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CHAPTER 1

Intermediate term contracts must be credited to ratepayers

Witness: Steve Linsey

I. SUMMARY AND RECOMMENDATIONS


ORA recommends that the Commission follow the AB (Assembly Bill) 265 law, as well as its own prior findings, and credit the entire net profit from the two intermediate term contracts of PacifiCorp and Avista
 between June 1, 2000 and December 31, 2001 (the AB 265 period) to the accumulated undercollection. Correspondingly, the Commission should resoundingly reject SDG&E’s still unproven claim that the intermediate term contracts are a “shareholder asset.” 


In order to follow the law, the following accounting should be used:

SDG&E has booked $150 million of contract profits for most of 2001 to electric customers, notwithstanding SDG&E’s disagreement with the Commission’s decisions. That accounting should stand. In addition, SDG&E should be required to reverse $130 million, plus associated interest for contract profits accruing between June 1, 2000 and January 31, 2001.

The choice before the Commission is a stark one. ORA’s case is that application of AB 265 is essential and straightforward, and clearly requires that all post-AB 265 contract profits accrue to ratepayers. SDG&E’s case is far from straightforward, and requires that determinations supposedly with regard to AB 1890 trump the straightforward AB 265 language. SDG&E largely does not address AB 265, or ever state why the requirement that contract revenues be used to benefit ratepayers does not apply to intermediate contracts.


ORA’s testimony covers four areas. Section II provides a short discussion of the amount of contract profits, and the effect of this case on the balancing account. ORA then provides its brief affirmative case that the intermediate term contracts (ORA uses both “intermediate term contracts” and “Purchased Power contracts”
) are exactly what they look like, utility managed generation, and accordingly are required under AB 265 to be credited to the balancing account. In Sections IV and V, ORA critiques SDG&E’s affirmative showing, first addressing Mr. Schavrien’s testimony, and then Mr. Reed’s. Ordinarily, ORA would not extend this amount of effort to demonstrate the flaws and mistaken facts where a utility has clearly failed to meet its burden of proof. However, a recent offer of settlement from SDG&E is based on premises, which are factually inaccurate and put forward erroneous characterizations of the value of the contracts. This is the first case involving those contracts where testimony has been filed. ORA’s testimony provides a record which amply demonstrates that SDG&E’s assertions that the contracts constitute a “shareholder asset” are empty ones, and that even if there was a record to find that the contract were a shareholder asset, the ultimate statutory language, as well as that proposed by SDG&E, include these contracts.


ORA’s recommendation is based primarily upon the following undisputed facts:

· Public Utilities Code Section 332.1(c) requires that “The accounting procedure shall utilize revenues associated with sales of energy from utility-owned or managed generation assets to offset an undercollection, if undercollection occurs.”  

· The intermediate contracts are a utility-owned or managed generation asset.

· The Commission has never made any affirmative finding that the contracts are shareholder assets.

· SDG&E never sought or received approval for its “below the line” accounting.


SDG&E first claimed that the contracts were a shareholder asset in its Application for Rehearing of D.01-01-035. This proceeding represents the first Commission proceeding instance in which there has been filed testimony and hearings on SDG&E’s allegation. In summary, the main elements of SDG&E’s case are:

1. Hedging during the rate freeze period was a stated motivation for SDG&E to enter into the subject intermediate term contracts.

2. SDG&E’s accounting as a transition cost was questioned by Energy Division staff.

3. The Commission found that SDG&E’s accounting for transition costs was appropriate.

4. SDG&E did not think it could book costs anywhere besides “below the line.”

5. Therefore, the finding that SDG&E’s accounting for transition costs was appropriate implicitly meant that the contracts were shareholder assets.

SDG&E’s testimony is deeply flawed, and each and every element above is questionable. SDG&E’s showing largely reflects SDG&E’s internal decision-making and deliberations, which provides no probative evidence of what the CPUC authorized. The major reasons why SDG&E’s claim should be rejected are as follows:

1. Even if hedging constituted a reason for SDG&E to enter into these contracts it was never stated to the commission, and therefore the CPUC could not have considered whether hedging AB 1890 price risk constituted a basis to determine that the contracts were somehow separate from the provision of utility service.

2. The decision to reverse booking from the Transition Cost Balancing Account (TCBA) was made unilaterally by SDG&E.

3. The scope of the Commission decision was related to the appropriateness of SDG&E’s transition costs, not how SDG&E accounted for costs outside of transition treatment.

4. SDG&E’s thinking that it could not book costs anywhere else has no basis, and was incorrect.

5. Since SDG&E never asked the Commission to determine the accounting treatment for intermediate contracts, there is no event that transformed these contracts into shareholder assets.

6. Even if it could somehow be found that these contracts are shareholder assets, SDG&E itself proposed language for AB 265 that required all utility assets to be used toward the undercollection.

Much of SDG&E’s case is built around one line from the Energy Division (often referred to as ED) report that “Energy Division could not find any Commission decisions that required SDG&E to record post restructuring Purchased Power contract profits into its TCBA.” In order to evaluate the meaning and significance of that single sentence, ORA reviewed and considered the entirety of the report, the record in the proceeding, and events from related proceedings. Sections IV.A and B of this testimony adduce overwhelming evidence that the Commission never decided the intermediate term contract issue at all. The placement in the Energy Division report shows that it was not a recommendation of Energy Division. The record in the ATCP shows that it was not addressed by any party, including SDG&E, or the ALJ. SDG&E’s comments on the ALJ’s proposed decision reference changes related to Purchased Power contracts in the Transition Cost Balancing Account, but identify no issue related to changing the wording to segregate intermediate term contracts from other Purchased Power contracts. SDG&E’s comprehensive ratemaking testimony to end the rate freeze, filed while any issue of intermediate term contracts was pending and uncertain, did not have a single word to address the intermediate contract issue. 

ORA has also obtained very significant documents covering SDG&E’s advocacy related to AB 265. These documents clearly show that SDG&E itself supported, indeed proposed, that revenue from all utility owned or managed assets be used to offset the undercollection (See Section V.A.). SDG&E’s vigorous flip-flop should be just as vigorously rejected.

II. $281 MILLION OF CONTRACT PROFITS WILL REDUCE THE ERCSA BALANCE BY $130 MILLION; ACCEPTANCE OF SDG&E’S ARGUMENTS WILL INCREASE THE BALANCE BY $151 MILLION

ORA’s testimony in this proceeding addresses the disposition of contract proceeds solely from the June 1, 2000 effective date of AB 265, through December 31, 2001, the date the last of the intermediate contracts expired. ORA understands that SDG&E reaped some $70 million in profits between April 1, 1998 and May 31, 2000. As demonstrated herein, a claim could probably be made that SDG&E never was granted any of the contract profits. However, pursuant to the scope of this proceeding, ORA is not addressing those issues here.

