from a base. price. of

' $19.92 per barrel in 1980, which represents .a: 10%
premium for the Mexican oil (Tx. 5776=77); ‘this
was done despite the high (2-3%) sulfur content of
Mexican oil (Tr. 5778-79) ‘ ‘

Contacts were made with U.S. boiler and turbxne )
vendors to verify the feasibility ©f having the
£irst Mexican power plant on line by December 1982.
(Ex. 232, p. 23, Trx. 5785)

Althougn the first Mex;can plant is assumed to

come on line in December 1982, the app:oxmmate
latest allowable date where reserve margin criteria
would still be met is 1ate 1885. (Tr. 5801)

An expression ©of xnte:est ‘rom Mexico was sought
in February but could slipin oxder to

allow time for site selection and choice of- an
arch;tect—eng;neer ©o meet the December, 1982 date
thzs "expression of interest” was def;ned as

"a letter from an approprzate~government
official in Mexico stating that they _

were interested in pursuing the project

and wanted, would want to start negotiations
on all the necessary terms and conditions %o -
make the project go forward."  (Txr. 5802-03)
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Witness Jerry de St. Paer testified as to certain
financial aspects of the Mexican'project as‘fellows:‘

1) A 17 year amortization perlod to pay. off the
loan for the first Mexican plant (Tr. 5831,
Ex. 267. Table III-l. Tr. 6320-21); the
amortization schedule is based on several
potential types of financing including
suppliers credits and was developed in
discussions with Bank of America; payments.
in the schedule shown in Ex. 267, Table III-1
are skewed toward the early yeaxs, but may be’
more evenly distributed in the final plan (Tr 6305):
this would make the present value of revenues
requlred lower.

Vo difference in risk exists between SDG&E s'
buying power £rom Nexzco or bu;ldxng a plant
themselvcs (Tx. 5858) :

100% debt flnancxng is assumed

IEA is working to arrange ‘undlng ‘or the progect
and to establish a financial syndlcate whzch wall
raise the money (Tr. 5859)

The Mexican governnent will put up no funds;
(Tr. 5861)

The term of the loan will,be'directly'tied‘tef

the term ¢of the purchase power contract since

ultimately the suppliers of the fznancxng wall

look to SDG&E's credit. (Tr. 6306)

A table o‘ malestones for the Mexlcan pro;ect was |
provided in Exhibit 275, Table IX-14. (See Append;x B) The.'
time of the letter of ;atercst from Mexaco was sh;ftea to
March under cross—exam;aatxon-bu; Mr. Dougherty s:atedgthat"

this should not have an effect on the rest of‘the,tabief(rr.'

6350). Mr. Colston from SDG&E}also'verifiedvthese milestoneSi

(Tz. 628%4)
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KFAE Financial Analysis

After its technical analysis of the various resource

plans, KFAEyéerformed its finahcial‘andlyéis. ‘Thislfinenciel.
analysis‘was.preccded by a validation of SDG&E s F;nancmal
Planning Model as described on page 44 o~ Exhxbzt 232.‘ Thc
conclusions are also stated there. KFAE concluded that the
model was valid for long-term flnancxal plannlng, subject £
the concern that the longwtcrm wodel does not cons;der work;ng

capital or use o‘ short-term debt llnes or def erred taxes as

~ a source of ‘unds.' (Ex. 232 P 45) The. czeatment of worklng

capital in the short-term nodel was not yet completely val;dated‘
‘when Ex. 232 was prepared, but witness de St- Paer in- hlﬂ__
additional testimony dated February 27 1978 (Ex. 267) lndlcatedfj
that the short-term model had been reconstructed and xecorc;lod.

Witness de St. Paer stated.under crossﬁexam;natxon“f
that the figures in the financial'tabieéiprepared-iﬁ”Ek;‘zéz‘
subsequent exhibitS'should'not be taken ouc of*conteﬁﬁjdhdf‘
used in a particular rate-settlng hearing and that thev .
were not prepazed for such a purposc (Tx. 5351) He further”
stated that the working capxtal assumptzoﬁs wexe prepared by'
Mr. Nesbitt and Mr. Meyer of SDGSE and were not crmtzqued by; 
KFAE. (Tr. 6308) |

A detailed financial analysis was then prepa:ed‘ofy
the three most viable resource pians - R, ¥, and S. Criceriao

were established*against-which'financial7feasibility;was

-]13=-
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evaluated and these are listed on pages 38 and 39 of Exhxb;t‘j

232. As opposed to the technical cr;ter;a, some flexzbmlztyVe"‘”

was permitted here.

On the basxs of its analys;s, KFAE coscluded that
Plans R, S, and ¥ were all reasonably f;nancmable resource
plans. {(Ex. 232, P. 46) Th;s analys;s assumed that SDG&E
would receive its requested rate increases 1n its current _
emergency rate-rel;ef‘applxcatzon by May 1, l9789andemnslt5‘.
new rate case (aow in the'NOI.stegei;en Januaty i; l979[asae
annual rate increases thereafter. | - | |

Tables are presented en-peges 46 ané 47 of Ekhibit
232 suggesting that annual compoundvelectrie rate ineseaseS"
and annual cempqund inc:easesein operating‘expenses-éer! | ,‘
kilowatt hour are lower for Plan F and Plan S than‘fere?iahv'
R. However, Mr. de St. Paer, both in ‘testimony (Tr. 5822-23)
and subsequently in Exhibit 269 performed a p*esent value
analvs;s at a 1l0% discount rate for revenues xequxred under
all three plans. He concluded that wh;le there were dlfferences
in certain financxal parameters among the cases in dollar
numbers, these d;fferences were small in percentage terms
Be further stated that the Planning assumptlons used themselves
had uncertainties which were at least as great. (Tr. 5838)

Mz. de St. Paer then concluded that, in lookeng at
the present value of revenues.requlred f:omkratepayers, thel
cost to the ratepayer is l;kely to be very close wzth all

these plans. (Tx. 5840)
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Mxr. de St. Paé; also stated that‘débt‘COVeiégéf‘*
ratios are higher undex Plan R than Plah‘é but'ﬁhat“bothf'
represent significanﬁ imp:OVemehts'over the preSeﬁtisithation.

Page 47 of Exhibit 232 shows'substahtially lo&ér"
requirements for external financing exclusive of shortftéfm
debt under Plan R as opposed to Plan S or F. Un&er”éréss-
examination Mr. de St. Paer stated that this did.ﬁ;kéﬂ?lﬁngk;

easier to finance.

The financial tables in Exhibit 232 show that 14.4

million shares of common stock must be issued between 1978
and 1986 under Plan R while 24.4 millidn sharesfwouid75e |
requixed under Plan S. Mr. de St. Paer stated on the xecord
that it would thus be easier to sell stock from Plan R B
¢especially under tight nazket condxtaons._

Mr. de St. Paer sponsored several other exh;b;ts
during his test;mony as follows:

Ex. 262 'SDG&E Proposed Plan (R. W.‘Watklns)

Ex. 267 Prepared Testlmony of Jerry M. de St._
' Paer :

Ex. 269 Electric Revenne Comparison Analys;s
Between Cases R, S, and ¥ (1977-86)

270 Sensmt;vxty Analyszs - Mex;co Pro:ect
271 Bffects of Rate-maklng Return on' Equztyf

of 3, -and 10% Return on Mexlcan Cost-
of Power . . ‘
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Ex. 272 Impact on Ratepayers of Inclusion of
' Mexican Plant in Rate Base

Ex. 273 Financial Cushion Analyszs Case F

Ex. 274 Financial Cushlon Analysms Case s

Exhibit 269 conta;ns the present‘value”analysxs

discussed supra.

Exhibit 270 tests the semsitivity of the present value

of révenues required from Plan R to the following asgumptioﬁs:
25 year rather than 17 year financing at 10% interest, lower
0il prices, and a lowex capital cost fbr the MekiCan‘plaﬁéx
($680/KW v. $800/KW). These changed assumpt;ons were suggested
by the Commission btaff to provide a more. Optlmlstlc counterpazt‘
to the adm;ttedly conservative assumptzons used by KFAE-; The
results do indeed lower the‘present valve of'revenuesgrequiﬁed'

undexr Plan R, in one caselto‘belbw‘thatuof Piaﬁ S—m

Necessary Conditions for Plans R and S

As part of their analysis Plans R and S, KFAE
presented on pages 3, 4 and 5 of Exhibit 232 a lzst of cond;-h
tions necessary for these.plans to;be implemented. These areﬁ
1summarized here: : | |

Plan¢ R and § - Necessary Conditions

1) Silver Gate 2. repower;ng project requxres Small
Power Plant Exemption from ERCDC, rap;d L '

-16-
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resolution of any environmental concerns,
timely PUC. certification

SDGSE's retention of 20% ownersth of San
Onobre Units 2 and 3.

SDGEE's active conduct of prel;m;nary work on
repowering Statzon B as a contingency

Joint review by SDGSE and this COmmdsszon:of

SDG&E's firancial and resource: plan¢ every

six months to allow for respons;veness to .

changlng cond;txons.

We note here that the ERCDC dld grant SDG&E a
Small Power Plant Exemptmon for S;lver Gate—UuLt 2 on.Marcn l,\
1978 subject to the cond;tlcns that all approprzate env;ron—e
mental standards be met and that a study be performed to
assure that the repowerxng of Unit 2 would not lmpalr the‘
possmble future repowering of Unmts 3 and 4 It should be
noted that KFAE indicated undex c*oss-examnat:.on that the
repowering of Units 3 and 4 was not a subject of thezr study
and the issue was not addressed in these proceed;ngs.d SDG&E s
cexrtificate applmcatxon for Sllver Gate Unit 2 is now’ before

this Commission.

Regarding the six-month review’ptqcess,nMr:dKeith‘

testified that this was desirable,because of,continﬁing

uncertainties regarding both the financing and'reeource:planshu‘

(Tr. 5734) and the choice of a demand forecas* (Tr. 5709- lO)-T
There were no reascne offered as to'why SDG&E‘wouldf

not retain 20% OanIShlp of SONGS 2 and 3.
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Plan R ~ hecessary Conditions

1) Power purchased from Mexico must be consmdered :

"firm" power for Califormia power pooling arrange—
ments. .

2) U.S. Federal Government SupPPOrt must be ob#a;nec
due to national energy polxcy. :

The first Mexican unit must be on-lxne by

December. 1, 1982. SDG&E must expedite ncgotlatlons'
with the Government of Mexico aad SDGSE should not
be required to obtain a Certificate of Public Con—
ven;ence and Necessity for this pro:ect.

