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By o-de. da.ed July T, 1082 ,uhe Commzssxon lﬂstltuted -this.-
1nves g“tmon Lo con de“ whethe- he rat epaye*—subpo: ted . explorat~on'
and develqpmen* ograas o* Southe 3 Ca,z*o-nia “d;son Compauy C
(?dlso"), Pacific Gas and Electrie Combany (PG&ﬂ) end San, Dlegg Gag_;
and = ectrzc Coz p?ﬁy (SDG&d) should be continuved, modz*zed or
termidet ed. 3y motion *.led Octover 3, 1982 °G&~ asked to e .
diszmissed as a -esponeen* on the baszs th a* zt had 1eve“ had such a .
program a“d Had no intent ion vo have such p*ograms in tgq_futu“e.n_uuw
PG&E's mot tion was gra ed by Dec-sion (D ) 82-12-009, da ted . . ...
Decexber 1, 1982. - et e e e s

f ”o’lowiﬁg 2 p*ehearlng con*e*ence *h;s zatter was the

sudbject o* seven days of heari g. The Commxs°;on staff (staff) :
offered the testizony of two wit tnesses: J. AT ch*e Johnson,,Pnbllc )

. Ttiliv --nanc:.al Exaziner in the Revenue '-‘(equ remeats Division, . . ..
Pinancial’ Ana.yszs, aad Kenneth D'Ant on-o, ?egula*ory P*og;am

Spec alzu. in the Plann*ng and °olzcy D‘vis*on. _”dison oL e*ed éhe

e

tesy lmony of emgh* wi nesses. Robe‘* E. denbecke Vice Pres‘denx
of Fuel Subply and P residenat of Mozno °owe* Company (Mono),‘a_yholﬁy

R

owned energy *eso"*ce snbs*d*a*y of d*son‘ Be*nard o- Pe*:y, ?ne.gﬁ;:
Resources Coasultany and Vie eswden‘ of Mono Basil v. Savoy,ﬁ:u.

e e e

Resource Projec Manager ‘o* 011 and Gas of Vono' Doxn. ?, DeHalas,
Presideat of Colorado Nuelear Co*no*a*lon, Vred T.. Clmsby, Manase,,__-

st e e et e 4 o e

Inergy Resource P-ojec*s ‘o*ﬂMono' 3arn Oloen, une gy Resou.ces
?ngineé* for Mono; Do*o‘hy M. ‘Whalen, Suve*v-so* £ .the Regulatory ....

o
. " - Co— A
N - - e

inance Sectxon of Edison's T“easure”s Departne;t- and Letitia Do .
Davis, Manage- of}?inance, Accoun ing and Admznisz-atzon fo.'xono.;~_ﬁ :

SDGEE o e*ed the .est;mony o‘ Jezes k; Vugen "fg%s‘sﬁﬁé;§ sor=Tuel

s N

°lanning, who is alﬂo Gener a_ Manage* o2 New Albzon Resourcgs Co.,,, - =

woae

P

~

(NARCO) SDG&g s explo*atzon and deve’opment subs;d*a*y. This matter
was subnitted upon opening briefs filed oa March 29, 1983, and reply

. briefs filed April 13, 1983. 3riefs were filed by staff, Zdison, and
SDG&E.
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Saekground

The ratepayer-supporied exploration and development
programs are funded by the Energy Exploration and Development e ma
Adjustment.wanwmism (EEDA) by which the costs and ‘benefits of'such
prograzs are floaed-th*ougn to ratepayers. E”DA was first adopted .
for-£dison in D. 8;1?0 “dated July 23, 197& ) SDG&E was authorized to ;i |
establish an- BEDA procedure by D 88121 dated November 22, 1977 in:;t
Case (C: ) -10056". - ' v T T

In C. 10056 the Commission conside*ed wne.her exploration :fﬁ
and development p*osrams of he u.ilities should be maintained
expancea, recuced or elimfnated and wnether ratepayers Should e
continué“toZSuppo“. exlsting or ”uture p"ojects.d In D 88121 we L
coacluaed that ratepaye“-suppon ed exploration and development e
prograns should be autnorized ir tney secure additional supplies of
energy wnich wou_d ‘ot otne*wise be available to California, or to
obtain neeced supplies ol energy at az ea*lier date than such e
suppiies would o herwise beoome available, or ..o ob ain additional .
needed supplies of enersy at an advant zageous price. In the order. fi,~;
instizuting .nis investfgation we' s tated that we would exanine xf":' -
closely wne ner .be E?DA programs nave met tne cniteria speoif ed in '
D. 56121 and al so consiner wnether there is any justi’ication for

-

1

-~

-

[ -t

current energy'ma*xet.‘ Depending on the conclusions, we directed the

respoadent utilities ‘and” sta to submit proposals ror winding down '
existing‘?EDA investnents. T o L .

- . ~ g P
o EEIR ~

Qgeration of the EEDA’ Mecnanism'ihﬁj"“‘ L T e

[l -

-

R N s
______

EnDA is- implemented by way of whol y owned subsidiaries,,
Mozo in the case of ndison and NARCO in tne case of SDGEE. The ”]j;_l
basi¢ objective and concept of tne mechanism is illustrated by the [j'"
relationsn p between Bds son and Mono. Pursuant to a contract witn
Bdison,'Mono is oblisated to seek f‘nd develop, process, and W“ ‘1:

,,.,,-w(.

deliver sucn kinds of energy as may be needed by Edison, while Edison .

ey e
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. is obligated %o -compensate Mono for such fuel .supply service atithe.
cost to Mono of conducting such activities. T
In accordance with the fuel -service agreement, Mopo:.: B
prepares-a Fuel Service Budget each quarter. ,Ihe;budget:include3:;:ffﬂ
(1) the forecasted -annual cost of provicding fuel supply services to: .
Edison -for the .subsequent-12-month period, and (2) .the-difference -
between the forecasted and recorded cost . of providing such services . ..~
for the prior calendar year. The ¢ost-of providing fuel "supply =7 .
services includes: (2) administrative and general costs for 'the year;
(>) the annual cost of funds provided by Edison or third parties; . ..
(c) the amortization of the investment in :abandoned .or ‘suspended ™
rojects oo a five-year straight-line basisy (d) Mono's share of .. '
income in joint projects (after -operating expenses): from product sold = -
to Edison and from -product sold to -third parties from projects™ .-
expected 1o supply fuel: to Edison during their life; (e)the = u i
depreciation and depletion ¢of the investment in successful projects o :
over the estimated useful life; (f£).and the over=-:or. .undercollection

“ B

of the difference between the forecasted and recorded cost.ofh’ I~
providing fuel supply services for the prior caleadar year.. Edison
pays monthly £o0 Mono the fuel service.charge which is-one—half ©of the .¢
fuel service budget. - =~ 7o - oIt U s LGTIT L LLD DA DS e N

The fuel service charge is. billed monohly‘to Edison to -
cover Mono's cost o.,conduct;ng Tuel supply oervices.y :howguel
service charge was authorized to be a reimbu"sable charéo unoer the
Energy Cost Adjusomen. Clause (ECAC) The fuel service cha:ge is the
reveaue requirement included in ECAC and represents the benefrit (or
¢ost) to the ratepayer resulting froz Edison's: participaxion.via
Mono, in EEDA projects approved by the Commission. W"“” o

In operatmon, Edison advances funds to Mono and/or Mono
odbtains funds from third parties to finance EEDA  projects..: Funds
invested in exploration and develophment: are accounted  fors.c:i

(capitalized) by a project. When the:project’ beginS'producins, the

“ iy
e e -.‘ -
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total -costs invested (capitalized) in-the project are amortized and:
depleted over the estimated useful 1ife of. the project: "Ifcthe <
project is-deterzmined to be unecononmic or ‘unsuccessful, '{t s
abandored.and .disposed of, and written off over five years.- Projects ”
which -are . not expectéd; to be in development within the pext “five'to
ten years and for which anpual expenditures . are limited to”hordfng“”
costs are suspended and written off over five years or ‘until sueh’
arlier time that development dbeginmsc .7 0 Lt Urw o mmInd el s LT
- The :cost of funds is:calculated on -the total unrecovered -
investnment xn:approve&1projectsi;netcof.cumuiazive«taxﬁbeneﬁfts and .
net income  from product or project properties sold to third parties, .o
at Edison's most recently approved rateof return plus-associated T
income. taxes as authorized by the Commission. For funds provided by - -
third parties the cost of funds is the actual cost, but rot to exceed -
Edison's nost recently approved rate .of return, plus assocfated it ld:
incometaxes. ' . ncow L omoocoul ot lmomoo e lrem LT RTINS Tl
o o.n, The relationship between SDG&E and NARCO is similary.: 03I ~ono .
EEDA Projects - .-+ - -~ PR R et S U ST A A DRSPS
-. Edisonm, through ‘Mono, has been the more active: initsiuse i~
of the EEDA zechanism. . The following summarizes Mono's' totali~:r:7 03
investment in 2ll approved projects and the sources of funds To".7
finance the investments, as of Sepvember'?o 19827 . LUt o

-

Project Tavestment - o < C*'Pillion) v

“om e g

Gross’ Invesoment R $173-3ﬂ:~r ”?~wut

Less' inveszment recovered through v e
-7 the, EEDA procedure: .o 170D o 50 B sl Ton

. Less: profit on: sales: .fr“:‘y*shhmw-
to third parties

.Remaining Investment

Sources of- Invested:Funds: . -
Accurulated: Tax: Benefits: .
S .Omtsiderfroject;Financingsp
Advances from Edison
Total
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There are four additional projects ror wnicn ndison nas sougnt EEDA

recovery. The.total expenditures for these four. projects through tne
ead of 1981 amounted to $4.48 million.

Mono's long-range goals have been relativelyrdnoﬁanged“
since the inception of -EEDA. However, tne implementing objective and
the relative empnaSis given certain of Mono s activities have been
nodified in reponse to- changing interaal and external factors, such

as (1) competing fuel -econonics, (2) governnental energy objectives,
associated statutes, and implementing regulations;~(3) changing fuel
requirenents, aad (4) emphasis on alternate and renewable energy
resources. Mono's stated eurrent 3oals are as follows.

1. To provide no son a reliable, long-term and
cost-effective energy resource alternative to.
traditional sources of supply.

2. 7o secure an energy resource reserve pos tion

0 hedge against uncertainties in future fuel
availability and cost.

3. To expand understanding of prevailing market
¢onditions througa active participation.

Mono's associated implementing objectives are as follows.
1. 0il and Gas, Tar Sand, and Geotnermal o

a. ‘Selective participation in gas

: developrment wells -in the Southwest . .
Rangely and Southeast Flank Uintah Basin
located in Utah and Colorado.

Participation in exploratory drilling to -
acquire domestic¢c oil and gas reserves. and
calls on reserves.

Continued exploratory. efforts to increase"ﬂ
Mono's geothermal resource’ Position. e

DeveloPQent 0; Mono"s Beothemal - e
resources as warranted by market =
condations. _

Evaluation oi the tar sand potential o._ .
Mono’s properties in Utah for development

as an alternative. to conventional fuels. .. .. =
for Edison's existing 0il- and gas=fired
generation.

.‘,‘
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L. Satisfaction of federal requirements. .to..
' convert Mono's oil and gas léases to N
“~r 0 combined hycdrogenileases:ito: include ‘tar -
sand.

2. Uraniumo ‘ e

- - G e N ae

S A T L SR G b AR

a. ,Combinc budgetary limitations on - ‘ .
© exploration for uranium and concentrate
. exploration in those areas of -the -United
: States which have a.potential. for low=. .
st deposits. ‘

b-‘"Pursue Faro-Out Agreements and third
party ‘participation. - RO

¢. Undertake develcopment: of low=¢ost
. deposits to satisfy a portion of .the.
requirements of Ed son s nuclear
- program., e S EUA
o a. Continue,to'etaiuateupnosnects_fon o
Co deveIopment‘and/or‘di pcsition‘of,the_p
Kaiparowits ‘regerves. . .
b.  Minimize holding. costs pend‘ng market

resolution.‘k‘f, - f-~:w;
Edison c¢laims beneficial results from its activities.in regard Lo .
each of these resources. . - . . Coee et "

With respect to gas,_Edison.contends that its demand for
gas will not be met Dy the efforts of ita tradivionar suppliers.
Thus, Edison argues that to the extcn Mono 'S EBDA efforts provide
any supplemental supplies of gas to the southern California market,
additional supplies of energy-will have. been provided that would not
be otherwise availadle to California.‘ ' ’ ,

Ediseon cha*ac.er zes Mono s gas acquisition ef’ort as a
long-term progran, involving development over 20 years or. more.
Zdison warns that the Commission should not be Iulled‘by the present
gas surplus into believing that the long-term gas supply picture has
changed so substant ally as. to negate the benefits to California
electric customers that will accrue from Mono*s-program.

...».“‘ - T -.~-.“.,<-y L -w-

e
P
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Specifically, Mono is developing gas resources in the Rocky
Montain area in Utah and Colorado.' Edison estimates Mono s share of

n... .

developed and undeveloped gas reserves as about 80 billion cubic reet
(equivalent to about 1h million barrels of fuel oil) with calls on
the gas production of others, anounting to an additional 50 billion
eubic feet of gas. Edison claims that this gas can be developed and .
delivered to Edison at a cost below the price Edison currently pays fi;"
for gas rurnished by Edison s Calirornia suppliers, with the |
¢cooperation and support of California regulatory agencies in 3f
arranging transpor.ation. "‘_ | e | B
i Even if Mono’ s gas reserves are not used by Bdison" ,
directly, Edison maintains that the gas can still be produced and
sold at a pro £it. Edison calculates the present worth benefit rron
third party sales of Mono s share of the Rocky Nountain projects is
in the range of $49 to $97 million-

-

With regard to tar sand, approximately 16 000 net acres ol”
'the leases that Mono acquired 'in Utah for gas exploration purposes

v o ow

overlie tar sand accumulations. Edison claims that Mono '3 . leases nay
support development or the equivalent of 30 OOO barrels or crude oil
per day for at least 20 years .at a cost below today s~price of crude
oil. Edison contends that, contingent on the results or Mono's.
ongoing core drilling program, evaluation of various processing
methods, and future trends in fuel oil and gas prices, Mono .Bay .

control an important resource in the. tar sand area.m_If production o{ -

the tar sand is determined to. be warranted associated benefits could

begin to be realized by the late 1980s. _ T -
with regard to geothermal, Mono holds a 25% interest in .

about 33,000 acres in the Salton Sea area. Bdison states that the S

Salton Sea field has the estimated potential to produce 3 ROO

megawatts (MW) of electric power for 30 years., - RS
k research program ‘has been on-going to solve problems e

resulting from high salinity and dissolved solids in the hot. liquid

-~~~
-

-~ T
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brine. Edi son cla;ms that this effort is °?“fh? verge ef L
demons.rating that ohese technical difticultzes can be overcome.v

R

.....

investxgated in an ef ort to make costs competitive with:the use of Lq
ol and gas fuels in exxsoing generation. o aor .

Geo;he“mal deve*opmeno is a szgniricant element in Edzson s .
alternative resources. Edison includes in the p“ogram 275 MW of o
geothermal generat;on fo be in operation by 1992 with Mono s f:_';:nvf'
reserves expected to contribute to satisfying thiu goal._i”pwﬂw::,;:_!ww

Edison contends that Vono s part*czpation in geoohermal )
exploration ané” developzrenv zs helping to commercialize the resource
at an earlxer da.e tban ot herwese would be possible.“ Fur:berl Bdison o
asserts tha* Mono's’ ownership *ntereyt 1n the resource will result in -
the cost of associated” electric generatzon beang lower than 1{ all_or .
the geothermal ’luzd were sold by trad;iional energy suppliers. “ T
Edison sta.es .ha hese benef:.s~coold begxn to be realized in thio L
decade. "7 T T oo S ﬂ.

