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COMMISSION OF THE STATE OF CALIFORNIA W . BEFORE THE PUBtIC UTILITIES 

In the Matter ot the Application ) 
of the SOUTHERN CALIFORNIA EDISON ) 
COMPA.~ (U 338-E) for (1) Authority ) 
to change its rates effective June 1, ) 
1987 by decreasin9 its enerqy cost ) 
adjustment billing factors and ) 
increasin9 its electric revenue ) 
adjustlnent billin9 factor: (2) ) 
Authority,. at some future date, to ) 
reduce its energy cost adjustment ) 
clause rates t~ reflect tueland ) 
energy cost savin;s attributable' to ) . 
Palo· ·Verde Nuclear Generatinq Station ) 
'C'ni t 3 and Balsam Meadow,. coincident ) 
with increases in base rates, respec- ) 
tively; (3) Authorityt~ implement ) 
other :moclitications to its energy ) 
cost adjustnlent'clauseand its ) 
electric revenue adjustment ) 
me~Ulism as more specifically set ) 
forth in this. Application; (4) Review ) 
of the reasonal:>leness ot Edison.' s ) . 
Operations during the period from ) 
Dece:mber l,. 1985, through November 30·, ) 
1986: and (5) Review of the ) 
reasonableness of Edison's pay:ment ) 
to qualifying facilities under Non- ) 
standard contract during the period ) 
December l,. 1984, through Nove:mber: 30, ) 
198&. ) 

--------------------------------) 

Application 87-02-0l9 
(Filed Fe):)ruary S, 1987) 

(Appearances are listed in Appendix A.) . . 

Q: PIN' I OR 
(Phase I) . 

i 

This d.ecision authorizes.' an ~"""Ulua.l revenue red.uction ot 
$1.94.8 million comprised of a reductiol:l in ECAC revenue' of .' 
$400.3 million, otfsetby increases inAER revenue or 
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S:L7S_~ million anel in ERAM revenue of $29.6 million. 'I'he elecision 
reimposes a ten percent annual energy rate (AER) to give Edison a 
r~alistic inc~ntivc to rQclueo its fuel and purchasod power 
expensos. Tho decision autholl:'izos Edison, among other things, to 
%:eco:v.er EEDA costs, to reCOVell:' uranium. costs, to eycle fuel 
inventory, and to reflect in l~CAC rates rate adjustments from other 
proceedings such as the Chevron Option Agreement settlement rate in 
0 . .8:7-06-021, the CLMAC rates· in 0.87";05-021, and the Uranium 
contract settlement rate in 0.87-10-042. 

This decision was originally issued as a Proposed 
Decision to which the parties filed com:ments. Baseel on those 
comments this decision has been revised. Edison com:mented that the 
decision erred in determining:: fixed fuel oil inventory earryiD.q 
cus:t:s: by using the short-term, debt rate (Bankers' Acceptance), rather 
t::b:a:a: :t.ts authorized rate of return. We have used the short-term 
rate'in other situations and. find it appropriate here.' 

Eelison comments that our fuel oil inventory level of 
4..4; million barrels is inadequate and should be 7.8 :million, 

, " ,,. I 

bar:r:elsi that the 1.S:million barrels of oil allocated for .its FUel 
Mmmgement Requirement is. inadequate:· and that accounting issues 
%:aIated to fuel oil ~ventory carrying costs be resolved ~ a 
separate proceeding.. We see no reason to modify our fuel oil 
;i:nventory level .of 4. <. million barrels nor change the Fuel 
Management Requirement, but we will consider the accounting .issues , ' 

i:rz: a;. further proceecling. 
I 
I 

,. 

Edison" requests that rather . than using the recorded ECAC' 
and: ERAM account balances as of June 1, 1987, as the propOsed 
decision does, we should use the recorded figures as of i 

September 1, 1937. Edison's request is. reasonable. Ediso,n 
suqqests a clari~ication of the effective date of the order and our ' 

, I 

desC%:iption of the UR,. which we shall, :make. . Edison comments that 
cur. use of oil qeneration expenGo of $23.35< :million is erroneous: 

i , 

I,' " 
, ,. 
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and should be $32.0 million. 
are accurate. 

• 

We have reviewed our figures and they 

Edison has ~ileQ a motion to consolidate Commission 
consideration of the accounting issues related to' PSD's fixed fuel 
oil inventory carryinq costs proposal in this application with 
Pacific Gas & Electric company's A~S7-04-005, in which Edison ~as 
appeared ancl in which the Sal!le issues arise_ 

PSD opposes the motion on the qround: that it is in effect' 
a motion to set aside submission and reopen both this application 
and PG&E's A.8-7-04-00S to take further evidence on a consolidated 
record. We do not read that much into, the motion. We would deny a' 
motion to reopen, but we understand: this.motion to merely request 
that the accounting procedures for :~ixed fuel oil inventory 
carrying- costs tound. rcason.able in the PC&E ea~ be applied to 
Edison. Edison's motion wrequests that the Commission consolidate 
review of these [accounting-J issues, in PG&E's ECAC proceediXlq and 

issue a sing'le·decision •••• " 'We will qrant Edison's motion as. 
follows: To the extent that the decision in PG&E's, A.87-04-00S 
establishes accountinq procedures for fixed fuel oil inventory 
carrying- costs, those accounting-procedures shall be adopted by 
Edison. In all other respects, Edison's motion is denied. 
Ialekgroy,nd. 

Southern calitornia Edison Company (Edison) filed 
ApplicationS7-0z-019 requesting authority to, make' certain changes' 
to its rate levels that result in a net decrease in revenues tor 

, I 

'\ 
! 

1 
I • 
\., 

1 

.... ' 

the 1987 Forecast Period (June 1,. 1987'to May'3l,. 1985)of;. ''" 
approximately $lll.~ million trom present rate revenues on an 
annual basis cal~lated in accordance with the revenue allocation 
and rate design parameters- established in Edison's 19$5 general. 
rate ease; Decision CD.) 8:4-12-068, and .. were to be reflected in 
changes to~ Edison'lS Energy. Cost Mjus'bDent Clause' CECAC) I' Ener9Y .' 
Cost Adjus'bnent Billing- Factors: (ECABF) and Electric Revenue 
Adjustment Billing Factor (ERABF). Edison also-requested: 
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o An order that ECAC rates ~e adjusted to reflect 
ene:qy costs savings attributable t~ Palo Verde 
Nuclear Generating Station (PVNGS 3) and Balsam 
Mead-ow coincident with the implementation of 
rates reflecting PVNGS 3. and Balsam Meadow; 

o That the commission tind reasonable the tuel 
and energy costs recorded in Edison's ECAC 
~alancing account from Oece~er l, 198$ to 
Novc~cr 30, 1986, inclusive (the 1986 
Reasonabloness period): 

o That the Commission tind,reasonable Edison's, 
payments to Qualifying Facilities (QFs) under 
nonstandard contracts during' the period from 
December 1, 198:4 through November 30, 198.6: and 

o Certain moClifications to Edison's, ECAC and 
Eloctric Rovonuo Acljustlnent Mochanism (ERAM) .. 

Tho rov1eW' Of: t~, r04§oMl>lClMI:U~ ot oporat1OM tor ,tho " 
198:& reasonableness period and the nonstandard. OF contracts will :be 

considered in sul::>sequent phases, ,ot this proceeclinq. 
On April 7' , 198.7 ,Edison requested commission 

authorization to, clecrease ~ual revenues by $70.$ million rather " 
than $lll.4 million based on more recent information concerninq 

, ' , 

resource mix and energy prices as well, as more recent, recorded ECAC "" ' 
and ERAM balancingaccount'iriformation' for January and February 
1987. Subsequent ch~g-es in the expected initial production dates 
of new c09'eneration facilities and chang-es in Edison's for~st gas 
qeneration resulted,in an: Qverall, requested decrease by Edison of ' 
$78:.2 million. At that time,. the .PublicSta:ff Divisil~n of the 
Commissio:n. (PSO) recommenCled an Annualized revenue d.ecrease of $194···· 

million. Later d.ata caused both parties. to revise theirestilnates.· 
of the decrease. Edison now forecasts.· a .decreasc of $139.4 

million, while PSO forecasts a'decreaseot $2'5,$ .. 4 million. ! 

