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San Diego Gas & Electric Company (SDG&E) provides these comments on the issues raised by the Administrative Law Judge’s Ruling on Schedule, Scope, and Other Procedural Matters, dated January 31, 1997 (the Ruling).   As discussed below, SDG&E believes that its unbundling Application, A. 96-12-011 (the Application), is consistent with prior Assigned Commissioner Rulings, Commission decisions,  and Assembly Bill (AB) 1890.

A.	separation of rate components:

SDG&E provides these comments and additional revenue requirements data to clarify positions taken in its Application.  AB 1890 mandates the unbundling of electric utility rates that were in effect as of June 10, 1996 (Section 368 (a)).  Consistent with this mandate, the Commission’s Roadmap decision, D. 96-03-022, ordered utilities to provide information on separating their rates into identifiable components.  (Id., p. 48, OP 5, emphasis added).  In compliance with this language and other Commission direction, SDG&E’s Application specifically derives the Transmission and Distribution revenue requirement embedded in those rates, based on cost recovery authorized in prior Commission decisions.  

The ALJ Ruling seeks information that goes beyond what SDG&E understood would be addressed in this proceeding.  For example, the Ruling seems to imply that one goal of the unbundling proceeding is to develop a new revenue requirement.  SDG&E’s Application comports fully with the Commission’s and the Legislature’s direction to unbundle rates in effect as of June 10, 1996.  The unbundling proceeding should not establish a new aggregate T&D revenue requirement, including components that would sum to a different total than that already approved by the Commission in SDG&E’s latest rate proceedings.  To do so in the context of rate unbundling makes no sense:  Unbundling means to take apart, not to create something new.

In the event the Application is unclear, SDG&E provides the following discussion to further describe its proposed methodology for unbundling June 10, 1996 rates.

I.  SDG&E’s Methodology for Unbundling  Rates:  Pursuant to Assembly Bill (AB) 1890, SDG&E unbundled the total revenue requirement underlying its June 10, 1996, rates (Section 368 (a)).  SDG&E first separated the Transmission and Distribution (T&D) revenue requirement from the total base rate revenue requirement.  The Commission implicitly found this T&D revenue requirement to be reasonable as part of the base rate revenue requirements adopted in SDG&E’s last General Rate Case (GRC) decision,  D.92-12-019, and subsequent Performance-Based Ratemaking (PBR) decisions and resolutions (See Attachment “A” for specific citations)�.

In separating the T&D revenue requirement, SDG&E categorized the authorized Operation and Maintenance (O&M) and capital related costs, based on FERC account information and function.  SDG&E will further separate the T&D revenue requirement into individual “T” and “D” components once the FERC approves a 1998 Transmission Revenue Requirement for SDG&E.  Attachment “B” includes a cost breakdown showing the derivation of SDG&E’s T&D revenue requirement.  This T&D revenue requirement has been revised slightly from that filed in SDG&E’s initial December 6 Unbundling Application due to changes in the A&G expense allocation and calculation of the deferred tax reserve.

SDG&E’s Generation revenue requirement as reflected in June 10, 1996 rates, is approximately $800 million.  This amount was approved implicitly by the Commission through the 1996 ECAC Decision.  The calculations of base rate components for Fossil and Nuclear Generation are also supported by FERC account information for generation related O&M expenses and the functionalization of the capital-related costs.  Attachment “C” provides the development of SDG&E’s total generation revenue requirement along with supporting tables showing the Fossil Generation and Nuclear Generation base rate revenue components.

II.  SDG&E’s Methodology for Assigning Administrative & General (A&G)Expenses:  	SDG&E assigned its A&G expenses to specific business functions by FERC account, as described below (See Attachment “B”)� :

Account 920 and 921 - SDG&E analyzed the actual cost components of accounts 920 and 921 and determined that it is appropriate to group the many A&G functions recorded in these accounts into three primary categories.  First, functions that could be directly assigned.  This included expenses charged directly to these accounts by the three functional operating areas.  Second, A&G functions that provide indirect corporate support to the functional areas’ operations, such as Payroll and Accounts Payable.  And finally, corporate functions that are strategic and governance in nature, such as Corporate Taxes and Investor Relations.  The last two categories were allocated using the multi-factor formula reflecting their overall corporate support to the functional area’s operations and the utility as a whole.