PR Wi b regard to u*an-um, Edzson states that 1ts Bear Creek h
project was available to be’ developed *n the mid 19705, at a tiqe_
when Edison was u able to obtain any reasonable of fers ror‘supbiy
needed at”San’Ono rel” Ed;son claims that Mono s ownership ipterest o
in Bear Creek has saved the ra epayers over $30 m llion throﬁgh» o
1981. Edison’ est*mates that it will require 1& million additional e
pounds of uranium through the year 2000 that “are not current%yﬁgﬁdeé o
contract in order to providé its ébare of *uel for San Onéfre and T
Palo Verde. Edison asserts that Mono's owners“ip of feserves:* -
discovered” th"ougb participation in ube”Rocky Mountaln Energy L
Cempany /Meno uraniuz eproraoion program are avazlable for“f”“ f; "fff;
development to mee: a portion of th;s *equirement beg;nning as early :;i
as 1986. Edison claims that the cost of developing qranium from “at e
least two of the propert;es in wb*ch Mono baé an'ownersﬁip position

N - e o N

would be signiflcantly below prices projected for’ supply”under ThIyogeln

-~

i
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conventional contracts in the timeframe needed by Edlson.‘ Edison
estimates the p esent value benefi* to Edison s customers irom the

development and produc ion o these properties as exceeding $29
million ip 1982 dollars.mﬂﬁ . : Lo

(N
- N e

. .
DRI ATV LR ~

o Edison warns_that the Commission sbould'recognize that
today s uranium marketplace is no more certain as to price.than was
the market ip the 1970s, when there was well-founded concern that
adequate supplies“of uraniun would no* Be available in,a“timely
manner. Edison predicts the current depressed uranium spot market
will soon reverse, with *1sing prices expected later 1n the decade,
with the potentzal ror 1ncreased dependence upon imported uranium if
the donestic uranium andustry does not expand.

witw reSard to coal Mono has an undivided 1/3 interest in
federal and state coal leases, consisting of 47, 768 acres: or:
approximately’ 75 square miles in the Kaiparowits ¢coal field in south-
central Utah. Although Edison admits many uncertaintfes 'surround the
developzent potential of the Kazparowits area, it points out that the
Ka;parowits region represents the largest single undeveloped coal
resource in the continental US and is geograpbically closer to
California’ than any other’ major coal resource.  The’ coal itself'is“ -
good quality, lOW’in both ash and sulfur content“and has been ¢
successfully vested as a feedstock fOr the Texaco Coal Gasiffcation -
Process. - Mono and‘its partners control 600 million tons ‘of this'“~ o
resource, equivalent in heat content to more than 2'billion‘barrels‘“”
Of Oil- Lo . e e e e e = [ e = am [ - -

"7+ 'EBdison states that’ development of Kaiparoults has been SRR
nindered by stringent federal regulations but that’ a recent TO—year:”
extension of federal sovernment "dxligent development requirementS“
enhances the potential for Mono*s development and/or disposztion of
this resource in’ the future.'
currently being written off through the Fuel Service  Charge and’ no P
developrment expenditures are planned at this time. Mono can retain

A



0II 82-07-01 ALJ/vdl

: L o
o ™ M e

its ownership interest in this resource by payment of lease rentals
STl S SR K o ot b S s SR S Lo St
and mininal‘adninistrative costs.

oy W

'Edison contends 'hat“Mono has been able to obtain and

S g o oww -

retain this resource at an’ advantageous price, with the possibirfty ‘
that other benefits will bde realizec ir Kaiparowits coal is S Theeenn

M dadie

eventually used as powerplan‘ fuel or as a feedStock for conversion

into med un-Btu gas. e TUTINTS NIRRT Za D0SLILTLH

o ot . L

" Edison’ claims that Yono‘s approximate resource position, as

of January Ty 1982 is as follows. eRSW mEomaTL S “”‘:““; R
“""Res ource

'
R Y] VAd

- - . - R e -~

Qhanti‘-z el e e R e

- A - ~ -

R

Oil . . 20,000 Bbls._(Proven and Indicated) e
Gas ~ : 80 OOO MMET (Developed and’Undeveloped
. 22z Qunership) . sLInumos oo
50 000 MMef (Developed and Undeveloped
B o T Calls)
Geothermal -~ "~ - H25. MW for 30.years . .co: oorooomn LomanoT

 Ceal . . ,‘7,_325,000 000. tons, (Measured<and

R e

S “Indicated)’ HADT LIRS
<~ - Uranium -0 - 382000200 Lbs,.iMeasured Indicated,~ ~:v
, L. . and Inf erred) NP
Total T 2 55 billion BBls oil equivalent ’

,‘»,/ . ﬁ/«".w‘~'.

Basec upo* Edison's projected development of tnose projec.s fo“ which .

P

it conside*s quan ifi cation pos51ble, Edison estimates the asgregate

S e v md

net cash benefits available *o Edison s, electric customers through

Vo A -

the operation o. tne\’uel service charge as, nearly $100 million over

‘-..._n.n-.. R

the next 10 yearsanor abouv $30 million discounted to 1982..,Over the -

T s w W

remaining life of the projects, Edison calculates the discounted

P et o -

resent value as about $6L4 zillion. These calculations exclude the
effects of charges prior to .1682, and. are necessarily based Qn many

assumptions regarding.’uture production and prices, and are derived ..
as follows.

. . - ™ Y - -
- -t Do - - e T e e ey

e TR A e

S The Mono witnesses presented projections of activity for
the various EEDA-approved projects...lhey classified as producing

e TLLOLS

projects tnose“projects that are expected to produce energylpwithin

o n---oJ

i A e
- e T LI aP

G mie T e e Pemamas T

¢
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the next 10 years, with estimates of'annual ~production streans,

ALJ/vdl

annual income earned annual capital® outlays required for

development, and: project financing.
the witnesses a 10-year projection was made of the Mono Fuel Service

Charge.

The zethod of projecting the service ¢harge included the

following assumptions"

a.

The Fuel Service Charge Projection was :
caleulated in accordance with. the proviaions
of the Fuel Service Agreement.

The components of the Fuel Service Charge. -
Projection for Producing Projects are the- -
anaual costs of funds, the income from - =
product sales, and the -depreciation and - =
depletzon of the investment- E

For projects that have been ébandoned or ﬁxﬂ
suspended, the Fuel Service Charge projection
includes the amortization of the investment.

of such projects and the related cost offf-
funds. . A

o - ~ "‘\

For-projects that are in an explorato*y stage
and/or the resource identified £s not T
currently quantifiable,.only the 1983 Lws
approved capital budget was included in the*
calculation of the 10-year projection. :
Therefore, the only component of the Fuel: -

Service Charge for these projects is the cost
of funds. ~

“From the information provided by

R,

The following table displays the results on the basis of'speciric

resources for the 10-year period.

it
i

- -
~,

h[‘.)

(IS

P

.....




0il & Gas
Geothermal
ooal

Uranium

Mministrative
& General

Total

Table 1

v
‘ - Mono Power Conpany

California Public Utilities Ommissi,qri"Remqnized Projects
PrOJected E\le} Ser';ice Cha; g by Product Line a
L 719837~ 199 o

5o 3 ( : 'l_'z fa fi ,1 PR
- O el SRt
sooo) LIRS I I oy 0 (F 2
P S { [ B I S N
i Yood s(~ . [N i Teoy T fe
e L 0P o s} - T
1 f) ’. i, 5 i " X

Depreciation & - Amrtization SRR

Cost Depletion Of 2 “6f Alanddned/. &, 1: i Incoré hdmi“iStfativef;

of Successful: < ‘i .iSuspended < ¥rom Prcduct.. L and

A8 L ¢

2

;- Fuel
'Setvic’e
Charge

Funds Projects’ & if-" Pidjects i.;" ¢ Sates ‘;»f, D ir Genera_l

§70,759  $41,0311- = §9,97 :,f‘? $(163 592)

3,962 R T
929 G- U0 3,860
20,249 ' 25,922

$95,899  $83,803 . i - §39,559 . -$(318;786)

S A |

838

! $198,607)

$(42 ozs)

=3 962
Q 4, 739
(66, 251)

T 1,
£33 i

LI EaS
H 2.

e

10~-L0~28 1IO
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Tne preseant value is derived using a 15% discount factor.

Tables 2 and 3 show Edison's approved projects on an
and abandoned/suspernded basisrmreapecmively_

0

e e
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Mono Power Company’ - v 0 s awe S IOt
California Public Utilities Commission ~ Approved Projects
(Active Projects as of July 1, 1982)

Project
Number Project Name Project Operator

- OIL AND GAS/TAR SAND

71-04A Southwest Rangely Coseka Resources (USA) Ltd.
71=05A Stone Cabin Pacific Transmission Sugply C
71-07A Southeast Flank Uinta Basin Various .
73-02A Caliente Mountain ARCO

73=04A . Sunnyside Mono Power Company

74=01A1 Block 31 Oxy Petroleum Inc.

74~0122 Block 115 Oxy Petroleum Inc..

74~01A3 Block 146 Mesa Petroleun Inc.

TRANITM

71018 Exploration Rocky Mountain Energy Co. .

71-0182 Bear Creek Bear Creek Uranium Co.
71-01B4s5 Reno Creek & Nine Mile . Rocky Mountain Energy Co.

GECTHERVAL

71-020 Eastern California Getty Oil Company
72=-02D Salten Sea Union Oil Company

CQOAL
63-01C Kaiparowits Malapai Resources Co.
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-
DM e e s
Rt

Mono Power - Company
Cormss:.on—hpproved Projects Ozrrently Bemg Abandoned and/or Suspended
(SOOO)

L Invesunent . Q« .
ST m:tlzatz.on 'Ib be Recove:ed Annual
Project Status Completed “At 9/30/82 An'ortlzat:.on

East Rangeley Suspended 03/86 S.f' 450 B S 128
Bart Point . Suspended . 12/84 . - . 1047En - 4g
Caliente, . .~ .ol Lo T Dol

Mountain - 06/87 e 3:,08?7 IRV 1,685
Paradox Basin: . 06/87 442 93
OCS-Block 55 ‘ 12/83 817 -t 493
Tejon Ranch - 0388 - 4705 o 113
Italy 06/84 .2 . 93
Thornwell or © . 06/85 . 289 . 97
. New Guinea . 12/82 . B - P 278
Racetrack . doned. . 09/83 °~ 160 . - 160
Kaiparowits S 09/84 . 1,214 .. .. 535
Beluga . | Lo 034 66 o 44
REC- . . e Lokl
Explo:at:.on R T \ '10,995., s 1,250
Red Desert . 0386 2,786 L0 796
Coppex s “ L e R Lol

Mountain .. o870 8,2‘33_; e 1,733
Green BT A b

Mountain ‘0687 3,4061“,._ o 717

* Vanocs progects w:.th:.n the acploratlon progxam, )
" write-off based on Bear Ch:eek Uranium COmpany :
um.t of productzon. Il

. oy
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5.

Edison concludes that the EEDA program is a benef cezal aspect of _
Edison's utility operations, is in the pudblie interest, and shculd

continue.

SDG&E s EEDA activities have been condueted on a mcre )
modest scale which it characterizes as a small carerully controlled
program based on, »he crinericn that over. the life of a, resource or
plant, a resource should prcvide fuel on a secure basis at a price
roughly ccmparable to or better than what could have been obtained
follcwingwtangible;and_intengible

elsewhere.
benefits for
1.

2.

SDG&E ¢lainms the

ALJ/vel CaALIL rh

A "competitive leverage™ is afforded Edison
and its customers because of Mono's ownership
in energy resources, and by way of the
information base available through

participation. in exploration and development'

programs, studies, and decisions.. ..

its ra.epayerS'

An equal share with Mono.in Kaiparowits coal

(200,000,000 tons of low sulfur subbitumznous
for eachs

A right of first refusal to Magma Power’
Company's (Magma) " East Mesa geothermal
project,.about: 150 MWe. -

A right of first refusal to. 200 MWe from the::
Heber geothermal reservoir owned. by. Union. Oil
‘Company and Chevron Resources.

OQutright ownership of gecthermal'leases\at”

the Salton Sea whicbh may support more-than =~ -

200 MiWe of electric. power production and

right of first refusal on a like amount frcﬁ'

NARCO's partner in that venture, Magma.;

Qwnership with Magma of patent rights and”’
patent applications for the utilization of’
high temperature, bigh salinity geothermal
fluids. ; .

Cverriding royalties on ‘certain power’
production at .East Mesa.and on: sales of

geothermal heat-from:the 9% ownership in the
Eeder reservoir s0ld by NABCO in 1982.‘

R

| The staff of SDGLE's Fuel and Power Contracts ;_ oy

'Department some  of whon 'directly support-”

SRR . -

%

-
-
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NARCO'= fforts, has gained a bet S . .
understandlng of ¢oal,. geothenmal and LT

uraniuz resources by viewing. these fuels from

the prcducer s point of vlew. e :

SDG&E calculates that the: cost.to its ratepayers ol the EEDA
procedure since 1ts apprcval“in 1977 throug%‘September 30 1982 is

about $5 5 million. T - R M ”M"iw"bw ‘w“fhf
Sta@p. A‘Qal}’s’is oA T L o T A o o e P

- e

Staff witness Johnson performed a finameial audit of Mons' ~7°
covering the years 1980 and. 198“1 ‘I’he examination included ‘the

- - o, [N B N

followiug audlt p*ocedure e o nERRTET T
) 1. RevieW'c' the cost of service calculation.

"i2. A testing of carrying ccsts ror advances made o
. . by Edison to Mono. . - . s aTmin ln o

- 3.~ A review and- limited: testing of: exploratioc Sy
aad development expenses. . .

L. A review of related audita,by Edison s
1ndependent audi ors and internal audlt
S staft. )

s e e

5. A review of toal cost from July 197& through - .
August 31, 1981 and related revenue.’ .

6. Discussions with Mono's- management. fﬁf;ﬁ@?
His review of the-EEDA procedure covered the, years rrcm 1ts inception
in July 1974 through Sep*ember 30, 1982., He did not conduct a
financlal audit of LARCO..YW..N - m B T
Johason- evaluated EEDA projecta ia: terms ot che benefits to
the ratepayers antlclpa.ed 12D, 88121-*"mf“ 5 "ﬂ 'f e

1. Securlng additional supplies'of energy that
would not be otherwise available to e .
California. T Co T ‘.“.f: -

2. Obtaining needed supplies of energy at an..”
earlier date than such suppl es would. become
availadle ocherwise._, e

3. Obtaining additional - needed supplies of
énergy at an- advantageous price. . o~ “~:

In order to conduct this analysis he calculated a ”p*esent value“ for
the various projects.: For this calculation he made the rollowing
assumptions:

N

P T I N

L T
- -t v A

[

- 1?:-
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| That tne data supplied by Monc on estimated
 reserves and -production were free of bias.

That 10% would de a - -fair discount rate'for
the present value.calculations. . -

Tanat future investments and net - cperating o
revenue were in equal yearly increments.

That properties still under exploration wculd"
be ‘worta at-least ‘the- present investments net -
of related .taxes.

Ihat the .present value . should include the o
"interest” lost by the ratepayer due to his »
. investment in the -EEDA projects.

That the uncertainties surrounding - -

Kaiparowits make it iopossible to place any
value on the coal reserve.

7: That tax credits on estimated capital

'“requ*rements will be at -the same ratlo as*at
present.

He calculated tha; Edison's. BEDA proJects had a presenb value of

negative $102 million. He calculated -that SDG&E's -EEDA progects chadi~c
a present value ©of negative $5.5 millien. .- . . e D ey

K
- A

. He states that the present.value calculation,lndicates -that =

the ratepaye s wlll_benc:lq_ﬁrom_;he oil and gas-expleoration based-on.™ .
Edison's reserve and production estimates, not - considering -prior
abandonment cosis. He observes that this net benefit is - highly .-
senslglvcitcfthc“dcgrce,cﬁfaccuracy_o:,the,espimatedwcapdzalwcosts
and reserve estimates. Further, if. one burdens thecaleulation with: -
the present value of prior ¢il and gas adbandonments, the overall .,
present value for oil and gas projects is negative. ::He -asserts that
it is Edison's total track record that should be the basis ror a
meaningful evaluatlon, and concludes: that there are not"sufficient
assurances for the ra&epayers for Ediscn to be-allowed-to stay in the
0il and gas exploratfon Busimess, &~ CoTTIS TTS . jjﬁ;

Regarding uranium exploration and developmeucrﬁdobnscn
observes that the worldwide collapse of the uranium market has
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o~

dizinished Edison’ s recent pe ormance, once the bright spot of its
EEDA program. Be states t

rethink the ecoqomlcs or developing 1ts reserves and cast‘doubts on
the need for a ratepayer-supported -program -to assure-needed uraniun

]
e - - -

for Edison's nuclear plants.wy¥‘7 SeationElL W iﬁi* -
Regarding coal Johnson dharacte*izes Ed;son s-involvement
as dburdened by envi*onﬁeﬁ.al issues, logistics, and incéeasing
related capital costs. Disposition of the-Kaiparowits reserve has
been a prodlez since the terminatfon o’ the power project in -1976.
If the coal reserves are eve~ developed, the economics“of the project
have to be more favoradle. . However, Jobnson indicates that
development of the project appea*s unlikely, and concludes that
Edison's involvexent wztb~coal does no* support contiquing EEDA.

L.

Regarding geothe*mal Johnson assumed that éhoxpresent
value of Edison's geothermal projects was equal to ‘the invesument,
plus service - charges. ‘Although Edison's projects*a*e ‘0t déveloped'
Johnson observes that Edison's -resource plan indicates ghap-  © v T
geothermal energy will be very -eXpensive. - ‘However, sivce geothermél‘
is 2 new technology -and 3 -"renewadle™ energy source, he -suggests that

- -

future ratepayer support should -be considered - prudent‘ R
~:.Based on bis‘evaluation, Johnson -concludes ‘that Edisonrs=" -~
EEDA projects bave deither met,’ nor ‘have the -potential ‘of Weetingy " "
the criteria established 4n D.88127. ‘He reaches “the “sare “concluston - -
resa“ding:SDG&Efs EEDA ‘prograwm. ‘Therefore, e recommends “that, for -~

.o : o -

Edison, [ ~ivv o0 Lrini ool onon DX0 Lon T neowwliov ruloEng

" 20 .T. . The ‘EEDA procedure “or new projpcts should be““”
,,..._'c.ez*r:z:i.na.z'.ed..~ T e Coamn Lt

AR 2t R Ce e e

~ Edison should wind down,it3~existing EEDA

" 'projeets iz a manner that would be most

;. benefdcial” to the ratepayers..  Ed¥son should: -
file with the Comaission a plan. for: wznddng;
down.