" Public hearing' on tl:I~etoreeast pbase ot the applieatibn. 
was held before Actm.inistra:tive Law Judge Robert Barnett. '. ,I .. . 

Table 1 lists the i~~sues upon whichPSD and' Edison ·a9iree., 
I . 

I, 
I 
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TABLE 1 

l. Sales Forecast 

2. Rate Desiqn 

3. Hydro Cene~Ation 

4. Oil Generation 

5. Coal Generation and. costs 

6. Nuclear Generation and EXpense 

7. Palo'Verde unit 3- FUel Savings 

so. Balsam Meadow Fuel savings 

9. Distillate Quantity for' wr:t~e-Down 
And LIFO Accounting Method-

10. ISFO Write-Down A:mount 

11. Chevron Demand Charge 

l2. ECAC ':Balancinq Account Balance 
at June '1, 198-7 

13. ERAM Rate. Change at June 1,. 198-7 

14. System Heat Rate, 

l5-. oil Generation EXpense 
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PSO aqrccd that Edison's not sales projection of 64,122 
million kWh ~nd ita projected total hy~ro production ~urin9 tha 
forecast period ot 3,633 gigawatt-hours (qWh) war~ r~a~Q~lo. 

PSO and Edison agree on the quantity (barrels) of low 
sulfur fuel oil (LSFO), distillate, jet fuel, and diesel to be 
burned by Edison during the forecast period. PSO accepts Edison's 
forecast prices for oil generation expe."lses,. turbine fuel, jet 
fuel, and transportation costs for diesel fuel delivered to 
catalina.. PSD accep't:s Edison,'s proposal to change distillate 
accounting to the Last-In First-out (LIFO) method and base the 
resulting write-down amount on recorded market prices prior to 

I 

June 1, 1987.. i 

Edison upc1atec1 its forecast coal generation. and expense , 
to reflect gas requirement decreases at both Mohave and Four , 
Corners which reduced, qas expenses at these facilities.. :' PSO agre~d", 
with Edison's original forecast of generation and expense and <tid 

,I " 

not object to the updated forecast., I 

PSD and' Edison' agree on forecast nuclear generation and' 
expense. PSO concurs with Edison's request that thefo:z::ecast 
uranium ore expenses ,be. included, 100 percent in the ECAC balancin.;, 

I ' 

account. 
Energy produced by Palo ,Verde Nuclear Generatlllq Station' 

'Oni t 3 (PVNGS, 3) will displace production from gas-fired generating 
units,. Edison requests that the; energy 'cost saving's attributable~ .. ' 
to. tll,e operation of PVNCS 3- :be' refleeted. in ECAC rates through' ~ 
Averll,qe Energy Cost, Adj ustmen~ Rate (AECAR) coin'cident with the:' 
ilnplem.entation of base rates reflectinq PVNGS 3.. The proj eetec1' 
ECACrevenue reduction attributable to· the energy cost savings: from,. 

" PVNGS 3 ,ranges trom. $13 to $30 million on an ann\1alized basis. PSI> 
does not object to Eciison's request. 

1'he estilnated annual energy savinqs associated:witl?- the 
operation of Balsaxa. Meadow is approxi:m.ately $,5. million., Edison :.. " 
requd:~sts that theenerqy cost savinqs attributal:>le to- the opera.tion 
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of Balsam Meadow be reflected in ECAC rates through the AECAR 
coincident with the implementation of rates reflecting Balsam 
Meadow. PSO does not object to Edison's request. 

Approximately $42 million in termination costs for Mono 
Power company's Energy Explorat:ton and Development Adjustment 
(EEDA) proj ects are included in the ECAC balance on June 1, 1987 .. 

PSI:> agrees with Edison's June 1, 198-7 ECAC balanCing account 
ealance. PSO and. Edison agree on the June 1, 1987 ERAK balancing 
account balance and resultant E~ revenue change for a June 1, 

. . , 

1987 ravirzion data. Oriqinally, Edi:Jon MQ PSO had agreed thAt the 
current ERAM rate (in effect prior to: Juno 1, 19a7) would rezult in!" 
an ~ shortfall of $90.a milJ.:ion in the forecast period. 'Both,!> 
parties, therefore, recommended' an-increase- in: the ERAM to absorb" 
this shortfall. We have had,. however, the, benefit of more current 
operatinq data and based upon ~t data we have determined that th~ 
shortfall in Eru.M rlavenue is estim4tedto- be $29.6 million rather' 
than $90.8 million, and the parties concur. We will adopt the 
$29.6 million estimate. In addition, PSI:> and Edison agree that 
intervenor compensation payments should be,recorded in a deferred 
account for future base rate- recovery exclusive of any interest 
charges. 

.. .. 

Table 2 summarizes the differences- between PSD and Eclison. . .... 
for forecast periocL fuel, purchased power, and ener9Y related 
expenses .. 
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TABLE Z 

Qifferences Betweep ESP and Edison 

Issue 

Gas Volume and 
Priee 

Purchased Power 
Quantities and' 
Prices 

Fuel oil Inventory 
carrying costs 

Losses on FUel 
Oil sales 

Third Bear creek 
Termination Payment 

Franchise Fees and 
Uncollectible 
Accounts Expense 

Resale.Aecounts 
Allocation 

Total Difference 

Edisqn 
(SILl 

648 

924 

2 

S 

19' 

(28) 

6-14 

852 

4 

o 

o 

17 

(24) 

Differ:nee 
(S~) 

(34) 

(72) 

(2) 

(2) 

(S) 

(2) 

4 

A sUlllmary of the differences in:the position of the: ' " 
parties and our", adopted results are: 

~: ' 

ECABF 
AER 
ERAM 

Annual Rev,enueCha%lge 
, 

~o~any 

($169.0) 
O~O' 

~~. 

($l39.4) 

Natural Gas Generation and Expense 

EaU 

($460.9) 
175-.. ,9 

29,& 
($255-.. 4) 

AdOPttd . 

(~~~:iF "..j.; 
($194.8);..~·'" 

, I , ' •••• j, 

PSD and Edison projected different spot :market gas prices 
and gas, Margins to- be paid to. SOuthern california Gas Company, 
(SOcal)., PSD: and Edison also, fo~ecastdifferences in 

-'8' -



• 

• 

• 

A.87-02-019 AJ.J/RAB/tcq" 

Edison's gas generation which are dependent on the quantity of 
Pacific Southwest purchased power. Edison forecasts Z,lS2 gWh less 
gas generation than PSO which is offset by an equivalent. increase 
in Pacific Southwest purchased power. PSD'S forecast of total 
natural gas expense is $34 million less than Edison's. Because of 
the rippling effect of th:Ls gas expense difference through other 
sources of power, over $100 million of the $116- million difference 
is affected, e.g. i:~ gas is cheap-, more will be bought and there is 
less need for pureh."sed· power. 
Purchased Power Gem~ration and Expense 

The differences between PSD's and Edison's forecasts of 
purchased power generation and expenses are due to forecast gas 
price differences. 

PSD and Edison agree on purchased power quantitieS' and 
prices from SCE Hoover, Choll:a, Mexico- geothermal, 'Pacific 
Northwest (firm), california, and SCE-renewablelalternative 
sources. 

PSD and Edison agree on quantity but diff-ar on price for 
Pacific Northwest (non-firm), qualifying. facilities, and wother'" 
purchases. The difference is due solely to- differences in the gas •... 

price forecast. 
PSI> and Edison differ on both forecast quantity and 

expenses for southwest purchases... This.' difference is due solely to 
different natural gas price forecasts. The total purchased power 
expense difference is $72 million •. 
EY~l; Oil I~D~ory catIYingCo~tQ 

PSOAnd EdiAon diaAqrQQ A~ to tho appropriato tuol oil 
inventory level for the forecast. peri04,. the. amount of fuel oil 
inventory carrying costs, and the methodology for calculating fuel 
oil inventory carrying costs, resulting ina $2' million difference 
in carrying costs. 

