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PREPARED DIRECT TESTIMONY 1 

OF 2 

JAMES S. PARSONS 3 

CHAPTER 3 4 

I. OVERVIEW AND PURPOSE 5 

 The purpose of my testimony is to present: (1) San Diego Gas & Electric’s (SDG&E) 6 

proposed System Revenue Allocation for this Rate Design Window (RDW) application; (2) 7 

SDG&E’s proposed RDW Distribution Revenue Allocation based on Test Year (TY) 2009 rate 8 

class sales and distribution allocation determinants; (3) SDG&E’s proposed RDW Commodity 9 

Revenue Allocation and rate schedule commodity rates based on TY 2009 class sales and 10 

commodity allocation determinants; and (4) the results of a Large & Medium Commercial 11 

Industrial rate class split into Medium Commercial Industrial and Large Commercial Industrial 12 

rate classes based on hourly load research data from years 2004 through 2006.   13 

 The current system revenue allocation, distribution rates, and commodity rates are based 14 

on a settlement of distribution and commodity class revenue allocations adopted by the 15 

Commission in Decision (D.) 08-02-034, SDG&E’s General Rate Case (GRC) Phase 2 decision 16 

(GRC Phase 2 Settlement).  In D.08-02-034, no specific marginal costs for revenue allocation 17 

were adopted by the Commission, but rather only class revenue requirements. 18 

 SDG&E normally submits comprehensive new or revised marginal distribution and 19 

commodity cost studies either every three years in RDW applications, or as Phase 2 of a GRC 20 

application.  These marginal cost studies then form the basis of subsequent distribution and 21 

commodity revenue allocation proposals.  In the RDW Applications where SDG&E does not 22 

propose new marginal costs, the existing distribution and commodity revenue allocations are 23 

updated using the RDW Application TY sales and allocation determinants. Marginal costs are 24 

not updated or revised. Since SDG&E’s last adopted revenue allocation was in year 2008, 25 

SDG&E does not propose revised marginal costs for this TY 2009 RDW application. 26 

 The GRC Phase 2 Settlement required an analysis of splitting the commercial and 27 

industrial customer classes into three levels based on their kW demands (“Class Split Study”).  28 

This Class Split Study was duly filed on August 1, 2008, and a conference call, open to all 29 

parties on the SDG&E GRC Phase 2 (A.07-01-047) service list, was held to discuss the results.  30 

As required by the Settlement Agreement, the Class Split Study is presented in this Application 31 
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on an informational basis.  SDG&E is not proposing revenue allocation or rates based on the 1 

Class Split Study. 2 

 The GRC Phase 2 Settlement Agreement also required SDG&E to propose in this 3 

Application at least one additional split of the current Commercial & Industrial customer class 4 

(C&I). In compliance with this requirement, this testimony proposes the required additional 5 

intra-class revenue allocations for distribution and commodity requirements in splitting this C&I 6 

class.   7 

 Witness Hansen, in his direct testimony, discusses further the requirements and the 8 

rationale of the proposed revenue allocation and rates split of the current Large & Medium C&I 9 

class into a Medium C&I class and a Large C&I class at the 500kW demand level.  SDG&E does 10 

not believe that this class split is necessary to provide cost-based pricing.  The current 11 

distribution and commodity rates, based on the GRC Phase 2 Settlement, already incorporate 12 

suitable rate structures to provide meaningful price signals for the customers in the C&I class.  13 

The splitting of the C&I class into two classes may not provide meaningful price signals. 14 

 Table JSP-1 provides the proposed system revenue allocation of all the revenue 15 

components, including Distribution and Commodity revenue requirements that incorporate both 16 

TY 2009 sales and allocation determinants, and a rate class split for the C&I class in to Medium 17 

and Large classes.   18 

II.   MARGINAL COSTS 19 

A. General Approach 20 
Because no marginal costs were explicitly adopted in the GRC Phase 2 Settlement, a 21 

proxy for rate class marginal costs was devised in order to incorporate TY 2009 sales and 22 

allocation determinants into a revenue allocation. These proxy class marginal costs were then 23 

applied to the TY 2009 sales and allocation determinants to derive class Marginal Cost Revenue 24 

Responsibilities (MCRR).  The class MCRR values were then used for an Equal Percent 25 

Marginal Cost (EPMC) revenue allocation of the revenue requirement for system Distribution 26 

and Commodity revenue requirements. 27 

The C&I class split into Medium and Large classes also required the derivation of 28 

marginal cost proxies to calculate MCRR for these two classes.  These MCRRs were then used 29 

to split the total Commercial Industrial class allocated distribution and commodity revenue 30 

requirements in an intra-class type approach. 31 
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B. Distribution  1 