0o

P I s
. )
o

e .
PR e - e 2
PO
- AR Y
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- o Yoy w o m - -
- -

For SDG&E Johnson ‘redommendss - - 707 il ot nios

1.7 .The ‘BEDA procedu*es shou d‘be terminatéd“fbr ) i
- new. projects. - - - - '

A
v AL B oA

2. SDG&E should: continue its e’fort to sell its & Lo.wsllth
Kaiparowits coal reserve apd 1imit its
acltzvity-to geothermal.

However, “Johason does not dismiss EEDA entirely.  ‘He suggests that
tne.Comm;ssxon should .explore the feasibility of'applyingfthé EEDA

out the present nonrenewable energy  EEDA projects. : He refers to the

Commissxon S expressec policy support ng conservationZad’alternate
energy sources.

. T “ - . e - NP S
: - . e R ST amad e
[ -

Starf witness D' Antonio of’ered an entirely independent
analysis of Zdison's EEDA programs and the EEDA concept. EHe
performed a discounted cash flow analysis, discounting past and ) N
projected future cash flows to 1682 present values, using ratepayer'”
risk' adjusted discount rates..’ His-analysis can be divided into two wii
parts:  past and future. <0 ¢ 0 WD T e e -

~Data-on past’cash flows were obtained‘from the EdzsonAMopp _:
Fuel Service Agreement Annual’ Reports. The future cash flow‘ana;ysis f
was basea on data obtained from Edison' in reSponse to é staff data “m”f
request which' asked for the followlnga“-~ T ; -

1. Which EEDA-approved projects are expected‘to' j
produce energy. in the mext: 15 years.. . :1: . :isn.. . Cluon

2. How. much. energy. will: each produce’ in each of:’
the next 15 years. . v P P

3. The current delivered price of each type of .
energy. - - - o

- 4. Estimated. transportation cost to Edison g ErELnTens

.. Ppower.plants.: -~ LT MLTInIT FE ImuvLT ~
5... The estimated- cost of production per unit of sulc.
fuel.

The estimates yere to be made in 1982 real dollars under. the~

\.u-u\-—.-." e

assumptious that real energy priées increase by‘1 5% annually and, -

-
~

-~ 2? -
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real production costs are constant.

In caloulatingqpresentwvalues~f.T

-
RN

LR

ﬁ%:\4,7g;.~;;:: o 9.4%
e TQTH=AGBLIDY Lo om i LLEL 432687908 ":"53“8 209 -
13T cTO82=M996IPY T oo lisaaan LIl 2N gRlegam ST Tl iiingiirgg Tl

o~ Kaiparowits- R ~¥;:£:ﬁ'::;;gaggguJg”bﬂuf_ffgigggﬁiﬂ
noons zmTotalk (berore tax credits)t -$$66 22677 CULg29u 0 < HC
©amor Lz Tax eredits IR TR R - Vo Wiy o - STARUST P BV 3 FoWiY - it
Total (after tax credits) -$ 75,440 LSS TET, 430°

SR

g T e e, - ~

COOO‘s omitted)“'

' . B L
o nrmimmr i L ammeoTe
o . X LODTL LS e T LT

The ﬁ197ﬂ 1981 PV" ’igures represent the.summed 1982 present values o
of 197L-1981 cash flows under. the two.discount .rates... The. "1982r7996'
flows under. each discount rate.. The figure given. for Kaiparowits is
SDGAE's most, 1ikely sales price. The Tax; Creddts” figures. are:thel: <
sunnéd 1982 p;esent values of taxhcreditss D'Antonico considers.the -
total in the 9.4% column ( $183 330) o be. an.approximation~of the .
net present valne of Mono 3. E?DA program.m_However, he. adjusts that
result slightly downward as discussedfbelow- R

D'Antonio. states that the- purpose of'the~financial analysis
is to evaluate row well Mono has performed as tne manager of a
ratepayer-runded exploration and'development progrnm.m‘He
characterizes the goal of EEDA as. funding.energy.for-California
ratepayers at minimnm cost. In his terms; the program*is successful
if the value of thexenergy;prodnced'is-greater?thanithéfﬁosté

.2

PO

incurred. . e
In developing appropriate discount rates D'Antonio ététes o
S Ao I n-\-‘ PR

that Mono can be considered anp investment' by Edison s ratépayers, in



‘-.OII 82-07=-01 ALJ/vdl

which ratepayers incur negative cash flow in early years in
anticipation of fu.ure positive cash flowsemanifested.as.lower

utility bills., Since ratepayers pay. all,the costs and receive all "
the benel! its or energy production, -he considers that Mono is an .. ...
equity investment by ratepayers. -
return on its inves.ment in Mono, he considers Edison a debt holderz,
in Mono. Thus ratepayers .are stockholders in 2 new, upstanrt, small
energy exploration and development company. For his purposes it was.

e A n e

necessary that he calcuiate the cost of equity for a -company: sizilar ... -
t0 Mono.

L ey

However;'since honohhas‘never made:a?prorit‘ﬁbflntonio
suggests that Mono could. not attract'capital because no-rational
investor would invest in a company that has lost money every year
since 1974. Therefore, he’ bases his calculation on Edison s real
cost of equity. -

g e
o . e e P e e
~ -

. Ee observes that staf‘f had recommendeda that Edison be

authorized a return on-equity of 17-17.5% for 1983-8#~thich Edison
considered too low). Assuming that Edison s cost of equity is 17. 5%
and 1983-84 inflation projections range frém 7. 5% to 12. 5%, thenﬂlu ) -
Edison* s real cost of equity is between 5% and 10%. The{midpoint of
this range is 7. 5%- D'Antonio characterizes this number"as a .
function of the real tize value of money in the economy and Edison sfMM
risk, neither of which rluctuates ‘as much as inflation, the major ' i
cause of fluctuations in nominal discount rates. Thus he concluded
that 7. 55 is a reasonable number to use as Edison s real cost of '
equity. . o
" EHe then compares the risk of investing in Edison~yith the ijf:
risk of investing in petroleum and natural gas producing companies jw_"
and concludes that Edison is much less risky, while Mono is ‘extremely
risky. In recognition of that risk he states that Mono s real cost

of equity should be at least a couple of percentage points above }
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Edisen's. This analysis accounts for the 9.4% di scount raue that he
applied. .: -~ N . - -~ e . - V- et om0
’In*addi:fcn'to‘ts ng 9’&1 ne also presented *he anaIys*s f‘“

. . ve e . . [
[ ERAl h M R ..N.,«.A ..,.‘ o

using 2 4.7% redl rate.  ‘D'Antonio explained that the purpcs £ enis T
comparison was?ﬁd"éﬁdéwcehsitxv:‘y of the variable. AI*hough'he R
considers ever the 9 4z e'cOﬁservative ‘He ‘states“that Mono's

performarce has been cx‘reme*y poor if the . T4 dlscount rate‘is used. _ }
“D*Antonio assi gnS'to Mono's share’ of Kai parcwzts 3 value o,

$9 million. Ir doing sc'he *ejeéfé d*SOn*s projec.ion as’ unreliable

for the follewing reasems:: =~ © 7T - R AR
7. It is uncertain that coal will ever be mined o

SO ’*om'Ka parow;gS" L R SRR
- 2. o Edison w*ongly assunmes: Lhe Ivanpah power: - B

p-ant will be ope*a_lng by 198& e
_3."The p*ojec ons use an "?OB M2 ne" p*ice e e
7 rather than ¥ delivered price.- ' T
4. Edison's transportation ¢osts are Cmmee
. unrealistic. PSR  1 U SO S A S .
5. . The analysis doesn't in¢lude eavireonmental .~ . uxi~inl.s
cleanup cosus.imm‘ , ~ , T
Consequen.ly, he “equi*ed an al*e'nate meghod of assigning value to. .
&aipa*ow ts. ) ) R '
Ee observed uha* SDG&;, h‘ch owns an equal interest in,@
Ka_parowits, was curren tly negozza *ng to sell ;ts sbare.‘ According

o daua prov;ced by SDG& - £9 m-ll:on was cOﬁsidered vhe value most

v-\w..

1ikely zo be received 'or its sba:e.' ) Anvonﬂo considers market

.’.«

v\h‘

pric .bgﬁcg;;gc, zeasure of prese“w value because, by definition,_
the market price of an asses is the markes's estimate of present’

» 4 e e
-

value, as the marke?l pr*ce xncorpo*ates all relevant ‘actors.: cash
flows, p*ansportat‘on ccst, risk, etc.: Thus, he used uhe $9 ﬁillion
gure in his analysxs..‘ | ' e ' o s sewa matuiesss
Forecasts o' ’uwure oil natural gas, and uranium prices

g et A

are critical var ap}e; in D’Antonio'* and Eei son'f analyses.,~ o "

P e e,

TUN nU T - SR PR LA PR Tl -~ v

e
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D'Antonio is ‘eritical of Edison's price assumptions whieh e

characterizes as "implausible.™ 7 .. T Lo L T oonauTie

. Regarding matural gas prices, DYAntonio claims that -

Edison's forecasts demonstrate a“b&Sie’ignefanee”ei zicroecononics -
and/or the natural gas market. EHe staues that when the natural gas

market becomes deregulated, the price of all eategories of gas will
converge toward a market elearing price, since under deregulation gas
will be a homogenouslcommodity ‘valued on the basis of its" energy i
content. . - L AP P

D'Antonio ‘states that Edisorn's forecasts don't show -any - -
convergence toward a market clearing price.. Instead they show gas = -
escalating at a c¢constant 9$fannually=ﬁetweed>1985‘addf1995¥V Ee
contends that Edison's estimates show no understanding of supply and =
demand, since if gas prices increase as Edison predicts, demand for -
natural gas -should: fall rapidly toward zere dbecause gas weuld«be-wf'”"
selling -at such a large premium to its substitutes. - TaTa

- For  his own aralysis D'Antonio assumed that real gas prices
would. rise by 1.5% annually, after comparing the results with
independent estimates prepared by the Department of- Energy (DOE) and
the American: Gas Association’ (AGA). He states that i the AGA'-
estimates are good estimates, then ‘even the 1.5% seenario that he
used is significantly biased in Edison's favor. -

Regarding uranium prices, D'Antonio anmalyzed three - -~
forecasts and cozpared their results with the T“Sf”annudl“feér‘prieel”‘
increase scenario. The three foreeasts are: identified as "Industry,”
DOE, and the California Energy Commission (CEC), D'Antonio states
that he does not: have confidence in any of- these rorecasts.

The "Industry"” estimates were provided by~Edison.

D'Antonio states that these estimateSIseem reasonable until 1994 when
the price is forecasted to increase. by- $20 per pound, a. . 38.5% real
price increase in one year. EHe knows of no events that are expected
to occur during 1993 that might cause such a large increase.
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D'Antonio finds the. DOI estimates unreliadle because they . .
are in nominal, rather than resl, dollars. He. states that Bdison was -
specilically. requested to provide all numders in real dollars. He
contends that these -estimates. cannot be converted <o real dollars.. . -
because we don't know what inflation will be for the next 15 years..:-.

- D'Antonic finds that the CEC estimates are unrealiadle ;.-
because. they are based on demand assumptions that are very unlikely...:
He provides an analysis of demand and,supﬁiy;and“observes:that;the;;*-
adequacy of uraniuo supply through the 2id~1990s is not an issue. He -

tates shal if optimistic demand estimates are correct,: the price of

uwranium will probadly rise froz the current depressed price. . w- .. -
However, because of lack of- demand, spot- prices have declined.din real:
terzs every year since 1976.- Ee characterizes +the curreat s+ate  of - -
tbeunuclgaruindusxry-as‘cqllapsingvand,asserts;thatzif'the,xrend,g_nu;
continues, the real price of uranium might cortinue: £falling. :Since. .~
the price of uraniux may continue in its depressed. state, he states. . -
than even the 1.5% annual real price increase mey seex: 00 high.

D'Antonio's finencial analysis stops at the;end of 1896,.s0..
that projects that produce.energy after 1996 are not: counted-ot. their::
full valve.. inforder 10 account for this revenue:he.developed an -
estimate of expected cash flow- after 1996, based on.estimated cash - -

flows in 1996 and rexaining lives.. The result. of this.caleulation o

was 2 total preseat.value ¢f~846;million.-uEe,thenga@juste¢pthis

result in recognition of two- factors: - R B
~- 1. The method assumes.that 1996 cash flows, o~ - - 1o
‘ convinue for the entire economic life of each e

project. -However,-at the end of a project's 7~ 1 -

.economic life it has zero or negative cash:-
flow by definition, decause of slowed .
roduction and/or cost escalation.- Thus,-
o using 1996 cash- flows ray substantially. - . o -
overstate those that are likely to exist near

= ~5% -
-the end of 2 project's  life.’ :

AN T TUND el L T e o R e B B B

R S A N A Fo B S S Pt SR S Ao




.wanting. Ee states that the purpose of EEDA is twofold:
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2. Edison gives no estimate of the costs '
associated with project completion, such as
¢clean-up, plugging wells, and moving M,
equipment. . R

Because of these factors he considers $ﬂ6 million too high. Ee
estimates the present ‘value of post-1996 ‘cask flow as approximately
$30 million (plus or minus $10 million). : IR

© As ‘shown -above, D'Antonio calculates the 1982 present value

of Morno's EEDA ‘program from 1974 to 1996, ‘before cax’credits. ‘as
negative $294 mfillion, using the 9.4% -dfsecount rate.’ Altbough MOno
has 2 '$110.6 mfllion present value of tax: credits ‘from pas* losses,
D'Antonic asserts that it {s not correct ‘to inelude 100% of all’ past

e
N

tax credits without considering the taxes Mono will pay on forecasted e

positive Tuture -¢cash flow. - Using certain assumptions expaazned 4y
his exhibit, D'Antonio estimates S&O million as the present value or "

b sy ‘l‘v"\.‘r

future Taxes. "Cc - T A T hed et

D'Antoniors adjusted estrmated present‘value of ‘Mono's EEDA

pvoogram is as follwa. - e e N - R e\" mnNe w ::3 .‘.. I SR
- ($OOO‘) T :'f: B T o
Citem i_‘::;;ii_' Discounted Cash Flow ]‘;N'”__"Ngju
AgTT-1987 Cor s SRy et s
e 1982=1896, - s s s el s VLT 35-,193-7 DD St B B
a Kaiparowits 9,000 e
Tax. Credits (1974-3981) - -, - . - - M0,581 covoon ' 0
Taxes (Post=-1981) 40,000

" Net Present Va-lue"" EPRTE LoD _m MmN L L L

’
~ .‘,u,-\ o e ool b A

In his terms this means that if Edison s ratepayers possessed i

o

xnowledge of Mono s past and expected future performance, they would

be willing to pay approximately $193 n3 million to have completely
avoided EEDA. Since Mono's losses have occurred during a, period of
rapidly increasing energy prices and high profits for most energy

S e Zo i

companies, he claims that Mono's performance is uorse in relative )
terns than in absolute ternms.
D'Antonio also examines the EEDA concept, and findes it

-28-"
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To secure adeitional _supplies .of. energy that
otherwise . would_not be available to
Callfornia.:r i B A

-

2. To obtain needed energy at an advantageous

.priceu . =~ . '. ”‘, . o - - r "‘f‘:: -

He argues tbat .there are reasons to expect EEDA would rail.ﬁ: - -
D'Antonio contends that EEDA is -a cos*-plus programuin -

return from ratepayers. Ihe ut;li y‘s return is equalﬂto tne nosSt .
recent autho*;zed return on rate base. Zt is not a-function:of

m;nz ze costs, o. -ever to f;nd energy. .Even the regulatory~lagw~;:;
incentive .of base rates is absent. D' Antonio claims that profits.-can. .
be maximlzed by investzng in as many,projects and-spending .as; much; -
money as possible. . . Lol s oLl et e

- - . L
- 2 L R G e b e e Y -

Furthe*more D'Antonio observes that the performance: of the .
EEDA participant is seldom evaluated, compared with -other. ... -
corpeorations whose perfermance is evaluated every (day. by.-the. stock .
market. He eclaims that his is the ﬁirst comprehensive financial
analysis ever performed on an EEDA participant. With no incentive to
obtain low=¢ost- ene*gy, there~i* ‘nQ reason to believe~that*EEDA
participants will prodpce energy at lower cost than can other energy

.~
- .wil

companies. R ‘“hp_;;:ﬁsq
D'Antonio contends tha. whether energy markets arew
thexselves inherently competltive is ~rrelevant., He statesrthat if
energy marxets are not competitive, there exist barriers to entry |
which raise pctea‘ial en ant s costs above the 1eve1 of the dominantvt'
firms. If suck barriers do not exist, the markets are competitive.ui':f
I energy markets are tncompetztive, EEDA particioaats wzll face o a

barriers to en.ry tha‘ raise’ their costs above t“ose of the'”

,,1

e et

SRR Dad &

oligopolists, preventing the EEDA oarticlpants om producing energy s
at competitive prices. ’ e o R B
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! DrAntenio doeS‘agree“tnat“EEDA can potennfally &iéld a
stadle supﬁly-of energy <t partieipants are 3ive£'enough money. T
However, he argues that California can obtain stabIe gupﬁlies Ay
lower prices by way of long-ternm contrac.s‘w <ith relrable suppliers.