SDGSE should be perm;tted to make a reasonable
prof;t on the sale of Mexlcan power.

SDGSE must assume a foreign exchange risk and the
Comm;ss;on must accept . this.

SDG&E should" obta;n pe*mlts necessary, if. any, to bulld a
transmission line system to the East to increase

poollng capablility, relzab;llty, and flex&bzlxty

in future planning.

SDGSE's total sunk costs for Sundesert should. be

placed in plant held for future use to the extent ‘

allowable and the rest amortized over: 2 per;od of
f;ve to ten years.

Regardlng the "firm" poﬁer‘issue} witness‘xeithx“
testified that he believed'that there was*a reqdiremeneein[_’
the California Power Pool Agreement that certaln power be
available to the Pool and be cons;dered "fzrm , and that
consultatlon w;th the Federal Government would be necessary to
dcterm;ne this. Ee also~1nd*cated that KFAE had not dlscussee
the matter with members of the pool’or with the Federal :

Government (Tx. 5717) SDG&B-witness Colston subsequeﬁﬁly

testified that no presentation of the Mexican project?hea be¢ﬁ54.'
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made to the California'Power Pool but that he bel;eved that\
if this Commission ordered SDG&E o proceed thh the MGXLCO -
pro;cct then thzs would become part. of the Pool Agreement.

(Tr. 6284-85)

Regaralng U.$. Federal Government support,’Mt.:‘

Colston of SDGSE ;ndzcated that he had dxscussed the Mexzco

project with various members of the Federal(Gpvernment;and had

received a favorable response. (Tx. 6285)

The December 1,11982‘oper$tional dateiwﬁS‘ discussed‘
on the record. KFAE witness Keith indicatea th£t‘it is‘impoitént‘
for projects begun in the Administratibn\of a‘MéXican‘Pigsidéht}
to be completed in that Administration'becduse there can be
contlnuxty problems (Tr. 5719) o

Witness Dougherty stated that he belzeved this was
feasible WLth Mexican government support (Ex. 232, p.(23,

Tr. 5685, 5802-03) but that SDG&E could sustaln a. delay of
until 1985 if necessary. (Tr. 5801). Mx. Kezth testxf;ed-that
he was not sure that 2 PUC cert;flcate would be requmred

a Mexican plant but that this should be lookec lnto as ;t
night cause delay if requ;:ed. (Txz. 5720-&1)

We now come to XFAE'S recommendatmon that7SbG&E,earn
a "reasonable profit" on the sale’of Mexicén'pd&er. KFAE dld not'
include any such proflt in pexform;ng its f;nancaal analysz
(Tr. 5722). Mr. Keith testz led that under Plan R a substantzal .

amouh: of SDG&E'smcapécity would be assoczated wzth_pu:;hase
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power whioh does not provide earnings and that'SDG&E'S”
return is calculated,on:the basis of owned'assets,_#ote
purchase power. (T=x. 5?51—22 '5743). Ee argued that-e
return oOn purchase power would provrde an rncentrve to under-'
take the purchase power arrangement and that whxle he had
' no reason to believe SDu&E needed an rncentrve, he felt -
its investors did. (Tr. 5742)-5 He‘sard‘he‘relt-xt was‘less
likcly that SDGS&E would go ‘orward with the Nexlco progect
without such a prof;t anentrve. (Txr. 5743). Mr. Colston fromo
SDGSE subsequently testlfred that he would hope that SDG&E
would earn some profit on the sale of electrrc energy through
the Mexrco project but he duﬂnotknow how this would be )
proposed for rate-makrng purposes and that SDG&E had not.~
pursuved the matter that far at prcsent. (Tr. 7286)

”he transmission system to the East was drscussed
on the record by Mr. Kerth of KFAE (Tr. 5731—5732) and by
Mr. Watkins of SDG&E (;r. 6239). Mr. Keith argued that thrs
would provide SDG&E with’ flexrbrlrty for future resource ;
plannrng, greater pooling capabml;ty, ané greater relraballty.
 Mr. Watklns indicated that SDGSE would vzew such an extensron
favorably. (Tx. 6239) |

Regarding sunk costs for Sundesert, wrtness Kezth
testi £ied that these were rncluded.rnKFAE s study. (Tr. 5733)
Witness de St. Paer subsequently developed how these costs L

had been treated. (Tr. 5829-31)

-20=-




0II-4 - ga

Plan S - Necessary Conditions

1) Sundesert nust be excmpted from the 1976 "ﬁuéiéar
: bills.” (Pub. Res. Code Secs. 25524.1 and 25:24 2)

2)  SDG&E must file and proceed with an Appl;catxon o
fox Certlflcate (AFC) in a t;mely mannex before the 'ERCDC.

3) The ERCDC must accept the AFC for review
and complete the certification process in
18 months.

&) SDGSE must apply for a Certzf;cate Qf Publlc o
Convenience and Necessity from this Commission .
such that this is obtained at the same time the
ERCDC AFC process 1s completed.

The PUC must issue such a certificate at the
same time that the ERCDC approves the AFC.

There was little discussion éf‘these cdndiﬁidns in
this proéeeding. It should be noted that the ERCDC recommended
against exemption of the Sundesert nuclear. fac;lmty from the
nuclear bills in its March 1, 1978 decxsxon under Publ;c Resources
Code Section 25524.25 (AB 1852). Subsecuently, the Callforn;a
State Senate passed SB 1015 exempt;ng the plant from that earlmer
leg;slatlon.' The State Assembly began hcarmngs on the mattc*
on March 15, 1978.

Although KFAE é¢id not develop a detalled llSt of
conditions for the 1mplementat*on of Plan F, there is’ a d;s-“
cussion of th;s matter in Exhibit 232. Here KFAE notea that
the schedule for Sundescrt under Plan F 1ncludes Unlt B com;ng

on~line in October, 1984 and Unlt 2 in January, 1986, wzthv

- ERCDC Szte Certlfzcat;on by April, 1979 and a 66 month con—

struction and start—up schedule. (Ex. 232,p, 1) KFAE etates
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that this Site Certification date is "extremely optimistic"
because “ |

likely being the first AFC submitted to

the ERCDC, a schedule expedited by 6 months

as pr0posed ‘here lS highly unlzkely. '

+he ERCDC decided not to recommend exemptlon
of Sundesert from the 1976 nuclear bllls in
its AR 1852 decision

since ERCDC regulatxons and the Warren—Alqulst
Act 4o not provide for early site work it is
unlikely that any site work would occur before
Site Certification, leading to anothex 6. mouth
slippage in the Sundesert schedule.

XFAE concluded that more reasonable commercxal opera-
tion dates for Sundesert Units 1 ané 2 axe October, 1985 and
Januaxry, 1987 reSpectlvely. They: further concluded that reserve
margin problems in 1985 could result. (Bx. 232, p. 12)..

Finully, as noted by KFAE on pages ls‘and l7-of :
Exhibit 232 and in testlmony, wit hout cxemptxon from
the 1976 nuelear bills it is highly merobab le that the ERCDC
will pernit Sundesert a Site Ceruificate- Furthermore, KFAE
notes that there are at present no AFC gu;dellneS‘from the
ERCDC for SDG&E to follow in its filing. Lastly, as notedlby
KFAE on pege 20 of Exhibit 232, thezERCbC in its Suhdesert‘
NCI‘decision only approved the building_of one unit at-

‘Sundesert and Plan F contains two units.

SDG&E Testimony

SDG&E sponsored Ronald W. Watkins and Bill.w;ucqlstbﬁ“‘“

as witnesses in these proceedings. Mr.’Watkinsfcestifiedias*to”
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SDG&F'v resource plannxng crxterxa and pre“erences. Mr.
Colstonsubsequently addressed h;mself pa*tzcularly to ﬁhe
Mex;can project. o

Mr. Watkins presented Exhdbzt 261. EHe. test;fzed that he f'
bel;eved that most utilities have reser&e marglns of. 15 to 20%
and that these are reasonable. He: further test;‘;ed that
SDG&B has temporarlly abandoned its crxterza for establmshzng
resexve margins . and is us;ng a 10% requlrement as a m;nlmum

whzch is requlred of members of the Callfornla Power Poo&..

seated that thxs did not ;mply that this was an adequate reserve'

marg;n. (Tr. 6237-38) He added that he would quantlfy uncer—
tainey as tofimplementatzon of energy conservatxon in the
range of 5 to 10% and that this Should’be conSidered‘ih-
determ;nzng reserve margins (Ex. 261, Tr. 6240}

Witness Watklns ‘indicated that SDG&B suppl;ed the
Optxmdatxc Conservation Forecast (AB 1352) used by KFAB}xn 1ts
analyszs. He further indicated *hat the ERCDC had developed
two additional demand forecasts for SDG&E,-both of whxch arel_‘
lower than the 0pt1m1st1c COnservat;on Forecast (AB 1852).‘7
These were present in Exhibit 262 which was subsequently sponsored
by KFAE. Mr. Watkins sponsored Exhibit 263vwh;ch presents |
a resource plan for SDG&E including one unit of Suhdesert)‘BOO'Mw
of power £rom Mexico, and some addmtxonal power from the Paclflc

Northwest in 1988. This results in a 20% reserve margmn over
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the Optimistic Conservation Forecast (AB‘1852). Mx; watk;ns

stated that traditionally 15% is coﬁsxdered 2 low resexve

margin and that uncertainty associated'wmth conservatlow“made'himfp‘

add another 5%, resultmng in a reserve margxn of 20% (Tr- 6254-“

55). He later stated that he had a preference ‘o’ no forecast

but that if reserve margxns were €O be establzshed based on one,"~” -

of the presented ‘o*ecasts, that hc suggested ba Lng one on~the

Opt;nxstxc Conservatlon Forecast thh a 20% reserve marg;n xncludmng

5% to reflect uncertaxntv regardzng conservatxon. (Tr-.6263)
Witness Watkins expressed a preference,for,PleﬁcP

(SDGSE's current resource plan) because he felt it was most .

