L/SK:1lz

- w

1 :
Decision %‘95‘_;90 MAY 16, 1984 @@U@Um@&

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNTA

Application of PACIFIC GAS AND
ELECTRIC COMPANY for authority,
among other things, to increase Application 82~-12-48

its rates and charges for (Filed December 20, 1982)
electric and gas service. _

(Electrie énd Gas)

ORDER_MODIFYING DECISION (D.) 83-12-068
AND DENYING REHEARING

Applications for rehearing of D.83-12-068 have been filed
by the City and County of San Francisco (City) and by Toward
Utility Rate Normalization (TURN). In this order we deal with two
of the issues raised by those applications: another order deals
with the remaining issues. The issues we address here concern our
disposition of gains and losses arising from various abandoned
projects of Pacific Gas and Electric Company (PG&E). We have
carefully considered the allegations of error and PG4E's
response. We have c¢oneluded that the discussion and disposition
in D.83-12-068 should be modified in several respects.

First, for all but the Mendocino nuclear project, we
affirm the apportionment between ratepayers and shareholders of
the preconstruction costs for the cancelled projects. However, we
clarify the exception to the "used and useful" principles under
which we order such apportionment. We emphasize that a utility
must demonstrate reasonable managerial skill for all of its
projects, including those commenced or pursued during periods of
unusual and protracted uncertainty. Ratepayers will not be -
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required to absord costs attributable to a project unreasonably
commenced, or to the pursuit of a project past the point at which
it should reasonably have been cancelled. We do not allow PG4E's
costs for the Mendocino nuclear project because that project does
not come within our exception to "used and useful” principles.

Second, we are convinced that a proper application of the
principles articulated in D.83-12-068 requires that the gains
derived from sale of the non-ratebased properties in the abandoned
Montezuma project go to the ratepayers, after allowance of PG&E's
direct costs and carrying costs through December 31, 1981.
Therefore, good cause appearing,

IT IS ORDERED that D.83-12-068 is modified as follows:

1. The following sentence is added to the second full

paragraph on mimeo. page 43 as shown:

"... Again we emphasize that allowance of
recovery is the exception not the rule. We

view the costs of ultimately unrealized —
rojects as generally Within the range of risks

of normal operation reasonab y under the
control of utility management."
2. The third full paragraph on mimeo. page 48 is modified
as shown:

"... Our conclusion is based on twe imporitans
faetors which together Juesify $he eX0epsions~
several of our recent decisions, which

disclose an exception to the principles we have

articulated above."

3. The discussion beginning with the last paragraph of
mimeo. page 48 (which starts "First, we are influenced ...") and
continuing up to and including the first two lines of mimeo. page
50 is deleted in full.
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The text deleted by paragraph 3 is replaced by the
following discussion:

"The exception is the product of the period of
dramatic and unanticipated change, initiated
most notably for utility planners by the oil
embargo of 1973, and extending for almost a
decade. The period was characterized by great
uncertainty in the energy industry, both as to
demand growth and availability of supply.
During such a period, a reasonable utility
management can still reduce risk, but not
necessarily to a level at which the shareholder
may fairly be expected to absord all the costs
of cancelled projects. During such a period,
the ratepayer should participate in the
inereased risk confronting the utility.

"But the ratepayer does not become the

utility's underwriter in a period of high

risk. At all times, the shareholder will bear
some of the risks of adbandoned projects. The
utility should bear a major part of the risk in
order to provide proper management incentives.
Also, the ratepayer's participation is limited
to those abandoned projects, or those portiouns
of projects, for which the utility demonstrates
to us that 1t has exercised reasonable
managerial skill. We emphasize that the
utility bears the durden of proof of
reasonableness, not only with respect to the
planning and conduct of a given project, bdut
also regarding the cancellation, which must
have occurred promptly when conditions
warranted, Finally, a perception merely of
generalized and ill-defined risk will not
suffice to invoke this exception to the "used
and useful" principles. The utility will have
to demonstrate that the project which it
ultimately abandoned was reasonable throughout
the project’s duration in light bdoth of the
relevant uncertainties that then existed and of
the alternatives for meeting the service npeeds
of its customers.
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4, The text deleted by paragraph 3 is replaced by the
following discussion:

"The exception is the product of the period of
dramatic and unanticipated change, initiated
most notably for utility planners by the oil
embargo of 1973, and extending for almost a
decade. The period was characterized by great
uncertainty in the energy industry, hoth as to
demand growth and availability of supply.
During such a period, a reasonadble utility
management can s$till reduce risk, but not
necessarily to a level at which the shareholder
may fairly be expected to absord all the costs
of cancelled projects. During such a period,
the ratepayer should participate in the
increased risk confronting the utility.