Be ‘states -that the EEDA prosram is very'risky DYy’ contrast. %eforeiJ”m
uthorizing funds for EEDA, we have no ‘idea “of ‘how ‘much the energy |
will cost — we don't even know if energy will be found.' He' states ah
that we don't evern kpow the capabili ty “of EEDA" managers. Energy *

explorationr is a risky business, made ‘even riskier when you q°n't
know who will manage ‘your money. " With long-term contrébts there s

e’

ne comparavle risk - prices are el her ‘fixed’ or can be‘based on known

escalation -faetors.- " 4 Nn L0 U TIE L UVE L TD AU s R wTen S Tl
As"an” Independent consideration, ‘D*Antonio ob,erves that
there is no -mechanfsm £n EEDA' to match the timing of costs amd~
benef{ts so ‘that one group of ratepayers may subsidize another. ‘He -
states tbat with Edison's EEDA program it seems likely that the 1975~ -
1985 ratepayers will-pay most ‘of the costs of abandoned’ﬁfojécts, and

the 1985-2000 Patepa?ers—will receive most or”the benerits’from moes

L P R -

energy production.- Bt R R AR IR
2200 . Asa further oritidisr of the EEDA procedure, D'Antonio R
contends that ‘the rate 6f return allowed on EEDA Investments’ Ia too
high'.- He reaches th‘s conclus&on ‘based on an’ analysis of relat‘ve )
ridsks. ©o 0 T octooel” S L mmgsumomo D anoam NGl LronARLD oowoorT
By D.88121 participating utilities are'authorized a rate of "
return--on' approved EEDA projects eqnal ‘to the most’ recent rate of
return-authorized to the utility. - The authorizec rate or‘return is
composed--of ‘returns on -common equityn pre’erred stock, and GEbt,‘each
pultiplied by its percentage of the capital structure. These retu;'ns )

securities of = utility corporation. - Se o uel T 24h IE Seuig
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D Antoaao points out that Edison 4is. itself. an inyestor in
EEDA. Tnus 1t iw appropriate fcr Ed.son Lo receive a return.that is .
commensurace wz.b tne sk it incurs in making thas«investmenz. ~oe e

D’ An,onio states that Edison receives a guaranteed.rate of ..
return cn i‘s Mono anves tzent since Edison is compensated-dolla. for,¢
dclla.. He dis ngﬁishes this practice ‘rom the general rate.case -
procedure where reveaues. and expenses are subject to forecast error.
He asserts ahat the rlsk on. thls investmenz is less than the. risk of ..
a long—term debt anves,men,, because Edison s return.on. Mono. is., e
acjusted ’o* cha ges. in mar kec condi aons every«two"years when the.,J
Commissicn adjusts Edison s rate of return. Thus, unlike long-term .-
debt there is no “ask of havang money tied up in old .Jow-ylelding .- .
securitaes wnile-y;elds-have increased cue to, changing market
condztzons.’ Ihus the *ask o. investnment is- eomparable. o .an, - -

anves@ment in a two-year bond,tha also.yields a.-fixed return, for two-
years. . s

DT e s oW T T A TR TR SR
- P N A AV N

, D'Antoaio con ends that in”nc way.*s Ed_scn! iavestment In -

Mono comparable to an equity investment. Ee. observes that returas on. -
an equity investment are not fixed even for a day, fluctuating.. - i-.:-
constantly with the 'orcunes-c the .corporation. . Ee desceribes this

as the essence of equity risk - a .constant rluctuation Jdn the value- -

of the invesumenu basec on. the ccmpanyfsuperformance. . He. argues bh@&ﬁ_
Edison ‘takes no such risk. Its return is not a function of Mono's:: -
performance and. does. not. constantly change. .

-
.- -

D'An.onio coacludes that Edison should not receive equity. -

returns cn iz S-ELDA investimenat.. because the risk is.nct.comparable~to-~
an. equity investment..

1t should *eceive a, return nc greater than the_yaeld on. new issues ofﬁ«
its lonsrterm‘deb*. e

' o e n e ar e T s LETOn R,
.o RS - et PR A RPT )Y y .
" : - L - e P - o g Js- u

Based on his analysis D'Anzonao draws two-major conclusions.
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.1.W_Ine greater majo“ity of California experience
with EEDA is Mono's EEDA program. Mono's
- progran: has - been 2 big-loser, with an-

expected net.present value of ~$193 - - ..
milliof. |

.t : . R PR AT

'EEDA Is a classic case of bad economics. OQur

- economic-system-is based on monetary’ -7 -7
compensation as a reward for providing a
useful service or product. Under EEDA the
participants receive monetary rewards even-
without providing a useful-product. They. .
have little incentive to find and produce
energy at ninizum cost. - Thus, ¢ost-plus
programs should be avoided whenever possible,

- and they can be easily avoided in the case of
energy used to generate electricity.

Based oz his conclusions he offers four reeonmendations-*
© 1. Izmmediately abolish the EEDA -mechanism. -

2.  Require Edison-and SDG&E-to justify :that
continued EEDA funding for approved projects -
is c¢learly, beyond any reasonabdble doubt, in
their ratepayers interest. Projects that
can't be Justified should be either sold or . -
written off in accordance wit h existing ‘EDQW
accounting procedures. : S

Order Edison 'and "SDG&E to ‘keep expenditures-3“*
on existing projects at the practical minimum -
during the Justifxcation phase.

Change the rate of return authorized on L
approved EEDA .Investments to no greater ‘than

- the participant's yield.on -new issues.of long-
term debt.

Utility Rebutal - - %0 T e “‘;,.ﬂ-,ﬂﬁ .

Edison offered two rebuttal exhibits. The testimony of
L. D. Davis" was directed to Johnson s testimony.: The testimony of

Ll

Dorothy Whelan was di*ected to both Johnson ) snd D'Antonzo s‘
testimony. S k

~ A
Cm et oW

The purpose of Davis' testimony was to'eorreot certain

S

substantive errors allegedly Bade ‘by Johnson in the preparationhor

\J e -,~',
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his report. The exhibit does not exanine John on's analytical
methods; rather,- the witness intended-only to corzect mathematical

MR

¢calculations, use- ‘0f data (such as incorrectly taﬁing -acnunber fron
the wrong column or line of aidata request’ re,ponse), ‘and

l-;\/wn.—-«‘-‘

misint erp*etatlon o’vdato. Po* purposes of thisute tioony Davis

:q,u-\.u ASY RS PR W N

limited her self to e-rors that~are equalwto or-greatercthan $10
million. R R A DU L B rc‘:sdféifad

. e
- . ~e - g e e
il N ~ <

PRI EA] bl -

The d Le*enee in present~value between~Johnson S
calculations and Davis' ng the same data and tne same methodology
is $136.% mil’ion.; Ihuu‘Davis snows arpositive present~value of

$3%.4 million- altnough she does not agree with or eccep.“Johnson s
approach. ) : :

..\. T

il PR o s
Trhe purpose of W "helan S testimony was:to :address onraxs ool
conceptual level the analyses that were performed:by :Jokason and
DrAntonio and %o respond 10 D'Antonio"s recommendation>that .the rate

of return au.horized on- approved ‘EEDA -4 nvestments should be limited

to the yield on new issues ot long-term debt.u She eonctudes that

their finaneial- analyses are 1nappropriate and~D'Antonio's rate of
return adjus.ment shoulid be ag sregarded.¢uw;ng .MTE:Z:St

wnelaneasse TS that both Johnson-and D'Antoniowhave

~Fa

attex

single finanecial analysis.> The ‘1rst iséue‘to nh en she,refers is
wkether Nono's *nvestments have been f‘nancially beneficial to the
ratepayers. -~ The seécond is whether ‘there g7 curren*ly-any financial

Justification fer continuing with ratepayer exploration and, TR
development pnogra

_cn..wy_t.‘... N e A e

’,, . n.\,., . Y ’«VAA‘. -
K4 T ¢ e Nl -l e e

whelan argues that the tdo f sues should De considered . .

s...omu LR » a

separately and independently becatse-  f:rst, thehbeeic objectives

P ,.‘.......u..

for examining the twe issue€s are diffeérent, and Seoond, except To, the,

..au rrm V) -

extent that new knowledge may be gained from‘pas%>experiences, past

[ A

eleyant to an’ analysis of future, events., She

. A N e R
. ~e Rl Salety “y . e e - “NLAmuL,‘J!U“w
s 1_,“\_ . S PR . PRSP A PN v-----'.‘_v

'
- . —~
"
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“

states that -an analysis ofhhisfofioai“pebfoéhahéo'ie'ﬁgde 565"‘@”““1{”
learning purposes only. ~ The ‘value -of" studying’the past“lies 4n ﬁhe ?’
knowledge and. understanding ‘that can- be"gained and applied Whenif “‘0
making future decisions.: . 7. 7 TILSIL S MBIV ee e A T
- Whelan ‘contends that an analysis of" expected perrormanee_is
made when there are nmutually exclusive: altérnatives avaflable fTor S
investing funds, such as. continuing with the EEDA prégram, or = * _
terminating it and relying on others to develop: requfred enepk&* *“”:f
supplies. Regardless of the alternative action: tha**is~adopted ‘the -
past obviously remains the same.’- Thus she-concludes the ‘past is .
irrelevant when a decision regardimng ‘the future must be ‘made. TR
Whelan further observes that Johnson and D' ‘Antonio only |
analyzed the financial aspects of Mono's performance. ‘She states
that the decision to make an investment may be based on reasoas other -
than finane¢ial gain. Also, by using historical cash flows that :
include all investment costs, the actual impact on ‘the ratepayer is
distorted. - The ¢ost to. the ratepayer has been str;cc1y~that'which
has been paid through the fuel service charge. - This is an’ amount
considerably less than the amount -that has been Tnvested’ to date.";y'
She states that since exploration and development proJects are e
generally long-term investments, there may be substantial upfront
costs. that must be incurred before financial’ benefits will start to
accerue..  She complains that by present valuing historioar'data am"""w
D'Antonio did, historical events are distorted by the" application of
uncertain factors. She argues that the type of finanoiar‘fnput ohat :
the Commission needs when deciding whether the EEDA program ‘should be -
continued. or terminated:is the total ‘cost to the ratepayer’ of‘each "
of the alternatives. Whelan states that neither Johnson mor °
D'Antonio provided that information. SRLVRTALL B T

- -Regarding the. rate.of return- equeStion,'ﬁheléd’asserts that

the  money:Edison advances to Mono comes from Ed{sen's" bondholders addﬂ‘

: ey TN
B TN Lo Tn DONES T e Jd.‘\,ﬁh"r’
T o o o n ~r 4", B o - - -J - e W -

- "L gy omn e s
o R

] -
2 - ‘e
! S B N A R

P Tt
i e

e Tt I
oo e e tek #e e
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sharenolders., Edison generally does, nob . raise external fundsifor -
speczfic projects - the cost of money..to Edison is the same. :whether:.
the momey is znvested in Mono or in a geaerating plant... She. angues«-~
that it is thzs cost o’ money %o Ecdison that is correctly -being =
recovered .on EEDA investmenzs. Limiting .the returm.to the .yield on
gew long-term deb‘ would deny Edison 'S equity investors the:.’

R

opportunlty to .earn a fair and xreasonable returm onhzhat'portiennof
their *unds invested,inﬂnono.~ m e ETORE S AT LT S EMPURSCRe SN

- - o va
s e o S P - A
YRV W PR ; o Yy

Cowteﬂt;ons of the Partles e mmerIonnTinonoLlimonnt

o

We w*ll first~exam;ne.the contentions of the parties Vit Si.T
regard;ag the major poli cy‘queﬁtioa)wﬁether;the;EEDktmechanismhsbd&mﬁi
be term.nated. If the. mechandisn is retained,: we will: address whether
it should be modxfzed including the rate of :return issue. . 'Ir'theii‘*'

mechan sm is tenm*nated, we will address- the, various proposals for
te*minatzon. T DI SN I o lhenmasd

.o . P | -t oww e e om

- deson con ends.that ?EDA continues to be a sound concept

that snould be. supporzed by the ratepayers. Edison observes that :
"pereurbations" in energy markets have been the. rule rather. than> the . -
exception since the Commission's earlier review of Edison’s/EEDA:Z...0.%
projeCts. Ed SOn warns that a Commission decision regarding the
validiny of EEDA should 1ot nge undue weight to theshort-term . .
env1*onment o. today S energy. Zmarket, .characterized: by~transient?and"
extreme fluc.ua ions that are difflcult- to forecast and: prove to. LT
mislead. Edi;on stat es. that when 1ts EEDA. program- was: approved.in .
1977 1ts prejeets were oriented toward-a future that was: uncertain: in
many respects,wnot the least of which: were energy-resource:..- TTAG D
availabzlity and price. Edison- claims: that thoser energy: market . Tol Il

conditions are no less s;gnificant today: than when Edison’s*EEDA -
progran was approved. e e o wems o mygemm o lmed YA

- ' - ot A ol e ew N

—oa Consequently Edison»argues‘that~supervening“eveats*and
condiiiona have. not altered. the common- sense, prudence ~and: foresight~
rerlected in the Commission's original EEDA decision, D.88121.

Edison refers to the ¢riteria for EEDA funding stated in that .
decision: : ‘




. 0I1 62-07-01 ALJ/vdl

i, secure additional supplies or energy ‘that.
would not be otherwise available to
- California

2. obtain needed supplies of emergy at an
earlier date than such supplies would become
otherwise ava‘lable- «

3. btain additional needed 3upplies of energyi
at ‘an advantageous price; -

and argues that its EEDA program has satisfied these. Edison
proposes that EEDA continue essentially unchanged with‘the same
criteria. ‘ ' ‘

Thevonly-changeﬂthat?EdiSon,pfdpéses'iS'fﬁat”eieéer‘
communication should be developed with the staff.’ EﬁiﬁbﬁcéuégeStswﬁ”ﬂr
that closer coordination with the staff, perhaps ‘through regularxr
scheduled quarterly or -semiannual meetings to review-ongoing
activities, results, and new project submittals, would be beneficial
to all parties and give a better understanding of Mono‘s-efforts.

SDG&E states that the Commission must be careful 'so that 1t
does mot allow short-term market swings to distort fts overall -~ -
evaluation of the EEDA concept. SDGXE warns that even though .he
energy scare of the mid-70s seems far off and unreal ‘when' viewed an
the context of today's energy markets, tremendous energy uncertainty
renains. SDG4E argues that in today* munsettled™ energy markets
entry into selective EEDA investments offers the best opportunity to'
obtain energy resources at advantageous prices aS'weli as’ secure‘long- )
tern fuel supplies. Further,” SDGXE" claims that EEDR orfers a method S
' L diversifying resources, one of the nost important‘goals‘for
Callfornia utilities. - .- . S et “

‘Staff states that the policy question that the Commission o
must answer is whether ratepayer-supported exploration’ and
development’ programs’ remain prudent investments 1in'‘light of changes
that have occurred in the energy markets since EEDA was authorized.
Referring to the criteria announced in D.88121, staff states that the
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issuve in this proceecding is whether the same c¢riteria are applicable
today, or whether "these rema_ns any justificatioq?qhatsoever ‘for the

EZDA program. Staff a“gx..ee “twat ‘EEDA hasdféiled ano ms likely to
¢ontinue to fail to prov;de 2Ry signlf;cant ratepayer benefits.
Staff concludes -that. EEDA st hould be terminatedvimmediately.

Stafs rel‘es on its ’i*anc;al analysis that inoludes Mono's
past perforzmance. 'Qtaf‘ eriticy es ?dxson é ’orward-looking ‘only
app*oach as _asxing the Comm ssion to blind. itself.from observing .the
trutz of Edi ?99;3 ESDA:p:ogrammby;;sgor;ng”the;ﬂailures,;m PN moLnmun

ta” argues that if the Commission were interested only Im-=:
knowing whether to continue funding EEDA pursuant to E¢ison'sl
proposed exploration and,geyeloomeqp“pgosramuit;m&s&t;beuapntopti&tewﬂ:
to dzsmxss the past simply a&s s supk costs. -However, the ~Commission
should also be interested in knowlng how well .EEDA -has -performed: Lor . .o,
.helratepayers. Staflf observes -that regardless -of how many: years the .«
EEDA prograx. fa;Led to-procuce benefits .for the ratepayers, Edison . :
would still have the Commission look <only -at future .costs .and
revenues to-determine whether .to finance EEDA. -~ . -::.