- 9 -
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Lo$S onS~l¢ of Fuel Qil Inventory 

PSD and Edison disagree on the ratemakinq t~eatment of 
forecast losses on the sale of fuel oil inventory. PSD proposes 
disallowing all such losses. Edison believes that the forecast 
sales and resulting losses are necessary and will result in lower 
overall costs to the ratepayer. The difference is about $2 
1Ilillion. 
Third B¢ar ct:eek Termination Payment 

PSD and Edison disagree on the ratemaking trea'bnent of 
the third Bear c:re1ek termination payment. PSD proposes. not to. 
include the S$ million payment in ECAC rates effective June l, 
1987. Edison believes. that such a payment should ~e included. 
Franchise Fees and UbcollectibleAccounts 
Expense and Resale Accounts Allocation· 

A $6 million difference between PSD and Edison' for 
Franchise Fees and Uncollectible Accounts eXpense and resale 
accounts allocation is due solel~r to other, forecast fuel,purchas04. 
power, and energy-related expense differences. 
Reyenues bssoeiate~with ott-System ~les ' 

PSD recommends that the adder revenue component ot 
Edison,'s ott-system. sales be included in ~le ECAC procedure.' 
Edison disagrees. with PSD's proposalbeeau~.e such revenues are 
presently reflected in Edison's base rates.~ 
Annual Energy Rate CAEB) 

PSD recommends reilnposing a 10 p4~rcent AER because PSD 
I 

believes that fuel prices are less volatile this year than they 
were when the commission sus};)ended the AER. Edison believes that: 

the AER should remain suspended because of the uncertainty in fuel 
prices., primarily natural gas prices, due to the comlllission's 
ongoinq qas OII/OIR. 

-'10 
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PisQlssion 

The AER is a mechanism to· provi~e an ineentive to the 
utility's manaqement to reduce its fuel and purchased power 
exper.ses and to have a direct stake in its fuel manaqement 
decis.ions. It is a fixed rate, a percentaqe of the ECAC,. not 
subjElct to balancinq account treatment.. Whether to reimpose the 
AER is the most important issue in this case. :because without an AER 
our choiee of one forecast or the other, or one of our o'Wnl' has 

little overall ilnpact. A low forecast causes ratepayers to make up 
the shortfall throuqh the ECACi a hiqh forecast would cause a 
refund. In either case Edison is made whole· and has no risk. 
Individual ratepayers, however, would be at risk.. The ones who Pay 
in the forecast year may not be the' sa:me ones who are affected by 
the ECAC account in the followinq· year, and Edison has little 
incentive to keep costs down. 

With an AER in plaee the utility is at risk. It will pay' 
close attention to fuel costs,. benefittinq both shareholders. and 
ratepayers. The AER makes a portion 0·£ tuel and purchased power 
costs recoverable on a fixed, foreeast' basiz!~. Since the AER is" a 

• I i I • 

fixo4 rato, not subjoct to· balancinq account treatment, tho 
I 

shareholder benefits if actual fuel and purchaec4 pow~r expenses 
are less than forecast; conversely, shareholders lose if actual 
expenses are greater than forecast. For example,. it all··fuel and·. 
purchased power costs are recoverable 1:hrouqh a balancinq account·.· 
(ECAC) and the forecast for 1987· was. $1,.000;' ECAC rates would be 
set to recover $1.,000. But i~ actual tuelcosts exceeded $l,OOO"in 

198-7 the ratepayers would· paY,theexcess.coststhrouqh the ~CAC,:' 
and if those. costs were :below $1,00·0 the ra.tepayers. would reeover 
the difference t.hrouqh the ECAC. In both ins.tances the utility. is 
neutral. When Ediso.n's AER was ilnposec:l the split was 90t ECAC and. 
10% AER. 'rakinq .the $1,..000 example,. if a 10% A:ER were in ,place and 
it actual costs' tor 1987 were $10:~ over torecast then Edison. would . 

- 11 -



• 

• 

• 

A.87-02-019 ALJ/RAB/tcq. 

only recover $90 from the ratepayers: if costs were $100 below 
forecast then Edison would return to ratepayers only $90. The AER 
gives the utility a quantifiable stake in fuel purchases. 

A 10% AER was first adoptod for Edison in 1982; in 198$ 

it was reduced to 2%; and in 1986 it wa5 ~u~pended entirely, the 
commission stating: WWe see little usetul purpose in continuing 
the AER incentive mechanism when fuel prices are fluctuating wildly 
outside managerial control.* (D.86-04-007 at p. 4.) PSO believes 
that fuel prices are no longer fluctuating wildly and, in" fact, 
have stabilized within a comparatively narro~ range. PSO 
therefore, recommends that a 10% AER be 'reinstated. 

Edison opposes reinstating the AER because (1) fuel 
prices, partiCUlarly natural qas prices tor the forecast peJ:'iodare,' 
beyond Edison's ability to forecast"with reasonable certainty,. . and 
(2) the status quo tully' protects ratepayers anel shareholders. It 
argues that to give any real meaning to the AER as an incentive, 
fuel management decisions mustl?e based on reasonable, gas price' 
forecasts and in today's gas market there is no J:'easonable 
cortainty in any forecast. Under the prosent circumstances, any 
:benefit or d.etriment ito Ed.i'son'ssharehold.ers would. :be' a Windfall,: , 

, ; " I ' ,I • 

or penalty caused :by'chanqes in gas prices; it would'not ):)ecarned." 
:by Edison's managexner.Lt. 

Edison assElrts that the natural gas industry is ebinqinq 
rapidly as a result of regulatory changes on: both. the. state and . 
federal level. This'CoXlllUission, throughOII. 86-06-:005 and om 

86-06-006 (the. qas OJCI/OIR), has :been at the forefront in , 
restructurinq the qas. industry in california and in responding'. to." 
the new competitive qas marketplace. These chanqes, however, have 
led to- increasing uncertainty in, natural qas pricing. A:n.y estilnate' 
of Edison's forecast, period expense thus depends greatly' upon an." 
unknown and unknowable factor: theprieing policy the coDissi6ri, 
will adopt as a result of the oIriom proceeding, ~ uncertainty ; 

. I' 

that will not be resolved until September 1987 at the earliest. 
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The OII/OIR proceeding will alter the regulatory program tor the 
natural gas industry and is expected to resolve the revenue 
allocation/rate design policy that will result from the 
restructuring ot the gas industry. 

Edison points out that natural gas prices have a 
significant effect on Edison's forecast of energy expense and PSO 
agrees that the price of gas is one of the largest items in the 
forecast. PSD' s and Edison's forecasts of fuel and purchased power 
expenses differ by approximately $11& million of which 
approximately $100 million is attributable solely to the differing 
estimates of forecast natural gas prices (including the gas price 
effect on Edison's gas generation and purchased power mix). 

Edison agrees that the AER is intended to provide an 
incentive to the utility to manage its energy expenses prudently, 
but says that the issue in this proceeding is what degree of 
certainty is required to justify ilnposing the AER. It the' 
uncertainty in fuel prices overshadows prudent' fuel management, the 
incentive. is lacking. The standard, necessarily applied to; the 
torecast is that of reasonableness; there must:, be a reasonable 
degrfee of certainty in the predicted fuel expenses;. Ediso::l 
believes that in this proceeding. there is great uncertainty in the 
forecast price 'of natural gas. This price uncertainty exists for 
reasons beyond Edison's control and anyone's ability to reasonably' 
predict. 

Edison does not elailn that ~ uncertainty in forecast 
period fuel expense renders the AER inappropriate. However, it 
argues there must,})e a reasonable degree, of certainty in t:lle 
forecasts to j.ustity reilnposi tion of the AER. The Commission did 

• " .' C 

not reql4ire complete uncertainty to- suspend the. AER; only 'that, fuel, 
prices could :n,ot reasonably be forecast. Due to the uncertainty 'of , 
the outcome of the qas OIl/Om proceedinq, no- party can rea~nabiy' · . 
predict natura,l gas prices -ror the forecast period. Edison. urges, 
therefore, that the AER should not be reimposed. 
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PSt) cannot find the uncertainty that plagues Edison. PSO 
asserts that the Commission's OII/OIR proceeding adds no 
uncertainty to the ability to forecast gas prices as PSD's 
recommendation for gas prices in the OII/OIR will ~e comparable to 
that recomlllended in this case. PSD agrees that in this case we :nay 
adopt its recommendation from the OII!OIR. It says t~ accept 
Edison's argument would lead to the abolition of the AER as the 
competitive gas marketplace by definition is uncertain. Finally, 
PSO points out that the basie premise of, the AER is to give 
Edison's shareholders a stake in the outcome' of fuel decisions 
thereby putting pressure on management to make a maximum effort, 
not just a reasonable effort, to avoid a pass-through mentality 
with respect to eosts. 