"But the ratepayer does no%t become the

utility's underwriter in a period of high

risk. At 2all times, the shareholder will bear
some of the risks of abandoned projects. The
utility should bear a major part of the risk in
order to provide proper management incentives.
Also, the ratepayer's participation is limited
to those abandoned projects, or those portions
of projects, for which the utility demonstrates
to us that Lt has exercised reasonadle
managerial skill. We emphasize that the
utility dbears the burden of proof of
reasonableness, not only with respect to the
planning and conduct of a given project, but
also regarding the cancellation, which must
have occurred promptly when conditions .
warranted. Finally, a perception merely of
generalized and ill-defined risk will not
suffice to invoke this exception %o the "used
and useful"™ principles. The utility will have
to demonstrate that the projeect which it
ultimately abandoned was reasonable throughout
the project's duration in light both of the
relevant uncertainties that then existed and of
the alternatives for meeting the service needs
of its customers.
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"Thus, although we will oc¢casionally relax the
"used and useful"™ principles with respect to
cancelled projects, we will continue to
rigorously apply the ¢riterion of reasonadble
managerial skill to costs deriving from sugh
projects, as indeed we apply this criterion %o
all utility expenditures. How, then, should
reasonable utility management perform its
project planning function under conditions of
great uncertainty and unusually high risk?

We set forth below a list of considerations,
not intended to be exkraustive, which should
guide utilities facing such conditions. In
proceedings involving requests for recovery of
costs for cancelled projects, our staff, the
utility applicant, and other interested persons
should specifically address these considerations.

1. Identifying Relevant Risks. The
utility must identify, assess, and to the
extent possidle, quantify the risks relevant to
1ts ability and obligation ¢o maintain adequate
and reasonable service. The risks most
obviously relevant t0 energy service inc¢lude
demand growth elasticity, uncertain fuel
supply, changes in applicable governmental
policy, and capital constraints., The utility
nust also test its own forecasting against
other forecasting efforts. In particular, the
electric utilities shall demonstrate careful
consideration of the California Energy
Commission's Biennlial and Electricity Reports,
and shall at a minimum include that
Commission's adopted supply and demand
forecasts, relevant o the utility's service
area, as one of the scenarios considered in the
utility's planning decision.

2. Analyzing Particular Projeets. The
utility's choice of projects should reflect an
overall strategy to minimize costs, consistent
with quality and dependability of service. For
example, in times of high capital costs and
uncertaln demand growth, we would expect that
reasonable utility management would avoid
capital intensive supply options with long lead
times, particularly for that portion of demand
which is most uncertain.
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"Consideration ¢of the relevant factors may
sometimes lead a reasonabdble utility to commit
to a project or contract with relatively high
risks. In such a case, we expect the utility
to dilute such risks by express provisions,
negotiated with the other participant(s),
appropriately dealing with relevant
contingencies.

"We do not expect utilities to eliminate

risks, but rather to recognize and circumseribe
their effects on the utility, and therefore on
ratepayers. Thus, reasonable choice anong
potential projects entails assessing their
respective risks, and preserving the utility's
flexibility. The utility should examine
alternatives in the light of different
combinations of future conditions, avoiding
where possible the risks associated with major
capital expenditures and other fixed
commitments. In assessing costs and benefits,
the utility should c¢onsider not only the most
likely combination of future events, but also
reasonable variations in terms of fuel costs
and other critical factors. This standard of
reasonableness applies not only to construction
projects but also to other commitments and
contracts undertaken by the utility. Such
transactions should not result in the utility's
bearing risks associated with major changes in
business conditions beyond those customarily
borne in those markets.

3. Reevaluations. The utility should
frequently review its project commitments and
overall supply strategy. At the least, the
utility must demonstrate annual monitoring and
reevaluation of the ¢osts and benefits of any
project in its planning or construction stages,
or any project subject to renegotiation,
expansion, or modification. An ongoing project
can be considered reasonable only if its
estimated completion costs (that is, total
costs minus sunk costs) show reasonabdble promise
of being smaller than expected benefits,
considering the expected state of the utility
as of the completion date, %the costs of
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alternatives, and the status of other projects
in the utility's resource plan.