C e W e e o e ae

.. Stalf argues that Edison is not ever consistent to. its own.
methodology. Staff notes that Ecison suggested .that .the type ol i~
*inancﬁalﬂinpuu ‘that the Cozmi,s_on.needed is the totalr.cost to the

taff contends that. Egisom should: -
have presented variou° alteruatzves 20 preceeding with: the‘program. g
otaff complalns thaz Edzson,presen ted no present value, financial. -~ .- ::
analysis of 51 ernaoives &0 going forward other than complete: .- .~ ov.o

abandonment o. all the properties. - .. oeneon ono

In support of its own flnaﬂcial analys s staff argues..that.. ..
D'Anoonio S use of historzcal cash flows s appropriate. because
ratepoyers are. responoible.for all Program: costs- even: though -they: may
have paid only. the costs billed through the. fuel service;change.:: . v.:

o oRE L e v




. .on 82-07-01 ALJ/vel T

Thus staff asserts that in analyzing EEDA’ all cash expendinuren f't
should be ‘considered in order to' deternine the present value of ’
future benefits. Staff ccntends that looking at the fuel service

'\“-.

charge alone- distorts the analisis because the fuel nervice charge” |

contains a cost of funds component tbat is not related to ratepayer‘r
risk. '

- 'Staff also arsuen that the concept or EEDA is itselr o e
flawed. Sta’r states that Mono s poor financial performance in Just :
what- one should expect frop an ensentially cost-plun p*ogram in wnicn ;
the company has no profit incentive and where the perfornance of the ”:
company is not evaluated in financial narkets. ‘ . ) _rk

Starr 3tates that even ir EEDA were to generate economic

benefits for the ratepayers and ir its apparent defects could be T
cured, there would still’ renain the question whether there is any _
justification for naking ratepayers invest in an enersy exploration m;:
and development company. Staf’ contendn that the rationale that ; |
previously supported having ratepayers invest in EEDA waa that the
marketplace would- not meet energy denands because of Federal e,
regulation’ since there were not sufficient incentives for private S
industry or regulated utilities to invest ig oil and 3as f”'” o
explorat tion. Eowever, since EEDA was last exanined ntafr observes
that 0il and gas bave been conpletely or partially deregulated.H " .
Since in- nearly every EEDA project Bdison is participating along with T
major oil and gas producers, starf arguea that there is no longer any i
need to’ force ratepayers to maxe these risky energy investments..ﬂj ’

' Edison contends tbat staff's financial abalyses are | '"'*';
conceptually ussound. "Edison claims that a proper financial analysis ;
from the ratepayer perspective nhould be based on tne fuel nerviee :i ’
charge which representa cash flow an aotually incurred By tne ‘ o
ratepayer. This is an amount that is’ substantia‘ly less than the o
amount- that has been invested to date.’ Edison states that measuring
these ¢osts by including with the present value of past ¢ost flows

. all investment costs vastly overstates the actual impact on Edison's
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ratepayers. Edison ¢laims that. its own financi al analysis has\taken
into account Mono s past perfo*mance by including the write of' of- ..

o

pas: investnents as tney are recove—ed through rates, Edisoncarguesu

that stafr has incorrec ly included sunk costs in its analysesmsince

such costs snould not be conSide*ed when making a decisio , whether or
now to proceed from a given point in time.

Bdison complains that staf £f has unrealistically interpreted |
the order insti uting this investigation.: Bdison argues that-a fair
readins of tne order suggests tne Comn.ssion *s.interested in knowing\a
now well EnDA has perforned in a broad sense. Edison contends that .
abundant evidence was introduced with respect to benefits other thanw .
purely econonic that sta’f ignored Edison argues that stafr has
expanded the criteria by wnicn the performance of EEDA may be )
evaluated by focusing on prudency and econonics., Edison states that
it does not take exception to a requirement tnat management of EEDA
project be prudent, however, Edison does object to starf'

interpretat-on of prudence as solely economic.vq . - e
o SDG&B warns that tne Conmission snould consider tne .

R

economic price signai tnat would be given if the Connission doesn£~

-~

adope the sta*’ recomnendation to terminate EEDA. MSDu&E states that

v e

and nign-priced inves.nents are appropriate, wnile wnen tnere is no )
supply cris‘s snDA participation is not appropriate in lowapriced i
investnents so tnat tne assets snould be sold._ SDG&E states that

-

baseo on’ sta'f's position it would conclude tnat EEDA investment o
policy would ignore conventional investment logic to buyhlow and sell

v s

nign, and instead would buy hign and sell low.u SDG&E states.that..

today, wnen narket condi ions allow utilit es to obtéih’éheéé&”“ o
resources such as uraniun in a depressed market, 2. long-term outlook
dictates tnat EEDA continue and that cost-e fective investnents be
pursued. 0

\‘.-‘,
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life of each project, not based simply on market conditions that

-~

exist at one isolated time .in a . project's ldfe.. . o - .- e e e

- PERR) et iy e M e

SDG&E- argues that D'Antonio's analysis fails to.address the.
impact of tbe EEDA mechanism .on the ratepayer. - SDG&E-contends thatm,uh

.....

byvcoqb;p;pg_gas;-1nve;§mentsabyAMonowwipb,cashjbenqﬁitavtq RIS d e
ratepayers in the future D'Antonio has incorrectly characterized the - .
actual -cash.-outflow. pattern of the ratepayers under the»EEDA .
mééhan;sm., SDGiE-Szates that actual ratepayer cash flows occur
substantially later than Edison's and -are in nominal, not present .
value, dollars. SDG&E concludes that since D'Antonio did . not focus . -
on ratepayer. cash Llow, it.is Impossible-to estimate.what his. .'-.. .0
analysis would have yielded in the .properly focused.ratepayer benelit..
fragework. . - .-~ o B R I e SR

-~ - . PR P et

- - SDG&E observes tha? tbe-stafr analyszs focuses .on. Edison,
thh~mino* effore applied +0 SDGLE.. SDGAE states that in D.887121-the -

. Commission noted thatnzhe energy resource requirements.of- ‘the. wiar oo
separate utilities are differezt.  Further, since -the EEDA progran offm
a particular utility is tailbred o -the.energy needs of. that utility,:
there is. no expectation that the EEDA prograns. will be. unirormr e
SDG&E argues that. since the EEDA programs: differ, it is- agpropriate
to separately consider for -each utility what changes. Oor .-..: Lrro oLk
modifications, if any, are required-ip that utility's-EEDA .- = -. ..
mechanism. SDG&E argués that its EﬁDA pfogram deserves far better... .-
treatment than to be amalyzed by, inr_-erﬁnc.e:r..;a;i.se,d;- by apalysis of
other.programs. i e e e R R ORI T N g

il ' h_‘,':v..u Flhe e - e—T

. SDG&E claims that it has developed -8 small, carerully L L
controlled. EEDA.,ptozram. based on. the criteria . that over .the life of -a. .-
resource‘or~blant, a resource shouldmprovide:'uel-on a»secure-basis LT
at a price roughly comparable to or betteer than -what would. havefbeenf
obtained elsewhere. SDG&E admits -that 1t‘has notuattempted~to—-wm: Rl

quantify the benefits that its EEDA program has provided.

)

bl

Bowever,
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it contends that the market “value °of “{ts geotheérmal ‘assets cléarly ™ X
exceeds -the-cost to the ratepayers ‘and that Kaiparowits has 'z
positive value. 'Further, SDG&E complains ‘that the staff posfeion -~ 74+
ignores the advantages “and benef:z.ts of EEDA da.scussed I D, 8312‘]: that
are-not “of -a-quantitative mature. = - . ARTD LI aTD B LT
Comments on Proposed Report 'of Administrative Law Judge Patrick .- Power
'-On “May "15, '1984 we - served -copies -of ‘the -Administrative’ I'..aw
Judge's ‘draft decision on all parties to receive comments om tne
reasonableness ‘of Edison's -$64 ‘million figure ‘as a basis for --
Edison's acquisition of its EEDA projects from -its Tatepayers.i ' - -
Comments were received from Edfson “and 'SDGSE ox May 30, L9842™ “--'-
According to Edison, the $64 million figure is not representative of -7 -
the market value of ‘Its ratepayers' ‘interest in  approved EEDA projects.
Edison ‘states that $64 million 'is substantially greater than the pricde ~
any third party ‘would pay -for Edison's EEDA properties. --Edison claims'”
that its “EEDA properties have ‘2 much lower présent value tham *$64 7%
million -if ana'—-lyééd “rom thé perspective of Edison's ‘shareholdexs fo"r“?
a third party -investor -primarily because of income tax ‘effects wm.ch
Edison estimited to be about $50 million. ‘Edison claims that' ‘the = - -
ALJ's wind down proposal for -its EEDA programs ‘is unfair “and- ~recommends
that it :.le an -advice lex:te* specr‘ymg an’ appropnate wind-‘dowrr <=0

S o ey

P:oposa‘l. ’ | o . \: 0 ke P e e PR “f A A S N o ",‘.;. R

‘SDGS&E "did not cotment ‘on the $64 million acquisition price -
for Edison's EEDA programs. SDG&E did object to the drafti"decision™s i<
90 day time -schedule foxr the sale'of its EEDA projects® It ¢laims
that such -a "fire sale™ would not be conducive ‘to maximizing: the -7 I7c2
potential gain from Tts exXisting projects. ~ Tn ‘@ddition,” SDGRE obj ected‘
to being ‘treated differently "than Edisor’ witk vega::cx ro- L™ fh T
invesment: A the I\azparowzz:s Coal Project T LATLD L UTUIWUE LD SurLo

ey . et BEPRN .
. LA RV S e e ey T . .\-_~,' - DT P AN




. ‘n 82-07-01 cg

oy o~ .
gy Y iy
R N

Diecuasion

) f
oo -y Tt
v e RS RURE

wo reject Ediaon 8 contenxion thaz the relevant financial
analysis of EEDA 'is prospective only . The -anglysis performed:-dy. . .-
Edison is simply inadequate to: support the continuvation-of: EEDA..: The.
more complete analysis provided by staff conrirms vhax Ediaon‘a
omissgions imply: EEDA has falled. S : . o
Edison's-analysis is limited to-projecta that ere already
included in EEDA. Such an analysis does not accurately portray an:’
ongoing EEDA progranm decause. it excludes the elfects of new projects
that would be undertaken- if EEDA were continued. 'The’ perfornance of*'_
an ongoing program would depend on the success of Edison's :
exploration and develoyaent efforts. There is'no indication that =
Mono has changed either its maﬂagezent or its practices.- Thus’ the--*i
‘eat evidence of the likelihood that Mono vill eucceed 13 i‘ts past
perrormanee.‘ : : S SRR
- The thorough aralysis provided by staff: addressea this -
problex. - Using the 9.4% discount’ rate that D° Antonio considera*~”*’””
approprizte yields a negative preaent value of all historical cash
flows of $237.6 million. 3Both Edison and SDGEE criticize hia method,
but nelfther party ever a tempted to offer an alternative . toT
computation. Ve can orly const rue their railure as’ &8 tacit adnissfon -

that the results would not be materially more tavorable to theif““’*"
pOSition._.' : ;'_" ,-1Mx' - : o %
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Nor are we offended by the conceptual constructs that
underlie D'Antonio's analysis. His calculation of the appropriate
discount factor is based on the principle that Momo is a riskiewin~rznil

investzent than-Edison which.is the:basis:for having EEDA in “the
first place.: " Eis.cbaracterization oﬂﬁthe?ratepayer{asZliﬁgséﬁuityhryl:.

ratepayer bearsithe risks and receives the: benefits ol - EBDA;-vhe inbo RIS Y aten
central theme of D.88121. P T R G T

r—
- e % e e . e
w ¢ P ’o S

ooy L.Staff andrEdisondisagree wvigorously.oversprojections of
future cash:flows:- Staff is:particularly eritical-of Edison's:: icoxilon:
forecasts of-natural:gas and -uranium -prices,- while.Ecison-vigorously::~:
SUpports. its--estimates. The actual difference between D'Antonio.and .-
Edison is not.as-large-as implied: ..D"Antonio, calculatesﬂthebpresent.. e

value of..future cash.flows as $44.2 million (zhrough 1996), while mn e

Edison calculates the. presenu value, oﬁwthe future. cash. flows 3S $6&
nillion. through the remalning life of. the projects. S

- N .- -.,\ '—»‘\‘\ e -
e - - EEE

Cbviously, neither of these calculations yields sufficient.- -
contribution. to. overcome. the. historical,cash flow burdens. .Thus we ”
conclude .that Edison!s.EEDA program.has had.a~substaﬂtial negative"
financ;al ;mpagt on. Edison s_ra;gpayer,.

Cw e e e

- - -
m--‘ “
-

- «
~ o . . 5 N e e ol ol
. . w Wil e e e aa

e Eq;son and SDG&?ﬂargue that EEDA was never 1ntendedﬁto be .

-

i

e P A

Altnough we. agree, tbere is no.

v e

-.N&“w.vm

P

conclude »hat EDDA should be terminated.~ ““; - e
?dxson and SDG&E refer td‘tﬁé ihree cr;te%xa stagégdxn,:f“ni“
-D.88121, and contend that the staff analysis mistakenly focuses “on
only one - advantageous price. They claim that EEDA has secured
aditional supplies of energy that would not otherwise be available

and odbtained needed supples at an earlier date. Their proof is not
persuasive. - ,

- "
e . -y e FE N
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?rom it° 1nception BBDA was an extreme *eaction -foran ~ir v
extrene p*oblem- the Qi-ruptiqn ig energy market. caused_byMthe\Ard$;~
oil.emyargom‘ There were serious doudts whether energy markets:would -
respond td_ut;lityuene:gy‘gequirementsw Thus these noneconomic -
considerations were :Qcognized,qsqnecessa:y;ﬂoruelectric utilities. to.
fulfill their basic obligation of service to the public.- .Clearly, if-
the energy companies themselves were likely to-satisfy utility needs
there would be.no need for EEDA except o the extent that it -provides:
energy at a lbver‘p:ice., Their projects are expressly not subject to:
advance approval by the Commission.and the utility.is. sudject only. to-
uhe r;sk of having been found imprudent. . %No_EEDAggxpend&:ure;haSN~,
ever been dzsallowed. O T S R T B LR

Y ae e -

?ne*ey marke.s are among the *1skie3t o* any. We suppose -:
that one may well bde prudent in energy exploration .and development
matters and *t‘ll lose substantial dollars.- The range of investment ::
opportunities in energy resources is.essentially. infinite.. The.
responsibility o review .prudency in this context is simply. :
overwhelming. Why did Edison drill for oil in Sicily? IR

ZThe only evidence that Edison has been prudent isthat in
every resource that it isvinyolved in, it is one .of several -joint.
venture pa:tne.g.f In mosz <ases it is a minority participant. . Qhe
other partners are established energy companies such .as -ARCO,- Unio
0il, and qouthern Pacific Iand Conpany. ' Edison states: ."...it. is
not just Mono making Judgnents as to the viadility .of .the.resource
play. It is experts. in the energy development field." - The -reasoning-
seems to be that these other conpanies are risking their own money.
Therefore they have an incentive t0 be prudent. 3By sinmply going
along, Edison is also prudent.
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This reasoning is sound dut the implicat:on is devastating
10 the EEDA concept.” Por if-the ene*gf"gompanies are deJ@féping
these resources, there is no need for tHe ‘electric ut 1Iity'"_' o
participation. . EEDA.was Intended “to -allow the’ utrlities to gO‘Vhere"
the energy ‘companies wouldn't. -Thus the- -only evudence~that the |

utilities have "been: prudent Is compéllzng ev‘dence that EEDA was

neve“jnecessavy. S A R T S sl kel Tl I0n

..~ '..There is'no evidence that these varfous resources would ‘ot *
be developed without ZEDA.  “To the extent: uxilxty participation EEREE
appears eritical it seems more in the " nature‘o* a buyer-seller B

e o e

relationship. Obviously, EEDA 'is mot z condition- p*ecedént t0 a S
buyer-seller relationship. Thue ‘we -canrnot £ind that' E“DA has secured
additional supplies of energy that would not othe*wzse be avallable ‘
or that it has obtained needed "supplies at an earlier date.’

‘We don't mean %0 ‘suggest that TEDA hesn't been useful Yo G

vhe utilities.: ObV“OLSAYy they have -used’ £t and would lixe‘to R
continue: us:.ng it "However, 'the suppor't "‘o* ""‘DA appea*s more TIEAR .