The value of the intermediate term contracts has been a matter of some confusion. This confusion is understandable. First, the actual value of the contracts themselves has been highly variable because of changes in market prices and because of the proposed June 2001Memorandum of Understanding between the Department of Water Resources (DWR) and SDG&E. Secondly, the actual value of the contracts does not translate directly to the impact on regulatory accounts.

Last year, ORA and other parties quantified the value of the contracts as $363 million. This was based on a value of $240 million in profits between June 1, 2000 and June 1, 2001, plus $120 million in profits attributable to the proposed deal between DWR and SDG&E. SDG&E’s financial presentation
 indicates SDG&E never performed under the contract with DWR. Instead, SDG&E retained the generation for its customers. In addition, when FERC finally imposed meaningful price caps around June 2001, market prices went down drastically. Therefore, the June 2001 forward profits are only $43 million. 

As shown in Attachment 4 to Mr. Schavrien’s testimony the amount of contract profits were $281 million between June 2000 and December 2001. Because SDG&E has complied with the Commission’s directives in D.01-01-035, the contracts have already been reflected in the Purchased Energy Cost Account (PECA) balance for February 2001 forward. Contract profits from June 2000 through January 2001 have not been credited to the PECA. Acceptance of ORA’s recommendation would lead to a reduction in the PECA balance equal to June 2000-January 2001 contract profits, plus interest. That amount without interest is $130 million. If the Commission accepts SDG&E’s argument that the contracts are a shareholder asset and cannot be reflected in rates, then the $150 million from most of 2001 would be reversed, and flow to SDG&E shareholders.

III. NET PROFITS MUST BE CREDITED TO RATEPAYERS 

The intermediate term contracts are utility-managed generation assets. This fact appears to be uncontested, although SDG&E does contest ownership of those assets. Section 332.1(c) of AB 265 was effective June 1, 2000 and requires “The accounting procedure shall utilize revenues associated with sales of energy from utility-owned or managed generation assets to offset an undercollection, if undercollection occurs.” By SDG&E’s own admission, revenues associated with the sales or energy from these utility-managed generation assets have not been used to offset an undercollection, and an undercollection has in fact occurred. Thus, as required by Section 332.1(c) the accounting of contract profits from February 1 to December 31, 2001 should stand, and contract revenues (and costs) from June 1, 2000 through January 31, 2001 must be credited to the undercollection.

IV. CRITIQUE OF TESTIMONY OF MR. SCHAVRIEN 

A. There was no issue on intermediate term contracts to be decided in D.00-02-048 

According to Mr. Schavrien, D.00-02-048 clearly, unequivocally and irrevocably decided that intermediate term contracts were to be booked below the line as a shareholder asset. Yet, D.00-02-048 does not use a single word to address the issue. SDG&E’s position is that nothing means a great deal. ORA shows here that nothing means nothing.

While perhaps not a mystery, one of the more perplexing contested issues in the intermediate term contract saga is why didn’t D.00-02-048 have a single word about intermediate term contracts. SDG&E’s clever artifice attempts to make something out of nothing. ORA’s testimony now addresses the bureaucratic tale behind SDG&E’s McGuffin. Alfred Hitchcock is the undisputed master of suspense. Hitchcock built some of his most suspenseful films around a device he called ‘The McGuffin’ which was, in effect, nothing. The McGuffin was a brilliant device, and ORA believes that SDG&E has been comparably brilliant in its construction of a case based on the McGuffin.

In this case, the reasons for nothing are hiding in plain sight. The twists and turns behind D.00-02-048 are far less entertaining than “North by Northwest” but lead no less inevitably to the ultimate conclusion. In North by Northwest, Cary Grant is identified as George Kaplan. Kaplan does not in fact exist at all, but was literally an empty wardrobe. In this case, the issue that SDG&E claims was decided unequivocally is about as real as George Kaplan. 

1. The record demonstrates that intermediate term contracts were on the wrong page to be a recommendation

ORA has carefully reviewed the formal record in the ATCP. The answer is simple, but rather laborious to reach: the sentence Mr. Schavrien cites from the ED report as being so critical in determining that contracts were a shareholder asset was not critical at all during the proceeding, because it was in the wrong place in the ED report to be considered as a recommendation. That sentence is: “Energy Division could not find any Commission decisions that required SDG&E to record post restructuring Purchased Power contract profits into its TCBA.” 

This was the first ATCP.  It was a complex proceeding, which consolidated the applications of PG&E, Edison and SDG&E. There were multiple issues for multiple utilities, and a good deal more controversy for PG&E and Edison, than for SDG&E. By the time events like the Energy Division report occurred in this proceeding, SDG&E had already filed for an end to the rate freeze, so that several issues relating to transition cost recovery were less important for SDG&E.

The Energy Division report was a highly controversial document--in places. After the Energy Division filed its report in February 1999, the utilities moved to strike a recommendation addressing rate reduction bonds. Rate reduction bonds have nothing to do with this proceeding, other than revealing the leitmotif of how this case was approached—both by the ALJ and by SDG&E itself. 

The ALJ granted the utility motion in an April 19, 1999 ruling. In so doing, she referred to page 3 of the ED report, which listed Energy Division’s findings and recommendations, and page 17, which had discussion of the rate reduction bond issue itself. In complex documents like the Energy Division report, things are rarely prominently missing. What is missing from page 3, the findings and recommendation section, is any mention of Purchased Power contract profits. This absence of this issue from ED’s recommendations is a further indicator that SDG&E’s characterization of ED’s “proposal” is wrong. 

On April 20, 1999, SDG&E filed its comments on the Energy Division report. SDG&E’s comments are organized by the recommendations on page 3, and do not contain a single word on Purchased Power contract profits. 

ORA also reviewed the prehearing conference transcripts. Both the first and second prehearing conference indicate that the ED audit and report were a source of confusion. Within that confusion is one clear colloquy. At page 31, ALJ Minkin indicates her concurrence with Edison’s attorney’s understanding: 

“What – I guess we have a question as to what becomes of them then. Or to the extent that other parties didn’t raise those issues, is it just then you were going to look at the report and our comments and then make a decision on something?”

There were no comments on intermediate term contracts, which was precisely what the Commission focused on. Hearings occurred in July. Again, SDG&E was not at issue. There was no cross examination of any issue having to do with SDG&E.  SDG&E’s opening brief on September 20, 1999 is organized similarly, except it addresses the Mitchell/Titus special procedures audit, the ED report and the settlement SDG&E had reached with ORA. It does not address intermediate term contracts

In short, the conduct of the proceeding points to one of two conclusions. The first, and decidedly more likely, is that Purchased Power profit was not an issue in this proceeding, and therefore was not decided at all. The second is that if the Purchased Power profit was actually an issue, it got lost in the shuffle, and therefore was not decided at all.  