advantageous f£or theratepayer. H;s next cho;ce was the plan

presented in EX. 263:'(Tr. 7248), discussed s _3255.‘ He added that

no full financial analysms had been made of the plan proposed ln

Ex. 263

Mr.'Watkins;also favored the building‘byeSDé&E of a

transmission line to the East as pecommended by KFAEs(Tr;16239)_’
Bill W. Colston, Vice President of SDG&E s Project |
Management D;v;sxon,then-testz ied regarding SDG&E s Lnterest andf“
involvement in the Mexican project presented,fx:st by KFAE.'
Colston dated SDGSE interest in buying power‘f:om:Mexiooffrom"e,*
April, 1976 and indicated that SDGSE has conducted several
indopendent studies of the possibility (Tz. 6276.  Advantages
to Mexico are expected'fo be a steady market forftheipkoii;f-‘ -
support of a desalxnlzat;on plant w;th 100 MW of the thxrd °oo MW

plant, and ultxmate ownershlp of the facxlltxes. Colspon‘samd'that*'
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. SDG&E has a contract with Bank of Amer:.ca.n and Mcrr:.ll, Lynch pcndn.ng
contingent on rece:pt of a favor able exprcssxon of. ;nterest

from Mexico (Tx. 6276, 6283) and approval by SDG&E s Board

of Directors. |

SDG&E firét formally:suggested joint‘studiés wich

Mexico in a letter from Robert Mor:is, SDG&E'scpreSident,}
of April 15, 1977 to Mexico’s ?resideht:opez'Poftii’ J‘ This was.‘
followed on March 4, 1978 by a telegram from Morrzs to Jo

Andres Orteyza, Minister of Pa.rzmon;c-Y-Fomeatc‘Induscr;al
rcqﬁesting a reséonse to the first leccer suggcéting'joinﬁ:"

studies of the‘expcrt of enexgy and capacity from new powér"

plants in Baja California (Ex. 265). A.responsc was recelved

on March 9, 1978 and was marked EXhlblt 266.
Mx. Colston then testlfzed regard;ng Intex-Amer;can‘ |
Energy Alliance whlch once zncorporated, he said would probably be \
the organlzatlon wgth which SDGSE contracts for dexzcan powe:
on a take or pay basis and with wﬁicﬁ':he McxiCan Gové#ﬁmen;*
would contract to sell the power. .He aISO‘indicate&“tﬁcchEA
might bc tctally ox partxally respons;ble for the engxneerzng
construction of the plant or ;ts supeer31on. (Tx 6281) |
Witness Colston then’ stated that SDG&E would prefer
to buy only energy from Mexico but would buy energy and
capacxty 1‘ denied the abzlzty to bulld ;ts own generatlon ‘
plant (Tr. 6282, 6293, 6294). Mr. Colston also stated, howcver,'

that even if Plan F or Plan S (e.g. Sundesert) came,lnthbe;ng;;. : |
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"we'll pursue the Mexico project wmth .
vigor regardless of whic¢h plan is adopted.
(Tx. 6283)

He indicated that SDG&EES ﬁimetable‘fér puﬁguing"
the Mexican project was the same as in Téble IIAIAVof'KFAE;S
Ex. 275 (Tx 6234), which may be found 1n Append;x B. '

Mr. Colstoa was then asked if the Mex;can pro;ect
had been presented to the Cal;fqrn;a Power Eool,‘ Heg:epl;ed

that it-had not.

Mx.AColsﬁon was then asked whether the Fédéial' .
Energy Regulatory Commission had been asked'forﬁits':eaction
to ﬁhe Mexican project. He :esponded-that discussioﬁ§ had -
been held with Mr.LO'Leary, some of Mr. SchiéSingexig'staff;
and with the Department of Bnergy‘and that they indicdted |
they would look favorably uvpon the br03ect lf zt dld uot -

exceed. 1200 MW (Tr. 6285, 6288).

when asked i€ SbG&E‘wouid have any control oVef the"
avaxlabxlxty of capacity or energy and mazntenance schedules,'}
Mx. COISton said these were po;nts of contractual negotxataons
but that SDG4E's intention was to ;nclude 1ncent1ves for keep;ng
fuel costs low, avallabllzty high and maintenance properly
performed. (Txr. 6287)

The witness said that the amortization period forx

the projcct was-likely to be 12 yéars.(T:J‘6287)-althoﬁ§h_a” e
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longer period would be preferable, which Mr)rae-se;'Paer‘of'

KFAE latex said was the same as'his 17 vears;‘the difference
simply reflecting wemghted averagxng (Tr. 6302)- Mr. Colston
also said, however, that if Mexico wrthdrew the frrst plant afterj‘
it was amortrzed another could be bullt.; He also stated that |
he expected capacrty ‘rom tﬁe fzrst plant o be avarlable under‘
an initial contract for approxlmately 15«years;' (Tr. 6294)

When asked whether purchase power from another source
like Southern Callforn“a Edison Company m;ght be cheaper than |
from Mexico, Mr. Colston replreo that Mexican power would be
cheaper because- ‘;) the facility can be built- faster in Mexzco‘ 
with less in‘letion 1mpact, 2) Mexrco‘has lexzbrlxty zn the
price at wh;ch oll is delzvered to the plant and 3) SDG&E wzll
only buy power from Mex;co if the energy is cheaper than that
which SDGSE could produce at a new generatron}plant..(Tr. 6291)
He added that he saw Sundesert as SDG&E'S only viable:eiternatlveﬂ
to the Mexican plant in the same~time‘frame. .. 6292)”‘ |

Mr. Colston was flnally asked’ by counsel for the
Commzssxon how realistic he relt zt was to proceed wzth the
Mexican projectr Ee replred- _

*The project schedule that we have ;dontrf;e&,‘

is a very real project and it will, definitely .

will happen i1f the President of Mexxco wants
it to happen.” (Tr. 6289). :
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Commission Staff

The Commission staff,sponsored only‘ooe withess,pWiliidm;
R. Stalder. Mr. Stalder presented one‘exhibit (Ex. 260%-‘4*1
This exhibit presents crzter;a for the development of the
costs of Mexican power whlch are optimistic in contrast to the.
admittedly pess;mlstmc assuxptzons used by KFAE. It mncludes
lower capital costs for the Mexican power plant(s) ($680/KW), .\.
a longer amoxrtization period (25 years),and a lower cos t of
residual fuel oil ($16.40/bbl in 1982',es¢a1ating”at.1o% pert
year thereafter). Mr. stalder subsequently revxewed his’
exhibit and made certain changes whzch are developed 1& the
hearxng transeript (Tr. 6354-56). These changes result ;n a
cost of $700/XW for the £ rst Nex;can plant under M*; Stalder
exhibit. Mr. Stalder then test;fzed that he also performed a
calculatxon of the capital costo of the Mexican power. plant |
using the low end of the range of data presen ted by Mr.‘f
Dougherty of KFAE in his Exh;bzt 275, Table II- 13. Th;s
latter calculat;on resulted in a capxtal cost of $657/Kw o
Both of these are. below Mx. Dougherty s own estimate of $800/KW

which he stated on the recoxd was con servatlve (Tr- 5779 80). o
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| DISCUSSION -

As noted supra, thexe have been 4 days'of‘hearings in

OII 4. These days have focused. 1argely on l) the presentatmon k'
of findings made by Keith, Feibusch, Associates, Engxneers (KPAB)
in theilr analvsis and validation‘o resource plans ‘or SDG&E« ana—
2) SDG&E's response to KFAE's Plans R and S and a’ d;scusszon o£
SDG&E's znvolvement in negotxatzons with Mex;colto purchase power.
There have been certain central themes upon wh;ch attent;on has

been directed:

the possibility and feasibility of SDGSE
purchas_ng significant amounts of powexr
from Mexico begxnn;ng in late 1982

the viability of SDG&E resourcegﬁlansewhieh‘_v
include one or two units of Sundesert

the relative and absolute flnanciai'via-
bility of resource plans £or SDGSE based
upon power from Mex;co or Sundesert

the flexzbzlxty and security in terms o‘
reserve margins and planning options pPro=-
vided under resource plans including
Mexican power and Sundesert

we will address these issueeehere on the basiseofhﬁhe_
record to date.v Action by ﬁhe‘hll Califbrnia'beaielaiﬁre‘ﬁot.;o
cxcﬁpt the Sundesert facility from the 1976 nuclear bllls :
(P.R.C. Sections 25524 1 and 25524. 2), ox lack of ﬂObltlve actmon

by the Government of ‘exico coula have a substantzal lmpact

on the v;abxlzty of the var;ous optlons.




The proposed purchase of capacity from'Mexico by |

SDG&E as in KFAE's Plan R appears to have the follewing'
desirable attributes:

1) Even with some slippage in the schedule
it will provide SDG&E with power earlier
and in smaller increments than the most-—
discussed ialternative source - - sundesert.
It appears that 2 two-year delay for the
first unit could be accommodated if
necessary. This flex:b;lmty seems import~
ant given all the uncertainties associated
with present utility planning.

According to the KFAE financial analysis

the Mexico option requires substantially.

less external finanecing and sale of common.

stock in the 1978-86 time frame than, Plan S or F.

When coupled with the recommende& tran
mission linkage to the East this plan

offers d;vereaty and greater relmabmllty
of supply for cDG&B.

The proposed Plan R.wmll meet 2 15% reserve
margin requirement through 1990 if imple-
mented as proposed, which all parties seem
to consider preferable to 2 10% margin i€,
the added cost. buxden is not too great..

KFAE did not perform an. analys;s of the coxzt
of the additional 5% reserve margin in

Plan R, but 2 brief rev;ew of thezr present
value analysis suggests. that 1t is not
proh;bzt;ve. ‘ -

_SDG&E'S Vice President Colston has zndzcated
on the record a strong commitment on the part
of SDG&E to pursue 2. contract to purchase
Mex;can powex.




The nature of the financing plan for the
Mexizan project plus evidence regarding -
demand growth projections for Baja Calif-
ornia (the proposed site) provide an
indication that, at least for the period
over which the debt is amortized, the power
could be committed to SDG&E.  Furthermore,
we trust that SDG&E would not enter into
such a venture without confidence and
substantive assurances that the power will

be provided to SLG&E who wzll PRY" off thc
debt by purchas:..ng it.

At the same tmme, we still have a var;ety of concerns E

regarding the viability of the purchase of capac;ty from Mex;co.-'

1) The purchase must be of capacity, not gust
energy, to make Mexican power a viable
element Of a resource plan.

SDGSE must have assurances or preferably 2
substantial measure of control spelled out
in the purchase contract it negotiates
_that the Mexican plant(s) will be operated
reliably and with an adequate capacity
factor, and that maintenance will be sched—
uled at times which do not coincide with
times of peak demand by SDG&E customers.