L&

i)

p*ocedu.e. Tolae T Do o Dl e DI I oW .i"i:m;ﬁwﬁvv
" . The underlying the=é7df*thé:&fiiitf*éhdwfngiié‘fhg% the
limited -risk s 'Cousistent with the ldmi+ted --bppbzi"tuf{z"c“i' to profit -
fromits efforts, on account ‘of the ECAC. ‘The Yack of incentives For”
the utilities to comtrol costs is o matter of‘grave conéerﬁ for this‘ﬁ
Commissfon -and has been the -subject of several p*oceedings~'” o

' Purthermore, the obligation to eXamine prudency ‘does Bot

end” when projécts are seﬁected. - It continues throughouf‘the Tite o~
Tt we ST T LA DML D Ul dannl Lofroed or o ormnll
TovAnToolumon i aEmelnmy o7 T seIrmnon o aved wnNy avotonnll

L Ve PR
N
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eack project through development or abandonment. Recause of higher
steffing priorities this.Commission has-not devoted. scarce stafs- -
resources. to review the_pfudency,of utility ZEDA programs.- No::-. .-~
prudency review has ever been attempted. We.cannot.sanction-the - -
con*inued use.of a mechanisz that is based on a- false. assumption.
Another defect in the EEDA concept -is its mismatching of -
*1*;3 and beneeets between ratepayers¢,hemselves. -As pointed-out- by
D'Antornio, one generation. -of atepayers. ‘bears the costs- 0L~ Lniri
exploration. -and developnent, whzle -another enjoys the-benefits or
energy. p*oduced- Besides.being,unfair,vthis procedu:e;isaunsonnd,

because it distorts the pricing signal that is essential to cost-—
ffective -conservation. ;programs. - -

Ve B e, A

.- In sumzmary we conclude that. the cent*al £law. in-the- BEDA
concept is congenital. The results.of the EEDA programs:are’ PO
d:sappoxnting but not surprising in.view-of -the: lack.of. incentives
for more effect;ve perfo*mance.~ ‘We.can. think .of no:current-market- . -
condlt;ons to which EEDA.would be.an appropriate.response.; Ihererore
we terminate EEDA. .. .. . .. o

- e s ) me e ey med, e

S R E TR e e

Ternination . S R o S

- Bdlso“ states that a numbe* o’ factors must. be consideredf
in determin*ng o terninate EEDA-ﬁ mhe currently depressed - @CONOnY,
including many of the energy. industries, is cited. -as not.conducive- to~
paxinizing the return from.a sale of Mono's holdings in the-immediate”
future. Bdison states that if liquidation of Mono's -assets is. e
ordered, time will be required to implenent an. orderly divestiture.:gg
Edison . of’ers & wind down program predicated on mininmizing holding
costs Lor the next two to three years, while seeking to maximize -
future recovery of Mono's investazents, but warns tha@minrqe:tainx;ﬂw:-
instances liguidation would not de waf:anted;:oqna;lqngegctime.3¢;;:?
Furthe;!}Eq;son“argueqﬁthaz,a.windudownqshould be.-limited .to
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exploration anc:lfdeveIi.or.s:n.ex:it5":;u:z::'.v:‘.".::z'.es"3'”::io"z:‘"'i:}""&ijééts‘é"“’:E.‘ii"'f:lzl'e""‘:~ ;
production phase.” "Edison suggests that details of &’ wnnd down
p.og*am should~be worked out with'the staff. - o S

- SDGEE suggests that the Comzmission direct éntérdefli*“ﬁ::ﬁii
termination: of the program comsistent with the individual comm;tments
of the utilities. SDGS&E states that the order be structured to~ - -~
maximize potentialigain from existing projects and to-mznxmlze”‘“f’" m
losses, and proposing this be-accomplished by maxnta nlng the '
exzstxng procedure- intact and by" smmply not approvxng new" p*o;ects

- ‘Staff vecommends that EEDA be texminated £or- neWHprogects

Regarding existing projects, staff proposes that Edisod and "SDGLE -
be oxrdered” to~pe_*o*m a’present ‘value analysis of all- épticms for
their projects. ' Staff would require Edison and SDGEE to justzfy,
beyond ‘any reasonable. doubt, ‘that contizued fundzng ‘of- already
approved projects -is in’their ratepayers® ‘inteérest. Projects whxch
can't be justified 'should-either bé sold-or written off “the Books 4inm -
accordance with existing EEDA accownting procedures. - - “"“f:r:°' )

Having already expressed our dissatisfaction with: The EEDA---
procedure, we are not favoradbly' dzsposed “zoward ‘2’ lengthwamndzng
down methodology that involves ongoing Judgement on our part. chever
we must develop-a procedure for terminating the XEDA program that' is
fair to both the utilities involved®and to ratépayers. Oux mago***”“”
objective -in developing this p*ocedure 45 té maximize the return to
ratepayers £rom their investment in -EEDA and to allow SDGEE and ‘Edison
zecovery of all reasonable expeémses they idcurred as part of o TTEaT
adoption of the 'EEDA -mechanism: We would alsé like to develop @ ©*7°
termination procedure that is éxpedient, -easy t6 administer”‘add "= :-
similar -for doth Edison’and SDGEE. " =~ 777 - IUne mTLorodlvnilonens

There are -two basic procedures which we may -use to-wind: <~
down Edison’s and SDG&E's existing EEDA programs.' The first would
be to order Edison and SDG&E to purchase their EEDA properties from
ratepayers at a fair market value and then leave the final disposition
of these properties to their discretion. The second basic procedure

“46=" -
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would be for us to approve a specific project by progect wznd down ...
schedule whereby: Edison “and -SDGSE would attempt to sell the majority
of their properties,” and‘possmbey-retamn certa:n propertxes on a f’
short-term basis if their ‘current market value wms szgn;fxcantly o
depressed:or.if they had a large potentzal'value only toeratepayers.‘:i
We will consider both of" these optzons for termxnatzng EEDA in future -
decisions. - .. . o . R - T -

Until we get more information, we will’ not requ;re deson f;ﬁ
to purchase its EEDA properties from its ratepayers The ALJ' ]
draft decision states that Edison's net present value estimate of
$64 million is a reasonable azownt for Edlson ‘to’ pay to iﬁs
ratepayers -for the- acquxsxt;on of lts EEDA propertxes “In eetzmating
this net ratepayer benefit at the time of" hear;ng, December 9 1982 )
through February 9, 1983, a variety- o assumptmons were made by zdzson
that no longer appear to be reasonmable in today's energy ma:ket.:'Id '
addition, as Edison points out, the value of its EEDA Dropertles -
is affected by income taxes which are calculated’ dzf‘erently from the f
perspective of ratepayers compared to Edison® ¢ shareholders or a third
party investor. According to Edison, this income tax effect was not
taken into account in their calculation of the $64 million figure.

The record of this proceeding does not adequately explore
or explain the magnitude of the income tax differential. Only the
comments on the draft decisiom have begun to shed some light on the
issue., Edison claims that a third party investor would pay about
$50 million more in income taxes than ratepayers would, The staff’s
original testimony states that $40 million worth of income taxes would
have to be paid on the future cash flow derived from Edison’'s EEDA
properties. What is now clear is that the parties in this case have
not demomstrated to our satisfaction that $64 million Is a fair
acquisition price for Edison's EEDA projects. In faet, it was never
the intent of the parties in this proceeding to determime a fair
acquisition price for either Edison or SDG&E's EEDA properties.

Loy
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We plan <o, te*mlnate the entxre EEDA- process; as: quickly ..
as poss;ble whzle also attemptzng TO. maxxmzze ratepayexr-denefits. - .oo
Therefoxe, we intend to ultimately direct Edison and..SDGSErto:selli~ :c
or te—mxnate all fundznb for most .of. the;: existing EEDA:projects- -
within th*ee yea*s of the date of this order. This is: a:reasonablev
time perzod ‘o* the complet;on of wznd.down actzvltzes.Aand.lt~1s“vu
consistent with our usual time limit of three years for holding- .
Plant Held for Future Use (PHFU) in rate base. . We may.allow.
Edison and SDG&E to retaxn ce*tazn Projects. for -longexr:than three~: -

years if 1t can be shown beyond a_reasonable doubt. that. deing:sosis? i~

in the zntereSt o. *atepaye*s. Thls might be the.case for productive:

pProjects. whxch can' t. be ~sold a: 8 reasomable.price, or. progec:swwzth
severely depressed marxet values., We may also:allow MONO -and “NARCO -

to negotzate overrxdzng royalty znterest -arrangements ‘if-such:x :;:s;x:
a*ranééments benefzt ratepayeﬁs- CanT e DromhLToL Tonoal om Zars

hO\O and \ARCO a*e allo&éd to contlnue ;billing Edison and
SDGEE ‘or ex;stznb EEDA p-og*ams .through the fuel service- Chaxge .-
untzl we have the 1nformation .necessary.to make-a- fxnal~determ1narxon
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regarding the disposition of:these prograns.  In the  meantime;: > ;l:':f:'*: '

Edison and:SDG&E- should keep "all expenditures on ‘their-existing “"' > =
EEDA programs -to:a practical minimm: and .proceed with the notion' -
that we will ultimately .order the sale of most. EEDAproperties ™ "7«
within three years of the'date of this order. . Edfsonrand SDG&E: . .%.: g
should realize:that we will eritically review "n':éj:o:::' expenditures > " I© i
occurring after the date . of this order. In: addition;’ we>will mnot
decrease Edison's .and SDG&E's rate of return on’ fimds:invested: 177l
in approved- EEDA projects: to .their Tespective.yields. on new issues: .~
£ long-term debt- as recommended by staff.:: Although this"recommend-:
ation is well .reasoned, it would mot be appropriate:for: usi tor ~i'r.ilr
change the participants’ rate of return at this‘laterdatel We :.- -22h
prefer’ to protect ratepayers by terminating EEDA  2s' quickly.as. poss ible.
We:'direct Edison and SDG&E to jointly hire & 'qualified” i~ |
consultant to. develop a proposal and schedule:for the eventual-sale :Z ;-
. and phasing out of-all EEDA programs. The:proposal:should:rspecify .::
when and how. each .project: should be sold in order to-maximize rate- : -
payer bemefits. ~The selection of the outside consultant 'shall beri:~: -.
made with -the involvement and approval of our staff: :TImradditiom, 3. =
our staff should have the major role in' defining. the consultant'ss: ol
scope of work, managing the comsultant,: and assuring that:the . :o7Iv77
¢onsultant's analysis and f£inal report is comsistent with thelopinion’ |
we have set forth here today, We direct our Executive Director To:n:’
coordinate the staff involvement with Edison and ‘SDG&E incthfs matter. "“
The consultant should-keep In mind that if.it's feasiblevand: in:ther::
 best interest of Tatepayers, we hope to phase out most’; ifznot all, '~
EEDA programs within three years of: the.date of:this:ordexrl:” The ::.
consultant should consider the significant factors affecting the wvalue :
of EEDA properties £o the ratepayers or a third party investor such ‘ ;o
as any recapture of income tax credits., At 2 minimum, the comsultant N
should also: 1. Appraise the current market value for each of Edison's )
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and SDG3E's existing EEDA projects. relying upon current estimates of Ka) RS _
anticipated rates of production and/or cdeliverability, (b) production 1ife of .
the resource, (¢c)market price for the resource, (d) reasonadble costs of
production, and-(e)- taxes on a nonconsolidated-basis (i.e., treatingMONO - .- -
and NAROC -as: sgparate companies -engaged:in the energy.resource business)ys o 10T
2. Determine:the holding cost associated with existing projectss;:3.=Determine
which projects, if -any, should be kept-and funded throughtheir: useful life -
{e.g., producing -projects); and 4.--Develop an appropr‘i-a-té-bidding-proceduree~: e
for Edisen.and:SDESE. te sell their interest in:their EEDA-projectsc = o0

- = The consultant shall submit ts-final-report to the offices:of -each::
Comiss*xoner: and “the Executive Directorwithin-six months of :the'date-of this: -
order. . At that-time, the Executive Director. should.consult with the Assigred: ..
Cermissioner.-and the ALJ Division to determine how to:proceed with:themter~ ~o. "o
mination of existing EEDA programs. Following these:consultations, the. . ~v.2.
Assigned Commissioner:-shall report to-the-other Commissioners regarding.the .- -z
. procedural . options available:to us in terminating these EEDA programs,:-together .=
with any recommendations he or she might:havel We may :then decide to require
Edison and SDGAE.to immediately purchase their respective EEDA programs from .. -~z
the ratepayers: at a fair value, or-we may-choose toradopt a more gradual:i.. ..~ L=-. .
scheduled phase out of EEDA where individual projects:-are sold by a. bidding-: .-
procedure and-any net proceeds from:the sale are:eedited to ratepayers. - We will.:
keep this-proceeding open so that we can- issue further decisions-as required.. .. .-
to accomplish’ this termination.. - This.procedure will assure that.all iovolved . . .

parties are. treated: fairl; x and that ratepayers' return on-their. EEDA investment-;
tsomaximized: oo oo loess w2 ormoocow sl Lo Llsvlomn o lzantloanss
Pending Projects . - . ot osn Toovliln W vaboo wwod drwel Ton e W
o~ = Edison has' four proaect 1etters pendw ng- forcapproval._ zThestotale - vons
expenditures for these projects through the end of. 1981 amounted:to $4:48 .-~ -7

million. -Edison claims these projects:were undertaken with: consideration. to
satisfying EEDA:criterdaiand asks that: thay be . approved. mrm e v e
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and SDGAE's existing EEDA projects. relying upon current estimates of (a) =~
anticipated rates of production and/or deliverability, (b) production life of
the resource, (¢c)market price for the resource, {d) reatonadle costs of
production, and: (e) taxes on 2 nonconsol wdated- basis (i.e., treating;MONO 5. .- - .-
and NAROC as separate companies engaged. in the energy.resource business);: -- -
2. Determine the holding cost associated with existing 'proj_écts;;B.:r;-.Detemine co
which projects, {f -any, should .be kept and funded through’ their: useful life .
(e.q., producing projects); and-4.- -Develop an appropriate:bidding: procedure:: N
for Ediscn.and SDESE. tc sell their interest in their EEDA-projects... . o~ o7 o,
.2~ The: consultant shall submit its-final report to. the .offices:of. eacb~ T
Con:nissxoner: and the Executive Director:within-six months of- the'date:of this. - .
order. . At that time, the Executive Director: should:consult with/ the Assigred-.. -.
Cemmissioner.-and .the ALJ-Division to determine- how tocproceed withithexter- -~ "
mination of existing EEDA programs. Following these:consultations, the: .. ~o.rw
Assigned Commissioner:shall report to:the other Commissioners regarding:the - -7 -u
. procedural options availableito us in terminating these EEDA frograms,:-together -~
with any recommendations he or she might_ havel 'We may -then decide to.require
Edison and SDGIE.to immediately purchase:their respective EEDA:programs from .. -::
tﬁe ratepayers.at-a fair value,- or we may choose to-adopt a more gradual: -~
scheduled phase out: of :EEDA where-individual projects-are sold by a. bidding--
procedure "and- any net proceeds from:the sale are-cedited: to ratepayers. - We will: -
keep this proceeding open so that we can issue further decisions-as .required. .-
to accomp'l'ish'this termination. . This. procedure will assure. that.all. involved . .. .
parties are. treated- fairly -and that rad:epayers -return on-their EEDA; mvestmen:
'lS max‘tmzed O B T e S P S J_‘.'{.:’.'.‘a 5o ontsmen n

Pending ProJeets. - .ot oo oToowLnoo LA LTLL o nIwel Tov o aunt
.~ o -Edison ‘has’ four proaect letters _pendw-ng~ for'fapprovaﬂ.: .The- total . .
expenditures. for these projects: through-the, end 0f:1981 amounted:to $4.48 . -
million. Edison ¢laims these prejects-were undertaken-with-consideration.to. - .¢

satisfying EEDA criteria,-and asks;;tha-t:thw beapproved.s -lnlu nmavs \: - LU

NP

—h
-

-y e




OIT 82-07-01 cg

We are not willing to approve specific projects in an.:™:
investigation ‘proceeding. Edison is-free to ‘file an application
proposing appropriate treatment of its costs. Of course, as the
applicant, it will have the ‘burden of ‘proof. Some more substantial
showing is required than its genmeralized statements regarding the "
need to do’something to respond ‘toenexgy supply ‘conditions: -
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Findzngs -of .Fact.. Lt e ipammmoen e e Tl

oy o o v R P N
\..»,M - C o u:,-........su.‘i [RENEN J.-. W

EEDA-was author zed for -Edison in 21974 -and . ’or»SDG&E ADe s gns
1976 ws o Lwis. G5 mesn Lth o ceosinimr emoiweemres gal

. ~
TLATIS -A,.’g-’;’

L)

2-ﬁ‘Under the BEDA,procedure ~utility .investments qne~relativelyﬂg
risk-free. Callween mmluerans honilovoss e e krmnen mDov e e

3. A approprzate f nancial analysis of tne EEDA- progéams««
takes into aceount past performance.

4. For amalytical purposes the ratepayer is reasomadbly treated
as the investor in EEDA projects and the utility is a lender.

5. A discount rate of 9.4% is reasonable for calculating the
present value of Edison's EEDA historical cash flows.

6. From its inception through 1981, the present value of the
historical cash flows of Edison's EEDA program was about negative
$237.6 nmillion. )

7. SDG&E is unable to quantify the impact of its EEDA progran
on its ratepayers.

Vi e gt e el [ - e - ..’-.,,.na.h. PR

L

8. The present value of future cash flows is uncertain.

9. Edison calculates the present value of its future cash
flows for approved projects as $64 million, based on year-end 1982.