2. SDG&E’s comments on the ALJ proposed decision further indicate that intermediate term contracts were not an issue

Aside from one sentence in the ED report, the only mention of purchased power in the record of the ATCP occurs in SDG&E’s comments on the ALJ proposed decision. SDG&E’s presentation of the issue in their comments provides a very strong indication that the disposition of intermediate term contracts was not an issue before the Commission in the ATCP.

Section II of SDG&E’s comments is headed “The language regarding the calculation of transition costs for SDG&E’s purchase power contracts is inconsistent with Commission-adopted tariffs and is unnecessary to support the proposed decision’s finding with respect to carrying costs on the Portland/AMAX contract.” SDG&E’s comments go on to describe PPAs as power purchase agreements—without qualification. There is no caveat that intermediate term power purchase agreements will be treated differently, because of the ED report. Therefore, it is reasonable to conclude that all PPAs, including the subject contracts, would continue to be treated the same, and within the TCBA. 

Even more tellingly, SDG&E attaches the relevant portion of the TCBA to make its point.
 This particular tariff sheet covers power purchase agreement entries, and refers to all PPAs. If the ATCP decision were to change the accounting treatment for the intermediate term PPAs, but not for others, SDG&E’s comments should also have provided for tariff changes to exclude the intermediate term PPAs. SDG&E’s comments did not, and the only reasonable conclusion is that SDG&E’s own words and actions provide clear evidence that intermediate term contracts were not an issue to be decided.

3. SDG&E’s compliance advice letter demonstrates either that 1) intermediate term contracts were not decided by the Commission or 2) SDG&E is out of compliance with the decision

Ordering paragraph 9 of D.00-02-048 requires:

Within 21 days of the effective date of this decision, SDG&E shall file and serve a compliance advice letter to confirm the adopted settlement and adjusted entries in its TCBA and related memorandum accounts. The advice letter shall become effective after appropriate review by the Energy Division. In addition, SDG&E shall update its TCBA for the adjustments required herein, which shall be reviewed in the appropriate ATCP.


Mr. Schavrien’s testimony contains no mention of this requirement. SDG&E did duly file Advice Letter 1218-E using Mr. Schavrien’s letterhead
 “…to confirm compliance with D.00-02-048.
” It addressed the settlement with ORA, as well as other issues addressed by the decision, including removal of carrying costs associate with the Portland General/AMAX regulatory asset, and Industrial Development bonds. It did not address removal of any contract profits from the TCBA.


In justifying SDG&E’s decision not to seek regulatory approval of below the line treatment for intermediate term contracts, SDG&E claims that it generally does so only if specifically ordered by the Commission.
 As shown above, the Commission clearly ordered SDG&E to confirm the accounting changes. By SDG&E’s own admission this would have been a situation where SDG&E would have sought below the line treatment.


The AL has no mention of the reversing entry that SDG&E had made to the TCBA, nor any change of scope of accounting practices for purchased power agreements.  If SDG&E’s argument that the Commission approved of the accounting reversal is correct, then SDG&E is not fully in compliance with the requirement to serve a compliance advice letter filing to confirm adjusted entries in its TCBA. The absence of any reversal to the TCBA is further evidence that the issue was not decided by D.00-02-048.

B. SDG&E misstates the content and role of the Energy Division report

1. The Energy Division review was not an audit


SDG&E has inappropriately relied upon the ED’s report in the ATCP proceeding. Mr. Schavrien discusses the ED’s review of the TCBA (pp. 9-12 and further) and characterizes the ED’s review as an “audit.
” Mr. Bumgardner’s activities and the Energy Division report were not an audit, but a regulatory review. This distinction is significant in that it affects the scope of recommendations that could come out of such a report, and takes on further significance when linked with other erroneous statement of Mr. Schavrien.

The summary of D.00-02-048 takes pains to make this clear:

The Energy Division conducted a regulatory review of the expenses recorded in each utility’s TCBA for the record period. A regulatory review is much smaller in scope than a regulatory audit and consists of gaining an understanding of relevant decisions, inquiries of utility personnel, evaluations of supporting documents, and various analytical procedures applied to regulatory and financial data. The Mitchell-Titus audit was entitled a Special Procedures Audit and Evaluation of Regulatory Compliance. We recognize that each of these reports differs significantly from an audit report according to Generally Accepted Auditing Standards. However, for convenience, we refer to each of these reports as an audit report. (page 3)

As noted above both the Mitchell-Titus report and the Energy report were very circumscribed relative to a full-blown regulatory audit. An overall financial audit would review all utility accounting. 

SDG&E seems to imply, based on the broad conclusions he reaches from the Energy Division report and conversations with Mr. Bumgarder, that the review of the Energy Division was a comprehensive and exhaustive financial review. As stated in D.00-02-048, it was neither comprehensive nor exhaustive, and thus, provides no basis for SDG&E’s conclusion that the review was dispositive of the full range of alternative accounting.

2. SDG&E draws broad conclusions which go beyond the scope of work in the Energy Division report


At page 9, Mr. Schavrien correctly states “The purpose of the Energy Division’s audit of the TCBA for the period of January through June, 1998 was to determine whether SDG&E was maintaining the TCBA in compliance with applicable Commission decisions and AB 1890.” In the context of the issue of intermediate term contracts, the difference between the Energy Division’s regulatory review and a broad regulatory audit is critical.


In simple terms, the special purposes audit and review by the Energy Division are intended to answer the question “Is it or isn’t it authorized as a TCBA entry?” It is not intended to answer the question “If it isn’t an authorized TCBA entry, then what is it, and where does it belong?” Even if SDG&E’s testimony accurately and faithfully portrays the events surrounding the review, the conclusion that it reaches that contracts represent a shareholder asset is unwarranted. 

The building blocks in SDG&E’s testimony appear to go something like this:

1. It isn’t required to be a TCBA entry.

2. Therefore it is not a TCBA entry.

3. Since it is not a TCBA entry, it is shareholder profit.

4. Since it is shareholder profit, it is not subject to Commission jurisdiction.


The key sentence from the Energy Division report merely indicates, “Energy Division could not find any Commission decisions that required SDG&E to record post restructuring Purchased Power contract profits into its TCBA.” The ED report was appropriately confined to whether or not an item was authorized to be entered into the TCBA. Thus, only 1 and 2 above fall within the scope of work of ED. Conclusions 3 and 4 go beyond the scope of work associated with the ED’s regulatory review.

3. The similarities with other issues which SDG&E alleges demonstrate that Energy Division made no recommendation on intermediate term contracts



At page 11, Mr. Schavrien correctly states the pertinent part of the Energy Division report, but draws a mistaken parallel between ED’s factual statement and actual findings and recommendations in the ED review. 