"We believe that the 26 projects considered
here, other than the Mendocino nuclear project,
all fall within the exception. All were
affected in eritical ways by the recent period
of great uncertainty for utility planners.
Furthermore, the record before us indicates
that the costs directly incurred by PG&E for
these projects were reasonadle. Thus, we will
allow recovery of such costs.

"Ihe exception, however, does not apply to the
Mendocino nuclear project. This project began
and ended before the period of uncertainty
ushered in by the oil embargo of 1973. Alse,
the project was cancelled, not because of
uncertaintlies of supply availability and demand
growth, but because the proposed site was
geologically unsuitadble. We therefore do not
allow recovery of PG&E's costs for this
project."

5. The first sentence of the second full paragraph of
mimeo. page 50 is modified as shown:

"We will adopt staff's recommendation to
amortize over four years the direct
preconstruction ¢osts of the 26 cancelled
projects (other than the Mendoecino

project)."

6. 7The first sentence of the second paragraph of mimeo. page
51 is modified as shown:

"Ihe power plant Projees wae effeetiwedry
2bandoened #n In September 1981 when PG&E
sought bids for the sale of the coal

properties.”
T. The discussion beginning with the first paragraph of
mimeo. page 671 and extending through and including the first two
paragraphs of mimeo. page 62 is deleted in full.
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8. The text deleted by paragraph 6 is replaced by the
following:

"Under the regulatory treatment we have
adopted for project cancellations, a utility
could recover its direct costs where (1) the
projects were prudently undertaken and
terminated, and (2) the projects ran their
course during 2 period of unusual and
protracted uncertainty. Montezuma was such a
project. The record contains no suggestion
that PG&E was imprudent regarding Montezuma,
and the project occurred during a peried of
great uncertainty for utility planners. As
with PG&E's other abandoned projects in this
proceeding, the utility's direct costs would
have been recoverable had the utility incurred
a loss on the project. From this it follows
that the ratepayers did in fact bear risks even
for the properties never entered in rate base.
The ratepayers are thus entitled to part of the
$37.9 million gain attributable to sale of the
. non=-ratebased properties.

"We will allow PG&E its direct costs of
approximately $14.3 mxllion. Also, we will
allow PG&E carrying costs of $4.3 millioen.

That sum is equal to the AFUDC accumulated for
the Montezuma project through December 31,

1981, by which date PGLE had received bids
conforming to its instructions and had accepted
Sunedeo's vid. (D.82-12-121, Findings of Fact
17=19.) We allow the carrying ¢costs because
ratepayers derived substantial benefits from
the project, in the form of profits from the
sale, even though the project never produced
electricity. Thus, PG&E is entitled to its
carrying costs through the date indicated. We
emphasize that, 4in allowing PG&E's carrying
costs for the Montezuma project, we are not
reversing our usual policy, under which we have
not allowed AFUDC for cancelled projects even
where allowing the utility to recover its
direct costs. That continues to be our policy,
and the allowance of carrying costs in this
instance results entirely from the peculiar
circumstances of this project.
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"After allowance of PG&E's direet and carrying
costs, a balance of approximately $19.3 million

remains from the gain on the sale. This
balance should be allocated toO ratepayers.

"In making this allocation of the gain from

the sale of PG&E's Utah coal properties, we are
aware that in 0.93887 we allocated the entire
gain from the sale of the Nipomo Dunes property
($1771,456) to PG&E's shareholders on the basis
that, since Nipomo Dunes was never in rate

base, the shareholders had borne the entire
risk. That rationale simply cannot be applied
in the present proceeding in which we have
allocated to ratepayers over $40 million in non-
ratebase related costs for cancelled projects.
The Nipom¢ Dunes holding is therefore limited -
strictly to the facts in that proceeding.”

9. The tables at pages 86 and 197a are revised to de
consistent with the modifications made herein. These two tadles
appear in today's order as Attachment A.