10. Edison's EEDA has kad a substantial negative finaneial
impact on Edison's ratepayers. |

117. Energy markets are among the riskiest of any.

12. In every EEDA resource Edison Is a joint venture partper
with an established energy company that is risking capital.

13. The participation by the established energy company is
evidence that Edison's participation is prudent.

15. EEDA is not necessary to develop resources that are being
developed by estadlished energy companies.

15. EEDA has not secured additional supplies of energy that
would not otherwise be availabdle. : .

16. EEDA has not obtained needed supplies at an earlier date.
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regarding the ‘disposition of .these programs. = In ithe meantime;: .
Edison and:SDG&E: should ‘keep "all expenditures ontheir-existiagl " " >
EEDA prograns -to:a practical winivmum:and ‘proceed withthe morion:. .-
that we will ultimately order the sale of most-EEDA properties:=i "if
within three years of the date of this order. . Edison and SDG&E" . .-
should realize:that we will critically review ‘rtzéj‘or; expenditures .:
occurring aftexr the date.of this order. In addition; we: will not
decrease Edison's and SDGEE's rate of return on fundsiinvested: . il
in approved EEDA projects:to their:.respective.yields.on’new issues.:™"
of long-term .debt- as recommended by sraff. : Although this recommend-..
ation is well .reasomed;, it would not be appropriate forius to: "i .7 "
change rhe participants' rate of return ‘at-this' latedate: ~We »2° '7.:°
prefer to.protect ratepayers by terminating EEDA’ as'quickly.‘as.possible.
. .We :direct Edison~and SDG&E. to jointly hire a ‘qualified:: ~:'w
consultant:.to develop a proposal and schedule:for the eventuwal:sale .3
and phasing.out of-all EEDA programs.  The: proposal:ishould-specify .
when and how: each project:should be.sold inm order to-maximize rate-"-:
payer benefits. "The selection of the outside: consultant shall.be t.""
made with.-the involvement and approval of our staff; :In-addftiom, =" :-
our staff should have the major role in defining the comsultarit's: o7
scope-of ‘work, managing the! consultant, and assuring: that:the-. 2. 17
consultant's analysis and final report is comsistent with therlopinion’
we have set forth here today, We direct our Executive Directer to:i' "
coordinate "the staff involvement with Edison and ‘SDG&E incthis matter.
The consultant:should keep inm mind that if.it's feasible~and:in’the::.
" best interest ofiratepayers, we hope-to phase cout: most, ifzmot all, .t
EEDA programs within three years of ‘the:date of:thistordexr: The > .
consultant should comsider the sigpnificant factors affecting the value
of EEDA properties to the ratepayers or a third party investor such
as any recapture of income tax credits. At 2 minimum, the comsultant
should also: 1. Appraise the current market value for each of Edisom’s

-48a-




QI £2-07-01 i /g >

and SDGAE's existing EEDA projects, relying ubon current estimates of r{a‘)-}:“i‘i <G
anticipated rates of procuction and/or deliverability, (b) production Vife of
the resource, (c¢)market price for the resource, (¢) reasonable costs of
production, -and-(e)-taxes or a nonconsolidated-basis (F.e., treating MONO - .-
and NARQOC as separate companies -engaged,in-the energy.resource: business)s:, -c ..o
2. Determine:the holding cost 2ssociated with existing pr:oj_éctsc: ~zDetermine s T
which projects,: if -any, 'should be kept and funded- through: their: useful Tife .-
(e.g., producing projects); and:4._ -Develop an appropriate:bidding.procedure-: ;.-
for Edisen.and. SDESE. te sell their interest in:their EEDA-projects.z.i i o~ s u~-n
- The consultant shall submit its-final sreport to.the officestof reachr.zzc
Commissioners and the:Executive .Director within-six months of the’'date:of this:. -z
order... At_that-time, the Executive Director should:consult with: the  Assigred -~ -
Cemmissioner and the ALJ Division to determine how to-proceed with the ter= -- .
mination of existing EEDA programs. Following these:consultations, the. .. ~n.:,
Assigned Commissioner-shall report. to:the other Commissioners regarding-the .~
- procedural .options available:to us in terminating these EEDA-programs;,:-together . -~
with any recommendations he or she might-haver We may then decide to.require
Edison and SDGAE.to immediately purchase their respective EEDA programs:from - .-:.
the ratepayers.at a fair vajue, or-we may:-choose 1o adopt a.more gradual: .-~ ..
scheduled phase out:of EEDA where:individual projects-are sold by a. bidding-~ - -~
procedure and-any -net proceeds from: the sale are.credited to ratepavers. - HWe w.'i-:'lf:l:, -
keep this:proceeding open so that we can issue further dec¢isions-as required.
to 2ccomplish this texmination.. . This proceduze will assure that.all. :z:nvolved

e o - et

parties are- Areated: fa:ﬂy -and: that r&tepayers :return on-their EEDA investment.. . :
isomaximized.:

Pendrng Prqgects Uil o zowl N el wwnd o druolomon wvan Lw
ST ~Edison has: four project letters pending-for approval.: The total-~: —-neo
expend:x tures for:-these:projects: through the: end of: 1981 amounted to $4.42C: .
million. -Edison claims these projects:were: undertaken with:consideration. to * oo
sa basfyana EEDA; crzterw, and asks thatothey be.approvedi- - <o v xn —«3«)- ¢ WIED
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Findings -0f Fact ame nlilnuT wenyoTs

- o e e Tew
[ RY Ry

- BEDA -was authorﬁzed for :Edison. in 197nﬁand ror~SDG&E AR nen
1976. .. . e e D hlLiToeToon TELan

e 4

T
2-..Under ,he BEDA p*ocedure utility investments are-relativelyfl
risk- S0CCe wrlvanut SR VPR GRS S TIonansr soviuuey ol opoiwor:
3. Ah appropr;ate £inancialnanalysis -of .the BEDA*programu‘- Lo
takes into account past performance.

4. For analytical purposes the ratepayer is reasonably treated
as the investor in EEDA projects and the utility is a lender.

5. A discount rate of 9.4% is reasonadble for calculating the
present value of Edison's EEDA historical cash flows.

6. From its inception through 1681, the present value of the
historical cash flows of Edison's EEDA program was about negative
$237.6 million. )

7. SDG&E is unable to quantify the impact of its EEDA program
on its ratepayers.

8. The present value of future cash flows is uncertain.

9. Edison calculates the present value of its future cash
flows for approved projects as $64 million, based on year-end 1982.

10. Edison's EEDA has had a substantial negative financial
impact orn Edison's ratepayers.

11. Energy markets are among the riskiest of any.

12. In every EEDA resource Edison is a joint venture partner
with an established energy company that is risking capital.

13. The participation by the established energy company is
evidence that Edison's participation is prudent.

14. EEDA is not necessary to develop resources that are being
developed by estadblished energy companies.

15. EEDA has not secured additional supplies of energy that
would not otherwise be availabdle.

16. EEDA has not obtained needed supplies at an earlier date.
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We are not willing to approve specific projects inm anm i77:7l -
investigation proceeding. Edison is free to file an gpplication’
proposing appropriate treatment of its costs. Of course, as the
applicant, £t will have the-burden of proof. Some more substantial
showing is required than its generalized statements regarding ‘the "~ -

rgy ‘supply condftioms: it
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17. EEDA mismatches risks and benefits between gemerations of =
ratepayers. T S Davo T L mnLing a
18. Edison's calculation of the p::esent value:-of ‘the :Eutu::e
cash flows of its approved EEDA projects, om a project .li.fe-;:bas:f.s.. is
not a reasonable basis for Edison’s acquisition of its EEDA projects:-

fron its ratepayers. - - L IO L LDl T

R R AN

19. . A sale procedure. w:.ll develop ma:d.m bemef:.ts .:Eor Ed:&son
and SDG&E ratepayers.

20. Three years is a reasonable time frame in.which: EEDA 'S
wind down can be completed. e L
21. It is reasonable to hire a consulta.nt to develop a proposal
and schedule for the eventual sale and phasing out of all EEDA prograns.
22. It is reasonable for Edison and SDGEE to keep their future
expenditures on approved EEDA projects at a practical ninfimm
23  This: order should be effective on the date signed in orde::
to avoid fuxther nega.t:.ve ,:.mpacts of the EEDA procedure.
Conclusions of Law ,
1. The EEDA programs have been unsuccessful.
2. All mew EEDA programs should be prohibited.
3. The ratepayers' interest in existing EEDA projects should
wind down in a v;ay that maximizes ratepayer benefit.

4. This proceeding should remain open wmtil further order
of this Commissionm.

g e . nn---—u oo g
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»’I n: IS omazm th.at- A

X. The Energy ...xploration and Development Ad_justment: (EEDA)
progran of Southem Cal:!.fornza Ed\son Company (Edison) and San Diego
Gas &_Electr:!.c Company (SDGEE) "is limited to essential expenditures
um:il a fi.nal-dece,::m.natn.on is made ‘xegarding the disposition of
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2. Ed:_son and SDG&E shall jointly hire an outside -~=wiifwis
consultant. as .described In: this: decision’,’ to' forward: a“prdp"ésali‘:

'

to the Commission re.gardmg z:he Termination of emsc:.ng« EBDA Wi
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3. The Executive Director shall coordinate s’tb.’ff-’*’irivolveméritﬂ7¢
in hiring "and wmanaging the 'consultant: referred to inT Order:.ng -
Paragraph 2. e
‘4., This proceeding remains open.. '~
This order is effective today. .-vI7.1i73 L LD
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it contends that the market value of its geothermal assets clearly
exceeds the ¢o0st to the ratepayers and that Kaiparowits has =
positive value. Further, SDGEE complains that the stafl position
ignores the advantages and benefits of EEDA discussed in D.88121 that
are not of a guantitative nature. ’

Discussion

We reject Edison's contention that the relevant financial
analysis of EFEDA is prospective only. Tg, analysis performed by
Edison is simply inadequate to support the continuvation of EEDA. The
pore complete analysis provided My staézhconfirms what Edison's
omissions imply: ZEDA has failed.

Fdison's analysis is limited to projects that are zlready
included in EEDA. Such an analygis does not accurately portray an
ongoing EEDA program because i?/;xcludes the effects of new projects
that would be undertaken if EEDA were continued. The performance of
an ongoing program would depéﬁd on the success of Edison's
exploration and development/ efforts. There is no indication that

Mono has changed either iys nanagement or its practices. Thus the

best evidence of the likelihood that Mono will succeed is its past
performance.

The thorough /analysis provided by staff addresses this
prodblem. Using the 9.4% discount rate that D’Antonio considers
appropriate yields a/éegative present vaelue of all historical cash
flows of $237.6 million. Both Edison and SDGEE criticize his method,
but nelither party eﬁer attenpted to offer an alternative
conputation. We c#ﬁ only construe their fzilure as a tacit admission
t+hat the results ﬁbuld not be materially nmore favoradle to their
position. _ /

/
rd
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exploration and developzent activities, not projects in the
production phase. Edison suggests that detalils of a wind down
program should be worked out with the staff.

SDG&E suggests that the Commission dire¢t an orderly
termination of the program consistent with the individual commitments
of the utilities. SDG&E states that the order be structured to
maximize potential gain from existing projects and to minimize
losses, and proposing this be accomplished by maintaining the
existing procedure intact and by simply not approving.new projects.

taff recoxmends that EEDA Dbe terminated’far new projects.
Regaraing existing projects, staff proposes thdt Edison and SDGAE be
ordered to perform a present value analysis”of all options for their
projects. Staff argues that unless Edison and SDGXE show clearly
that it is in the ratepayers' intere to continue spending on those
projects, instead of selling them Or abandoning them, no additional
funds should be authorized.

Having already expressed our dissatisfaction with the EEDA
procedure, we are obviously/not favorably disposed toward a lenéthy
winding down methodology Lhat involves ongoing judgment on our part.
We prefer a procedure that sharply severs the . ratepayer-utility
relationship, wnile lowing the utility the flexibility to¢ manage
the investments mosft economically. Fortunately such a vehicle is
already availablg/ror Edison, and we are confident that one can be
fashioned for SDG&E.

The/key is Edison's calculation of the present value of
future cash flows from operation of the EEDA procedure through the
rexaining %f%e of approved projects. As explained by D'Antonrio,
price in the market is the expected net present value recelived from
the investment. Edison's calculation is essentially Edison's
estimate of the market value of its EEDA program. The simplest way
tO terminate EEDA is for Edison t0 pay its ratepayers the net present
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value and for Edison to own the projects outright. Edison would then
be free to sell, develop, or abandon the projects as market
conditions deternine. This procedure appears fair to all parties.

Ordinarily we would anticipate vigorous odjections to the
proposition that the utility would set the price that it would pay to
its ratepayers. However, in this instace the utility's figures were
prepared for a different purpose 30 that motive i3 not an issue. In
fact the staff argued that Edison bhad overstated the present value,
so staff is essentially estopped from asserting that Edison's
calculation is too low. Edison itszelf indicated t%ig,it had been
cogservative in its estimates and that the tr%g,xdlue may be higher.
However we are satisfled that Edison's estimates were made ip good
falth. If the EEDA properties do have agreater value than
estimated, that value is much more likely to be realized in the
competitive market than in the 3hel£€§eor the EEDA procedure.

As stated above, Edisop/calculates the net present value
for the remaining life to be adout $64 million, based on year-end
1982. Based on year end 1983 the figure is abdbout $74 million. This
is the reasonable amount fgr Edison to pay to its ratepayers.

Since EEDA charges are recovered through ECAC, the
appropriate way to bogy/khis transaction is by an appropriate one=-
time entry to the ECAL bdalancing account. Thereafter the EEDA fuel
service charge shoeﬂé sixzply be booked as part of the ECAC billing
factor until a further rate change, 30 that no change in rates is
required by thia/aecision.

Edison’s calculation assigns no value to Kaiparowits.
Since it appears to have scme value it would be unfair to allow
Edison to acquire those coal reserves in this manner. Therefore the
price should be adjusted to exclude Kaiparowits (less thaan $1 million
per year for 1983 and 1984) and the Kaiparowits ¢osts should be
recovered through ECAC. EHereafter Edison shall report on the status
of Kaiparowits in its annual ECAC reasonableness review filings.




OII 82-07-01 ALJ/vdl-

Edison will be free to manage its properties as it deems
appropriate through Mono or otherwise. We rec¢cognize the pdtential
for self-dealing issues, particularly with respect to uranium
contracts. Wwhatever the burdern of reviewing such matters, it is far
wore manageable than the prudency issues that were associated with
EEDA.

A similar procedure is not so readily applied to SDG&E
Secause it provided no caleulation of the value of its properties.
Therefore we direct SDG&E to file by advice letter azplaqfﬁiereby it
will offer for sale its EEDA properties, subject to its-right.to
acquire the properties for itself by matching the/ﬁigheaﬁfbid;'and
sudject to our final approval. 2

SDG&E did establish that it had earlier offer of $10=12
million for its Niland geothermal pro?j;£§?n If this bidding
procedure does not yield an equivalent’ or higher price for this

property now, we will examine the prudency of its dec¢ision not to
sell.

Pending Projects

Edison has four projéct letters pending for approval. The
total expenditures for these/projects through the end of 1981
amouated to $4.48 million./ Edison c¢laims these projects were
undertaken with consideration to satisfying EEDA e¢riteria, and asks
that they be,approved-// -

We are not willing to approve specific projects in an
investigation procesdgng. Edison i3 free to file an application
proposing appropriate treatment of itz costs. Of course, as the
applicant, it wilY have the burden of proof. Some more substantial
showing is required than its generalized statements regarding the
need to do something to respond to energy supply conditions.
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tax credits. Af 2 minimum, the consultant should/éi;o: 1. App:aisew”
the current market value of Edison‘s and SDGSE'S existing SEDA = -
projects, 2. Determine the helding cost assepiated with existing
projects, 3. Determine which projects, if any, should be kept

and fumded through éheir useful life (e. g// producing projects),

and 4. Develop an apﬁ%oprzate bidding pchedure for Edison and SDG&Z
to sell their interest ‘in their EEDA projects.

The comsultant should submit its final report to the
Executive Director within s&x monthé of the date of this order.
At that time, the Execuz;ve\bxrecﬁg* should comsult with the
Assigned Commissionexr and the ALJ Division to determine how to
proceed with the texmination og/;xlstzng EEDA programs. We will |
keep this proceeding open sO ¢ ﬁ we can issue further decisions
as required to accomplish this té%minatian. This procedure will
assure that all involved par/ies are treated fairly and that

. ratepayers' return on their/EEDA in\vestment is maximized.

Pending Projects /

- Edison has four pro;ect letters pending for approval The
total expenditures for these projects t ough the end of 1981
anounted to $4.48 million. Edison claims\these projects were
undertaken with comsideration to sac;sfymng\EEDA criteria, and asks
that they be approved.

We are not wllling To approve specggég\projects in an
investigation proceeding. Edison is free to filg an application
proposing appropriate treatment of its costs. Of\iiurse, as the

applicant, it will have the burden of proof. Some\more substantial
showing is required than its gemeralized statements {ggarding the
need to do something to respond to emergy supply conditioms.

N
AN
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17. EEDA mism@iches risks and benefits between generations of
ratepayers. o

18. The ratepé&er-utility relationship should de sharply
severed.

19. Price in the market is the expected net present value
received from the investment.

20. Edison's calculation of the present value of the future
cash flews of its approved EEDA projects is a reasonable basis for
Edison's acquisition of its EEDA projects from its ratepayers.

21. A sale procedure will develop maximum benefits for SDG&E
ratepayers. B

22. This order should be effective on the-date signed in order

to avoid further negative impacts of the EEDA procedure.
Conclusions of Law

1. The EEDA programs have beeh unsuccessful.
2. EEDA should de terminated.

3. The ratepayers' intefest in the EEDA projects should be
terninated. '

IT IS ORDERED that:

1. The Bnergw/%xploration and Development Adjustment
(EEDA) mechanism of /Southern California Edison Company (Edison) is
terainated.