At page 11, Mr. Schavrien states:

 “This finding by the Energy Division was similar in nature to other conclusions in the 1999 Energy Division audit report in which the Energy Division recommended disallowances (adjustments) because the auditor could find no authorization to include certain costs or revenues in the TCBA. For example, the Energy Division found (and recommended) that both “the carrying costs on SDG&E’s Portland General Electric/AMAX Coal Company Contract (PGE/AMAX) regulatory asset…be removed”

 In fact, the wording is dissimilar, and the conclusions that the Energy Division reached for PG&E/Amax was unequivocal. In the case of PG&E/Amax “Energy Division removed these duplicate costs” and the regulatory asset “Energy Division did not include these costs in SDG&E’s TCBA.” In contrast the two sentences “Energy Division could not find any Commission decisions that required SDG&E to record post restructuring Purchased Power contract profits into its TCBA. SDG&E has since decided to remove the profit associated with these contracts from its TCBA”. The Energy Division findings are dissimilar in the most critical way.  Energy Division actively removed the first two costs, after noting that those costs were either totally unsupported or duplicative. In contrast, the discussion of the intermediate contracts indicates ED could not find any requirement that SDG&E book these into the TCBA, and more fundamentally, that SDG&E made the decision. In the cost of PG&E/Amax, ED’s report indicates that SDG&E agreed with the corrections. In contract, there is no indication in the Energy Division report that SDG&E’s decision was prompted by, directed by, or indeed even encouraged by Energy Division.

At pages 11 and 12, Mr. Schavrien concludes, “By proposing the removal of these various costs and revenues from SDG&E’s TCBA…the Energy Division in effect was recommending that those costs and revenues become the obligations of SDG&E’s shareholders.” This conclusion is substantially based on the alleged similarities with PG&E/AMAX and other issues. When Energy Division made a proposal, Energy Division said they were making a proposal for PG&E/AMAX and nothing else. Energy Division’s report states two facts, and states that SDG&E decided to make accounting reversals. Since ED’s report on intermediate contracts uses neither the words “recommendation” nor “proposal,” the only reasonable conclusion is that ED made no recommendation. The removal of intermediate term contracts must be viewed as stated—SDG&E’s decision—rather than finding that SDG&E acted pursuant to an Energy Division recommendation, which is not stated and requires tortuous illogic to reach.

C. SDG&E’s accounting for its intermediate term contracts did not comport to the actual words of the Transition Cost Balancing Account

ORA has already identified an issue with SDG&E’s compliance advice letter. Not only did SDG&E not change any accounting procedure, but at no point in time, up to the present has SDG&E changed the expansive definition of “Power Purchase Agreement”
:

k. Power Purchase Agreements (PPA): Contracts that govern the terms by which the utility purchases electric energy and capacity from power producers other than Qualifying Facilities (QFs).

The sole exclusion from PPA is QFs. Clearly, neither LG&E/Avista nor PacifiCorp is selling power as a QF. As a general proposition, ORA understands that utility actions which are contrary to their filed tariffs are unprotected and at utility risk. Since the CPUC has issued some decisions for specific time periods regarding the TCBA, SDG&E may have certain defenses for their accounting.
 ORA reserves further discussion for legal briefing.

D. SDG&E never sought or received approval for below the line accounting treatment

SDG&E admits that it did not file an advice letter or application to seek approval for “below the line” accounting treatment.
 SDG&E justifies its lack of regulatory approval by stating that it generally only makes such a filing when ordered. 

In this admission, SDG&E reiterates the SDG&E’s unilateral removal of net profits from the TCBA was “based on the Energy Division’s Audit Report” which “effectively served as a disallowance.” ORA demonstrates above and below that SDG&E: 1) misstated the Energy Division review; and 2) relies on speculation. In this response, SDG&E cannot even cite a Commission decision. Of course, SDG&E has equated its own decision with that made pursuant to specific regulatory authority. SDG&E’s attempt to excuse accounting action and regulatory inaction cannot be found to be based on the Commission’s exercise of its regulatory authority and must be rejected. 

E. Allegations that intermediate contract profits could not be booked elsewhere are unsupported and incorrect


The key relevant statement in Mr. Schavrien’s testimony is:

“Because there were no other regulatory accounts in which the Intermediate Term Contract revenues could possibly be booked (I recall discussing with Mr. Bumgardner the consequences of this accounting reversal), the profits and losses from those contracts would inure solely to SDG&E’s shareholders. Mr. Bumgardner concurred with that outcome. This is exactly the same outcome that would have occurred if in its decision in the ATCP the Commission had formally disallowed the Intermediate Term Contract net profits from the TCBA” (page 12).


The above statement refers to regulatory accounts other than the TCBA. Mr. Schavrien reaches a conclusion of the impossibility of alternative regulatory accounting without any discussion of alternative ratemaking treatment that was considered and rejected, in either the remainder of his testimony or that of Mr. Reed. ORA specifically queried all reasons that SDG&E came to this conclusion.
  SDG&E identifies no reasons other than those in Mr. Schavrien’s testimony. SDG&E indicates that it did not consider any alternative, and simply reiterates its conclusion that “There were no other accounts possible.” As such, the Commission must find that Mr. Schavrien’s statement is unsupported.

1. The Commission granted special purpose accounts for other utilities and for SDG&E


SDG&E could have asked the Commission to establish ratemaking for these contracts. During restructuring, the Commission created, generally upon utility request, a plethora of accounts for PG&E, SDG&E and Edison. Indeed, as discussed further below, SDG&E asked for a special purpose account to deal with a unique situation for its South Bay generation plan. SDG&E never made such a request for intermediate term contracts

2. Mr. Schavrien’s testimony is definitely speculative and probably unlikely 


SDG&E then goes on to conclude, “…the profits and losses from those contracts would inure solely to SDG&E’s shareholders” based on what could have happened if “the Commission had formally disallowed the Intermediate Term Contract net profits from the TCBA.” As worded, Mr. Schavrien’s testimony is speculative on its face. ORA does not dispute that this speculative outcome was possible, but would disputes that this speculative outcome was the sole possible outcome.


ORA makes no claim about the specific outcome, but can state that there are several reasons that the CPUC would have given due consideration to alternatives. SDG&E could have asked to place these sums in an account designed for that specific purpose. SDG&E could have asked for the issue to be considered in a different proceeding, or to refile its proposal in the next ATCP (something that occurred for many items. See ordering paragraphs, blank, blank, blank). That account may have provided for some amount going to SDG&E’s shareholders, or many variations of that. If SDG&E had provided evidence on the benefits of hedging, and the likelihood that the contracts would be below market price, ORA would certainly have been interested in fashioning an outcome that was likely to (and in fact did) provide superior results for ratepayers.

