
EXHIBIT C

BREAKDOWN OF DWR REVENUE REQUIREMENTS

IN ACCORDANCE WITH THE PROPOSED RATE AGREEMENT

COST CATAGORIES

This exhibit describes the component costs of the Department’s revenue requirements consistent with the categories set forth in the proposed Rate Agreement between the Department and the Commission.  The descriptions below make reference to the tables in Exhibits A and B as appropriate, rather than repeating those tables and data in this Exhibit C.

Modifications to this Exhibit C from the version submitted on July 23, 2001 which is replaced by this Exhibit includes the clarification of the inclusion of neutrality and unaccounted for energy (UFE) as costs for the customers of PG&E and SCE as discussed below under the topic of Ancillary Services, and cost figures for items 7. Employee Benefits, 8. Legal and Engineering, and 9. Consulting and Technical Services, below.

1.
Cost for the purchase and delivery of power, including:
· Long-term purchases

Long-term purchases are considered those that are more than a quarter in duration.  These costs are included in Column D “Contract Power” as shown in Tables A-3 through A-6 in Exhibit A.  The contracts which have been executed, or agreements in principle which were still under active negotiation as of June 15, 2001 are included in this column.
· Short-term purchases

Short-term purchases consist of two categories: (1) bilateral contracts with a duration of a quarter or less, but longer than day-ahead purchases, which are included through the third quarter of 2001 in Column D, “Contract Power”, for known contracts as of June 15, 2001, and (2) day ahead, hour ahead, real time, or future, yet to be completed bilateral contracts not known as of June 15, 2001.

· Termination and liquidated damages

Termination charges are those applicable to the Department for terminating contracts prior to the end of the term of the agreement for various reasons, for which the contract provides for charges to be paid by the Department to the Seller, or for similar charges due from the Seller to the Department for Seller’s early termination for certain purposes.  Liquidated damages (payments of moneys due to actions taken by the Department or the Seller in accordance with certain contract provisions rather than providing for costs to be determined by a court of law or arbitration).  No termination charges or liquidated damage costs are specifically assumed in the Department’s Revenue Requirement (no costs to the Department, nor any payments to the Department by any Seller for such theoretical charges).

· Emission costs

Allowances for emission costs are included in the generation dispatch model and are included in the estimated cost of power.  These costs are not readily separable in the model due to the manner in which the model program computes the costs.

· Hour-ahead power

Hour-ahead purchases, whether by the Department or the ISO, are included in Column E of Tables A-3 through A-6 in Exhibit A as part of “Residual Net Short” purchases.  Residual Net Short purchases are all net short energy purchases other than Ancillary Services which are required after the bilateral contract power.

· Real time power

Real time power purchases by the ISO are also included in “Residual Net Short” purchases in Column E in the tables A-3 through A-6 in Exhibit A.  

· Transmission, distribution, scheduling

Allowance for distribution and transmission line losses is included in the calculation of the quantity of net short energy required to be purchased to meet the retail customer loads of the IOUs.  There are not separate charges estimated in the net short energy costs.  As noted in Exhibit A, sellers are responsible for their own scheduling coordination costs and the IOUs are responsible for their costs of scheduling the load.  Any of DWR’s costs for coordination and scheduling are captured in the labor and related costs included “Administrative & General or “A&G” charges shown in Column B of the tables in Exhibit A-3 through A-6.

· Ancillary services

The calculation of ancillary services in Table A-3 was calculated on percent of supply cost method.  For purposes of projecting ancillary service costs, total ancillary service cost was assumed to be six percent of total supply (contract and spot purchases for net short plus utility retained generation) cost of each IOU.   For clarification, the six percent of total energy costs basis for ancillary service costs used in the DWR Revenue Requirement is expected to be sufficient for the capacity reserve costs and for neutrality and UFE costs for SCE and PG&E.

The costs on Table A-3, column F in the DWR Revenue Requirement filing, represent the projected total ancillary service costs for each IOU.  These ancillary service costs are related to delivery of bulk wholesale power to satisfy the three IOU’s aggregate load requirements.  It is estimated that these costs represent a significant portion the utilities’ ancillary service costs and ISO charges for each IOU on a going forward basis.  

Some key assumptions surrounding the estimation of these ancillary service costs and using the supply cost method are that 1) the utilities continue to self-provide ancillary services at historical levels from utility retained generation and 2) the utilities and DWR work cooperatively on scheduling of utility retained generation and DWR resources to minimize overall costs.  

It is assumed that each utility will be responsible for grid management charges and other miscellaneous ISO charges other than the FERC Order 888 ancillary service charges described in the DWR Revenue Requirement filing.   These miscellaneous charges have not been specifically identified but will be set forth in the development of the operational protocols being established between DWR and each of the three utilities.   DWR and the utilities are in the process of developing operational protocols to ascertain ISO charge and cost responsibilities and resource scheduling in a manner consistent with the development of the revenue requirement.   