. 10. Add new Finding of Fact 27a as follows:

"During periods of great uncertainty for
utility planners, it is appropriate for rate=-
payers to bear some of the ¢osts incurred for
a project which is ultimately cancelled. The
ratepayers' participation should be limited to
the direct costs of those cancelled projects,
or those portions of such projects, for which
the utility demonstrates that it has exercised
reasonable managerial skill."”

11. Modify the first sentence of Finding of Fact 23 and add a
new sentence as shown:

"It is reasonable to allow PG&E to recover the
direct costs of feasibility studies for 26
the abandoned projects considered herein,
other than the Mendoeind nuclear project, as
exceptions to used and useful principles,
because of the extraordinary and unpredictable
changes in ¢ircumstances which occurred during
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the period the projects were begun and later
abandoned. The Mendocino projecet does not come
within the exception because it was abandoned
before the period of uncertainty, for reasons
Largely unrelated to uncertainties of demand
growth or supply availability."

12. Modify Finding of Facet 25 as shown:

"The remaining gain from the sale of the
Montezuma ¢oal reserves not in rate base should
be given %o PG&E's ratepayers after allowance
to PGE&E of its shareho+dere-ard-5hoy-6houstd
abBorv=%he direct feasibility study costs and
ARUP6 carrying costs through December 31,

1981."

13. Add new Ordering Paragraph 71a as shown:

"1a. PG&E's ERAM acceount for Test Year 1984
shall be adjusted appropriately to reflect the
amount allogated herein to ratepayers from the
Utah ¢oal sale and the recovery authorized
herein for abandoned projects. In the event
that PG&E is found liable for California
capital gains tax resulting from the Utak coal
sale, PG&E shall recover such costs from its
gatepayers, as previously ordered in Decision

2=12=121

IT IS FURTHER ORDERED that, with respect to the issues
addressed herein, rehearing of D.83-12-068 as modified herein is
denied.

This order is effective today. |
Dated MAY 16, 1984 , at San Francisc¢o, California.

LBONARD M. GRIMES, JR.

President
I abstain. , PRISCILLA C. GREW
DONALD VIAL | :

VICTOR CALVO . Commissioner ‘ Commissioners

1 CERTTIY TENT TFIS DESISION Commissioner William T. Bagley

VAS APScovTh DELYHD AZOVE being necessarily absent, did
CO”A_US-CR”'“,”O“N e not participate.

/-' -
,;?45 (Ti- C s
/ ‘ e e f/’t’:« i..;_.‘

-~ SERTRRTIYe
e e Jccov;uz Bmecutive BiN
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. Page 1 of 2

Pacific Gas and Electric Company
Ele¢ctric Department

ATTRITION YEAR 1985
(000's omitted)

Deseription . PGandE Adopted

Indexed Attrition (Base for Indexing)

Labor , $622,507 $551,778 $570,276
Non=Labor 424,911 327,828 327,272

Fixed Attrition

Activity Growth

Laber 12,974 0. 0
Non-Labor 30,819 0 0
Conservation 11,348 2,421 0
Load Management Adjustment 6,316 (9,486) 0

0 0 1

Postage /

PCB Transformer Replacement Program 1,933 1,766 1,T43
Depreciation Expense | 58,022 45, 77T 46,238
Ad Valorem Taxes 5,004 1,747 1,765

Income Tax Expense (18,489) (12,417) (12,520)
Research and Development (Cheng Cycle) =~ - 2,250

Rate Base, Including Working Capital 65,763 43,099 43,9652/3/
Jurisdiectional Allocation 10,110 2,215 2,215
Financial Attrition | 10,047 5,026 5,658

Total (Fixed Items) | $192,847 $ 80,148 91,3f“

Coal Sale, Consérv./Load Mgmt. AdjJ. - - /57

1/ Postage increase to be included only if known.

2/ Working Capital to be determined consistent with

‘ factors in Exhibit 212, Attachment A

3/ Includes estimated 1985 load management capital
addition of $6,945,000

4/ Increase attrition allowance by $22,996,000 less the
correction amount as discussed in the Conservation,
Load Management Past Underexpenditure section.

5/ Increase attrition allowance by $19,375,000 to reflect
recovery in TY 1984 of gain from Utah coal sale.