Account 922 - SDG&E allocated this account based on the two major A&G cost components it transfers to construction.  First, the portion of A&G functions that support construction, and second, the portion of employee pension and benefits which are applicable to construction labor.  These two components were allocated to the functional areas based on total construction expenses and number of employees respectively, which is similar to how these costs are “loaded” to construction in SDG&E’s accounting system.

Account 923 - There are two major components of outside services that SDG&E incurs.  The first is outside legal costs, and the second, other outside services such as auditors and consultants.  These two components were allocated to the functional areas based on a study of  legal services provided by case load and the multi-factor formula respectively.

Account 924 - This account was allocated based on its various property insurance policy components, with the appropriate allocation method applied to each policy type.  Those policies that are directly attributed to a functional area, such as nuclear insurance, were directly assigned.  For primary property insurance which benefits multiple areas, a causal factor based on property replacement value was used to assign the cost to the functional areas.

Account 925 - This account was allocated based on the various liability insurance policies and other cost components recorded in this account, with the appropriate allocation method applied to each insurance policy and other components.  Expenses that are directly attributed to a functional area, such as nuclear liability insurance and claims related costs, were directly assigned.  Other components were allocated using causal factors, such as number of employees (for expenses related to employee safety and first aid).  Finally, overall liability coverage costs, such as directors & officers insurance, were allocated using the multi-factor formula.

Account 926 -  This account, which reflects SDG&E’s cost of providing pensions and benefits to its employees, was allocated using the causal factor of “number of employees”.  Approximately 70% of SDG&E’s authorized expenses relate to providing health and other insurance benefits to its employees.  The company’s cost of providing these insurance benefits is based on group rates from its insurance carriers.  These group rates directly correlate to the size of a company’s work force and its claims experience, therefore, SDG&E allocated this account based on number of employees.

Account 928 - This account was allocated by analyzing the major cost components and applying the allocation methods of direct assignment and the multi-factor formula.

Account 929 - The credit for SDG&E’s own use of its utility service was allocated based on a study of actual utility usage by facility.

Account 930 - This account was allocated based on its major cost components.  RD&D expenses were directly assigned to distribution consistent with AB 1890 which states that RD&D, as a component of the Public Benefit Programs, will be a separate rate component of distribution service.  Due to the nature of this account--expenses recorded here apply to the general management of the utility as a whole--the remaining components were allocated using the multi-factor formula.

Account 931 - Rent expense for facilities directly associated with customer service operations were directly assigned to distribution.  All other rent expense was allocated based on a space occupancy study of SDG&E’s general offices.

Account 935 - This account was allocated based on its major cost components.  Expenses related to maintenance of general structures, office furniture and equipment were allocated based on a space occupancy study of SDG&E’s general offices.  Expenses related to maintenance of telecommunications equipment were allocated based on the multi-factor formula.

Fixed A&G Expenses - In allocating the A&G expenses to the functional areas, SDG&E considered the fact that A&G expenses are fixed and variable.�  A&G expenses that are considered to be fixed, or that will not decrease within SDG&E relative to decreasing fossil generation activities, were assigned to Transmission and Distribution.  In its allocation methodology, SDG&E identified A&G expenses which would be incurred independent of the level of generation activity.  These fixed expenses are strategic and governance in nature, or apply to the general management of the utility as a whole.  Examples of A&G expenses considered to be fixed include Board of Directors and shareholder related expenses.  The general direction of the  industry and the CPUC in particular is to open up generation to the competitive marketplace.  This direction has positioned SDG&E for future divestiture of these generation-related assets or the shutting down of non-competitive generating units.  As the proportion of SDG&E’s business related to fossil generation changes due to the competitive market, SDG&E’s fixed A&G expenses will continue to be incurred at essentially the same level by the remaining utility regardless of the number of competitive power plants SDG&E operates.  Therefore, these fixed A&G expenses are reasonably assigned to Transmission and Distribution for the purpose of unbundling SDG&E’s authorized revenue requirement.