Actual ancillary services for Q1 and Q2, 2001 are included within the costs shown in column E, Table A-3, identified as “residual net short”.  Due to the manner in which DWR (or the ISO, with reimbursement by DWR) has purchased these services, it is not possible to isolate charges specifically related to the individual ancillary services.  Some of the historic ISO charges such as unaccounted for energy, are assumed to be included in the DWR projection of the spot energy purchases of the net short, recognizing that unaccounted for energy charges are simply an allocation by the ISO of charges for energy required by the customers within the ISO control area, and are then allocated by the ISO after the fact.  There may be a need to review unaccounted for energy charges made by the ISO to the customers of the three utilities to assure that the costs allocated to the IOU customers do not unreasonably include charges which should properly be charged to those municipal utility customers who use the transmission system controlled by the ISO.
2. Costs for fuel, including storage & transportation, options, and financial instruments.

The cost of fuel for the contracted power is included in Column D in the tables in Exhibit A.  The cost of fuel is also included in the short-term purchases included in the “Residual Net Short” in Column E in the tables in Exhibit A-3 though A-6.  Table A-7 shows the cost of natural gas assumed in the cost of power for long-term contracts and for short-term spot purchase market clearing price assumptions.

Fuel transportation charges are estimated in the generation dispatch model based upon regional location of generating sources and are included in the cost of power shown in Columns D and E in the tables in Exhibit A.  Although the Department may have rights to implement option and financial hedging programs and instruments, no such actions or associated costs are specifically assumed in the fuel costs herein.  All fuel costs included in the contracts and the spot market purchases are assumed to be equal to the average spot market price of natural gas.

3.
Costs to avoid or minimize the amount of power to be acquired including:

· conservation programs

· load curtailment/interruptible programs

· conservation rebates

· load management programs
See Exhibit B for the description of the programs, the amount of savings in MWh per month, and the associated costs for these programs and savings.  These costs are shown in the aggregate by month in Column C, “DSM” (demand side management) in the tables in Exhibit A.

4. Payments under security agreements

There are no specific security agreement payments assumed to be payable during the term of the Department’s Revenue Requirement as filed herein.

5. Administrative, general & overhead expenses

The Department’s A&G (administrative and overhead) expenses are as described in Exhibit A, and as summarized by month as Column B “A&G” in the tables A-3 through A-6 in Exhibit A.

6. Insurance premiums

Insurance premiums are included in A&G expenses described above.

7. Payments for employee benefits

These costs are estimated at $965,000 and are included in A&G expenses described above and included in Column B “A&G” in the tables in Exhibit A.

8. Legal and engineering expenses

These costs are estimated at $1.005 million and are included in A&G expenses described above and included in Column B “A&G” in the tables in Exhibit A.

9. Consulting and technical services

These costs are estimated at $8.095 million and are included in A&G expenses described above and included in Column B “A&G” in the tables in Exhibit A.

10. Charges for licenses, orders or other governmental mandates

There are no specific charges estimated or included in the Department’s Revenue Requirement as filed.

11. Taxes, governmental charges, etc.

There are no known applicable taxes or governmental charges which are capable of being estimated as of the date of this filing, and none were included in the Department’s Revenue Requirement.

12. Expenses, liabilities, compensation of trustees and other fiduciaries

Any such charges are anticipated to be those associated with issuance of the Department’s bonds and would be included in the cost of issuance of the Bonds.

13. Costs of complying with any rebate requirements relating to the Bonds

No such costs are included during the term of this Revenue Requirement filing.

14. Deposits to fund or replenish operating reserves

Initial deposits to fund operating reserves are capitalized in the Department’s Bond issue.  Operating reserves would need to be replenished only if costs were significantly outside the assumptions which underlie the Department’s Revenue Requirement as presented in this filing.  Therefore, there are no assumed costs applicable in this Revenue Requirement filing.

At this time, DWR does not believe that it will be possible to reduce reserve levels and still achieve the targeted credit ratings.  The contemplated operating reserve is to be funded from a combination of bond proceeds and revenues.  Because expenses exceed revenues in the early years of the program, the operating reserve fund balance is initially relatively high but declines over time as the reserve fund is drawn upon to subsidize ratepayer revenues. The Revenue Requirement that was submitted on July 23rd is projected to be sufficient, in combination with bond proceeds, to avoid rate increases or additional bond issuance through at least 2004.  

The targeted minimum operating reserve balance for the period of 2001-2003 is $950 million. This minimum operating fund balance is anticipated to cover the funding needs of a “stress scenario” in which the state experiences: 1) high gas prices; 2) unusually hot summers in 2001 and 2002; and 3) one nuclear generating unit is off-line for a full year beginning in April 2002.  The stress scenario results in increased costs to DWR above the base case assumptions that deplete the operating reserves over a four-month period (120 days).  Under the proposed Rate Agreement with the CPUC, 120 days is the projected amount of time required for DWR to: 1) identify the need for a rate increase; 2) submit a new Revenue Requirement to the CPUC; 3) have the CPUC act to implement a rate increase on an expedited basis; and 4) have the rate increase fully realized in the revenues collected by DWR.  We anticipate that the rating agencies may ask to evaluate additional stress scenarios but currently expect that the targeted minimum operating fund balance will be sufficient, in conjunction with the rate adjustment mechanism in the proposed Rate Agreement, to achieve the targeted ratings.

The Department has considered an “automatic rate adjustment” mechanism as part of the financing structure, but did not include it in the proposed Rate Agreement.  The Department’s financial advisors believe that a completely automatic rate adjustment mechanism could reduce the need for reserves by as much as 1- 11/2 months under the stress scenario.  Under our current assumptions this would represent a reduction in the reserve amounts of $250-$375 million.
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