Power f£rom Mexico must not c¢ost more than
the price at which SDG&E could produce it
itself, taking into account the'prcblems of
SDG&E bringing its own plant on lxne durmng
the same time ‘rame.-'

The letter from the Mexican Government o
(Bx. 266), while expressing interest. at the
level of the President of Mexico, is not a
statement of intent to proceed with the
project. It rather zn;txates “a series of




studies and analyses” and says that upon
theix completion SDGSE's proposed project
will be cons;dered.
The milestones proposed by KFAE and seconded
by SDG&E's witness Colston include an agree-
ment in p*xnc*p_e by ' April 1, 1978 and
the actual signing of a contract by August 1,
1978 with financing commitments beginning on -
September 1, 1978. It is our understanding
that this schedule must be followed fairly
clesely in order to increase assurance that.
it will be completed and brought on-line with
" all due speed. It appears that considerable
and immediate progress must be made in
further negotiations among the parties in
oxder +o have constructlon begln by
Januwary 1, 1979.

We are further concerned about receiving.
assurances that additional Mexican units -

will be build as they would be agreed
to after the first plant is underwayg"

SDG&E must beg;n plannlng early for new
power to bde available in the time frame
following termination of the Mexican con-
tracts that SDGSE can finance without
requiring extraordinary rate relief from‘
*H;s Commzsszon. . ' .
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Plans S aﬁd F

We now turn to Plans S and F, both of which xnclude 3
rhe Sundesezt facxl;ty.' Plan F, whrle preferred by SDG&E
includes 2 units at Sundesert while the ERCDC's December 21
1977 NOI decision only approved the f;rst wmit. Th;s NOX
decision also‘only'approved‘a one-third share‘in‘the project7v
for SDG&E unless the company could demonstrate that it couldf‘

finance its one-half share wzthout extraordrnary rate rel;eff

from this Commission. We will discuss this f;nanc;al.vzdb;l—'

lty issue below.

Plans S and T also requ;re an exemptxon by the
California State Leglslature from the 1976 ”nuclear bzlls -
The ERCDC recommended against such an exempt;on in Lts
AB 1852 decision. The State Senate subsequently approved‘
an exemption for Sundesert under sz 1015, but the full State ASSLm-
bly has not yet“wcted ‘Failure-to recerve such an exempt;on o
would appear to severely hamper SDG&E s plans to-proceed'wzth
the Sundesert pro:ect. of course,‘rece;pt of such an exempt;on
would not assure the viability of rhese plans_as-they faceMj
major financial.and orher”obstaclee;‘

Timing is an issue with Plan P if, as KFAE deems 

likely, Sundesert Unit 1 is delayed by a year or more. It
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becomes a2 problem in Plan S 1f SLndesert Unit 1 is delayed by :

more than a year and, indeed, Plan S meets Lts 10% reserve
maxgin minimum with lxttle ease thereafter.. Furthermore, the
£inancial vzablllty of both Plans Sand T depends on SONGS 2 and
3 coming on-line on time to expand SDG&E's rate base by one-
half billion dollars. Slippage in the SONGS schedule w1ll result;“
‘;n demands upon ratepavers for addltxoual revenue requlrements.

Lastly, both Plans S and F only prov;de for e 10% -
reserve margin ané thus are somewhat inflexible as regarde
scheduling slippages, changes in demand, etc. | |

Mr. Watkins of,SDG&Evproposed a'hybrid Plandcensisﬁiug
of onc unit at Sundesert and 300 MW in Mexico ﬁhatiweuid provide‘
for a higher (20%) zeserve margin (Exhibiu 263).. However, no
financial analysis was available to determlne whether thls plan
was £inancially viable for SDG&E.

P;nancxng and Costs to Ratepayers

There was considerable discussion o‘ the relatrve‘and
absdlute fznanc;al vrabml;ty of Plans R, F, and S.- KFAE asserted “
that all three plans were fluanc1ally viable within their - |
evaluation cr;terza. While these crlterma generally appeared
to be reasonable, XKFAE's f;nanc;al analysrs aid assume SDG&E
would rece;ve by May 1, 1978 all its requested rate rellef 1n
the emergency rate recuest (Appllcatlon Nos. 55627—9) w1th
which this OII has been consolldated, and the full request ln

SDGSE'S new general rate case (NOI 3) by January l 1979.f
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is uncertain whether the Commission will. lssue a dec;sxon by

Januvary 1, 1979 in NOI 3. The Conmrsq;om has granted SDG&B lcss than ;t§~:
request in the rehearing of Appllcatmon Nos. 55627 55628

and 55629. It should be noted that SDGE&E earned lte authorxzed

rate of return in 1976 and exceeded zts author;zed return Ln _

1977.

Furthermore, KFAE nas made two important assuwmptions

regarding future regulation and future capitai'm&rkets.for"
ecach plan:
1. that there will be no delay between the
time SDG&E incurs increased rate base
and operating costs and rate relief, i.e.
instantaneous ratemaking. _
that SDG&E's common stock will sell at
or above book value and the effective
interest cost of bonds will be 9% dur;ng
the perxod 1979- 1986.
Implied in- the Comm;sszon s recently adoPted
regulatory lag program is that each ut;llty is expected to
file apulxcatmons for general rate relzef wrth no greater
‘rcqucncy than every two years. Due to thelr cab;tal Lntensrve
natures, however, Plans S and F would requ;re the Comm;ssmon to
grant subst antzal general rate rclmef £o San Dlego in each and

every forecasted year. Eased on th;s-fact alone, Plens Fand

$ are infeasible from a ratemaking standpoint.'
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In Interim Decision No. 85018 dated Octoberrls, 1975
in Application No. 55627, et al. (SDG&E s last general rate
proceeding), we granted an emergency‘zncrease in rates to.

meet the then curreat financing problems of SDG&E. vFurther

increases were granted in Decision No. 87639‘dated'July.i9;

1977 in that procécding. on Aprll 11 of this year
we granted 2 ﬁurther emergency rate Lucregse to permzt '
SDGSE to issue additional equzty capital unde~ favorable'
terms during the balance‘o‘ 1878. We: xndzcated ln prmor
dQCLSlonS our concern about the ab;l;ty of" SDG&B to f;nance
any new electrical generxating capaczty cons;stmng of a s;ngleo
vlarge unit and coutloneo SDG&E that it may not be prov;ded
with rate lncrease3~solely for that purpose.é/ |

Plan R is the least capmtal lntenszve plan<

because the cap;tal costs of construct_on are. not borne bv .

1/ Decision No. 85018 stated as follows-

"In view of both the econom;c«advantage of maintaining
reasonable rate levels and financial constraints on
raising capital for construction, it is essential that
SDGSE restricts new facxlzt;es to the minimum. necessary
to provide adequate sexvice. '~ Reduction in reserve -
margins can prudently be made if SDG&E and the other
California electric utilities will expand on )
assistance arrangements and further utilize interties
o maximize the efficiency of the comblned systems.“
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SDGSE. When the Mexican power plant‘becomes
0perat;0ﬂal the costs will be the subject of ECAC
proceed;ngs. 'ECAC procedures prov:de for recovery of purf'
cha cd power costs on a semi-annual bhasis and ut;lxze a balan-

cing account which allows SDG&E to recover dollar for dollar

its costs. Therefore, the risks of time delays in necognizihg

increased costs would be minimized undex Plan R.

The ability of SDG&E ﬁo sell its sﬁock‘etto: aoove‘
book value is influenced by meny‘fectorS-beyopdfthe control‘of\;
both SDG&E and the Commission. UndervResouree‘Plans.F endié,e
SDGSE would be required to more than double its currently out—kf‘
standing common stock. Plan R calls for a 64A ;ncrease in
common stock vs. approximately llo%*inerease5~for Plans)s‘ané
. ‘ , . _

SDG&E's common stock currcntly sells for approxzmate-
ly 90% of lts book value. 7This is the h;ghest marxet to book
ratio for SDG&E's common ,tock since 1972 If in the future the
market substantially dlscounts oDG&E'* stock as 1t has over the past~
five years, SDGS&E would be forced to sell an even greeter
number of shares than that forecasted. This would result lnv

dilution of stockholders' investment and earnzngs per share as




0II-4 - PB/ga

well as increasing SDGSE's dividend reguirements. Thié'weuid‘
impact oa the coﬁeeny's already tenuous forecasted eaSH‘fiow*
position. Plan R offers less risk of dilutioﬁ and re@uctieh.in’r
cash flow simply because the number of shares‘tofbeviseﬁed}isf

substantially less.

K?AE also assumes that the‘effective cosﬁ of bonds“to"‘

SDGSE will remain at 9% thz roughout the entxre ‘orecast perlod
(1979-86) 1f the cost of debt rises smgnmelcantly above th;s
level, SDGSE would have greater dxff;culty in" both plac;ng the
bonds and meeting ‘orecasted interest coverage requ;rements.
Plan R would provide greater margln of coverage than e;ther Plan
S or ¥, and would be able to better weather any ;nqreaseS'ln;debt
costs. | ‘ | |

This Commission has tradztmonally authormzed prospectlve

 rates which allow, but do not guarantee, the utllxty an oppor un;ty‘e-"

0 earn its authorized rate of retura. A real possmbxlmty‘ |
exists under the capital intensive.Plahs S and‘F that‘éheVCommissioa‘s‘
regulatory lat;tude will cease to ex*st. Plan R provxdeo the“ ' |
greatest degree of ‘lex;bll;ty for both the Comm;ssmon and SDG&E-
Plan R, based strzctly on financial and ratemakzng cons;derat*ons, ]
offers the best assurance that SDG&E will be able to meet its ‘
financial obllgatzons ané that the Comm;ss;on wmll not have o

devxate from its long establ;shed rcgulatory practzcee._¢
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The initial KFAE study (Exhibit 232) suggested that .

certain financial variables like,annuai COmpound eiectrici
rate increases and annﬁai comnound increases in ope #ting\
cxpeﬁses pex kilowatt hour are lowe- for Plan F and Plan S
than for Plan R. However, as descri bed_ggggg, Mr. de St. '
Paexr presented a present.value analysis at a‘IO‘percent ‘
discownt rate for revenueé réqui?ed under-#llepians- _Heif
concluded that whiie there were differences in'ceitain,finanr'
cial parameters among the 3 cases.in dollax amounﬁs,ithQSéﬂ
differences were small in percentage terms, smaller than the
uncertainty in the planning assumptiono. He concluded that
the ¢osts to the ratepayex were likel y to be. very close wmth
all 3 plans.