2. Bdiﬁ/n shall pay to its ratepayers by way of an appropriate
eatry to its Energy Cost Adjustment Clause (ECAC) balancing account
an amount eqéil t0 the present value of its projected future cash
flows from/its approved EEDA projects, excluding Kaiparowits, based
on its year ending 1983 estimates as used in Exhibit 17, and acquire
all of its ratepayers' interests in the EEDA projects.

3. Edison's Kaiparowits costs shall be recovered through ECAC.

4. Edison shall report on the status of its Kaiparowits
project ir its ECAC annual reasonableness review filings..

- 50 -
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5. The Mono Power Company Fuel Service Charge billing factor
shall be merged with the ECAC »illing factor. :

6. The IZZEDA program of San Diego Gas and Eled/ric Company

(SDG&E) is limited to essential expenditures.

7. WVithin 30 ans of fhe effective date/0f This order SDG&E
shall file an advice letter proposing the s f its EEDA properties
in accordance with this decision. Such sale shall occur within 90
days of the effective date of this orderS Any such sale is sudbject
to the approval of this Commission.

This order is effective todey.
Dated / at San Prancisco, California.
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Introduction

By order dated July 7, 1982, the Commission imstituted this
investigation to consider whether the ratepayer-stpported exploration
and development programs of Southern Cal;fornma Edison Company
(Edison), Pacific Gas and Electric Company ’?G&B), and San Diego Gas
ane Electric Compaany (SDG&E) saould be codtinued, modified, or
terainated. By motion filed October 3,/1982, PGEE asked to bde
dismissed as a respoandent on the basis that it had never had such a
program and had no intention to h%ye such programs in the future.
PG&E's motion was granted by Decision (D.) 82-12-009, dated
December 1, 1982.

Following a prehearimg conference this matter was the
subject.of seven days of hearing. The Commission staff (staff)
offered the testimony of two witnesses: J. Arcale Johnson, Publice

tility Firnancial Examin;r in the Revenue Requirements Divisien,
Financial Analysis, and /Kenneta D'Antonio, Regulatory Progran
Specialist in the Planning and Policy Division. Edison offered - the
testimony of eight w?tnesses: Robert H. Bridenbecker, Vice President
of Fuel Supply and‘??esident of Mono Power Company (Mono), a wholly
owned energy resource subsidiary of Edison; Bernard J. Perry, Energy
Resources Consulﬁan: and Vice President of Mono; Basil V. Savoy,
Resource Projec?s Manager for Qil and Gas of Mono; Don R. DeHalas,
President of Colorade Nuclear Corporation; Fred T. Clisby, Manager,
Energy Resourd@ Projects for Mono; Barry Olsen, Energy Resources
Engineer for/ﬁono; Dorothy M. Whalen, Supervisor of the Regulatory
Finance Section of Edison's Ireasurer's Department; and Letitia D.
Davis, Mana%er of Finance, Accounting and Administration for Mono.
SDG&E offeéed the testimony of James M. Nugent, its Supervisor-Fuel
Planning, who is also General Manager of New Albion Resources Co.
(NARCO), SDGEE'S exploration and development subsidiary. This matter
was submitted upon opening briefs filed on March 29, 1983, and reply
briefs filed April 13, 1983. Briefs were filed by staff, Edison, and
SDG&E.
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it contends -that the market value of its geothexmal assets cleaxrly’
exceeds the cost to the ratepayers and that Kaiparowits has a

positive value. Further, SDGSE complains that the staff position
ignores the advantages and benefits of EEDA discussed in D.88121 that
are not of a quantitative nature.

Comments on Proposed Report of Administrative Law Judge Patrick J. Power

On May 15, 1984 we sexved copies of the Administrative Law
Judge's draft decision on all parties to receive comments on the
reasonableness of Edison's $64 million figure as a/basxs for
Edison's acquisition of its EEDA projects from Ats ratepayers.

Comments were received from Edison and SDGSEAn May 30, 1984.
According to Edison, the $64 million figuxe is not representative of
the market value of its ratepayers"igtereSt in approved EEDA projects.
Ediscn states that $64 million is subsfantially greater thanm the price
. any third party would pay for Edison)/s EEDA properties. Edison claims
that its EEDA properties have a much lower present value than $64
million if analyzed from the per;péctive of Edison's shareholders or
a third party investor primarily/because of income tax effects waich
Edison estimated to be about $50 million. Edison elaims that the
AlLJ's wind dowm proposal for'i%s EEDA programs is unfair and recommends
that it f£ile an advice letteé specifying an appropriate wind down
proposal. / :

SDG&E did not comment on the $64 million acquisition prxce
for Edison's EEDA prog:ams SDG&E did object to the draft decision's
90 day time schedule for the sale of its EEDA projects. It claims
that such a "fire sale" would not be conducive to maximizing the
potential gain from” its existing projects. In addition, SDG&E objected
to being treated differently than Edison with regard to its
investment in the Kaiparowits Coal Project.
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Diacussion. ..

We reject Edison's contention that the relevant financst . f"
analysis of EEDA is prospective oily. The analysis performed by
Edison is simply inadequate to support the continuation of EEDA. The
more complete analysis provided by staf? confirms vhat Edison's
omissions imply:z ZEEDA has failed. ' '

Edison's analysis is limited to projects that are already
included in EEDA. Such an analysis/does not accurately portray an
ongoirg EEDA progran because it/gécludes the effects of new projects
that would be undertzken if EEDA were continued. The performance of
an ongoing progran would depe'& on the success of Edison's
exploration and developmen?/efforts. There is8 no indication that
Mono has changed eltker its managezent or its practices.: Thus the
best evidence of the likelihood that Mono will succeed Ls Iits pasi

.pe rformaxce. ' ‘ - |

' The thorough analysis provided by sitaff addresses this

prodlen. TUsirg the 9./4% discount rate that D'Antonio considers

approprizte ylelds ;/gegétive presént'value of all historical cash
flows of $2%37.6 milYion. 3Both Edison and SDGEE criticize his method,
but neither party é;er attenpted to offer an alternative ' :
cozputation. We can orly construe their failure as a tacit admission

that the results/would not be materielly more favorabdle to thelr
position. S '

/
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exploration and development activities, not projects in the
production phase. Idison suggests that details of a wind down
progran should be worked out with the staff.

SDG&E suggests that the Commission direct an ordexly
termination of the program comsistent with the individual commitments
of the utilitifes. SDG&E states that the order be structuféd to
maximize potential gain from existing projects and to/éinimize
losses, and proposing this be accomplished by mainfaining the
existing procedure intact and by simply not approving new projects.

Staff recommends that EEDA be termXQZted for new projects.
Regarding existing projects, staff proposeéithat Edison and SDGS&E
be oxdered to perforh a present value analysis of all options for
their projects. Staff would require Edison and SDG&E to justify,
beyond any reasonable doubt, that cdﬁtinued funding of already
approved projects is in their ratepayers' interest. Projects which

.can't be justified should e:‘.:her/ be sold or written off the books in
accordance with existing EEDA /Ecounting procedures.

Having already expressed our dissatisfaction with the EEDA
procedure, we are not favorébly disposed toward a lengthy winding
down methodology that invé&ves ongoing judgement on our part. Howeverx,
we must develop a procedure for terminating the EEDA program that is
fair to both the utilgfies,involved and to ratepayers. Jur major
objective in develop%ﬁg this procedure is to maximize the return to
ratepayexrs from the?t investment in EEDA and to allow SDG&E and Edison
recovery of all reasonable expenses they incurred as part of our
adoption of the EEbA mechanism. We would also like to develop a
termination procedure that is expedientf easy to administer, and
similar for both Edison and SDG&E.

There are two basic procedures which we could use to wind
dovn Edison's and SDG&E'’s existing EEDA programs. The first would
be to oxder Edison and SDG&E to purchase their EEDA properties from
ratepayers at & fair market value and then leave the fimal disposition

.of these properties to theixr discretion. The second basic procedure

A
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would be for us to approve a specific wind down schedule oxr proposal *
whereby ECison and SDGSE would attempt to sell. the majority of )
theixr properties, but possibly retain certain'properties on a
short-term basis 4{f their current market véiue was significantly
depressed or if they had a large potential value only to ratepayers.
The difficulty with the first apprqach/&s determining the fair market
value of the existing EEDA projects,

The ALJ's draft decision/states that Edison’s net present
value estimate of $64 milliom is 4 fair and reasonable estimate of
the market valuve of its approved EEDA projecﬁs. We are not convinced
that $64 million is a reasonable amount for Edison to pay to its
ratepayers for the acquisitiyn of its EEDA properties. In estimating
this met ratepayer benefit at the time of hearing, December 9, 1982
through February 9, 1983, d/variety of assumptions were made by
Edison that no longer appear to be reasonable in today's emergy market.
In addition, as Edison points out, the value of its EEDA properties
is affected by income taxes which are calculated differently from the
perspective of ratepayééé compared to Edison's shareholders or a thixd
party investor. Accoxrding to Edison, this income tax effect was mnot
taken into account 1n/the1r calculation of the $64 million figure.

The record/of this proceeding does not adequately explore

- or explain the magn%tude of the income tax differemtial. Only the
comments on the draft decision have begun to shed some light on the
issue., Edison cla?ms that a thixd party investor would pay about
$50 million more in income taxes than ratepayers would. The staff
estimates that $40 million worth of income taxes would have to be
paid on the future cash flow derived from Edison's EEDA propertzes
What is now clear is that the parties in this case have not ‘demonstrated
to our satisfaction that $64 million is a fair acquisitiom price for
Edison's EEDA projects. In fact, it was mever the intent of the parties
in this proceeding to determine a fair acquisition price for either
Edison oxr SDG&E's EEDA properties. For these reasons and because
‘I' . ' : .

47-
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the value of energy resources can change so qu;ckly in today s ;)//
enexgy market, we preéfer to let the real market determine ”»g

- e

the value of Edison's and SDG&E's EEDA projects. qﬂ////
One way to do this would be to require Edison” and SDG&E

to sell all of its EEDA properties immediately. ¥le this wind
down approach would be expedient and would allow/the Commission to
avoid having to make case by case judgements //the apprépriate
sale price of each EEDA property, we do nou/gzzieve that it would
meet ouxr overall objective of maximizing/the value of EEDA properties
to the ratepayers. It may be that coptinued funding of certain
existing projects is in the ratepazyrs' interest. On the other hand,
we prefexr not to allow Edison and to carry out their development
plans for existing projects in sGch an open ended mammer. Such an
arrangement could cause the A program to expand and continue
beyond a reasonable time pexry¥od. We plan to terminate the entire
EEDA process as quickly as possible while also attempting to maximize
ratepayexr benefits. Ther¢fore, we intend to ultimately direct Zdison
and SDG&E to sell or terminate all funding £or most of their existing
EEDA projects within three yeaxrs of the date of this oxder. This
is a reasonable time pZ:iod for the completion of wind down activities,
and it is comsistent/with our usuval time limit of three years for
holding Plant Held for Future Use (PHFU) in rate base. We may allow
Edison and SDG&E c&lretain certain projects for longer thamn three
years 1if it can bé,shown beyond a reasonable doubt that doing so is
in the interest/pf ratepayers. This might be the case for productive
projects which can't be sold at a reasomable price, or projects with
severely depressed market values. We may also allow MONO and NARCO
to negotiate overriding royalty interest arrangements if such
arrangements benefit ratepayers.

‘MONQ and NARCO are allowed to continue b;llzng Edison and ’
SDG&E for existing EEDA programs through the fuel service charge
wmtil we have the information necessary to make 2 final determinatiom
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regarding the disposition of these programs. In the meantime,
Edison and SDG&E should keep all expenditures on their existing
EEDA programs to a practical minimum and proceed with the notion
that we will ultimately order the sale of most EEDA properties

- within three years of the date of this order.  EZdison and SDG&E
should realize that we will critically rey;ew najor expenditures
occurring after the date of this order. In addition, we will
decrease Edison's and SDG&E's rate of xreturn on all funds invested
in approved EEDA projects to theixr vespective yields on new issues
of long-term debt as recommended‘p§’5taff. This lower rate of
return will apply to fumds already invested in EEDA projects and
any investments made subsequent to this order. A lower rate of
return will give Edison and SDG&E a greater incentive to minimize
further expenditures in projects, to terminate EEDA programs
expeditiously, and it wieilprovide utility shareholders with a rate of ///

. return that is commensuzate with the low level of risk they bear '

on thelr investment Ln/EEDA projects.

We direct ndzson and SDG&E to jointly hire a qualified,
objective consultang/to develop a proposal and schedule for the
eventual sale and pnasing out of all EEDA programs. The selection
of the outside consultant shall be made with the involvement and
approval of our staff. In addition, our staff should have the major
role in defining the consultant's scope of work, managing the
consultant, and assuring that the comsultant's analysis and £inal
report is consistent with the opinion we have set forth here today.
We direct our Executive Dixector to coordinate the staff involvement
with Edison and SDG&E in this matter. The c¢onsultant should keep in
mind that if it's feasible aad in the best interest of ratepayers,
we hope to phase out most, if not all, EEDA programs within three
years of the date of this order. The consultant should consider the »
signifiéant factors affecting the value of EEDA properties to the |

. ratepayers or a third party investor such as the recapture of income -
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and SDG&E's existing EEDA projects. relying upon current estimates of (2)
anticipated rates of production and/or deliveradility, (b) production life of
the resource, (¢)market price for the resource. (d) reasonable costs of
production, and (e) taxes on a nonconsolidated basis {i.e., teeating MONO

and NAROC as separate companies engaged in the energy- resource busxness),

2. Determine the holding cost associated with existing projects; 31 Determine
which projects, if any, should be kept and funded through theic-uSeful life
(e.qg., producing projects); and 4. Develop an approprnate/bwddvng procedure
for Edisen and SDE&E tc sell their interest in their EEDA projects.

The consultant shall submit its final repdrt to the offices of each
Commissioner and the Executive Director within six months of the date of this
order. At that time, the Executive Directoy”should consult with the Assigred
Cemmissioner and the ALJ Division to determine how to proceed with the ter-
mination oFf existing EEDA programs. I;o lowing these consultations, the
Assigned Commissioner shall report o the other Commissioners regarding the
procedural options available %o ux/gn terminating these EECA pregrams, together
with any recommendations he :;/ége might have. We may then decide to require
tdison and SDGEE to immediately purchase their respective EEDA programs from
the ratepayers at a fair v ue, or we may choose t0 adopt a more gracual
scheduled phase out of EEBA where individual projects are sold by a bidding
procedure and any net proceeds from the sale are cedited to ratepayers. We will
keep this proceeding open so that we ¢an issue further decisions as required
to accomplish thxsﬁermunatuon. This procedure will assure that all involved

parties are treated/faur]y and that ratepayers’ retu*n on their EEDA investment
1s maximized.

Pending Projects.’

Sdison has four project letters pending for approval. The total
expenditures for these projects shrough the end of 1981 amounted to $4.48
million. Edison ¢laims these projects were uncdertaken with consideration to
satisfying EEDA criteria, and asks that they be approved. )
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17. EEDA mismatches risks and benefits between generations of
ratepayers.-’ ’ '
18. Edison's calculation ¢f the present value of the future
cash flows of its approved EEDA projects, on a project life basis, is
not a reasonable basis for Edison's acquisition of its EEDA projects

from its ratepayers.
19. A sale procedures will develop maximum benefits’ for Edison
and SDG&E ratepayers.

20. Three years is a reasonable time fr which EEDA's
wind down c¢an be completed. é////m'

21. Edison's and SDG&E's respective yi€lds on new issues of
long-texrm debt are reasonable rates of return for all past and future
investments in approved EEDA programs.

22. It is reasonable to hire a/consultant to develop a proposal
and schedule for the eveantual sale/and phasing out of all EEDA programs

23.7 It is reasonable for Edison and SDGSE to keep their future
expenditures on approved EEDgyyé;jects at a practical minimum.

24. This oxder should be effective on the date signed in ordex
to avoid further negative meacts of the EEDA procedure.

Conclusions of Law .

1. The EEDA programs have been unsuccessful.

2. All new EEDA/%rogramsfshould be prohibited.

3. The zatepayers' interest in existing EEDA projects should
wind down in a way ‘hat maximizes ratepayer benefit.

4. This proceeding should remain open until further order
of this Commission. ‘

IT IS ORDERED that:

1. The Enmergy Exploration and Development Adjustment (EEDA)
progfém of Southern California Edison Company (Edison) and San Diego
Gas & Electric Company (SDG&E) is limited to essential expenditures
wmtil a final determination is made regarding the disposition of
approved EZDA projects.
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2. Edison and SDGSE shall jointly hire an outside S
consultant as described in this decision, to forward a

roposal
to the Commission regarding the termination of exlstiﬁg?EEDA
prograns.

4 v e g A —————y M
e

3. 7The Executive Director shall coorditate staff involvement

in hiring and managing the consultant refefred to in Ordering i
Paragraph 2.

o

Tais proceeding remains o
This oxder is effective today.
Dated: SEP 6 1984 ,/i at San Francisco, California.

[}

LEOKARD M. Gi\TmJ. The
Doezident
VICTSR CAL'»"O‘
PRISCILLA C. GREW
DONAZD VIAL
W.rIlL&cpnv m. BAU—M‘--
Commissioners
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