We believe the concept of an AER mechanism is salutory 
and easy to understand. Its purpose is to give management an 
incentive to hold costs, down. If they do., the utility benefits; if' 
they don't, the utility is haXl'!1cd. In the past when we retused't~, 

'ilnpose an .AER or' reduced an Att, it was, because we found the price 
, , 

of fuel ,and purchased power too vo.latile to be affected by 
management supervision. In~ a ,rapidly rising market it would be 

unfair to the utility; in a rapidly falling-market it would be 
unfair to the ratepayers; and 'in a highly volatile market,.~air: 
to, both (although over time the, savings would counterbalance each ," 
other) • our inquiry then :must focus on the forecasts and their 
reasonableness. ' Our adopted qas forecast, is discussed in a later: 
portion of this decision. Here we will consider the con~idence w~ 
place in the forecast being realized within reasonable margins. 

In D.86-04-007 the <:ommission,suspended the AER until 
further orcler, stating:' NWe see",little useful purpose in 

, ' 

continuing the AER incentive mechanisln' when,. fuel prices are· 
fluctuating wil.dly outside ot. management control.H -rhe'question:, 
now is whether fuelpriees are still, Htluctuati'nq wil<Uy outside'~:o.t~ 
:management eontrol." A' readi~g of the fUel price exh.ibits in thi; 
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case leads ineluctably to the conclusion that they are not. PSt) 

and. Eclison ~'gree on prices :from SCE Hoover,. Cholla, Mexico 

geothermai, Pacific Northwest (fin), California, and SCE­
renewable/alternative sources, as well as hydro, production, the 
prices for tur~ine tuel, jettuel, and transportation costs, plus 
oil,. coal, ancl nuclear genera.tion expense. Purchased power prices ' 
from Pacific Northwest (no~fjxm) and Southwest are agreed upon, 
subj ect only to fluctuations caused by natural gas pric~s. Our 

inquiry is reduced to detemLning whether gas prices are 
Wfluctuating wi14ly.w They are not now and we do not expect them 
to ~, during the forecastpe=dod. 

We have, for example" compared Edison's proj'eeted price 
for all gas purchases during:. the forecast period,. ,on a weigl:~ted 
averaqe basis, with PSD's bulk burn price with demand char9'e. ,We 

do not aqree that either forecast is, the correctforeca.st ,to adopt", 
for this proceeding,. and have adopted a middle ground, but we 
believe that the, forecasts demonstrate the c;as prices will not 
Wfluctuate wildlyW in the fo,recast period. 

Natural Gas Fuel Expense- 6(1(87 - ~31(8S 
(¢/MMBtu) 

~ J.ul. Aug ~ ~ ~ ~ lml,~ ~ Am;: ~ AY9:,' 

Edison 273 256 254 2s.4~ 27S 282 292 310, 300 28:9 278 275- 278; 
(All gas 
weighted 
average) 

PSI:) '228:215 212216 25$ 274 274 274 274 2SS. 255 255 249, 
(bulk burn 
wI demand 
charge) 

The table does not show wild fluctuations; it ,shows the 
normal gas price rise from.,summer to, winter and price drop from. 
winter to summer. Edison's> torecast shows allDost no ditterellce· 
between its. June 198:7 price and ,its May 1983 price for gas. ''nl,e 
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2 cent difference does not even account for expect~d inflation. 
PSO's ~orecast starts lower and ends lower and shows a 9% increase 
between the June 1987 price and the May 1988 price. In both cases 
the price curves track in the expected manner and do not fluctuate 
wildly. This is in contraposition to the wild swing that took 
place just prior to our 0.86-04-007 when gas spot prices c1ropped 
from 275¢/MMBtu in July 1985 to 160¢/MMBtu in June 1986. Because 
there is excess gas available during' the forecast period which will 
not dissipate prior to 1989, possible fluctuations in oil prices 
will not.have an immediate parallel effect on gas prices and will 
not cause gas prices to fluctuate wildly. As a consequence we 
believe Edison's management can havo an effect on gas costs and 
should be given the opportunity to benefit from management 
decisions. Therefore,. we' shall terminate the AER suspension .and 
reimpose the AER at 10%. 

We will also reimpose.the AER cap: ordered in 1:),.82-12-105" .' 
by which AER earnings limitations' are calculated ,as the product o~ 
jurisdictional rate base, authorized equity capitalization 
percentage, ana a lilnit o:t' 160 basis. points. This cap is the. sa:me 
as Edison's previous AER cap. 
Gas' . Generation Expense 

As. a result of a lower forecast of natural gas prices in , 
the ~orecast year, PSO's estilnate, of natural gas costs is $34 

million less than Edison's. One of the consequences of that 
. " 

forecast is that Edison's 'purchased power expense will decrease by 
$72 million 4ue.tored.uead.Southwee.t'purchascs. 

, . , 

Edison identified. three areas whieh account for most of' 
r 

the difference between PSO'a and Ed.ison"s gas. (»(ponGe :forecasts. 
• PSD assUlIled. that' the spot market price- of' gas 

would remain relatively flat over the forecast 
'period while Edison assumed an increase of 
about 7.9 percent over current levels • 

• PSD assumed. Edison will purchaseappro~tely 
50 pereent o'! its qas e,n the' spot market durinq 
the forecast periocl at .• a diseounttrom the . 

- l6-
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Southern California Gas company (SoCal) spot 
gas price; and 

o PSD assumed that Edison would pay SOCal a 
Utility Electric Generation (UEG) margin of 
$O.8S/MMBtu during the forecast perioa while 
Edison forecast a margin ot $l.OO/MMBtu. 

Edison's witness testitied that Edison~s updated gas 
price forecast rec09%lizes the fact that the direction of spot gas 
prices historically has been influenced by, among other things, the 
competing price of· low sulfur fuel oil delivered to the Southern 
california market. The chart on the page following entitled 
"'comparison of Oil and Gas Prices'" shows that, as the price of oil' 
declined sharply from December 1985 through July 1985, the spot 

• I 

market price of natural gas also declined substantially auring that 

period. 

. I' . 
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While he agreed with the PSD witness that spot prices of 
gas are at this time primarily a function of gas-to-qas 
competition, it was his belief that had. oil prices not plummeted. in 
early 1986, there would. not have been the incentive of gas 
producers to cut prices to. the levels experienced during the sUJnmer 
of 1986. The same general corre:lation between o.il and gas prices 
is seen in the winter of 1986-87, where o.il prices rebounded and : 
the spot market price ot gas qerlerally ilnproved. 

The Edison witness said that PSO's spot gas forecast ~s 
I 

developed based on data' between March and Oecember of 1986 when 0,i1 
I 

prices were approximately 45 percent below the level that existed. 
I 

in the first quarter of 1987. Because of the o.il price rebound in ' 
1987, and the expectation that current o.il prices will generally! 

, I 

prevail during the forecast period, it is reasonable to. expect that 
there will):)e a slight increase in the spot market price ot :gas, I ' 
rather than simply a statusquo'conditio.nas fo.recast by the PSD~ 

He continued,. that a :second, and perhaps more ' I " 

significan't;, near-te:on. intlue:ncla on~e spot market price ot' gas is: 
the price I~f long.-termgas supply, which--after a steady decline 
between October 1984 'and March '1987--~inally appeared t~ be 
stabilizin'~ as. evidex:~ced by Tra:nswestern'"s recent PGA increc:LSe on 
April 1, 1987. As the gas deliveral:l:ility surplus co.ntinues ,to I 
dissipate,: he belieVE)S the spo.t: market price ot gas will ri~~e to,! 
meet the C,ostot lo.ng-term. supp,lies, exceeding that cost in, the I • 

hiqh-demarl,d winter months. Moreover, in his, opinion, the co.nsensus" 
, , , ',' I, 

~ the qa~ i~duSt:ry. at the present time. is ~t spot qas . prices 'Ii 
wl.ll be fl.rm.l.ng dur:tl'lq the to.recast perl.odrather than sl.lIlply , 

, ' 

relDaininq:flat .. 'I 
I' 

,;He believe:s. that Edison's updated spot gas price,. whid:l. ' 
• < • , I 

, averages c:Lbout $1.92 IfMMBtu,. compares favorably with the $1.90fMl'mtu 
) ,'.. : ',' . 

spot pricn o.t SoCal',: the larqest spot purchaser of' natural 'gas in;" 

CAlitorniu and in ~~ nation.,' "He'~~id.' that 8,' second., corroboration, 
o.t Edisonj;s forecast;' wa~obtained. wl:len compared with cambriCige 

'I ':: 
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Energy Research Associates' (CERA) most recont forocast, which may 
be on the conservative side. 