3. SDG&E was notably silent in the most logical proceeding to consider ratemaking for intermediate term contracts

According to SDG&E, SDG&E agreed to reverse the TCBA accounting entries in December 1998, and actually did so in March of 1999. In February 1999, SDG&E filed to end its rate freeze. Notably, Chapter IV addresses electric ratemaking mechanisms for the post-rate freeze period. Chapter III addresses an energy incentive mechanism after the rate freeze ends. There is no proposed ratemaking, or even mention of intermediate term contracts.

a) SDG&E’s comprehensive review and proposal for post-rate freeze ratemaking was notably silent with respect to intermediate term contracts

Chapter IV enumerates each existing account, proposes three new accounts, retention of 24 accounts and elimination of eight accounts. Among the accounts to be retained is the Transition Cost Balancing Account. Two of the questions in Chapter IV are “Please provide an overview of SDG&E’s proposed revisions to its electric ratemaking mechanisms in its currently pending Revenue Adjustment Proceeding A.98-07-006 and Annual Transition Cost Proceeding, A.98-09-009” and “What other electric ratemaking mechanisms have recently been approved for SDG&E or are the subject of proposals in currently pending CPUC proceedings? (page IV-2)”, Of the ATCP, SDG&E simply says, “Another account elimination proposal was made in SDG&E’s ATCP application and related direct testimony.” 

One of SDG&E proposed three new ratemaking mechanisms is especially notable, because it addresses a narrow, special situation relating to SDG&E’s generation. SDG&E proposes a South Bay Tax Credit Balancing Account for the purposes of recording a tax benefit related to contribution of certain South Bay power plant facilities.

The incompleteness of SDG&E’s testimony is remarkable because this proceeding was parallel in time to the ATCP, thus presenting a timely opportunity. The witness described his qualifications in relevant part as “I am responsible for supervising the Regulatory Tariff & Compliance Team which is focused on enhancing SDG&E’s process for ensuring full compliance with all CPUC requirements.” At the time SDG&E filed to end its rate freeze, Energy Division had not yet even issued its report in the ATCP. Consequently, SDG&E lacked certainty as to whether Energy Division would make any ATCP recommendation on intermediate term contracts (which indeed it did not). While even an Energy Division report does not constitute a decision of the Commission, it was clear that the Commission had not decided any issue relative to these intermediate term contracts by February 1999. SDG&E thus had the motive to obtain clarification or confirmation of its supposed understanding. Finally, the fact that it proposed a very special, customized account for South Bay indicates that SDG&E could have developed a comparable account for these intermediate term contracts.

b) Intermediate term contracts were not identified in a chapter addressing ratemaking for power supply contract

The witness for Chapter III indicates he is responsible for SDG&E’s management of its existing fuel and power supply contracts.  Given these responsibilities, it would be highly unlikely for the witness to be unaware of the existence of contracts, or the established profitability of those contracts by February 1999. The witness states:

“With the change of industry structure, including the elimination of SDG&E’s previous Generation and Dispatch PBR and the establishment of a California Independent System Operator and Power Exchange, some electric utility transactions relating to default electric service are no longer addressed by performance based ratemaking, but should be. The include “SDG&E’ management of existing QF and long-term power purchase contracts.” 

 The witness clearly identifies Portland General and Public Service of New Mexico contracts as long-term agreements, but does not define a long-term agreement. The PNM contract expired April 30, 2001. This long-term agreement expired before either the PacifiCorp or LG&E agreements. Remaining contract duration is probably the most logical manner in which to determine whether a contract is long-term or not. 

Chapter III testimony is void of any mention or disclosure of the intermediate term contracts. Based on his responsibilities, he likely knew of the existence of the intermediate term contracts. On the other hand, if the manager of fuel and power supply contracts did not know about these contracts, SDG&E’s argument that the Commission clearly and unequivocally addressed ratemaking for these contracts based on a couple lines of testimony imposes a far greater standard of knowledge upon the Commission than it imposes upon itself.
 

4. Accounting for shareholder profits in ratemaking is not the same as a ratemaking determination of asset ownership

SDG&E’s claim that the subject contracts are a shareholder asset appears to be based on two premises: 1) that if profits go to shareholders, ratemaking constitutes a property right of the utility, and 2) that this determination is irrevocable. Neither such premise would be true.

Even if contract profits would have gone to shareholders does not make the contracts a shareholder asset. SDG&E’s testimony is void on the subject of how a contract becomes a “shareholder asset.” SDG&E appears to equate a ratemaking determination that shareholders would be at risk for contract revenues or sales with an ownership determination that shareholders would own the contract. But that is not a necessary relationship, and in fact is at odds with historical ratemaking for off-system sales contracts.

Now “off-system sales” differ slightly from the sales at issue here. “Off-system sales” are sales which are not made to utility customers. Typically such sales were made to other utilities. While CPUC regulatory accounting for off-system sales has varied, reasonably typical treatment was to determine revenues from existing contracts as well as from forecast sales from contracts in a general rate case, and to deduct those wholesale profits from the revenues to be collected from retail customers. The utility was thus entirely at risk for earning those wholesale profits, and received 100% of the benefits above that dollar amount. In the next rate case, any additional contracts the utility entered into would be reflected. Thus the utilities were at risk on a ratemaking basis, but ownership was not the result.

Even if D.00-02-048 had made a ratemaking determination of the disposition of the contracts, SDG&E has failed to justify any conclusion regarding asset ownership.

F. SDG&E’s allegation that ratepayers have borne no costs of intermediate term contracts appears highly questionable

At page 16 of his testimony, Mr. Schavrien alleges that shareholders bore all costs of administering intermediate term contracts. ORA understands the term “administering” to include associated transmission expense.
 As of May 29, ORA has not been able to fully document transmission expense associated with intermediate term contracts.

ORA did query SDG&E to state how the costs to transport LG&E intermediate contract power from the Nevada Oregon border were accounted for. In response, SDG&E states that SDG&E had an entitlement on the DC intertie at that point; that load paid for transmission costs per the ISO and PX, and that no contracts were not necessary. ORA has no disagreement with these facts in and of themselves. However, there are several facts that indicate that ratepayers may have borne the cost of transmission used for the LG&E contract.

ORA does not take issue with the fact that load paid for transmission costs. However, there may be an issue whether load should legitimately pay for transmission costs associated with contracts used for shareholder benefit.

As part of its annual purchase of firm generation prior to the ISO and PX, SDG&E also considered the purchase of transmission, particularly from the Pacific Northwest. SDG&E inquired about the availability of transmission at NOB from multiple sources during 1996, and added the cost of transmission to several offers for generation from the Pacific Northwest.

It would clearly be unreasonable if ratepayers would have to pay for such additional purchases of transmission that was necessary to effectuate retail sales, while SDG&E used that transmission solely for its own shareholder benefit.  Since SDG&E will have an opportunity to rebut this testimony, SDG&E should clarify the ambiguity in its data response, and demonstrate that ratepayers were not disadvantaged. 

G. Hedging was so important that SDG&E did not communicate it to the Commission in other related proceedings


Page 8 of Mr. Schavrien’s testimony states “In this way the Commission and all interested parties could see exactly how SDG&E was hedging its AB 1890 price risk and the resulting impact on transition costs. At page 10, he states “I felt that it was important for the Commission to recognize and understand how the Intermediate Term Contracts were being used, when profitable, to increase headroom and accelerate the reduction of SDG&E’s transition costs in order to mitigate the shareholder risk of stranded costs.” SDG&E’s efforts to inform the Commission on hedging AB 1890 price and the resulting impact on transition costs were something less than consistent. 