The f£inancial anaiysis‘of‘Plan F did nét iakehihtow
aécount a one year delay in the operating dates for Sundesert‘
Units 1 and 2. In pages- 11 and 12 of Exhibit 232, KFAE pro—7
vides the following comments ‘on SDGSE's estxmated commerCialj‘
operating dates for Sundesert-‘ |

“On the other hand oux evaluation of Sundesert

Units 1 and 2 concludes that the indicated

commercial operation dates are hichly unlikely-

"This results in a total slippage of one year
for Sundesert Unit 1 and szmilarly for Unit 2 "
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XFAE did not perform 2 financial analysis of Plan P

with a one year delay in Sundesext Units 1 and 2

Furthermore, as discussed supra, sl;ppage in the
operation date of SONGS 2 and 3 would have a.major impaét'on'
SDG&E's rate ba#e and on its ability:to fiﬁance‘Pian F or’s;“
This is also not analyzed by KFAE. | |

Since KFAE.wztnes° Dougherty stated that the capztali
and fuel cost assumptions £or the Mexico p:oge;t were_conser--
vative, staff recommended more optimiétic assumptions $$'dis4 ‘
cussed supra, some of wh;ch were ;ncorporated by Mr. de st.

Paer in his preseat value seasitivity analyszs in Exhxb;t 270.

The results lowe: the present value of revenues requ;red under:

Plan R, in one case to below that of Plan S. ngher‘nuclear.
capital cost assuﬁptions, discussed ggggg,wouidymake{PlanR’
even more fznanczally attractive than flan S-‘ |

KFAE's recommendatmon that SDG&E earn é return on

its sale of Mexzcan power was not zncorporated 1nto the:r
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- original financial analysis. Thc re is some analys;s presented
in ﬁxhibits 270, 271, and 272. However,,the granting,of'suchf
a return by this COmmlss;on would be an extraord;nary measure
with no precedent and must be analvzed in great deta;l for 1ts
legal and ‘inancial xami‘ications as well as itsrimpact;e SDG&E
was not prepaxecd to suggest an actual melementatmon plan for
this recommendation and thc Commission ls.ﬁo* Preparcd in thlS ‘f
interim decision to address the matter.

Another subject having,a substantial pbﬁenﬁialEimpaet:
on financial viability of Piass.F_end'S‘is thecepital'eest'
assumption used for nuclear power plents. we'nepe hesethat
the past twenty years have seen rapid growth both in the‘real;
and estimated costs of nuclear psants, and in the magn;tude of
uncertaxnty associated with these estxmates;‘ Many factors have
contributed to this growth, lnclud*ng rapidly rmszng costs of
labor, materials and equipment, as well as unantzcmpated add~
ons and schedule slippages. It is not possible on. the -bans:.s., of
this hearing record to determine in the case og‘thesplehnedjﬁ

Sundesert facility the extent to which eohtributing‘factorsﬁ'

have been adequately accounted for in SDG&E'S eesﬁfestimate;‘f'
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KFAE'has accepted ail éapitalfcost figufés fo} powé:'
plants prepared by SDG&E- Whexeas it has not becn practxcal to .
develoP a comprehensive recoxrd hexe regardznq nuclear plant capltal :
costs, we note that the SDG&B/KPAE costs are cons;aerably below
alterrative data prepared by the ERCDC in ltu AR 1852 Report to
the Legislature. It is not possmblc here to detcrmlne what a
rcasonable higher range m;ght be, nut it. could substantlally

impact the financial viability of Plans S and F.

Lastiy, should the Sundesert Project'of SDG&EFs:foié‘

therein be terminated for pol;tlca* or fznanc;al reasons or both, 
the issue of- sunk costs re;ated to SDG&E’ s lnvestment Ln the ’
Sundesext project will have to be addressed. SOme of thcsc costs
relate to the proposed nuclear facility where otHeIS‘dzrectly
rela.e to the Blythe site, wh;ch received approval by the ERCDC .
in ltS decision on the Sundesert NOI. Thls site may~well be

usable as a site for some-other future the:mal powergp;anta 'A'
detailed review of SDGSE's Sundééert expendiﬁures'énd“appropriate 3
rate treatment is best handled in NOI 3. | -

Additional Plan Elements

The repowering of Silver Gate Unit 2 iéiéomm§n £9‘P1a§s
R, F, and S. The limited record developed here supports-the"l
argument that th;s is an ;mportan* element of SDGSE'S ultxmatc
resource plan and argues for tlmcly CommLSSlOn actzon.

The possibility of repowering Statxon B has been pre- ;'
sented as a cont;ngency optzon.and, given the uncertaln ;es

inherent in SDG&E's resource plannzng, should be exblored ;n greater‘~

-41-
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dctall, emthcr in this OIT or in a eepa.xate proceedxng. Repdwer-

ing options for Silver Gate 3 2nd 4 and South Bay also appear
to merit cons;derat;on.

The argument for the dcvelopment by SDG&E of a trans-
mission line systenm to the East for the purpose of flex;bllzty,‘
increased poolxdg capab;lxtv, and greater xellabllzty was put
forward by KFAE and supported by SDGSE. The record suggest» |
that such planning shouid be‘pursued‘éubject_to-performance‘ana 
review of future cost studies. | |

Lastly, all three resource Plans R, F,. and“éiaafe-
based upon a minimum resexve marxgin calcnlatcd on the - baals of
the so—called Optimistic COnservatlon Forecast (AB 1852). KFAB
_says it did not validate this for ecaut. There zs not a suf‘lc ent‘
recerd here to make a defznltxve statement rega*dmng the cho;ce of3
this demand forecast as a basis for resource plann;ngr‘and,wer
will hot do so. We will szmply note that the Ontlmls ;c Demand
Fofecast is lowex than the ERCDC Adopted Forecast (CFMFI) and
higher than the forecasts used by the ERCDC in ;tsxAB 1852 Report
to the Legislature.* It therefore appears to be wzth;n .he ‘

range of the planning assumptions.’

Commission staff has found an exrror in the “ERCDC AB 1852
Forecast Final Report 3/78" in Exhibit 262 and notes that
the curve in the exhibit is cons;derably‘lowcr than it
should be. :
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FINDINGS

Based on the recoxd Ln OII-4 to date, we fxnd the

following:

1. The viability of SDG&E's cur:enturesource”plan,f'

incorporating two units at Sundesert and referred to in this
proceeding as Plan F, is uncertain because

a. the ERCDC has only approved a Notice of
Intent £or one unit at Sundesert’

b. the ERCDC has recommended against'exempting
Sundesert from the 1976 "nuclear bills"
(P.R.C. Sections 25524.1 and 25524.2) and
the State Assembly's Qecision on- an .
exemption (in SB 1015) is pending: denmal
of an exemption appears to preclude the
buxld;ng of a nuclear fac;lmty in the. tmmc
frame proposed

It is likely that Sundesert's operat;on
dates will be delayed a minimum of one yearx,
causing’ potent;al reserve margin problems
in 1985 and pos sxbly latcr

. large amounts of external flnancing;will[
be required to f£inance this plan, resulting
in demands for substantial and continuous -
rate relzef. : o

sl;ppage in thc orzgxnal operat;on date of _
SONGS 2 and 3 would have an impact on SDG&E'S
rate base and thus on its abzlzty,.o finance
Sundesert without additional revenue requxre-
nents from ratepayers
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2. The KFAE proposed Resource Plan S, coutainingaone3

unit at Sundesert, suffers from all the uncertainties of ?lan F'
except for the ERCDC NOI' approval. Furthermore, thas approval
was only provided for 50% SDG&E ownersh;p of one un;t lf SDG&E

can demonstrate no need for exxraordrnary rate relzef. Extra-

ordanary rate relief would be requxred, based on oux flndzngs rn'_‘

) Decision Vos. 85018 and 87639, supra, and ouxr decxsron 1ssued
| in: Appllcatron No. 55627, et al. Plan $ also«only‘pro-‘
vides for a 10% reserve margin agalnst SDG&E's Opt;mast;c Con-" o
‘servatlon Forecast. A | |

3. Alternate Resource Plans G, M and V appear to have
considerable and lzkely prohibitive technacal problems on the l
basis of K?AE s analys;s. \{
4. Resource Plan R, wh;ch xncluées the purchase of sub-
stantial amounts (800 MW in three stages) of electrtcal capacxty-:
£rom Mexaco» compares favorably in several ways w;th Plans F

and S. These lnclude-

a. added flexibility through earlier avail-
ability and smaller ancremental units

b. greater probabxlrty of meetlng demand in
the mad-l980 S even w1th‘schedule slzppage

A hagher (lS%) reserve marg;n agarnst ,
SDGSE's Optimistic Conservation Forecast

one-thixd less external flnanczng and :
roughly one-half less 1ssuahce of common
‘ stock requrred = .




roughly comparable revenue requ;remontsfw

from ratepayers in the 1978-86 time period

based on SDG&E's nuclear capital costs;

higher but plausible nucleaxr capital costs

would make Plan R look more attractive

5. KFAE has concluded that Pians R, F,'and'slare‘still

financeable. Howevcr, the XKrAE analysms assumes that SDG&B
will receive all the emex gency rate relxef lt has recuestcd in
Applications Nos. 55627, ‘55628 and 55629 and its entmre ratc request
under NOI 3. herrore, uubstantlal annual rate rel;ef Lherc-
aftex lS assumed for Plana S aﬁd F .o meet SDG&E s allowed
returns. No party to date lﬁ this proceedlng has performed a

detailed financial analyszs of the f;rancxal vxabllzty

of the threc plans under different assump tions regardlng ratc

relief. However, our analysis of the recoxd in this' proceedzng .

shows that:

a. Plan R reguires one-third less external
flnanCLng “and only about 60% of the increase
in common stock required by Plans S and F.
These factors would always make Plan R
favorable under 1ovmal capltal market -
uncertaznty.

Plans S and F, belng vexy capital Latens;ve,
will require substantial annval rate relief
to maintain desirable financial ratios, .
making them infeasible undex the Comm;sozon s
a“optcd ratemaking v*actmces.