In regard to. spot gas purchases, he testified that Edison 
only purchased approximately 10% of its natural gas from spot 
se,llers. He said that PSD's assumption that Edison could, or 
should, purchase 50% of its gas needs on the spot market 'Was 
without foundation. First, from a supply security perspective, it 
~.y not be in the best interest of Edison's customers to purchase 
as much as 50 percent of its supply from independent spot sellers. 
To. assume now that a purchase of, 50 percent of spot supplies would ' 
bEl prudent during the forecast period is premature. 

secondly, he pointed out that Edison's lack of firm 
interstate and intrasta~~e pipeline, capacity may effectively 

" , , '. 

preclude Edison, in any given month during the forecast perioCl, I;' i' 
from purchasing as much.' as SO percent of its gas from spot sellers,::" i 

,I, :' I" let alone SO percent on average for the entire forecast perio<i. Asl I 
'. ! 

an interruptible. transportation customer,. Edison has experienced 
difficulties in actually receiving· all volwnes of gas for which' . " ., 
spot bids were accepted.. For exa:mple,. volumes bid by pacificGas·i. 
and Electric company (PG&E) durinq the months o.f January" February,!, 

• ., -' 'I 

and March 1987 were. substantially reduced. Because of the: 
, i 

c.~nstraints on Pacific Gas 1'ranslnission's (PeT) pipeline capacity, .! 
oi:uy 18 percent of the bid quantity Edison accepted from PG&E 

actually flowed during these months •. Edison has also experienced 
smlar conditions on . Transwestern's pipeline' system. Since 
october ~985~ as a result of Socal exercising . its firm demand 
rights on that system~' the flow of. any spot ga.s supplies that 
attaeb. to 'rranswestern's. gathering, system has ,been precluded. 
Therefore,. in the winter months. of the forecast perioCl,. even if 

Ed:lson were willing to. award spot bids ot·up~to 50 percent' of its 
gas dellland,. the likelihood· of .50. percent of that qas flowinqis 
very low. 

,1 

, 

" I' 

• I' 

I, , , 
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Finally, .he testified. that PSD has :mad.e the ,assumption, 
~ased on only five months of historical price data, that Edison's 
spot purchases during the forecast period will carry an average 
price which is 95 p,ercent of the average SoCal spot price. PSD's 

assumption is contrary to Edison's experience to' d.ate in the spot 
market.. PSO overlooks the fact that the :majority of' bids received. 
by Edison have actually been offered. at prices above SoCal's 
average spot bid pl~ice. This is one reason that Edison has only 
purchased about lOpercent of its gas requirements in this manner. 
Moreover, the mode:s.t price discounts Edison has obtained to·dc,.te. 
have, in part, bee:n. related to the establishlllent o'f ~usiness 
relationships, sueb. spot suppliers hoping to, sell gas to, Edison in 
the future under longer term 'contracts. In his op.inion, it is 
unlikely that even. the modest d1scountee1 price relationship Edison' 
has experionced wOluld continuo'to exist it Edison were able to: ' 
purchase. up to, 50 percent of its. gas via direct, spot' purchases. 
Wh~' would spot marketers want to. sell such large quanti 'ties of gas.. 
to Edison at a discount when they could sell the same gas directly 
to- Socal at a higher price? 

In regard to· tT.EG (Utility Electric Generation) :ma~in 
(the' amount paid socal Gas over and above its cost of gas) he 
testified that $l~OO/MMBtu would be reasonable for the forecast. 
period. PSD oriq.inally proposed. $. S5/MMBtu, :but in its brief said' 
that 1P$ .. 92· is the appropriate tT.EG margin for the 'ceiling rate' 
(actual rates could be lower) and that it should be: considered i%l:' ,,' 

I , . " , 

determining the appropriate gas prices during the f~recast period .. '" . 
Edison argUes thatPSO's$.92' esti:mate should be 

increased by $. os. ~eeause thi~ commission assiqned .1;he:marqin 
shorttall resulting :from service to- cogeneration customers. (about: 
$O.OS/MMBtu equivalent) to theUEG·elass (0, •. 8-7-05-046, pp .• 17-18) 

I . ,I I 

and PSD's $ .. 92 margin does' not include'such subsidy. 
Tho PSt) qA~ torecast witness testi!iedthatthe cost of 

" I 

short-termqassuppl~es willrcmain'relatively flat tor the 
" . I ,', 
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forecast period because, among other reasons, the current gas 
delivcrability surplus will continue throughout the period. He 
expects gas prices to rise slightly ~urin9 the winter heating 
season before falling ~ack to Fall 19S7 levels in Spring 19S5; He 

believes that fluctuations in the price of oil will not he the 
driving force behind the price in spot gas, but that gas-to-gas 
competition and the gas deliverability surplus will keep, prices 
s.table and flat. 

In regard to: Edison's ability :to purchase sot of its . 
requirements on the spo:e market at a. price S% below the price SoCal" 

pays for spot qas, the witness testified that be based his opinion 
on recent,Edison purchases below Socal's price and that as Edison 
becomes more experienced in the spot qas market it will purchase 
greater quantities of qas. 

As to the 'O'EG marqin price of $O.SS/MMBtu, he based llis 
opinion entirely on the PSOsb.owinq in the 9'450II/OIR., 

Because we are reinsti tutin9' the AER the forecast, pric:e 
of gas takes on added significance. SUbstantial deviations from 
the forecast will Pe costly, either, to, the ratepayer or the 
utility _ Of the three areaS between Edison and PSO which account 
for most of thedifferences--spot gas price, spot gas purchases, 
and 'O'EG marqin--the issue of spot gas purchases gives us the least 
difficulty. Edison's. recent spot gas purchases have been between, 
10% and 15% ot its total gas purchases. PSO' believes. that Edison "I , 

can regularly purchase spot qas 'at prices S% below those paid: by .1' i 

Socal and" theretore, Edison should purchase sot of its needs on 
the spot market;. PSO points tC)recent purchases by Edison which' 
were 5% below SoCal' s purchases. Edison claw those were made 

, " 

I , I 

I 

I' 
because the sellers were new: 'to 'Ed.ison 'and' wished to- establi~.h a' I' 
new' customer relationship; Edison does. not expect those' diseounts.,' I' " 
to continue. We agree with'Edison. Not only have there 'been spot!:; 
purchases by EClisonat· prices in excess of those paid by 'SocaJ., but ~ 
we are not persuaded that gas vendors would regularly sell to 

-.22'':'' 
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Edison at a S% discount trom their price to· SoCal. Nor are we 
persuaded that Edison could buy 50% ot its gas supply on the spot 
market, nor that it would be a prudent policy it it could .. 
However, given the nature of the spot market, it is probable that 
bargain :priees will occur and that Edisl:>n will take advantage of 
them, e~pecially with the incentive ot the AER. For the purpose of 
the forecast we will assume a 10% spot market purchase at a price 
S% below~ Socal's price. 