-86-
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R - Page 2 of 2

Electric Department
1984 AMORTIZATION OF FEASIBILITY STUDIES AND RDandp2/
(000's Omitted)

Category | PGandE Staff

RDandD
Ongoing Projectsl’ ‘ $ 8,888 $ 6,665
Completed ProjectsE/ 596 - 375
Feasibility Studies
Projects in the Long-Term Plan $ 6,536 0 0
Suspended Projects 30,854 18,747/ 11,7768/

Utah Coal Sale Gain | 0 (1,202)47 " (19,375)8/
TOTAL ELECTRIC-DEPARTMENT $46,874 $18,485 $  (559)

(Red Figure)

Amortization over four-year period, except as indicated in e/.

No AFUDC allowed.

No AFUDC allowed. Excludes direct cost of Montezuma.
Direct cost amortized over four years.

Pulsifer recommendation.

Test Year 1984 recovery of allocation to ratepayers of gain from
Utah coal sale. As to Attrition Year 1985, see page 86, 57.
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Decision SF 05 100 MAY 16 1984 @lmﬁb@@u\j/b ,

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OR-CALIFORNIA

Application of PACIFIC GAS AND
ELECTRIC COMPANY for authority,

' among other things, to increase Application 82-12-48

its rates and charges for AFiled December 20, 1982)
electric and gas service. . o

(Electric and Gas)

ORDER MODIFYING DECISION (D.) 83-12-068
N N ARING

Applications for sehearing of D.83-12-068 have been filed
by the City and County San Francisco (City) and by Toward
Utility Rate Normaliza¥ion (TURN). In this order we deal with two
of the issues raised Ny those applications; another order deals
with the remaining Assues. The issues we address here concern our
disposition of gains and losses arising from various abandoned
projects of Pacific Gas and Electric Company (PGXE). We have
carefully considered the allegations of error and PG&E's
response. We have concluded that the discussion and disposition
in D.83-12-068 should be modified in several respects.

F%fét, we affirm the apportionment between ratepayers and
sbareholders of the preconstruction costs for the cancelled
projects.,/ However, we c¢larify the exception to the "used and
useful™ principles under which we order such apportionment. We
emphasize that a utility must demonstrate reasonadle managerial
skill for all of its projects, including those commenced or

pursued during periods of unusual and protracted uncertainty.
Ratepayers will not de required to adsord costs attridutable to a
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project unreasonably commenced, or to the pursuit of a project
past the point at which it should reasonably have been cancelled.

Second, we are convinced that a proper application of the
principles articulated in D.83-12-068 requires that the gains
derived from sale of the'non-ratebased‘propert‘é;'in the abandoned
Montezuma project go to the ratepayers, after allowance of PGLE's
direct costs and carrying ¢osts through Décember 31, 1981.
Therefore, good cause appearing,

IT IS ORDERED that D.83-12-068 is modified as follows:

1. The following sentence is/;dded to the second full

paragraph on mimeo. page 48 as sﬁgwn:

"... Again we emphasize that allowance of

recovery Iis the exception not the rule. We

view the costs of Niltimately unrealized
rojects as generally within the range of risks

of normal operation reasonably under the
control of utility management.
2. The third qu{ paragraph on mimeo. page 48 is modified
as shown:

"... Qur conclusion is based on $two imperiant
faetors whioh bogesher 3ussify the exeopiionew
several/of our recent decisions, whieh

disclose an exception to the principles we have

articulated above.,"

3. The /;scussion beginning with the last paragraph of
nimeo. page /48 (which starts "First, we are influenced ...") and
continuing/up to and including the first two lines of mimeo. page
50 is dj}pted in full.

4./ The text deleted by paragraph 3 is replaced by the
following discussion:

"The exception is the product of the period of
dramatic and upanticipated change, initiated
most notadly for utility planners by the oil
embargo of 1973, and extending for almost a
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decade. The period was characterized by great
uncertainty in the energy industry, both as to
demand growth and availability of supply.
During such a period, 2 reasonable utility
zanagement ¢an still reduce risk, dbut not
necessarily %0 a level at which the shareholder
may fairly be expected to absord all the costs
of c¢ancelled projects. During such a period,
the ratepayer should participate in the .-
increased risk confronting the utility~