Plan R provides far less risk to investors

than Plan F or S. In Plans F and S investors
put up large amounts of capital over the con-
struction period £or Sundesert which are mot'
recoverable until the uncertain date when the
plant is operational. With Plan R, SDG&E puts -
1o capital at risk in advance of receipt of -
power from Mexico. Furthermore, once the
Mexican facilities are operational, all costs
“would be *ecovered semz-annually through ECAC,

_45_




with its balanczng account, m_nzm;zlng the
risk of time delays and aasurmng dollar :
for cdollaxr recovery. ‘ -

6. If Sundesert is not- buxlt, or is not conpletcd in the<
time frame contemplated, Plan R is the only resou*ce plan pre?‘
sented in this OII to date that provides a technxcally v;able
alternative. | . o |

7. Even if one or both units of Sundesert could be bu;lt,
tlmzng p*oblems suggest that SDGSE might need capac;ty przor to ’
Sundesext's availability. Thus, zmmedzate pursu;t of Mex;can |
capac;ty would still be desm*able.

8. Comparison ©f the various estimates £or‘the cohe
parable costs for the construction‘of‘KFAE's Plan R Qhen‘conf“ 
trasted with eomparable ¢cost estimates.for élans E‘andfs'lead‘

o tne conclusion that if the proposed Mexican piantiﬁefe‘ 
constructed within the range of costs in the recordﬁtoedete,
such costs would be reasonable; ,c1early more‘defailed4estinates
must await the outcome of jOlnt studxes bctween SDG&E and the
Government of Mexico as noted in the let ter of March 9, l978
(Exhibit 266). -

9. SDGSE is committed to pursuit offMexican:purchaeé\n
power options ‘or capac;ty' and energy. |

10. The Government of Mexico has expressed xnterest in"
pursuing the Mexico project but has made n¢ formal commztment.

11. The possibility of SDGSE's purchase of Mexican -

capacity would be greatly increased if the first ﬁnif‘aooleas:} '

~46-
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could be completed and operationdi'by‘the end’ of
1982.

12. Negotiations with the Governmént of Mexico-shéuld:
be immediately accclerated and solidified if the £ir$t
proposed Mexican unit is to be on-line by the end of 1982.

13. The actual price per kilowatt houx purchascd ‘rom
Mexico is still undetermined and this Comm&ss;on would have_‘
to approve a final contract, aftexr del;berate consxderatzon -
of price and conditions. o

14. The recommendation by KFAE, endorsed by‘SDG&é, that
the latter be allowed by this Commission to eamm a:retﬁrﬁ_on"
the sale of éower purcﬂased from Mexico; is an extraor&inary"
and unpreceaented request and must be gzveﬁ all due analys;s
and deliperation. No ‘1ndxngs can be madc upon it at thls

 time.

15. There are advantages to SDGSE's pursuxt of the opt;on

of building a transmission line svstem to the Ax;zona border
in¢cluding lmproved *el;ab;lztv, access to new generatzon
sources, and ;ncreased pooltng capab;l;ty. | '

1l6. Rapid action is deszrable on the part of thzs COmmLSQLOﬁ
in SDGSE'S Applmcatlon for a Cerxtificate of Pnblzc Conven;ence and"
Necessity for the *epowerzng of Sllver Gate Un;t 2 and by partxes'

provxdlng the app*oprxate envzronmental permzts foh thxs pro;ect. 
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17. AlL three proposed. resource plans :eqti:é considerable
geothermal power f£rom the Imperxal Valley ln the late 1980" 5. SDG&B.“
must thereforxe aggrcssxvcly pursue this optlon.

18. The following resources may provide contingency cptidns',

to augment Or substitute for eleménts-of~?lans R, S and P:-

1. xepowering Siiver Gate Units 3 and 4
2, repowering Station B

3. pooling or purchase options made available by
the proposed transmission line to Arizona

There is a need for timely evaluation of the viability of these
options in this or separate proceedings. Furthermore;;we;éxpect‘”
the record to be expanded in Phase II of this OIIlto.CQnsidézgpossi—‘

'bilities like repowering South Bay, small coalPPIants,?parﬁicipatibd{

in the Intermountain Power Project (IP?) and‘Palo-Vérde}'among”others, .

‘19; The semi-annual rev:ew of SDG&E's *esource and fmnancxal )
plans seems reasonable g;ven the uncertalnty sur ound;ng .hese
plans and should be couszdered by _hms Comm;ss;on for SDG&E. _

20. In view o the above £ ndmngs, the Comm;ss;on would be
acting xmprudently on behalf of the ratepayc*s ;f 1t dmd not advxse '
the company that cont;nued expend*tures on’ the Sundesert nuclcar
faczlxty other than those cons;stent w*th term;natlon clauses ln -
contracts and those requlred by law from the date of thzs order
forward can only be xecaptured by the company if the Sundesert ”"
nuclearx facility is ult;mately operat xonal. Dmspos;t;on of sunk
costs associated with the Sundesert pro:ec* resultzng from thzs
order and further expenditures on the Blythe szte,vwhzchfhavaeen
approved for future use by the ERCDC, w&ll be consxaered in SDG&E s

next general rate case (NOI 3).
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IT IS ORDERED that: |
L. San Dzego Gas and Elec tric Company shall contxnue
to use its best cfforts to negotmatc a contractAfor the purchase
of Fex;can power subject to the ‘ollowmng cond;tlons-

a) in oxder %o ach;eve an acceptable ‘
capacity: factox, the contract should
contain:

i) provxs;ons for an acceptable main=- -
tenance schedule and for aud;tlng
the maintenance to establish con-
formance ‘with the achedulc,

provisions for desxgn and operatlon
of the facility in order to~ach1eve
acceptable rellablllty.

that the cost of Mexican power should be
just and reasonadble. In this respect SDG&E
would have to receive ultimate approval from
this Commission for the contract.

that every reasonable effort be made to
have at least one Mexican unit. on—lzne by
the end of 1982.

2. SDG&E shall keep the Comm;ssmon staff réguié#ly"

xnﬁormed of the progress of ;ts negot;atxons. |
3.  SDGSE shall commence d;scussxons wzth the wembers
of the California Power Pool to determine the acceptabzlzty
of capacity purchased from Mex;co as "f;rm power.
4. SDG&E shall cont;nue 0 znvest;gate the need for
additional permits reguired for xmplementatxon of the ng;cén"‘

project.
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5. SDG&E shall continue to analyze and pursuc thc con~ -
cept of bulldlng a transmiss lon l;ne system to the Ar;zona border
and apply to the appropriate ageucmes for permzts."" |

. 6. SDG&E»shall contxuue to aggreselvely pursue its
geothermal development plans. In aceordance Wlth th;s,-SDG&E‘
shall file semi-anhtal reports with thic Comm;ssxon commcncxng ‘
June 30, 1972 2s to its geothermal devetopment efforts.

. 7. SDG&E shall subm;t to the CommLSSlon staff a proposed
procedure fo* the review o- its resource and flnanczal plan
seml—annually oz on sore other per*odzc baszs~w1thxn 45 days
oL the date of this order.

8. SDG&? shall present to the Comm;ss;on an updated
analysis of the advantages, dlsadvantages, cost ts, and status
of progress regarding the *epower;ng of Silver Gate Un:.te 3
and 4, South Bay, and Stat*on B within 90 days of- the date

of this decision. The Commlss;on will look into these alterna-‘

tives in this or separate proceedzngs w;thout ;mpedzng the

pProgress ¢of Application ho. 57000.
9. SDGSE shall file any necessary supplemental data
£or the consideration and 1nclus1on of sunk costs related to-

the Sundesert nuclear facility resulting from this order




and sunk costs and Zuture expenditures related.to«thé Blythé

site in its mew general rate case (NOI. 3)-.

10; OII 4 is cont;nued.
. The Executive Director shall provzde cop;es,o*
this oxder to the Emergy Resources Conservation and~Developmépt o
Commission, to the Resources Agency, to the Air Resources
Board, and ¢o all appearances in the procéeéipg.
The effective daté of this oxder is the_date
hereof. | |

Dated at _ . Ssu Franciseg _, California, this

Al cay o _ L MAL . hg0e.

- coxmissioners - . .




APPENDIX A

Chickering & Gregory, by C.Hayden Ames and
Allan J. Thompson, Attorneys at law, and
John H. Woy, for. San Diego Gas & Electric
Company. ‘ '

John W. Witt, City Attorney, by William S.
Shaffran, Deputy City Attorney, for the
City of San Diego; Etta Gail Herbach and
Charles J. Mackres, Attorneys at law, for
the Department of Defense, on behalf of the
consumer interests of all Federal Executive
Agencies; Allen B. Wagnexr, Attorney at Law,.
for University of California; Glen J.
Sullivan, Attorney at Law, for califorxnia
Farm Bureau Federation; David X. Durkin
and Erie Stern, for California Public
Interest Research Group of San Diege
County; George Gilmour and Johnathon
Blees, by Cynthia Melendy, for the
California Energy Resources Consexvation
and Development Commission; and Morrison &
Foerster, by T. Bruce Dodge, Attorney
at Law, for Keith Feibusch Associates
Engineers, interested parties.

Rufus J. Thayer and Walter H. Kessenick,

- Attorneys at Law, for the commission staff.




APPENDIX B

“TABLE TI-14 -
| PLANR
MEXICO PROJECT MILESTONES

vLett‘er.oﬂnte:.l'est T Februaw. 1943
Ameﬁentiﬁprxndﬁle} - - 'Aprnl 19‘&
Contract Proposal Submit:ed S Mayl, 1978
Stte Selection - o J“"l 1978 - )
| ConmctSIgniﬁg | B | ""Aug‘g'stl_;‘1§_73: .
rumcmg Commitments : = ‘s;zj'::cmbe;-'i:'iis%’sf_' |
' Intiate Design v | Septemberl 197 s
. 'Ma.j\dr Equipmen: Proéure;:en; | | December 1, 19 3 o
‘Cci:‘m;téhée cbnstmc:ion | S Jammry l. 1979
Boiler Dehve::y o - | I-‘ebmmyl .1981 T '
'V‘I‘urbine GeneratorDelivery | o o | _M:chh‘l..:_l.QSl--_ LR
Initial Steamto'mrbme I _August:11982 |
‘ Commercm Operation. First Umt‘., (l Decemberl 198..

Unit" - o "Ja.nua:ry 1985
Units . October, 1986
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Orders SDG&E (1) to stop development of Sundesert Powex Progect

in Blythe, California; (2) to try to develop electrlc genexration
plants in Mexico.