In late 1997, SDG&E filed its cost of capital testimony to set cost of capital for 1999. SDG&E’s prepared direct testimony provided no discussion of SDG&E having hedged a portion of its AB 1890 price risk. Indeed, SDG&E requested a 100-point increase in return on equity to account for commodity price risk. At no point during hearings did SDG&E’s witnesses identify having hedged price risk. Indeed, in large part due to SDG&E’s testimony, the assigned ALJ held supplemental hearings on the issue of commodity price risk.

V. CRITIQUE OF TESTIMONY OF MR. REED

A. SDG&E itself proposed AB 265 language that would require it to use its assets to reduce the undercollection, and never objected to such a provision despite its very significant problems with the bill

SDG&E requested the language in AB 265 that revenue from utility-managed generation be used to reduce the undercollection. The requirement that all intermediate term contracts benefit ratepayers, and which ORA proposes in this case is exactly what SDG&E asked for.

1. The language in AB 265 which requires that SDG&E apply intermediate contract profits is essentially the same as proposed by SDG&E

As part of ORA’s discovery for this proceeding, ORA requested that SDG&E provide all the documents it prepared related to AB 265. Sempra/SDG&E itself requested that AB 265 be amended to include language that used utility-owned or managed generation be used to reduce the undercollection.

This August 23, 2000 letter from Steve Baum to Governor Davis suggested gutting AB 265, and adding, in relevant part:

That balancing account shall also include net revenues associated with utility owned or managed generation assets to offset any undercollections associated with application of this stabilization plan.

The final adopted AB 265 language is:

The accounting procedure shall utilize revenues associated with sales of energy from utility-owned or managed generation assets to offset an undercollection, if undercollection occurs.

Even if the Commission accepted SDG&E’s theory—that the contracts constitute a shareholder asset and that asset is owned by the utility—the language that SDG&E itself helped draft clearly would cover the contracts.

The conclusion that SDG&E is now bitterly complaining of an obligation of its own making is inescapable. According, SDG&E’s flip-flop should flop.

2. SDG&E found AB 265 to be legally deficient, but not because of intermediate term contracts

SDG&E strongly contested AB 265. As part of the same data request response, ORA has determined that SDG&E repeatedly voiced strong objections to the legislation, but never because of the intermediate term contract issue.

On August 29, 2000, Sempra’s Vice President for Government and Community Affairs wrote a letter to the Governor’s office, and copied key legislators stating that the proposed rate stabilization legislation is “clearly unconstitutional” based from an opinion from O’Melveny & Myers.
 That attorney was characterized as “the leading expert on unconstitutional takings.” The takings issue is of course the same one that SDG&E relied upon in contesting the CPUC’s decision on accounting for intermediate term contracts. The O’Melveny & Myers letter found fault with the rate system—e.g. rates frozen below SDG&E’s cost of procurement.  That same letter indicates O’Melveny counsel reviewed “…the memorandum prepared by staff counsel and other materials pertinent to the pending legislation concerning the proposed San Diego Gas & Electric rate cap.” Based on the scope of review by O’Melveny counsel, the Commission could reasonably conclude that SDG&E did not find fault with the legality of the revenue treatment of utility-owned or managed assets.

On September 5, Sempra’s Director of State Government Relations urged Governor Davis to veto AB 265. That letter complained of both constitutional violations and the federal filed rate doctrine because of the rate ceiling. The letter also complained of the lack of certainty of cost recovery. Again, SDG&E had no complaint with the revenue treatment of utility owned and managed assets.

B. Hedging for itself and procurement for customers look so closely related that these could be kissing’ cousins

1. SDG&E’s testimony inaccurately portrays the timing of “the hedging RFP”

At page 13, Mr. Reed states:

Immediately thereafter [the October 21, 1996 SDG&E board meeting], consistent with Board direction to more fully implement its shareholder price risk mitigation strategy, SDG&E requested bids for power for the years 1998, 1999, 2001 and 2001.

This is not what happened. In fact, the “RFP” letter was dated September 23 with proposals due by October 8, 1996.
 In other words, the proposal part of the “RFP” was complete prior to the Board meeting, or the provision of any Board direction.

ORA has placed “RFP” in quotation marks, because there is no document that says RFP. SDG&E sent out a one-page letter; its March 15, 1996 document actually titled “Request for Proposals” was 21 pages long, and addressed among other items the evaluation process, required summary data, and had a proposal number.

The letter also casts further doubt on SDG&E’s characterization of this as a “hedging RFP” that is significantly different than other RFPs it issued. First of all, it states “As part of its ongoing process to acquire cost effective resources…” SDG&E did not have an ongoing process to “mitigate price risk resulting from the frozen electric rates instituted by AB 1890.
” Since there was no ongoing process to mitigate AB 1890 price risk, the more consistent interpretation of the letter is that SDG&E was continuing to meets its utility service obligations.

The RFP also never used the word hedging, and the resources requested were not necessarily consistent with hedging. While the letter stated a primary interest in fixed price purchases, it was unrestricted, and provided for any proposal of mutual interest. 

2. SDG&E’s RFP on behalf of its customers and its “hedging RFP” had the same look and feel for its suppliers

SDG&E submitted its benchmark report on purchases for 1997-2001 to the Commission on September 30, 1996 from its original RFP (dated March 16, 1996, and unequivocally on behalf of its customers). This was after SDG&E’s September 23 supplemental solicitation. Neither SDG&E’s benchmark report nor its supporting testimony mentioned that SDG&E was using anything other than the March 16 RFP.

A number of potential suppliers withdraw their offers during the course of the RFP. In particular it appears that suppliers withdrew fixed price offers during to market movement after they submitted their proposals. At least some of these letters offered to requote fixed price offers at a later time. A September 23 letter, without a new RFP number, stating a primary preference for the type of offers that had been withdrawn, effectively presents appearance of a continuing process to suppliers.

SDG&E avers that its intent was that the supplemental request had nothing to do with its customers. Between the wording of the letter, and the conduct of the March 16 RFP, the September 23 supplemental request looks like a supplement to the March 16 RFP. However, it is difficult to make unequivocal conclusions about SDG&E’s intent. It is unclear why SDG&E failed to disclose this supplemental process, or how SDG&E determined that it could go beyond the process provided for in D.93-06-092.

C. Hedging is not divorced from SDG&E’s service to its customers, but rather intimately related to serving its customers


Mr. Reed expends several pages explaining the intricacies of AB 1890, and how SDG&E’s hedging addressed risks under AB 1890. With one notable exception, ORA basically concurs with Mr. Reed’s description. At page 13, Mr. Reed states, “These bids had nothing to do with acquiring power to serve SDG&E’s customers.” ORA’s response is simply “but for SDG&E’s obligation to serve customers at the PX price, there would be no need to hedge.”


