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September 19 2002

RESOLUTION

Resolution E-3781.   Urgent request to return $168 million overcollected in the transition cost balancing account to San Diego Gas & Electric Company (SDG&E) customers.

By Advice Letter 1405-E Filed by SDG&E on May 10, 2002. 

__________________________________________________________

Summary

This Resolution denies without prejudice SDG&E’s proposal to return $168 million in the Transition Cost Balancing Account (TCBA) as of March 31, 2002 to AB X1 43 customers.

The TCBA over-collections contain approximately  $76.7 million that may be attributable to profits related to certain intermediate term contracts, and other revenues related to utility retained generation (URG).  The disposition of the profits related to intermediate term contracts is the subject of an open proceeding in Application (A.)00-10-045/01-01-044.

Background

Pursuant to Decision (D.)99-05-051, SDG&E’s rate freeze ended on July 1, 1999, about one year before the electric energy market experienced unprecedented wholesale price volatility and extraordinarily high rate levels.   The end of frozen rates meant that SDG&E’s customers’ bills reflected actual wholesale electric energy prices.   By the summer of 2000, the increase in wholesale electricity prices caused SDG&E’s customers’ bills to double or triple in some cases.  This prompted urgent action from the Legislature and the California Public Utilities Commission (Commission).  

AB 265, an urgency statute enacted by the Legislature, was signed into law on September 6, 2000.  AB 265 added Section 332.1 to the Public Utilities (PU) Code requiring the Commission to establish a ceiling of 6.5 cents per kilowatt-hour (kWh) specifically on the “energy component of electric bills for residential, small commercial, and street lighting customers of the San Diego Gas and Electric Company” (subsection b).  The ceiling is retroactive to June 1, 2000, and shall be in effect through December 31, 2002.  Section 332.1 also requires the Commission to establish an accounting procedure to track and recover reasonable and prudent costs of providing electric energy to retail customers un-recovered through retail bills due to the application of that ceiling.  

Pursuant to the rate ceiling enacted by AB 265 and implemented by the Commission in D.00-09-040 (September 7, 2000), SDG&E accumulated an under collection totaling hundreds of millions of dollars in a regulatory account originally called the Energy Rate Ceiling Revenue Shortfall Account (ERCRSA), a sub-account to the TCBA which is now called the Energy Revenue Shortfall Account (ERSA).  

On May 15, 2001, the Commission issued D.01-05-060, implementing a portion of AB X1 43, which was approved by Governor Gray Davis on April 11, 2001.  Consistent with Section 332.1 (f) of the PU Code, as amended by ABX1 43, the Commission established an initial frozen rate of 6.5 cents/kWh for energy supplied by SDG&E to all customers not subject to 332.1 (b) (“large customers”).  

Thus, SDG&E’s larger commercial, industrial, and agricultural customers’ rates became frozen retroactive to February 7, 2001, which represents the date the Department of Water Resources (DWR) began to purchase SDG&E’s net short position.  D.01-05-060 authorized SDG&E to establish a memorandum account to record the revenues and revenue shortfall associated with the initial frozen rate.  As a result of the rate freeze, SDG&E incurred a revenue shortfall, however, refunds from DWR combined with accumulated TCBA revenue eliminated this shortfall.

On January 31, 2001, the Commission issued D.01-01-061, which directed SDG&E and the other utilities to use all electricity resources under their control, also called utility-retained generation, to serve existing customers at cost-based rates.  On February 16, 2001, SDG&E filed an application for rehearing of D.01-01-061, seeking clarification from the Commission that the term utility-retained generation did not include energy that SDG&E purchased through certain power purchase contracts known as intermediate term contracts.

On May 3, 2001, the Commission denied SDG&E’s application for rehearing in D.01-05-035.  As part of that decision, the Commission found that it had not issued any previous orders removing the intermediate term contracts from the requirement to serve California customers as the Commission had ordered in D.01-01-061, rejected SDG&E’s claim that the intermediate term contracts were the property of SDG&E’s shareholders, and confirmed its order that the energy from the contracts be sold to ratepayers at cost-based rates.

On March 28, 2002, an Assigned Commissioners Ruling issued in A.00-10-045/01-01-044 directed SDG&E to submit testimony that includes an updated accounting of the present AB 265 undercollection balance and its proposal for amortizing any undercollection.  In its April 26, 2002 testimony, SDG&E indicated it accrued a $168.3 million overcollection in its TCBA allocated to AB X1 43 customers, net of $70 million which had already been applied to eliminate the previous AB X1 43 undercollection.  SDG&E indicated it would be filing AL 1405-E to seek approval to begin the return of overcollections in the TCBA in the Summer 2002 billing season.

On May 10, 2002, SDG&E filed AL 1405-E requesting expedited approval to return to non-AB 265 customers  $168 million over-collected in the TCBA as of March 31, 2002, including accrued interest.    SDG&E proposes clarifying language to the Rule 1 and the TCBA language to define the large customers affected by the filing.  