Proxy marginal distribution rates were derived from the adopted class revenue 2 

requirements by using the adopted TY 2008 class’ sales that were consistent with the GRC Phase 3 

2 Settlement.  These customer class proxy marginal costs were then applied to the TY 2009 class 4 

sales to derive class MCRR for distribution revenue allocation. 5 

The C&I class split required deriving marginal costs for Large and Medium customers.  6 

The same distribution marginal cost methodology (and models) as proposed by SDG&E in the 7 

GRC Phase 2 proceeding was used to derive unit marginal costs.  This was necessary since 8 

implicit in the distribution rates currently in effect are the SDG&E GRC Phase 2 distribution 9 

marginal costs.  The Large and Medium unit marginal costs were then applied to TY 2009 10 

distribution allocation determinants.  The resulting MCRR values for the Large and Medium 11 

classes were then used to split the Commercial Industrial distribution revenue allocation into two 12 

distribution revenue requirements. 13 

C.  Commodity 14 

Proxy marginal commodity rates were derived from the adopted class revenue 15 

requirements using the same general methodology as for distribution.  The C&I class split 16 

required deriving marginal costs for Large and Medium customers.  The same commodity 17 

marginal cost methodologies (and models) as proposed by SDG&E in the GRC Phase 2 18 

proceeding for both commodity capacity and commodity energy components were used to derive 19 

unit marginal costs. This required analyzing 8760 hourly interval data for Large and Medium 20 

customers for the three years of 2004 through 2006.  This analysis required constructing typical 21 

weekday and weekend day hourly profiles for each month using the three years of data for the 22 

calculating of commodity energy MCRRs for the Large and Medium classes.  The capacity 23 

MCRRs for the Large and Medium classes were derived by using the Top 300 hour methodology 24 

(100 hours from each of the years 2004 through 2006) from the hourly data. 25 

III.   REVENUE ALLOCATION 26 
A. Distribution 27 

The MCRR values by customer class, before the C&I class split, were used in the EPMC 28 

methodology to allocate the marginal distribution revenue requirement.  The large and Medium 29 

class MCRRs were then used in a second calculation to split the distribution revenue allocation 30 

of the C&I class into two parts.  These revenue allocations are only for that part of the 31 
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distribution revenue requirement attributable to marginal costs.  Other distribution revenue 1 

components are either directly assigned, or use other than EPMC allocation methods, and are 2 

calculated in the Rates model sponsored by witness Hansen.  The results of the distribution 3 

revenue allocation are shown in column (B) of Table JSP-1.  The details of the distribution 4 

allocation are shown in Table JSP-2. 5 

B. Commodity 6 

The MCRR values by customer class, before the C&I class split, were used in the EPMC 7 

methodology to allocate the marginal commodity revenue requirement.  The large and Medium 8 

class MCRRs, for both capacity and energy, were then used in a second calculation to split the 9 

commodity revenue allocation of the C&I class into two parts.  The results of the commodity 10 

revenue allocation are shown in column (K) of Table JSP-1.  The details of the Large and 11 

Medium class split are shown on JSP-3. 12 

Table JSP-3 shows a decrease to the proposed RDW Medium C&I class commodity 13 

revenue allocation from present commodity revenue allocation, and a corresponding increase to 14 

the Large C&I class proposed revenue allocation from the present revenue allocation, in order to 15 

maintain the same proposed C&I class revenue allocation in the case of no rate class split at the 16 

500 kW demand level.  These somewhat anomalous results are a result of trying to incorporate 17 

an intra-class revenue allocation split based on settled revenue requirements of all classes, and 18 

without a new marginal cost study and revised revenue allocation to all classes. 19 

 This concludes my prepared direct testimony. 20 

21 
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IV. QUALIFICATIONS OF JAMES S. PARSONS 1 

My name is James S Parsons.  My business address is 8315 Century Park Court, San 2 

Diego, California, 92123.  I am a Principal Regulatory Economics Advisor in the Electric Rates 3 

Section of the Rates and Revenues Group at San Diego Gas & Electric Company ("SDG&E").  4 

My primary responsibilities include the development of electric cost-of-service studies, revenue 5 

allocation studies, and derivation of rate designs.  6 

I received a Bachelor of Science degree in Engineering from The Pennsylvania State 7 

University 1966.  I received a Master of Science degree in Business Administration from the San 8 

Diego State University 1972   I am a Registered Professional Engineer, Mechanical Branch, in 9 

the State of California.  I have been employed by SDG&E since 1972 in various engineering, 10 

regulatory analysis, and rate design capacities.   11 

I have testified before this Commission since 1980 in numerous costs of service, revenue 12 

allocation, and rate design proceedings.13 
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