"But the ratepayer does not becomerthe

utility's underwriter in a period of high

risk. At all times, the shareheolder will bear
some of the risks of abandoned projects. The
utility should bear a major/part of the risk in
order to provide proper mzhagement incentives.
Alsoe, the ratepayer's participation is limited
to those abandoned projects, or those portions
of projeets, for whicll the utility demonstrates
to us that it has exercised reasonable
managerial skill. ﬂ% emphasize that the
utility bears the purden of proof of
reasonableness, net only with respect to the
planning and conduct of 2 given project, but
also regarding ¥he cancellation, which must
have occurred promptly when conditions
warranted. Fimally, a perception merely of
generalized and ill-defined risk will not
suffice t¢ invoke this exception to the "used
and useful"/principles. The utility will have
to demonstrate that the project which it
ultimately abandoned was reasonmabdle throughout
the project's duration in light both of the
relevan@/uncertainties that then existed and of
the alternatives for meeting the service needs
of its/customers.

"Thus, although we will occasionally relax the
"used and useful" principles with respect to
caneelled projects, we will continue to
rigorously apply the eriterion of reasonable
managerial skill to costs deriving from such
projects, as indeed we apply this criterion to
all utility expenditures. How, then, should
reasonable utility management perform its
project planning funetion under conditions of
great uncertainty and unusually high risk?
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We set forth below a list of considerations,
not intended to be exhaustive, which should
guide utilities facing such conditions. In
proceedings involving requests for recovery of
costs for cancelled projects, our staff, the

utility applicant, and other interested persons
should specifically address these considerations.

" 1. Identifying Relevant Risks. The
utility must identify, assess, and to the
extent possidle, quantify tne/risks relevant to
its adbility and obligation to" maintain adequate
and reasonadle service. The risks most
obviously relevant to ener@y service include
demand growth elasticityy uncertain fuel
supply, changes in app;&gable governmental
policy, and capital ¢omstraints. The utility
nust also test its own forecasting against
other forecasting efforts. In particular, the
electric utilities /chall demonstrate careful
consideration of the California Energy
Commission's Biennial and Electricity Reports,
and shall at a mdnimum include that

. Conmission's adopted supply and demand

forecasts, releévant to the utility's service

area, as one of the scenarios considered in the
utility's plamning decision.

n 2. Analyzing Particular Projects. The
utility's choice of projects should reflect an
overall strategy to minimize costs, consistent
with quality and dependadbility of service. For
example, An times of high capital costs and
uncertain demand growth, we would expect that
reasonable utility management would avoid
capital/intensive supply options with long lead
times, /particularly for that portion of demand
which 1is most uncertain.

"Consideration of the relevant factors may
sometimes lead a reasonable utility to commit
to a/project or contract with relatively high
risks. In such a case, we expect the utility
to dilute such risks by express provisioms,
negotiated with the other participant(s),
appropriately dealing with relevant
contingencies.




A.82-12-48 L/SK:lz
"We do not expect utilities to eliminate
risks, but rather to recognize and circumseribe
their effects on the utility, and therefore on
ratepayers. Thus, reasonable choice among
potential projects entails assessing/their
respec¢tive risks, and preserving the utility's
flexibility. The utility should gxamine
alternatives in the light of different
combinations of future conditigns, avoiding
where possible the risks assogclated with major
capital expenditures and other fixed
commitments. In assessing £osts and benefits,
the utility should considesd not only the most
likely combination of futére events, but zlso
reasonabdble variations in/terms of fuel ¢osts
and other c¢ritical factors. This standard of
reasonableness applies/not only to construction
projects but also to other commitments and
contracts undertaken by the utility. Such
transactions should not result in the utility's
bearing risks assocfated with major changes in

business conditions beyond those customarily
borne in those mzzkets.

3. Reevaluations. The utility should
frequently review its project commitments and
overall supply S%rategy. At the least, the
utility must demonstrate annual monitoring and
reevaluation of the costs and benefits of any
project in its/ planning or construction stages,
or any project subject to renegotiation,
expansion, or modification. An ongoing project
can be consiéered reasonable only if 4its
estimated completion costs (that is, total
costs minus/sunk costs) show reasonable promise
of being smaller than expected benefits,
considering the expected state of the utility
as of the /completion date, the costs of
alternatives, and the status of other projects
in the uﬂ&lity's resource plan.

