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MOTION OF SAN DIEGO GAS & ELECTRIC COMPANY (U 902-E) FOR A PROCEDURAL SCHEDULE TO ADOPT AN ELECTRIC PROCUREMENT COST RECOVERY MECHANISM



I.
INTRODUCTION

On June 18, 2001, the State of California (through the California Department of Water Resources or “DWR”), San Diego Gas & Electric Company (“SDG&E”) and, as to certain provisions, Sempra Energy signed a Memorandum of Understanding (the “DWR/SDG&E MOU”) the primary purpose of which was to ensure the continued provision by SDG&E of affordable and reliable electricity to its customers.  The DWR/SDG&E MOU, as one of its objectives, proposed a plan for eliminating certain deferred electric commodity costs incurred by residential and small commercial customers of SDG&E (also known as AB 265 customers).  The plan requires a series of actions by the California Public Utilities Commission (“Commission” or “CPUC”) referred to as “CPUC Implementing Decisions.”   
One of the CPUC Implementing Decisions concerns adoption by the Commission of a Procurement Cost Recovery Mechanism.  In describing the need for adoption of a procurement cost recovery mechanism, the DWR/SDG&E MOU at p. 17, states:
Given the magnitude of the net short, the practical ability of Utility to resume such procurement responsibility after the Procurement Resumption Date will depend in substantial part upon continuation of Utility's creditworthiness and its ability to recover such procurement costs in rates on a timely basis.  Accordingly, the CPUC Implementing Decisions will include confirmation of Utility's entitlement to recover its reasonable procurement costs on a timely basis and establish procedures (which may include one or more balancing accounts and trigger mechanisms) designed to ensure that any undercollection or overcollection of procurement costs will be reconciled in a timely manner and any undercollection will be able to be financed (in the capital or credit markets) on reasonable terms consistent with Utility continuing to be an investment grade credit, and mechanisms to mitigate the potential risks of retrospective reasonableness review of procurement practices, including the development of a framework and criteria for procurement practices (the "Procurement Cost Recovery Mechanism").  The Procurement Cost Recovery Mechanism shall also provide that any contracts, if any, that CDWR assigns or subcontracts to Utility shall be deemed reasonable per se.

In order to adopt a procurement cost recovery mechanism that reflects the interests of all impacted parties, and consistent with the requirements of the DWR/SDG&E MOU, a procedural schedule should be adopted for the Commission to consider this issue. As a result, pursuant to subdivision (i) of Rule 45 of the Commission’s Rules of Practice and Procedure SDG&E hereby moves the Commission to implement a procedural schedule to adopt a procurement cost recovery mechanism. 
II.
A SCHEDULE SHOULD BE ADOPTED TO CONSIDER 
ISSUES ASSOCIATED WITH DEVELOPEMNT OF A PROCUREMENT 
COST RECOVERY MECHANISM

As the DWR/SDG&E MOU acknowledges, the practical ability of SDG&E to resume electric procurement responsibilities depends in substantial part upon continuation of it's creditworthiness and its ability to recover the procurement costs it incurs in rates on a timely basis.  In order to achieve this objective, the DWR/SDG&E MOU anticipates the issuance of a CPUC Implementing Decision which adopts mechanisms that mitigate the potential risks of retrospective reasonableness reviews through the adoption of a procurement cost recovery mechanism that includes a framework and criteria for procurement practices.  
Adoption of the procurement cost recovery mechanism provided for in the DWR/SDG&E MOU will require the Commission to resolve a number of issues that go to the very heart of the future procurement activities of SDG&E, including: whether risk/reward criteria should be adopted for procurement activities on the basis of pre-determined standards and/or benchmarks for determining reasonableness; the standards of reasonableness that should be adopted; and the appropriate portfolio mix to be maintained in SDG&E’s procurement portfolio.  While adoption of a procurement cost recovery mechanism is necessary, although SDG&E does not proposed such a mechanism in this filing, SDG&E believes that a procedural schedule should be adopted now that will provide an opportunity for input by interested parties in developing an appropriate structure for a future SDG&E procurement cost recovery mechanism.  
III.
PROPOSED PROCEDURAL SCHEDULE
In order to efficiently and effectively adopt a procurement cost recovery mechanism in a manner that permits the Commission staff and interested parties to address the issues outlined above, SDG&E proposes the following procedural schedule be adopted through an ALJ or Assigned Commissioner Ruling:
· Between August 6 and August 10, 2001 SDG&E will consult with Commission staff and interested parties to discuss possible approaches and other issues associated with the development of a procurement cost recovery mechanism. 
· On or before August 24, 2001 SDG&E will file and serve in this docket its proposal for a procurement cost recovery mechanism.
· Comments on SDG&E’s proposal will be filed and served within 15 days after SDG&E serves it proposal.
· SDG&E will have 10 days to reply to any comments filed concerning its proposal.
· A Commission decision on SDG&E’s procurement cost recovery mechanism will be issued as soon as possible after SDG&E’s reply comments, if any.  
The foregoing procedural schedule will provide the Commission an opportunity to adopt a procurement cost recovery mechanism for SDG&E in a manner consistent with the public interest, and consistent with the SDG&E/DWR MOU, which provides for elimination of the AB 265 undercollection without an increase in base electric rates.  Adoption of a procurement cost recovery mechanism under the schedule proposed herein will also be an important additional step in moving California out of the current energy crisis and put SDG&E in a position whereby it can, under the terms of the DWR/SDG&E MOU, resume electric procurement responsibility for its customers.
IV.
CONCLUSION
Based upon the foregoing, and consistent with the DWR/SDG&E MOU, SDG&E requests:
1. That the assigned ALJ or the Assigned Commissioner issue a ruling immediately adopting the procedural schedule set forth above; 
2. That after due consideration of SDG&E’s proposal and parties comments the Commission adopt a procurement cost recovery mechanism for SDG&E that accomplished the objectives described in the DWR/SDG&E MOU; and, 
3. That the Commission take other and further action in this matter as is in the public interest and consistent with the DWR/SDG&E MOU.  
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