SUMMARY OF CONSUMERS' ALTERNATE PROPOSAL TO THE
SDG&E-DWR MEMORANDUM OF UNDERSTANDING

On June 18, 2001 SDG&E and the Department of Water Resources announced a secretly-negotiated deal to resolve the widely publicized $750 million balancing account. At public hearings held by the Public Utilities Commission in San Diego on August 16th, the flaws of the SDG&E-DWR deal came were fully documented. It turned out to be a great deal for Sempra and its affiliates and an undesirable one for SDG&E customers as well as the customers of other utilities in the state.
The major consumer groups involved in the CPUC case met after the August public hearings and fashioned a settlement of customer groups (residential, small business, large business and agricultural) that fully resolved all of the issues raised by the SDG&E-DWR deal. Specifically, Utility Consumers Action Network (UCAN), The Utility Reform Network (TURN), Aglet Consumer Alliance, Federal Executive Agencies (Navy), California Farm Bureau Federation and the CPUC Office of Ratepayer Advocates fashioned a comprehensive counter-proposal to the SDG&E deal. This "Consumers' Proposal" differs significantly from the SDG&E-DWR deal in a number of ways. 

 It secures rate decreases for all customer classes including $20 million per year for small customers ($9 per year per average customer) and a one-time $204 million rate reduction for large customers;
 Minimizes subsidies of SDG&E customers by Edison and PG&E customers; 
 Minimizes subsidies of SDG&E's small customers by larger commercial and agricultural customers;
 Eliminates unjustified windfalls of over $135 million that would have been pocketed by SDG&E; 

 And pays off the Balancing Account accrued in 2000 in less than four years even while being able to modestly reduce current rates. 
The primary differences between the Consumers and SDG&E proposals are that under the Consumers' deal: (1)SDG&E makes more meaningful financial concessions, and (2)small customers amortize the ERCRSA balance over a longer period of time, so that customers throughout California are treated fairly.
The specific differences between the two proposals are as follows:

Sempra shareholders contribute a total of $281million under the Consumers' proposal. This is $185million more than they would have paid under the SDG&EDWR MOU.

Shareholders contribute $100million from the procurement settlement (same as the SDG&E MOU), $291million from IT contract profits ($72million more than the MOU), $50million in estimated ICIP profits (not in the MOU). Offsetting these contributions is a $120million shareholder benefit from the DWRSDG&E contract for intermediate-term power (same in both Consumers' proposal and MOU). Shareholders also retain a benefit (estimated up to $40million) from deferring the SoCalGas rate case, given SoCalGas' overearnings. However, under the Consumers' proposal , shareholders do not gain $57million (50% of merger savings) from the SoCalGas and SDG&E rate case deferrals, as they do under the SDG&EDWR MOU, and do not gain about $6 million due to net present valuation of the regulatory asset rate base created by the MOU.

Small business & residential customers must pay a balance of $187million through a continuation of the TCBA rate. This rate is currently in place and consumers have been paying it since the beginning of restructuring. However, the annual amount paid would be approximately $20million per year less than the current payments. This immediate rate reduction can be provided with a four-year amortization of that remaining balance, thus giving small customers a limited amount of immediate rate relief during these stressful economic times.

The impacts of the Consumers' proposal and the SDG&EDWR MOU on small customer rates (other than rates for amortization of the ERCRSA balance) are almost identical. Under the Consumers' proposal , small customers do not receive $59million in onetime bill credits for tree trimming and electric merger savings, which are applied to the ERCRSA balance (Balancing Account) instead of being refunded to customers. Under the MOU, small customers would have received $50million of those credits, with shareholders keeping $9million in 2003 merger savings. Separately, small customers must also pay an estimated $99million (present value at 9%) over ten years for the regulatory asset. This amount is $53million less than under the SDG&EDWR MOU, due to assignment of a share of the asset to larger customers and the use of the cost of debt instead of an equity return. Finally, under both the Consumers' proposal and the SDG&EDWR MOU, small customers pay $44million more than if the IT contract had remained an SDG&E resource from June to December 2001.

Agricultural and large customers receive an estimated net gain of $128million from the Consumers' proposal, compared to a loss of $21million under the MOU, for a net difference of $149million. The Consumers' proposal gives agricultural and large customers $104million in the TCBA balance and $100million for the procurement and intermediate term contract settlements that was diverted to ERCRSA under the MOU. Offsetting these large rate refunds, they must give up an estimated $15million in 2001-2003 merger and tree-trimming rate credits to reduce the ERCRSA balance. Under the Consumers' proposal, large customers also pay a share of the tenyear regulatory asset rate base (estimated at $42million, not in the MOU), but the return is based on cost of debt. Under both the SDG&E MOU and this Consumers' proposal , large customers pay about $19million above the cost of the IT contracts as a result of the DWRSDG&E contract to provide the power resources to DWR at 14.5cents/kWh instead of reserving it for native load customers at cost.

SDG&E gas customers receive an additional $7million in bill credits in 2003 from the provision giving 100% of merger savings to ratepayers. Existing marginal cost allocation factors assign 90% of these bill credits to core residential and commercial customers.

PG&E and SCE customers are reimbursed an estimated $57.5million to compensate for the above-market cost of the DWR contract for intermediate term power. These funds will then be allocated between PG&E and SCE in another proceeding, consistent with methods used to allocate DWR costs among utilities.

SoCalGas customers gain $38million in 2003 merger savings (based on 100% of merger savings).

The Consumers' Proposal has been filed with the Public Utilities Commission. It is expected that the Commission will consider this proposal, along with the SDG&E-DWR proposal, before issuing any final decision on resolving the outstanding accounts owed to SDG&E.