COMMISSIONER WILLIAM SYMONS, JR., Dissenting

foday's order nails down the coffin’lid on the Sundesert Power
Project for Southern California.

Thexre is an irrational rush to klll Sundescrt yet there is no
reliable alternative to replace the electrzcxtv-that the people of ‘
Southern California will need. Their future is now one Qf-hxgh,
riﬁk -- high risk of proloﬁged shortfa11 of eleCt:icity Sﬁpplies
with its attendant ills: (1) stagnation fox the economy,-and,(Z)

deprivation and regimentation for the people.

What is going on here? An imparcial'observer who looked only ﬁt”
the record in the Commission's Investigation 1nto future electrzclhy
resource plans would clearly choose Plan F. It calls fox the

. construccn.on of two 950 MW nuclear reactors at Sundesert. The -

recoxd shows San Dxego Gas & Electric can fxnance Sundesert."rhe~record‘

shows power produced at Sundesert will be cheaper than power produced by‘, “

any othex source. The record shows that Sundesert can be déné in time
(i Califormia's regulatory agéncies will allow it ro be done on
time). Further, the record shows that Sundesert w1ll perm;t Southern
California to take the all-important step of dzversxﬁylng out of oxlﬂ/
Why, then, has thc Commission voced o kzll Sundesert? The'
order is not forthright enough to adknowledge .hat the antm-nuclear '
polities of the c¢urrent state admlnxstratxon m‘fzva:es thls dec;s;on‘
lnscead the order pretends to be based on finances and :he xn:ereSCsf

of the San Dzego ratepayer. No matter cha the record does not back ub@
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this financial assertion, the ncw-issue is'sufficiently.techniéel”
that only those few with training and access to the record will be
able to refute it.

The political assault on Sundesert suf‘efed‘a‘setback with
the April 27, 1978 opinion of the California Attorney General that
the legislation obstructing Sundesert was invalid wnder the Un;ted
States Comstitution. However, this PUC oxder with its‘finenciale
assertions overwhelmingly azds the polmtxcal assault on Sundesert
and makes a full assembly vote or statewide referendum permlttlng
exemptien extremely unlikely. | _

The result is that today the‘Comm ssfon, without any facts to
sustain such a vote, has decided to kill nucleer power in“California;
This policy coincides with the Governor's anti-nuclear mentali;y;e.It 
abandons the path to a safe and reliable su?plv of energ&lfor7seuthcrn
Californians, and instead stumbles off in pursuic of a Mexlcan pro;ect.

This "alternatxve" has as much present substance as.a m;rage -
not even one term in the contract this would require has been negotxated

agreed upon. There arefno power plants. Nousi:e‘has:been‘Selec:ed'

or researched. In fact, the Mexicans have let it be known that

they won't start dealing until after Sundesert is dead.

In charting this new path for Southern Caleornma power supplxes.‘
it behooves the Commission to cxplaxn why, and also To. explaxn how-
we are goxng to keep California’s economy “unctzonrng. and 1ts people
safe and comfortable, w*tHoue nuclear cnergv ~ None of these cruclal
questions are addressed in the orxder released today. ~Inscead ~we”are
offered an opinion of over fifcy oages which secks to hzde the real

issues behznd smokescreen xsqucs of "financeabilicy"” and“ tlmclznessgm

-2-
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These concepts have nothing to do with the suicabiiitv 6r idck‘
of suitability of Sundeserc. I would like to cxplazn why.

Sundesert is Financeable. The Mexican Prqjecc w111 cost

San Diego Ratepavers more:5VThe Public Ut llltlcs Commlss;on and the'

Energy Comm:ss;on have fou* studles concerning the abzllty of

San Diege Gas and Electrlcqto finance ome-thixd to one-half of a

two reactor facility at Sundesert. The verdict was unanimous: without

extraozdinary rate relief, SDG&E can handle a project‘of’éHiQ_éize.

Today's deecision seeké’to bury that factfupder a.wateffall;ofg
nisleading statements. The most serious of these is the contention
that Sundesexrt cannot be financed. The Commission majo:ity‘magicaily:
comes to this conclusion after a short, cnlgmatxc analvszs of ?UC s |
pbliéy on thé frequenéy with whichfré:e xﬁcreases are to be zssued
and the financial condition of SDG&E.

The fact of the mattexr, however, is that SDGSE can afford
Sundesext if che PUcywants To allo@ the faeility builc. (1} SDGS&E"s
financial condition has been a“d'wiil bc,under PUC controi; (2)
contrary to the erroneous. assert fon on page 35 of today s order,‘
the regulatory lag plan doesn t prevent, either expressly.or
impliédly, annual rate increases. 'Ironically, X néteﬂthat’the_ECACI.
rate increases which underpin the Wéxican ai:e*nativevcome~eﬁery'
six ﬁonths, The .control to raise this spec_ous obstacle of untxmcly
rate relief is, as 1. always is, xn the hands of the PUC. And we

should want Sundesert builc, because it wxll be cheaper uhan any

alternative.
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The majority decision rgiies considerably on one'stﬁdy. Thé 
Keith, Feibusch Associates, Engineers (KFAE). The Pﬁc vappro‘ved',azid'«,.
SDGSE hired this firm to provide an 1ndependent fznancxal analysms
of SDG&E’s resource plans. ‘

The Xeith, Fezbusch analysis notes the following as to cost:

building two units at Sundesert, and permitting SDGSE to own half

of them, or 950 megawatts, will mean annual compound rate increases

of 7.7% for the utilitv's ratepavers. Ensenada -- which T will refex

to aS‘theﬂ"Mexican connection' ~-=- at best gives the utility only

800 megawatts, and will *egumre annual compound rate increases of 8.8%.

' Thus, the Mexican Connection means a greater an*ease xn rates
to the ratepayer, for less power. Why? A major reason zs that under

the sketchy plans revealed so far, the Mexican oil used in Ensenada

. will cost $20 a barrel in 1980, and :’.ncfease at 10% -'annualvly By

these terms, the oil will cost $32 a barrel in 1985, 552 in 1990
rand, by 1999, an ineredible $122 a barrel At those prices it Ls

not hard to understand why Sundesert is a bargaxn.

The cost comparison goes even more in Sundesert's favor if

we take three additional facts into comsideration:
1. Under Energy Commission limitatioms, SDG&E will

finance one-thixd, not one-kalf; of two units;
The analysis as to the cost of the "Mexican
connection” does not include 2 rété of return on
resale of electricity requested by SbG&H;
Nor does it include the fact that aftér the oil-
fired plénts aé' Ensenada are paid for, ovmersliip‘
reverts to the Mexicans. Sundesert remains ours

as long as It ia uneful.

A
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. Timeliness? The Mexican P'roj'ect is uncertain. Sundesert can be’

on time  The decision dwells at length on anobher

supposed advantage of the Mexican Connecczon that it can be built
in time, while Sundesert camnot. This is nomsense.

A. Inzentions of Mexico. As of. today, we don't even

have a commitment from Méxlco £o start to buzld one
" plant. This po;nt is well proven by quotlng the
full text of the lettex in which Mexxcojsupposedlyv

agrees to build the faecild tvf

"Mr. R. E. Morris
President
San Diego Gas & Electric Co.
P. 0. Box 1831
San Diege, California 92112
. U.S.A. '

I refer to your cablegram dated March 4, in order to tell

you that the President ¢f the Republic has issued 1nstructzons
to the effect that the Federal Electric Commission, in :
coordination with this office which I head, initiate a series
of studies and analyses concerning the possmbmlztzcs of
exporting electrical energy to companies such as San Diego

Gas and Electric Co. With this in mind, the project proposed
by vou will be considered once these studzes previously.
ment*oned have moved forward sufficiently to determznc'the
project's feasxbxlm:y. .

Attentively
The Undersecretary

/s/ Fernandq“Eifiaxc"

Clea-ly, the letter says no such trmng.

The Mexican Conmnection is, in fact already behxnd schedule
Accoxding to the Mexico ProJect Wllestones (Appendmx B
today's order), there was supposed to be an agreement in -
pr;nc;ple between Mexico and SDG&M by Aprml L, 1978 Has

any such thxng happened?  No.

-)‘
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Nor is there amy reason to believe or‘hépc that the
Mexicans will aépréach the éqnnectioﬁ &ith any sen$e 
of urgency. At best, only 300 megawatts'-- of a
p*ogec ted total of 800 -- will be doné in therterh '
of the lncumbent p*esxdenc. As the record indicaté§,
whether his successoxr will wish’to push ah¢ad‘on'the
remaining 500 is anyone's guess. Should the next

Mexican president decide otherwise, the consequences

for the cconomy and people of Sdﬁthern‘CalifbrniaiWill

be grave.

Intentions of the United States Govermment.

W:.ll the approval to :.mpo"t major suppln.es of:; electr:.c:.ty

£rom Mexico require formal f£federal proceedings?

Remarkably, scant reference is made to this‘éonsidération

in the tramseripts, Vol. 71, p. 6285: |
"We have had discussions with M. O’Leary‘and with some of
Mr. Schlesinger's staff, and with the Deparfmént'ongnergy;”
concerningyt e Mexico progcct and have rece;ved a very

positive 1ﬂd~catzon that they w1ll look favorably upon 

the progect.

The question of federal p*oceed1n~s is unanswered. W¢ 
note that importation of natural gas from Mexico on theiff
Gulf Coast has been blocked for several months by‘actzon_ 
of the federal administration im Washlngton. The:

higher price to be paid for the mmported energy and
its‘cffcct_on the U. S, balanccfof-paymentsfdgfmc;t;was_

the cause. It is not illogical to expect the same

6~
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critical review of the price to be paid for
imported Mexican electricity will be conducted by
our federal administration.