b.	CONSIDERATION OF DISTRIBUTION pbr ISSUES IN THIS PROCEEDING:

The ALJ Ruling questions whether to consider aspects of the Distribution PBR in this proceeding (Ruling, p. 3-4).  The Commission has established a separate proceeding to determine whether to suspend or modify its current plan for utility Distribution PBRs.  On Monday, February 10, 1997,  Commissioner Duque and ALJ Wetzell held a scoping workshop to address the role of Distribution PBRs in the context of industry restructuring.  SDG&E participated in this workshop and expects a ruling in the near future setting forth the scope and procedural schedule for this case.  Given that a PBR forum is underway, SDG&E believes that it is unnecessary to address to Distribution PBR proposals in the unbundling proceeding.  For example, the question of year-to-year revenue requirement adjustments identified in the ALJ’s Ruling is an issue that should be considered in the Distribution PBR forum, not the Rate Unbundling Proceeding. 

c.	RATESETTING IMPLICATIONS OF VIRTUAL DIRECT ACCESS :

The Ruling states that this proceeding “will address the ratesetting implications of the virtual direct access option” and asks utilities to address this issue if they have not already done so in their applications (Ruling, p. 4).  

While SDG&E did not use the term “virtual direct access” (VDA) in its December 6, 1996 filing, the Application describes the ratesetting implications of real-time pricing/RTP metering --synonymous concepts -- in Volume II, Chapter I, Section C (6), “Power Exchange” (PX) Price and Section C (9), “Competitive Transition Charges” (CTC); and in Chapter V, Section C, “RTP Metering Proposal.”   

	In conformance with the AB 1890 prohibition against shifting CTC costs among customer classes, a customer’s total price signal cannot change simply by installing RTP meters.  Once the CTC period ends, however, bills for customers with RTP meters will change due to hourly PX prices.  In short, during the transition period, VDA customers will be subject to hourly PX prices and hourly CTC unit charges so  the total unit energy charges remain at their currently adopted levels.  Determining CTC unit charges on a hourly basis will ensure that no bill impacts occur simply due to the installation of RTP meters.  VDA customers will be subject to the same unbundled unit energy charges as customers without RTP meters, i.e., transmission charges, distribution charges, RELIF charges, Nuclear Decommissioning charges, and  Reduction Bond payments (if applicable).

D.	CONSIDERATION OF GENERATION-RELATED COSTS THAT WILL NOT

	RECEIVE CTC TREATMENT:

As the transition cost proceeding progresses, the Commission has clarified that certain generation costs will not receive CTC treatment.  Accordingly, SDG&E intends to file supplemental testimony in the near future, proposing a balancing account similar to the Miscellaneous Adjustment Mechanism Balancing Account proposed by Southern California Edison in its unbundling application.  Such a mechanism will assure that SDG&E receives appropriate recovery of certain generation- related costs that will not receive CTC treatment.   These costs include but are not limited to: nuclear spent fuel storage costs, fuel oil inventory carrying costs, and SONGS 1 shut-down expenses.  

SDG&E greatly appreciates the Commission’s recognition that parties will need to refine filed positions from time-to-time as the numerous restructuring issues come into better focus.

						Respectfully submitted,
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� As stated in D.94-08-023, “SDG&E’s 1993 GRC revenue requirement was approved by the Commission after extensive evidentiary showing and a detailed review of an all-party settlement” (P. 97, OP 51).

� Please note:  The allocation of A&G expenses to T&D differ slightly from the December 6, 1996, filing due to a revised basis for the number of employees allocated to the functional areas.

� In the May 8, 1996 Assigned Commissioner’s Ruling (ACR) on Unbundling, Commissioner Duque recognized that “the utility undertakes administrative and general activities with substantial fixed and variable costs...”.
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