At the hearing the PSD-Edison difference in So~l's. UEG 
:margin was $0 .1S,lMMBtu.. Edison esti:mated $),.00, PSD esti:mated 
$0.85. In its brief PSD agreed to a $0.9ZIMMBtu margin, the margin 
it recommended in the c;as OII10IR. Edi'son points out that the 
$0.92 :margin does not include the $O.051MMBtu·addition that the 

, . 
commission i:mposed on the UEG class in D.8-7-05-046. If Edison 'must .. 
pay it 'W'e should includ(c it. Edison sooks a $1.00,IMMBtu margin·' but· 
we are c:t the'· opinion that $0 .. 97 is closer to the mark, and that 

:margin ~:ill be adopted .. 
The tinal iss~ue is the difference in spot gas price 

esti:mates. PSD expect::~ spot gas prices to-,remain relatively nat 
over thE!; forecast period while Edison predi~s a 7.9% average'priee .. ' 
above tlJ.e actual prices~ in the 'month ot May.. The reason tor the' 
ditterel'l;ce in esti:mates is generally that PSD believes' there is ,a 

, . 

surplusot gas available during the entire'forecast period and that 
any upw~.rd surge in oiJ. prices will not be a siqniticant, infiuence' 
on gas t:;rices, while Edison believes the gas surplus will be 

dissipated during the :l!orecast period and there will be' an upward 
surge iIL oil prices wh.:Lch: will cause gas prices to- rise~, We 
believe the Edison toreeastto,betoo high because the evidence 
persuadEls us that the gas surplus will be available throughout the 
torecast period; but thePSD to;-ecast is. too. low because we' are 
persuadEld that oil prices will be higher than PSD'switness expects 
and to !l~o:me e~ent oil: price~ wiil drive gas prices. . under the 

I . " 

circumstances· we will adopt a torecast of gas prices on: ,average 2¢':' i· 
I 

! 
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above that forecast by the PSD witness. Our forecast, in terms of 
the noncore Tier II price of Socal Gas, is set forth in Table B-1 
of Appendix B to this decision. Adopted values for other gas 
supplies purchased by Edison are shown in Table B-2. 
fuel Oil Inventorv 

Edison maintains tuel oil in inventory in order t~ supply 
. , 

forecast oil burn requirements and additional potential oil. burns 
caused. by variations or interruptfons in supplies of nonoil enerc;y. 
resources and variations in forecast load. In addition, a portion: 
of Edison's. inventory is d.ictated by the physical lilnitations of 

i· 

its oil storage and transportation system.. Tobl costs include the 
costs of carryinq inventory, the' costs of buying and selling oil ,. 
and the costs of runninq short of inventory and eurtailinq load. 

The· required fuel oil inventory consists o·f three 
components: (1) Dead storaqe, (2)' Fuel Management Reqllirement 
(FMR), and' (3) Potential Oil Burn" (POB)o. Dead S't:orage is the oil 
in the bottom of storage tanks th~t is not available to, supply 
generatinq units, tOCjether with the pipeline-fill displacement oil< 
essential for the, operation of Edison's pipeline system. .The ,FM:R: : . . 

,'," 
is the oil necessary to maintain acceptable distr~ution logistics: 

for Edison's oil pipeline, storage, and.: receiving facilities'::' 
including the' minimum levels of inventory nec~ssary at each 
generating station to sustain operation until new supplies are 
received. The PCS is the quantity of· oil required in inventory. for 
forecast oil burns and possible deviations in: oil demand above or-·' .. 
below the forecast level caused by changes. in, load, changes iIi . 
production from nonoil· energy resources,' or unavailability Of'" 
supplemental oil supplies. 

Edison requests a' 6 •. 0 million barrel inventory, whieh" 
ineludes a. 3·~3 million barrelPOB:, to: reriect what. it believes' is !'; 
reasonable level of reliability. Edison' asserts that subs~tial. : 
increases in reliability occ:ur when inventorY is -increased abOve 
approximately 6.4 million barrels, and substantial deereasesin 

' •• j. ' 
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reliability occur for decreases in inventory below appro~imately 
5.7 million barrels. Edison's request for 6.0 million barrels 
falls within this ranqe of 5.7 to'6.4 million barrels. 

Edison's 6.0 million barrel inventory request is, it 
says, also supported by its analysis of the cost of carryinq oil in 
inventory versus the cost of not servinq load (shortage costs). 
The optimum economic inventory is the inventory level at which the 
sum of the inventory carrying costs plus the shortaqe costs is 
~nimize<i. Edison avers that the eeonomie minimum inventory lev~~ 
falls in the range of 5·.0 .to 7.0 million barrels for thc~ !oreca.s1: 
period. Accordingly, the requested, 6 .. 0 million barrel level falls.' 
within the optimum range for both reliability and minim1lm overall 
cost considerations.. PSD asser:ts that a 1.9 million PCl3- is 
adequate within a total inventory of 4.4 million barrel:~. 

Edison's and PSD's inventory reeommendations ;~e 
sUmmarized. in the table below. PSD' and Edison· agorae ~~t the De41d·: . 
storaqe inventory requirement is 1.0'millionbarrels and ,tha:t the 

, , 

F.MR requirement is a function of the PO~. 

~omparison 0: Oil Inventory Recommendations 
(Millions of Barrels) 

.sg ~ ~i::et:ence ' 

Dead storaqe 1.0 1 .. 0 

FUel Management 
Requirement (FMR) 1 .. 1 l .. S (0·.2) 

Potential Oil Burn (PO~) ~ .L..2. (1.4) 

Total 6.0 4.4 (1 .. 6-) 

Both" Edison and PSD base their recommendations for the 
PCB component o.:1!inventory on the" output of Edison's Fuel Oil 
Requirements Analysis (FORA) probabilistic ,computer model • 

25 
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The FORA model reflects the manner in which Edison 
utilizes energy resources. For each period, FORA first calls upon 
all nonoil/gas resources, including purchased power, to meet system 
load. Edison's oil/gas-fired power plants are then dispatched as 
needed •. If g~~s supplies are inadequate, oil-:fired generation is 
required. FOPA utilizes all available oil resupply (new ~il 
purchases) to meet oil-fired generation'=e~irements, and then 
calculates the amount of additional oil supplies necessary to meet 
any remaining" load. This is the amount ot oil Edison must have in 
inventory tor that period to completely satisfy load requirements. 
Lower amounts.ot inventory will result in lower reliability of 
service levels. 

Edison maintains inventory to meet system needs until new 
supplies ot oil can be received.. That is, inventory must be 

sufficient to: sustain system needs until new oil supplies can be' I 
1 

expecteci at a delivery rate . matching burn requirements.. FORA I' 

evaluates inventory requirelnents over a forward-looking '120~day . 
'" • • J 

aggregation period sinee suppliers have advised. Edison that I 
I 

substantial s.upplies of oil. could· not· be received in less than from 
.' 

90 to 120 da7:t;s. 
PSt> asserts that Edison's estimates are exaggerated and, 

unrealistie.: The factor with the most significant impact on F~RA! " 
is gas availability and PSO believes that. gas availability will DC: 
adequate in the torecast period~ PSD poillts out that Edison 
forecast a PO~ in its las.t ECAC filing' ot'1 .. 9 million barrels and. . 

. , ' 1 • 

there have been no events in the past year whiCh would. call tor .~. 

almost doubling' the PCB forecast. Ed.ison had no- gas' ew:'taillnents! . 
last winter and. it currently has a broader qroup' of gas suppliers', 
than before as a result; of its. entry into- the spot market. In the 
opinion of PSD Edison's claims of present natural gas regulatory:. 
and market uncertainties are unfounded.. It- anythinq, the market;: ,. 
has stab5~lized when compared t~' recent years~ 

- 26 -
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Ed.ison asserts that its recollUXllendation of 3.3 million 
barrels for the POS component of inventory reflects the latest 
forecast information regarding gas avail."l:>ility, spot market gas 
purchase opticns, regulatory and market uncertainties,. forecast gas 
supply-demand balance, forecast oil burn, oil resupply, and 
purchased power availability. The difference between Edison'.s 1986-
POB forecast of 1.9 :million barrels and its 1987 forecast ot 3.3 
million barrels is the result ot an entirely new analysis based on . 
new forecasts of load requirement, new forecasts of the 
availability of resources, anel new torecasts of oil resupply 
availability. The three principal factors in Edison's increased 
POB. are gas. availability, oil resupp·ly,. .and purchased. power .. 

Edison arquos that qAsavailabi1ity will deerease by 17% : 
from 1986 levels. It' says that the present.qas deliverability 
surplus is dissipatinq and ~t Socal"s forecast of gas available: 
to Edison shows a decrease ot 4%.. When these nUlXlbers are factored.:' 
for regulatory uncertainty and potentially cold years' a 17t 

': ~ :' 

estimated reduction in qas. availability is reasonable.. Edison says 
'" " 

that oil resupply availability has lessened, in the past year. Its ••. 
analysis shows-that short-term (1-2 month.) oil· availability had. 