SDG&E seeks to return the balance over a 30-month amortization through a line-item credit on the customer bill.  SDG&E requests to implement the rate reduction during a high bill season and have the term end during the winter season.  SDG&E also requests direction to file an additional advice letter approximately 15 months from the effective date of AL 1405-E to adjust the rate credit, if necessary, to ensure the overcollection is amortized by the end of the 30-month period.  

Notice 

Notice of AL 1405-E was made by publication in the Commission’s Daily Calendar.  SDG&E states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

Utility Solutions, Incorporated (USI), the California Farm Bureau Federation (CFBF), and the Federal Executive Agencies (FEA) timely protested SDG&E’s AL 1405-E.  

SDG&E responded to the protests of USI and the FEA on June 4, 2002 and June 5, 2002, respectively.  SDG&E did not directly respond to CFBF’s protest, but addressed CFBF’s issue in its response to FEA’s protest.

The following is a more detailed summary of the major issues raised in the protests:

USI protested the proposed mechanism for the return of the over-collected amount.  SDG&E proposes to refund the over-collected amount as a function of UDC charges, which vary significantly between electric rate schedules and will result in many customers receiving substantially less.  USI argues that because all large customers contributed equally on a per-unit basis to the over collection regardless of electric rate schedule, treatment of their refunds should be equally unaffected by their electric rate schedule.  USI recommends adjusting the proposed multiplier to reach an evenly distributed refund amount.   SDG&E replied that USI’s protest is without merit and should be dismissed on the basis that the overcollection SDG&E is proposing to return to its large customers was generated from excess Competition Transition Charges (CTC)/TCBA revenue.  SDG&E’s methodology allocates the refund consistent with the collection of the CTC revenue.  Furthermore, SDG&E’s proposal is consistent with it previous request to return the July 31, 2000 over-collection in the TCBA through a credit to the CTC rates (Advice Letter 1237-E), which the Commission approved.

FEA protested the advice letter on the grounds that direct access customers who were bundled service customers of SDG&E during the period of overcollection in the TCBA should be entitled to a credit.   In its response, SDG&E clarifies that eligible bundled and direct access customers will receive the proposed bill credit.  Direct access customers are billed CTC rates and will receive a credit of the multiplier times the amount of power SDG&E delivers to the customer monthly.

FEA and the CFBF recommend that the amortization of the overcollection should be accomplished in a 12-month period, instead of the 30-month period proposed by SDG&E.  SDG&E disagrees with the protests and notes that returning the TCBA overcollection over a 30-month period would minimize rate shock; the termination of the credit will occur in the winter months when the bills are lower, minimizing the rate shock attributable to the elimination of the credit.  In addition, SDG&E recommends a longer amortization period to prevent a negative impact on SDG&E’s cash flow while recovering the AB 265 undercollection.

Discussion

SDG&E has an overcollection of $168 million in its TCBA and recommends returning the amount to large customers (non-AB 265 customers) through a bill credit of 1.31 times the CTC rate times the customer billing determinants on a monthly basis over a 30-month amortization period.  Customer bills will display the line item amount of the credit.  Eligible billing schedules are AL-TOU, A6-TOU, AD, A-V1, AY-TOU, PA, PAT-1, and NJ.  SDG&E also requests the discretion to file an additional advice letter approximately 15 months after the effective date of this advice letter to adjust the rate credit to ensure that the overcollection is fully refunded by the end of the amortization period.

We have reviewed SDG&E’s advice letter, and note that it may prejudice issues being considered in an open proceeding, A. 01-01-044/A.00-10-045.  The $168 million balance includes overcollections from providing SDG&E’s native load with power from certain intermediate term contracts.  It is unclear what portion of the overcollection is attributable to the intermediate term contracts.  SDG&E’s April 26, 2002 testimony in A.00-10-045/01-01-044 cites an accounting adjustment of approximately $76.7 million related to the contracts credited to the TCBA in compliance with D.01-05-035
.  The disposition of this transfer is within the scope of an open proceeding in A.00-10-045/01-01-044.  At least part of this amount may be allocated to AB 265 customers.  We will also review in that proceeding, SDG&E’s allocation of the TCBA overcollection between AB 265 customers and large customers.

We note that the overcollection in the TCBA may also include specific dollar amounts relating to other SDG&E retained or managed generation resources (URG), i.e., SDG&E’s nuclear generation and contracts with qualifying facilities.  In D.01-09-059 we declined to address SDG&E’s proposal to assign URG to AB 265 customers and to exempt large customers from ongoing CTC charges related to URG (D.01-09-059, Section 5.2).  In that decision we decided not to address SDG&E’s proposal to change our usual ratemaking allocation of the contracts and other URG-related revenues in that phase of the proceeding.  Until the Commission makes a final decision on URG allocation, it would be premature to act on SDG&E’s AL.  

We deny SDG&E’s proposal filed in AL 1405-E without prejudice, pending the outcome of A.01-01-044/A.00-10-045.   SDG&E can file a separate proposal to return any overcollection in the TCBA to large or AB 265 customers after a decision in that proceeding is issued.   Accordingly, we deny without prejudice the protests on SDG&E’s AL 1405-E filed by CSI, FEA, and the CFBF.