Requirements of Califormia Statute. Also, the

analysis of the feasibility of the Mexican Conmection
assumes as a "necessary condition” that mo Certificate
of Public Convenience and Necessity from the PUC wzll -
be required for this p:ojeét; ‘(Négessary_Condztmqn 3,
page 18, today's oxdex) This assﬁmpﬁion‘ié'ﬁnfbundé&.'
- State law requires PUC certification éroceedings; As
we told SDG&E on October 18, 1977, in oux decxs;on on

K31p3*0w1tz-

"... San Diego Gas & Electric Company shall:nét begin .

construction of any line, plant or syétem;‘whetherf
in California or otherwise, without first obtaining
from this Cotmission a certificate that thewﬁresent
or future public convenience *nd necesszty requﬁre or
will require such conqt*uctzon. (O*dcrxng Paragxabh 1,
p. 27 of DQCLSlOn No. 88005 )
Sundesert's progress, on the other hand, is well along and
its fate lies within the hands of California State agencieé, I
agency officials applzed only a part of the vigox they use to slow
down these progec.s to helpxng deadlzneu be met, we can have thls

project on lzne before serious reserve problems develop.r

-7-
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Despite today's decision, ome fact remains clear: Sundesexrt

is the only altermatve to scvere power shortages in Southern
Cdifornia in the mid-1980's. My hope . is that when those shortages
hit, the millions of people sufferiﬁgfunder the effects of todéy's
decision, will remember the bureaﬁcr#ts and the politiciéns.

responsidle for their 'blammed™ scarcity.

San Francisco, Califormia
May 2, 1978
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COMMISSIONER CLAIRE T. DEDRICK, CONCURRING & DISSENTING:

I concur with those porta.ons of this :.ntonm opinion wha.ch £ind thnt _
the Sundesert nuclear project COle ‘not be financed by San’ D:Lego Gas and . ‘
Electric Company without massive_ and frequent rate relief. We wonld .completely
disregard our duty to the ratepeyer‘i; we were to. allow continnntion”of:this
project ngen its inevitable affect on’ rates: and the f:x.nanc:.al integrity of
SDGSE. _ . -

I further concur in those portions of this opinion whic.h c:Lte‘ repower-
ing of Silvergate Units 2, 3 and 4, South Bay and Station B, development of
geotheml resources, and exploration of the £easiba.l:.ty of small coa.l pla.nts
as viable resource plans f.or SDG&E s short-term needs. Development of such )
existing or ensily acquired resources are, as the opimon correctly notes, ‘
essent:.a.l features of SDGEE"S requirements to the year 2000. o

I dissent, however, from ordering SDGSE "to continue to use its best
efforts to negotia.te a contract for the purchase of Mex:.can ’power “eea® when
such an option is presented as the only viable course for SDGEE o follow.

Such a propesal suffe::s serious policy and practical deficienc_ies-_ As ‘a‘ mattexr -
of policy, this order would allow users of enexgy in this countryftolexport‘tof
another country air pollution consequent o bu::n:b:g high snlfux oil for gene:ation. :
Given that California has the toughest and most comprehens:.ve aix. quala.ty la.ws in - _
the nation, enacted presumably for the good o.. the people, do we now want to statc |
as a matter of po:!.;cy that it is permissible to pollute as long as’ the poll‘.ut:.on
affects only those outside our borders? Since California would have no control
over the air qua.hty aspects ¢f the construction of this pla.nt, such a position
is the inevitable result of this opinion. o '

Secondly, as a practical matter, the option‘here handed SDG&E by the _
Commission offers not only uncertainty for San Diego's future supphes of.' power.
it does not offer even reasonable expectnt:.on- Consider: SDGSE is oxde::ed to
use its best efforts to seek formation of a contract, the terms of which to be
proposed by the o"ieror remaining unknown; w:.th a oren.gn government, o pu.rchnse
power at an meown and unpredictable price; to go into effect by the: end of 3.982
when not a stone ha.s been turned for comstruction ner a contractunl terzn voiced
in foma.l negot:.ations. To xecommend a path such as this as the o ___z vn.able ‘
option to. a company which has experienced sucb. past misadventures and :.3 :x.n such
a f:.nanc:.a.lly tenuou;s pos:x.t:.on :.s s:.mply not acceptable.

San P:i:ancisco, Ca.li,forn:.n
May 2, 1978 '

Commissioner
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COMMISSIONER VERNON L. STURGEON, Comcurring

R Today s order adds a sad bdbut necessary'po>tscr1pt to lasn
nonth's shortszghted action by the Assembly Committee on Resource>,
Land Use‘and Energy.v That committee’s failure to pass SB IQIS,
and thus’ keep che Sundesert project alive, requires us to cocay |
tell SDG E who pursued the Sundesert project in the best of'faitb«‘
with its ratepayers and shareho’ders to glve up the progect.'~

Fortun ely, this does uot mean giving up the Bly he qxte
which has' ac:u¢1 1y received the aggroval of the Energy Comm1<>zon‘~‘
(How this breach of ERCDC policy occurred one can oncy speculate )
Today's order uzsely permits SDGSE to_znclude site expendltures
for consiéefction in NOI 3. The Blythe site may thuSMstiil ﬁlay
a role in Caxzfornza s energy future. |

I stxll Tem azn ¢onvinced that-the Sundesert alternative‘for
ugglltxes in Southern-California would have been superlo* to ‘the
option we teday urge SDGGE to pursue. Today's order nay eventually
rcsul in: 25 of the San Diego area's electrzcxty requzrement bezng
produced 1n-Mex1co. Why ¢an't that power be produced in Calzfornxa’
The answer fs simple: and it is one which this Comm;ssxon, by szgnzng
today's order, implicitly accepts: under Caleornza s statutory
and regulqtory £ramework of env;ronmental restrzctzons as p*esently

administered, a power plant cannot be constructed 1n thzs state

in Time (3£ it can be built at all) to meet the electric needs of

»




thé San Diego area. We have, to be sure, legislated. and regulated‘
oufgclves into a net from which we only seem To be able to escape’
periodically through the vehicle of "crisis legzslatzon."

The late SB 1015 was an example of such 1egislation. . That
bzll which would have exempbed the Sundesert faC111ty from the
provzszons of Public Resources Code Sections 25524.1 and 25524.2,
passed the Serzte but, as stated earlier, died iﬁ.the Assembly | |
Resources, land Use and Energy Committee. That SB 1015 had'to be
introduced to try to save Sundesert is evidence of the fact that
as recognized by the Callfornla Senate, California's statutorv and
regulatory framework unreasonably restricts us_from makzng thc
crizical énergy decisions required to see us through the‘rest;of
this century much less plan for the twenty-first. |

The Liquefied Natural Gas Terminal Act of 1977, SB 1081, is
another example. Faced with the very real probabllzty of cur:axlment-

~ of natural gas service to Southern Califormia P1 and PZA cuszomers

- by the early 1980's 1/ the Legzslature and the Governor realz-ed
that "the importation of liquefied natural gas - - - may be a
significant reans of as»urlng that adequate and rel;able Supplles
of natural gas are obtained . . . to meet the state’ s needs and 0
prevent natural gas shortages . . 2/ The Legxslaturc and the

Governor further determized that in order for a,LNG‘termznal=g0‘bc

1/ Public Utilities Code Section 5551(c).

2/ Public Utilities Code Section 5551(b)

-2-




constructed in time to prevent shortages:

-

.““"it is necessary to vest exclusively in one state‘agéncy
the authority to issue a single permit authorizing the
location, construction, and operation of such terminal,
and to establish specific time limits for 2 decmsxon on
applications for such permit."3/

The obvious implication from that determination, reaffirmed‘by
today's order, is that absent extraordinary measures, such as
SB 1081 or SB 1015, California camnot act effeqti#ély to insure
" adequate utility service to its citizems. We are coﬁpelléd,‘as
a prerequisite to action, to make innumcrablc‘fo:cc;sts,fstﬁdiés,
prediciions and analyses which, almdét invariably, are subject,
individually or collectively, to some form of attack~in‘the-c6urts.
Only when the acuteness of our dilemma becomes.so‘obvidds that‘it |
¢an no longer be ignored does the Cal;fornla bureaucracy decmde to
act. At that point little can be done in time if the trench warfare
that we call the California permit process must be adhered‘to.
Suddenly we have a crisis requiring a crisis sofution; Eatherl.
extraordinary measures such as SB 1015 or SB 1031 are requzred to
extricate us fram our self-imposed net, or, as today, we Opt for
a clearly inferior choice szmply because it is the omly one available
within the statutory and regulatory framework ‘in whlch-we_fzndg ;
ourselves. | |
The citizens in the San Diego area as well as all Caleornzans

deserve more from government than crisis deczsxon makzng as a

substitute for plaanning. It is time for the Legzslature to rethznk

3/ Public Utilities Code Section 5551(d).




the wisdom of imposing restraints which, .in the name. of onvmron-

u\

mcntalzsm, 50 scvcrely inhibit our abxl;ty to plan for ‘andimcet,

our future energy needs. While preservzng the environment, we

should sTill be able to provide man with the energy essentxal to

his exzstencc.

Commissioner

San Francisco, California
May 2, 1978
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RICHARD D. GRAVELLE, Commissioner, Concurring: .

The decisionwissued'today'invoiving'San~Diego*Gas &‘ElecfrioJ
Company will be hailed by those who are pno-ior anti—nuoieargas‘
either a catnstnophe or landmark viefory. Elther chnracter;zatxon _
is totally inaccurate and misleading- It w:ll ‘be employed only by
those who possess a mot;vat;on for confuszon to serve thelr own -
purpose, or some self-percezved and self-xmposed requ;rement to comment ff
on the publxc lnterest"' . | | , -
Before any statements are mnde‘about the dee;szon, it should
be read, from start to fmn;sh, earefully, and objectlvely. \If-that
is done, the reader wmll :eal;ze that the dec;s;on szmply-addresses
the financial ability of San Diego Gas and Electxic Compnnyf on a
relative baszs, to meet its future enexgy requlrements - nothzng moxre,
noth;nq less. It does not proh;blt the.company from;prooeeonng‘wmthu
Sundesert; moreover, it in no way precludes the'deﬁelopment of”Sunoese:t '
by a consortium of entities that might be beﬁter‘able to{affordpthat‘
project. It‘does point out that tnis Commission,‘meeﬁing its'eeaﬁueory‘
obligations to both the consumer and shareholder of San; Dxego~Gas _
and Electric Company, can readxly predict, based upon the record made
to date, that neither can afford the partlc;patxon planned in Sundesert
by the company management. Such a determznatmon at this tlme ;s
benefzozal to all those concerned wath the f;nanczal health of the ‘
ut;l;ty and the future energy needs of the re31dents both buszness and .
domestzc, of the San Diego area. It is up tofothers than th;s Commassxon
to deal with safety, siting, licensing and the llke- Our responsmbllxty
as it exists today is basically economic. We have met our responsmbllnty,‘

it is now up to those others to meet the

San Francisco, California
May 2, 1978