I 

sliqhtly decreased from· the 1986 forecast,·whl.le, long-term. 
, , 'I I, 

availability had slightly increased; resulting in an in~ense in 
inventory requirements.. Finally,. Edison p~ints out that Northwest 
purchased power is down by 4% from 1986 due to lower water ,run-off, 

I' . 

projected for, 198.7 and that the amount of energy receivedi from 
" I 

Hoover Oamhas decreased by 67% from last year's torecast:. 
• ' ',. I Edl.son has not persuaded us to, l.nerease the POS:from 

1.9 million l:>arrels...Its argument that because changes to its FO~~ 
program resulted in an increased POBestimatewe should accept ,the . 
new estimate is not convincing. :In our opinion the ~acto:~ which 
support the FORA. program have not changed sufficiently to; require 

. - " ! "I 

an increase in POB.. 'l'he weiqht of information regardinq' the· 
dissipation ot'the 9'l1s'deliverabillty surplus is to: thc'etteCtthat 

. ! 
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any possil:>le dissipation will not occur until after the 1937-1988 
forecast year. Although one forecaster suggests that a tight gas 
supply could emerge as early as 1987-88, others say the,surplus 
will last through the late 1980's, and. the California Energy 
commission predicts qaG di~sipation will not occur prior to 1989 at 
the earliest, while PSD predicts 1995. Ed.ison's evid.enceregardinq 
oil resupply shows that short-term oil availability "had slightly 
decreased from the 1986 torecast." That "slight decrease" cannot 
support a 74% PO~ increase, even when considered with other 
changes. Edison's projected reduction in purchased power 
availability does not support a PO~ increase. Pacific Northwest 
purchases may be down 4~, but that is statistically insignificant 
in this kind of analysis, and Hoover power, while down a 
significant 67%., accounts tor less than 1/2 of 1% of Edison's totai' 
resources mix, again statistically insignifiaU1.t when com~ed' to. 

the requested increase in poa..We will'adopt the PSD' estilnate of 
4.4 million barrels of oil inventory .. 
Inventoty Cycling 

Edison recommends that it be permitted to. recover the 
loss caused by cyclinq 'its oil in~entory. ' cyeling is a pract:iceby 
which inventory levels are seasonally ,adj.ustedto reflect changing" 
inventory requirements, necessitating' purchas.9s of oil (about 2.S 
million barrels) in the tall of 1987, and equivalent' sales in the 
spring of 1988. , This inventory cYcling allows Edison to maintain a 
lower overall average' inventory level while preservinq needed 
reliability. The only alternative to cycl inq ' without sacrificing 
reli~ility is to ma~tain the hi9h~st quantity needed for winter 
reliability throughout the entire forecast period. When cycling 
inventory, however,' Edison' expects. to incur losses on the oil 
purchase and sale transactions' due' to the quantities involved. and 
their "ott'-season" nature, i.e.,' sellin~ in thesprin9 as de:aIalld ' 
weakens. while 'buying in the tall, .as. d.emand. firms., Edison asserts . 
that cyclinq is. economical to ratepayers because the carrying cost 

' .. !' 

. , 

, " 
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. 
savings realized from the lower inventory level more than offset 
the expected losses on the oil sales. 

Edison estimates its carrying costs at $6.1 million 
based on its requested fuel oil inventory level (FOIL) of 6.0 
million barrels and its losses from cycling at $1.7 million. 
Edison asserts that its peak winter fuel requirement of' 8.3 million 
barrels would have to, be carried at a 'cost of $8.3 million if it is 
not permitted to recover its losses from cycling. 

PSI) opposes Edison's cycling proposal on the qround that 
no showing was made that Edison would have to cycle 2.S million 
barrels. It argues that EcUson "s proposal is based' on an 
unsubstantiated prediction of a pos. of more than So million barrels \ 
per month in the winter of 198-7-88, a peak which is Z million 
barrels higher than Edison estimated for th~ last forecast period, i 

and 3.5- million barrels higher than the most severe recent oil burx1:' 
which oceurred in December 198-5~· 

As an alternative to Edison'~s cycling proposal, PSI) 
recommends that the Commission provide Edison a guaranteed fixed 
sum eaeh forecast period, for which the company would manaq~ the 

1 

·1 

oil inventory on its: own. Edison would', be' responsible for buy, 
sell, and hold decis.ions and ~sorb all losses and keep any! profi ts'l 

it might incur from I any inventory cycling it judged necessary. 'I 

'rhis approach would provide Edison's. management, with increased ,i . 

flexibility anc\' responsibility while simplifying regulatory review 
and accounting procedures.. 

PSI) recommends tixed FOIL-carrying costs based ona 4.4 
million barrel inventory times a fixed LIFO, weighted average price 
of low sulphur tuel oil (LSFO) and distillate times the average 
forecast period short-term interes.t rate, which should :be trued. up' 
to reflect actual. short term· rates at the end of the forecast' 'I 

period.. In return, "Edison 'can- cycle its inventory at its own risk;; 
. , " 'I' 

keeping any prOfits, from. economic oil sales, and absorbing any,; 
loss.es fromunecono~c oil sales • 

- 2"9 -
:i 
II 
! 

.1 

1 



A.87-02-0l9 AtJ/RAB/tcg ** 

In its reply :brief Edison states that thl!! PSD' proposal 
*imposes a risk of recovery on the fuel oil inventl:lry asset similar 
to any other rate :base asset :because :balancinq aCCQunt treatment 
would :be removed, and carryinq costs would :be fixedw and that this 
is inconsistent with the reasoninq used to' remove FOrL !rom rate 
base and finance it at a short-term interest rate. 

The evidence persuades us that Edison should be penni tted 
to cyele oil. Also, we are concerned that our authorization of a 
short-term interest rate is inconsistent with leaving, Edison at 
risk for qain or losses on sales~ as PSD proposes. Consequently; 
we cannot agree that the PSO revised proposal pr~L4es a reasonable 
method of protecting Edison from su:bstantial loss. Sasecl on 
Edison's theory that it, would not cycle unless the saving's realized. ' 
from the lower invElntory level more than offset the expected losses ' 
on the oil sales, ~re are potentially penalizing-':Ectison tor an 
action that is to the oyerall benefit of ratepayers. The 
ratepayers :benefit!beeause Edison is minimizing-overall expense, 
rather than mainta:i.ning- the inventory at a cOnstant" hig-h.er thall, 
necossary, level. 

Consequently we will ,treat Edison"s ollinven.tory levels and 
cycling' amounts as follows. Edison will be authorized ECAC-AER 

I 

rates at the 4.4 million barrel level. EdisOn will establish a 
memoranClum account ~,that will debit 90% ofc:a:rryinq costs; at the 
short-term interest rate, on the ditference ~tween recorded 
inventory levels and the' authorized 4 ~ 4 million ,barrel. 'level. It , 
will also Clel:>it 90% of .l!Xn.y losses (or ,creClit90~ 0:1: 1J:try gains) 

, , I, 

incurred in cyclinq .tueloil. The account balance w:Ul. be 

considered in Edison's next ECAC case.~ith EcU.son bearing' the i, . 

:burden ot proot that the. actual inventories anel.· pard:tases and sales '. 
were reasonable, for possible recove~~ ot the memoran~ account 
bll~lancc through ECAC rates. 

- 30 -
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The Third Bear creek Payment 
Effective June 30, 1985, Edison entered into an agreement 

with the Bear crock Uranium Company to terminate long-term uranium 
supply contracts in exchango for a payment by Edison ot $&3.9 
million. ~he third and last payment of $8.025 million was maae to 
Bear creek on July 1, 1987, anel was booked into the ECAC balaneing 
aeeount. The extent to which Eelison will be able to reeover this 
termination payment will be eleeieled in A.8&-02-00S/0I! 85-05-002; 

now peneling before the commission. 
Eelison proposes to inel,ude the third Bear creek payment 

in ECAC rates for the forecast period.. PSD opposes this 
recommend.ation on the ground that Edison's proposal is 
unpreeedented. PSD argues that the $8.025- million is a lump sum 
settlement payment. A prior $350 million lum~ sum settlement 
payment by Eel1son in 1985- was ineluded in the balaneing account, 
but was not rleflected in, ECAC rates, because ,it clid not offer a fUel 
related benefit. 'rhe Bear Creek payment merely extinguishes a past 
obligation and ofters no fuel-related b~nefits during the forecast' 
period. 