Certainly AB 1890 can be set forth in many ways. Basically, what Mr. Reed’s testimony comes down to is this:

1. SDG&E faced significant Competition Transition Charge recovery risk.

2. That risk was largely attributable to the difference between fixed, frozen revenues and highly variable costs of purchasing for customers from the PX.

3. That risk was magnified for SDG&E relative to other utilities because SDG&E controlled less generation, and had a bigger net short between generation facilities/prices that it controlled and the quantity of demand SDG&E was obligated to serve at fixed prices.

4. SDG&E could reduce its exposure to (hedge) CTC recovery risk by fixing its purchase costs. It could thus lock in a margin between revenues and costs.

5. Filing more of its customers’ resource needs through fixed price contracts thus reduced CTC recovery risk.

Indeed, SDG&E’s own testimony essentially makes these admissions, while at the same time denying their significance in terms of serving customers. In Attachment F, the Board minutes state “Mr. Guiles explained that the Corporation needs 1,100 megawatts during the four-year period and that locking up 250 megawatts makes sense….The amount being locked in is much less that what the total need will be, and it is much cheaper than our marginal cost of generation (emphasis added).” As previously cited, Mr. Reed himself states “SDG&E had resources equal to approximately 50% of its energy need.”

D. Hedging was so important that SDG&E never communicated it to its shareholders


ORA reviewed SDG&E’s 10-K statements filed with Security and Exchange Commission for the years 1997 and 1998, as well as copies of annual reports provided in response to ORA data requests. The 10-K is a filing required of public companies and provides a comprehensive overview of a company’s business. 


ORA focused on three sections: a description of SDG&E’s resources, hedging and derivatives and electric restructuring. SDG&E’s 10-K is notable for its lack of discussion of any hedging benefit associated with the subject intermediate contracts.

Chapter 2

AB 265 UnderCollection and ABX1 43 Overcollection

Witness: Scarlett Liang-Uejio

VI. SUMMARY AND RECOMMENDATIONS

ORA recommends that the Commission reject SDG&E’s proposed surcharge to recover the AB 265 undercollection of $222 million
 over a 24-month period effective January 1, 2003 because it is not reasonably necessary in light of substantial offsetting overcollections. In light of the uncertainty of the adjustment to SDG&E’s Purchased Electric Commodity Account (“PECA”) associated with intermediate term contracts
 and TCBA overcollections, a surcharge would not be unnecessary. Future PECA and TCBA overcollections would significantly reduce or eliminate AB 265 undercollection amount over the next 24-month period. SDG&E has failed to consider the range of other relevant facts bearings on its request, and therefore has not adequately demonstrated that its request is reasonable. 

ORA generally supports Mr. Schavrien’s testimony regarding non-contract issues associated with AB 265 and ABX1 43. Specifically, the Commission should authorize SDG&E to refund overcollected ABX1 43 amounts to customers over a 30-month period effective summer 2002.  In the alternative event that a credit is not effective until January 2003, ORA recommends a 24-month amortization period. Then, the refund will end at roughly the same time as originally proposed by SDG&E.

In addition, the Commission should end AB 265 rate ceiling in December 2002 as authorized by § 332.1 (b). An end to the ceiling permits full implementation of the adopted DWR and URG revenue requirements for new rates effective January 1, 2003. As SDG&E notes
, D.01-09-059 effectively converted the rate ceiling to a higher frozen rate. 

VII. DISCUSSION 

A. AB 265 Undercollection and Recovery

SDG&E’s forecasted AB 265 undercollection to be $222 million,which reflects a credit from its projected overcollection amount in PECA as of December 2002. SDG&E proposed a surcharge of $0.00349/kWh along with the current CTC charge to recover the balance over a 24-month period effective January 2003. ORA finds the proposed surcharge unnecessary. A surcharge should not be considered without reference to other accounts, which could reduce the AB 265 future account balance. For example, SDG&E did not provide a projection of PECA overcollection over the next 24-month periods starting January 2003. As discussed in Chapter 1, ORA recommends an adjustment of $130 million (plus interest) associated with intermediate term contract for the period of June 1, 2000 through January 31, 2001. If ORA’s recommendation is adopted, it will reduce SDG&E’s projected undercollection to less than $92 million. 

In addition, the adopted 2001CTC revenue requirement is $115 million. In its 3rd Annual Transition Cost Proceeding (“ATCP”), SDG&E proposed to keep its 2002 CTC revenue requirement at its adopted 2001 level and the Commission decision is pending. Even without ORA’s recommended adjustment for the intermediate term contracts, total CTC revenues in 2003 and 2004 and other TCBA overcollections should be sufficient to recover SDG&E’s forecasted AB 265 undercollection. Furthermore, there might be future overcollections in PECA that would also reduce the forecasted amount.

B. Other Non-Contract Issues

Other than the issue above, ORA generally supports Mr. Schavrien’s testimony. The Commission should authorize SDG&E to refund the overcollected ABX1 43 amounts to customers over a 30-month period effective summer 2002. A 30-month amortization period assures the bill credit ends in a winter month when energy costs are generally lower that summer months. However, if there is a delay in Commission’s decision so the bill credit will not be effective until January 2003, ORA recommends a 24-month amortization period instead so the refund will end at roughly the same time as originally proposed by SDG&E.

ORA also recommends that the Commission end the 6.5 cents/kWh rate ceiling as of December 31, 2002. § 332.1 (b) requires a 6.5 cents/kWh rate ceiling from June 1, 2000 through December 31, 2002. Although it gives the Commission discretion to extend it through December 2003, rate ceiling does not provide a genuine rate limit when the Commission implements the DWR and URG revenue requirements and associated January 1, 2003 rates.  

VIII. Conclusion

As discussed above, there are several revenue sources available to reduce the undercollected AB 265 balance. SDG&E has failed to show that its revenue picture justifies a further surcharge to amortize the AB 265 balance. Therefore, the Commission should reject SDG&E’s proposal of AB 265 surcharge.

QUALIFICATIONS AND PREPARED TESTIMONY 

OF STEVE LINSEY

Q.1
Please state your name and business address.

A.1
    My name is Steve Linsey. My business address is 505 Van Ness Avenue, San Francisco, CA 94102.

Q.2
    By whom are you employed and in what capacity?

A.2    
I am employed by the California Public Utilities Commission’s (CPUC) Office of Ratepayer Advocates (ORA) as a Program & Project Supervisor. I was promoted to my current position in 1998. My present duties include oversight of matters related to electricity resource planning and procurement. 

Q.3
    Please describe your education and professional experience.

A.3
   I received a Masters in Public Policy from the Graduate School of Public Policy at the University of California, Berkeley. I received a Bachelor of Arts degree from New College of the University of South Florida.