Comments

Public Utilities Code section 311(g)(1) provides that this Resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  The draft Resolution was mailed to parties for public review and comment on June 17, 2002.  Comments were filed by SDG&E, FEA, and ORA on July 2, 2002.  The following is a brief summary of the comments.

FEA objects to the Resolution on the grounds that the $168.3 million that SDG&E proposes to return to its AB X1 43 customers is the exclusive entitlement of the ABX1 43 customers.  The FEA notes that the AB X1 43 customers are allocated only 30% of the $76.7 million mentioned in the draft resolution.   FEA claims that SDG&E’s allocation of URG-related revenues in AL 1405-E complies with the Commission’s directive in D.01-09-059.  FEA encourages return of the full balance to the ABX1 43 customers.

SDG&E notes in its comments that it would like large customer rates reduced as soon as practical and without being prejudicial to the outcome of A.00-10-045/A.01-01-044.  SDG&E recommends amortizing the $168 million balance starting August 1, 2002.  The amount returned to the large customers could be modified should the outcome in A.00-10-045/A.01-01-044 alter the amount to be returned to large customers.  ORA provides comments which support SDG&E’s recommendation and notes the Commission should not reject SDG&E’s proposal on the basis of uncertainty of the outcome of the above proceeding; if an amount were to become unavailable for refund, either the amortization period or the future refund could be reduced to account for the intermediate term contract issue.

ORA clarifies the portion of the overcollection that is attributable to the intermediate term contracts.  ORA reviewed the transcript in A.00-10-045 in which SDG&E provided additional direct testimony and states that approximately $23 million of the $168.3 million is attributable to overcollections from the intermediate term contracts during the period of February to April 2001.  ORA relies upon the representation of SDG&E for the purposes of its comment letter and has not made any ultimate determination of whether $23 million is correct.  

The directions contained in the request for comments on the draft Resolution state, “Comments shall focus on factual, legal, or technical errors in the proposed draft Resolution.  Comments that merely reargue positions taken in the advice letter or protests will be accorded no weight and are not to be submitted.”  We have reviewed the comments of the draft Resolution and have found that comments do not raise factual, legal, or technical errors.  Accordingly, we have not modified the draft Resolution based on comments submitted by parties.

Findings

1. Pursuant to D.99-05-051, SDG&E’s rate freeze ended on July 1, 1999, about one year before the electric energy market experienced unprecedented wholesale price volatility and extraordinarily high rate levels.   

2. AB 265, an urgency statute enacted by the Legislature, was signed into law on September 6, 2000.  AB 265 added Section 332.1 to the PU Code.
3. On May 15, 2001, the Commission issued D.01-05-060, implementing a portion of AB X1 43, establishing an initial frozen rate of 6.5 cents/kWh for energy supplied by SDG&E to all customers not subject to 332.1 (b) (“large customers”).  
4. D.01-05-060 authorized SDG&E to establish a memorandum account to record the revenues and revenue shortfall associated with the initial frozen rate.  Refunds from DWR combined with accumulated TCBA revenue eliminated this shortfall.

5. On January 31, 2001, the Commission issued D.01-01-061, which directed SDG&E and the other utilities to use all electricity resources under their control, also called utility-retained generation, to serve existing customers at cost-based rates.  
6. On May 3, 2001, D.01-05-035 denied SDG&E’s application for rehearing D.01-01-061 and rejected SDG&E’s claim that the intermediate term contracts were the property of SDG&E’s shareholders, and confirmed its order that the energy from the contracts be sold to ratepayers at cost-based rates.

7. In its April 26, 2002 testimony in A.00-10-045/01-01-044, DG&E indicated it accrued a $168.3 million overcollection in its TCBA allocated to AB X1 43 customers.

8. SDG&E credited $76.7 million in intermediate term contract profits and other URG-related revenues to the TCBA.  This is a matter being addressed in an open proceeding, A.01-01-044/A.00-10-045.

9. On May 10, 2002, SDG&E filed AL 1405-E requesting expedited approval to return to non-AB 265 customers overcollections in the TCBA as of March 31, 2002, including accrued interest and proposed clarifying language to the Rule 1 and the TCBA language to define the large customers affected by the filing.  

10. CSI, FEA, and CFBF protested SDG&E’s AL 1405-E.  

11. Comments on draft Resolution E-3781 were filed by SDG&E, FEA, and ORA.

12. Comments filed did not raise factual, legal, or technical errors.

Therefore it is ordered that:

1. The request of SDG&E to return approximately $168 million in TCBA overcollections as requested in Advice Letter 1405-E is denied without prejudice pending the outcome of the current phase of A.01-01-044/A.00-10-045.  The protests on SDG&E’s AL 1405-E are denied without prejudice.

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on September 19, 2002 following Commissioners voting favorably thereon:







 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

� A.00-10-045/01-01-044; April 26, 2002 Direct Testimony of Lee Schavrien (p.15)
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