"We believe that the 26 projects considered
here all fall within the exception. All were
affected in eritical ways by the recent period
of great uncertainty for utility planners.
Furthermore, the record bdbefore us indicates
that the costs directly incurred by PGEE for
these projects were reasonable. Thus, we will
allow recovery of such costs."
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5. The first sentence of the second paragraph of mimeo. page
57 is modified as shown: :

"The pewer plamrt projees was effeetively
abandoned #n In September 1981 whom PG&E™
sought bids for the sale of the coal
properties.”

6. The discussion beginning with the” first paragraph of
mimeo. page 61 and extending through and/;ncluding the first two
paragraphs of mimeo. page 62 is deleteé in full.

T. The text deleted dy paragraph 6 is replaced by the
following:

"Under the regulatory treatment we have

adopted for project cancellations, a utility
could recover its dirlect costs where (1) the
projects were prudently undertaken and
terminated, and (2) the projects ran their
course during a period of unusual and
protracted uncertainty. Montezuma was such a
project. The record contains no suggestion
that PG&E was imprudent regarding Montezuma,
and the project occurred during a period of
great uncertainty for utility planners. As
with PG&E'%/gther abandoned projects in this
proceeding,” the utility's direct costs would
have been/éecoverable had the utility incurred
a 1033 on/ the project. From this it follows
that the/ratepayers did in fact bear risks even
for the/properties never entered in rate base.
The ratepayers are thus entitled to part of the

$37.9million gain attributable to sale of the
non-vatebased properties.
/

"We will allow PG&E its direct costs of
approximately $14.3 million. Also, we will
allow PC&E carrying costs of $4.3 nmillion.
That sum is equal to the AFUDC accumulated for
the Montezuma project through December 31,
19817, by which date PG&E had received bids
conforming to its instructions and had accepted
Sunedco's bid. (D.82-12-121, Findings of Fact
17=19.) We allow the carrying costs because
ratepayers derived substantial benefits from




A.82-12-48 L/SK:1lz

-e.

the project, in the form of profits from the
sale, even though the project never produced
electricity. Thus, PG&E 4is entitled to its
carrying costs through the date indicated.

"After allowance of PG&E's direct and carrying
costs, a balance of approximately $19.
remains from the gain on the sale.
balance should be allocated to ratepdyers.

"In making this allocation of the gain from

the sale of PG&E's Utah coal properties, we are
aware that in D.93887 we allocazted the entire
gain from the sale of the Nipgmo Dunes property
($171,456) to PG&E's sharehoZders on the basis
that, since Nipomo Dunes was never in rate
base, the shareholders ha¢/ borne the entire
risk. That rationale sipbly cannct be applied
in the present proceedip®g in which we have
allocated to ratepayery some $60 million in non-
ratebase related costy for cancelled projects.
The Nipomo Dunes holding is therefore limited
strictly to the facfs in that proceeding.™

. 8. Add new Finding of Fact 212 as follows:

"During periods ¢f great uncertainty for
utility planners, it is appropriate for rate-
payers to bear some of the costs incurred for
a project whieh is ultimately cancelled. The
ratepayers' participation should be limited to
the direct costs of those cancelled projects,
or those portions of such projects, for which
the utility demonstrates that it has exercised
reasonable managerial skill."

9. Modify Finding of Fact 25 as shown:

"The remaining gain from the sale of the
Montezuma ¢oal reserves not in rate base should
be given 0 PG&E's ratepayers after allowance
to PG&E of its sharekoxzderc-anRd~-5Re¥~SRou%d
absorb=the direct feasibility study costs and
ARBDPE carrying costs through December 31,

1981."




-
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10. Add new Coneclusion of Law 1a as showr/

"1a. Within 60 days from the effective date
of this decision, PG&E shall file/with the

with this decision. 1In the
found liable for California
resulting from this ¢ransa¢tion, it shall
recover such costs from 1¥s ratepayers, as
previously ordered in De¢ision 82-12=121."

IT IS FURTHEER ORDERED ; at, with respect to the issues
addressed herein, rehearing of/D.83-12-068 as modified herein is
denied.

This order i° eggf ive today.
Dated MAY 1

, at San Francisco, California.

IDONATD M. G“*“ S, JR.
Preosident
YT C. GEEW
D VIik
Coxmizscioners

- -, A .
- QADCUaLN.

VICIOR (JAIJ?'C’i

» Commmissionor

Commicotoner Willliam T. Bagloy
being necessarily abucnt. aid
1ot particlipato.