I joined the CPUC in 1984. Since that time, I have had a number of different assignments in the Ratepayer Advocate, Advisory and Compliance and Transportation divisions. I have worked on energy matters since 1988. I have previously testified before this Commission on a number of occasions, and before the legislature on issues related to the current electric crisis.

I have worked on numerous electricity cases. Prior SDG&E assignments which are relevant to this proceeding are testimony on SDG&E’s energy procurement, a case which was settled by a $100 million disallowance, SDG&E’s accounting for an off-system sales contract, which resulted in a $1.8 million disallowance, and development of SDG&E’s generation and dispatch incentive mechanism for purchased power contracts. I was also ORA’s Assistant Project Manager on electric restructuring, and worked on a broad variety of issues relating to policy and rates. 

Q.4.
   What is your area of responsibility in this proceeding?

A.4    
I am sponsoring ORA’s testimony on intermediate term contracts.

Q.5 
   To the extent the materials presented in the exhibit that you are sponsoring are factual, are these facts true and correct to the best of your knowledge?

A.5    Yes.

QUALIFICATIONS

OF

SCARLETT C. LIANG-UEJIO

Q.1.
Please state your name and business address.

A.1. 
My name is Scarlett Liang-Uejio. My business address is 505 Van Ness Avenue, San Francisco, CA 94102.

Q.2.
What is your position in the Commission?

A.2.
I am a Public Utilities Regulatory Analyst III in the Electricity Resources and Pricing Branch of Office of Ratepayer Advocates Division (“ORA”).

Q.3.
Briefly summarize your educational and professional background.

A.3.
I received a Bachelor of Science degree in Mechanical Engineering from South China University of Technology in 1983. I also received a Masters degree in Mechanical Engineering from the University of California, Davis in 1989.

I joined the Commission in 1989. I have worked on energy matters since 1990. I transferred to ORA from the Energy Division in April 1998. My current assignment includes the Order Instituting Rulemaking (OIR) for the interruptible programs. I also worked on PG&E’s 1999 General Rate Case, Phase II as an ORA witness addressing revenue allocation issues. My other assignment included 1998 Revenue Adjustment Proceeding (RAP) as an ORA witness addressing the allocation of electric restructuring implementation costs issues. Other assignments included Section 376 applications and PG&E’s 1997 ECAC Reasonableness Review. I was an ORA witness addressing Section 376 cost recovery issues. I also sponsored a testimony on PG&E’s power purchase from qualifying facilities during 1997-1998 periods.

Prior to joining ORA, I have had a number assignments in the Energy Division in a number of energy ratemaking proceedings: electric rate unbundling, PBRs, GRCs and ECACs in the Energy Division. My primary responsibilities were to provide technical and policy support to the Administrative Law Judges and Commissioners in ratemaking applications and advice letter filings. I have worked on SCE’s 1992 GRC, SDG&E’s 1993 GRC, PG&E’s 1996 GRC, and SoCal Gas’ 1996 PBR, etc. My responsibilities included developing methodology and models to forecast the utility’s operating costs, calculate revenue requirements and marginal costs, revenue allocation, and rate design for the ALJ’s proposed and Commission’s final decisions.  

My last assignments in Energy Division were SDG&E’s electric rate unbundling application and its compliance A.L. filing. My responsibilities included reviewing and analyzing issues relating unbundling of utilities’ revenue requirements and rates, class allocation and rate design, methodology for the transition costs calculation, PX cost calculation, and implementation of Direct Access. I also worked on the resolution for SDG&E’s unbundling compliance advice letter.  

Q.5.
What is the purpose of your testimony in this proceeding?

A.5.
I am sponsoring Chapter 2, “AB 265 Undercollection and ABX1 43 Overcollection” of ORA’s prepared testimony.

Q.6.
Does this complete your prepared testimony at this time?

A.6.
Yes, it does.

� LG&E was the original contracting party, and assigned the contract to Avista.


� Intermediate term contracts is a relatively recent term of art. During the period leading up to D.00-02-048, the more typical term was “Purchased Power contract.”


� See Attachment 4 to testimony of Mr. Schavrien


� Tariff sheet 10598-E, Sheet 52.


� Technically, Sempra Energy filed on behalf of SDG&E.


� SDG&E’s also testifies at page 13 that in the next ATCP “In SDG&E’s workpapers supporting the second ATCP, SDG&E demonstrated that in March of 1999 it made the previously described accounting reversals to remove all Intermediate Term Contract net profits from the TCBA.” SDG&E filed this ATCP on September 1, 1999, prior to the February 2000 decision. Clearly, SDG&E’s application could not have been developed to comply with the requirements of D.00-02-048. 





� Response 9 to ORA data request SL-1.


� See for example, page 9 “The Energy Division auditor, Mr. Mark Bumgardner, spent a significant amount of time conducting the audit, including spending three weeks in San Diego in July of 1998.”


� Tariff sheet 14884-E, effective 11/27/2001.


� At page 13 of Mr. Schavrien’s testimony, he indicates that SDG&E workpapers were presented to an ORA auditor in the second ATCP. It is not clear whether those workpapers constitute evidence of record. It is also not clear that SDG&E documented its exclusion of intermediate term contracts from the TCBA in any subsequent ATCP. 


� ibid


� Response 8 to ORA data request SL-1.





� On the other hand, if the manager of fuel and power supply contracts did not know about these contracts, SDG&E’s argument that the Commission clearly and unequivocally addressed ratemaking for these contracts based on a couple lines of testimony imposes a far greater standard of knowledge upon the Commission than it imposes upon itself.


� Administering is not a defined term in SDG&E’s testimony. At any rate, SDG&E does not discuss who bore transmission costs.


� Part of SDG&E’s response to ORA data request SL-1, question 16.


� Ibid.


� SDG&E response to ORA data request SL-2, question 6.


� SDG&E response to ORA data request SL-2, question 4, Attachment 2 to September 30, 1996 SDG&E report, Benchmark for Short-Term Firm Capacity Purchases.


� Reed testimony, page 13.


� SDG&E’s capacity need was to be filled only through an RFP process that met a number of protocols, and was to negotiated solely with the best respondents to its RFP (See Appendix B, page 3 to D.93-06-092).


� SDG&E was extremely concerned about its ability to recover all its stranded, uneconomic costs in the time permitted by the Legislature. 


� This left SDG&E comparatively more exposed to any volatility in the PX market clearing price during the four year transition period.


And This was based on SDG&E’s system average frozen electric rate of 9.64 cents/kWh. If the PX market price of power increased much above 2.50 cents/kWh, then under our calculations SDG&E’s shareholders exposure to stranded costs increased dramatically. 





� For instance, both PG&E and SCE had existing resources equal to more than 75% of their energy needs whereas SDG&E had resources equal to approximately 50% of its energy need.  Reed at 8


� As forecasted by SDG&E as of December 31, 2002. 


� $130 million as recommended in Chapter 1. 


� Page 25.
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