Edison maintains that the PSD recommendation is contrary 
to express commission poliey reqardinq the consistent ra.tel!1akinq, 
treatment of all fuel-related expenses.' 'rhe commission has stated 
that Hit is appropriate to provide consistent rate treatment for 
all fuel-related' expenses .. ", (D .. 82~12-105, p-.. 42..:) PSD's proposal 
would treat the third Bear creek termination. payment in a manner" , 
inconsistent with all ,other' fuel-related expenses and contrary to' 
express commission policy. ' 

In " its discussion, ot the Chevron Option Agreement demand 
charges, the, Commission stated.: 

WPSD ,apparently op~oses ECAC recovery of the 
demand charge untJ,;l the entire aqreement can :be 
reviewed' tor reasonableness. We would allow 
Edison to. recover the demand charge" in • ECAC 
rates .... PSO has not offered, 'any reason why 
recovery through ECAC' now anc1a s\ll:>sequent 
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reasonableness review are incompatible~ For 
forecast purposes only, the demand charge would 
be recognized now and reflected in rates.* 
(0.86-04-058, p. 24.) 

In our opinion, PSO's position is contrary to the best 
interests of the ratepayers and should be rejected. The Bear Creek 
payment in now recorded in the ECAC balancing account and earning 
interes'l:~ Placing it in rates noW' eliminates the interest accrual 
as the am.ortiz~~d payments are received ~ PSO would have us delay 
this collection :for another year thereby causing an additional 
year's interest. Whether the payment is amortized this.·year or 
next year it i:;, still sub:! ect to. a, reasonableness revie~ and 
potential retUJld.. Delay only costs the ratepayers. 
Revenues Assoc,iated wjth Oft-System Sales 

Off-:system sales are sales of energy made by Edison using 
generation sources that at the time of delivery are not tully 
utilized. Eclison makes otf-system sales ata contract cost equal 
to the ineremontal onorqy comt, pluG a apoc1fiod pGlrcantag'c ot the '. 
total incromont~l gonoration COGt (thoadClor) pluG a 0 .. 2" millpor 
kWh operation and maintenance (O&M) cost:. . 'rho incremental fuel 
revenue component represents Edison's incremental fuel costs 
required- to generate electricity for o·ff-sy.stem. sales~ The adder ' 
revenue compon,ent is a percentage o'!! the incremental fuel component 
and is intende.d to recover indireet' and".overhead costs,' not 

~ 

recovered in Edison's base rates, assoc'iatect with these sales.. '!he 

O~ component recovers Ectison'sO~ expenses incurred ~or these 
sales~ PSD recommends that the adder revenue, or Nprofit* 
component as PSO denotes such revenue, of oft';"system sales. sho~d..· 
be subject to 'the ECABFfAER percentage split based upon Co:mmission:.· 
0.85-10-050. 

Under Edison's ECAC procedure, the incremental fuel 
revenue component of off-system sales is· credited to. the ECAC ' 

, I 

" 

• 

balancing account. The' O&M and adder revenue components are 
reflected as reductions to Edison's base rates.. Th.us, Edison :" ., 
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asserts, its present ECAC ratemaking treatment for off-system sales 
is reasonable because it ensures that Edison's ratepayers are not 
charged with energy costs already recovered through billed revenues 
and receive proper credit of the O&M and adder revenue components 
in the base rate cost of service calculation. 

PSO argue:> that in 0.85-12-050 (PG&E, A.84-04-028) the 
Commission ordered that: 

"Commencing with the August 1984-July 1985 sales 
forecast covered by this proceeding, all fuel 
expense, revenue and profit related to economy 
energy sales will :be subject to, the 91%.f9% 
ECAC/AER split. PG&E may continue to, apply 0.2 
mills/kWh'to cover O&M expenses related to­
these sales." (D.8"S-12-0S0"p'. 22'.) 

PSO recommends that this same commission policy should be.> 

adopted for Edison. , Although PG&E is' a combination gas and 
electric comp~y and Edison is an' electric utility ,PSO: suggests 
that the Commission resolved this difference when it stated'that: 

. ' 

"'1'h.e subsidy that presently occurs between 
PG&E's electric I' and gas, departments,. as a 
result of economy energy sales should :be 
eliminated by 'appropriate 'internal aceountinq 
changes." (1£.! at 2~ .. ) 

I 

PSD :belie'iTes that the Commission policy o~, economy energy 
sales adopted in 0.85-10-050 reflects the commission's "current, 

I ' 

position on this issue to,: achieve a consistent ratemakinq, approach 
for both of these ECAC utilities:. It'the commission adopts the 
same policy on Elconomy energy sales :tor Edison a~ it adopted in: 
0.85-10-050 tor PG&:E, the'est1mate4 off-system revenues e:t:'edit" 

i " " , ' 

refiectec1 .in Edison's current . ,general rate ease proceedinq 
A.86-~2-047 should :be adjusted accordingly. :rn'the ~tur4e', the 
issue ot'economy energy sales should be handled, in Edison's ECAC 
proceedings .. 

Edisonarques that,PSO'srecommendation would 
inappropriately introduce. nonfuel" expenses associated . with. off­
system. sales such as, O&H, dep:reciation,. :rate of :return, and:· 'income' . 

- 33 -
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taxes into Edison's ECAC procedure, and would result in a 
mismatching of revenues and expenses in the ECAC procedure which 
would not be in conformance with established, Commission-approved 
ECAC policies and procedures (0.93895, p. 7), and therefore should 
be rejected. Edison points out that PSO's recommendation is based. 
solely upon 0.S5-10-050 and submits that the facts and 
circumstances leading to tnatdeeision are diss~lar to Edison's 
position. PG&E is a gas and electric utility. 0.85-10-050 
attempted to remedy an interdepartmental subsidy created by sales 
of economy energy which effeetively subsidized PG&E's gas 
depart:::ment for the sale. PG&E's interdepartmental sales are 
completely different from Edison's Of!-system sales because 
Edison'S off-system sales do, not subsidize any other Edison entity. 
Edison says that PSO erroneously 'applied the result of 0.8:5-10-050 
to. Edison, and incorrectly concluded that the commission ,should 
impose the same ratemakinq treatment to Ed~son for its cff-system' 
sales. pso'spropo,sal should be' rejeeted , because it" failed' to 
demonstrate any reason to ehan(jethe pres~nt treatment for Edison's" 
off-system sales that reasonably account ~or Edison's revenues. 

I, 

.' 
~ . ... ' 

" , . 

.. , 
," 

We agoree with-, Edison for the reasons- stated· and note that: ',' 
transferring revenue and associated expenSes from.' ,base rates to a, 
balancing' account is contrary to the reasonil:lq that PSO urges . ill: 
support or its ECAC/AEIt split.. : 
Clffer ot Proof for Proposed 
~xhfbits 28 And 29 

Edison offered in evidence Exh.:iJ:,its 28- -and 29. Exhibit' 

2'8 is entitled the Prepared Testimony of, Charles G. Thompson and· 
supposecU.yrebuts., with facts ancl opinion~ the t'estimony ottered 
c,rally and in writing by PSO's witnesses on tuel .oil inventory and" 

, ' I I 

p,ricinq issues.. Exhibit 29 is entitled the' Prepared Rebuttal 
'I '. '. . 

Testimony of James W.Yee and: supposec1ly rebuts~ with' facts- and. 
Q'pinion, the testimony. offered orally and in w,r;itinq by psO"s 
witnesses on ratemaking and commission policy issues- On the 
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motion of PSO, Exhibits 28 and 29 were excluded from the record on 
the grounds that they are argumentative, not factual, and not 
rebuttal. 

Edison asserts that Exhibits 28 and 29 take issue with 
the opinions expressed by PSD's witnesses and are admissible. 
Edison offered thE~ expert opinion testimony of Messrs. ~hompson and 
Yee to rebut PSD's oral and. written opinion testimony. Edison 
argues that the expert opinion testimony offered to contradict 
PSO's position and to explain PSO's analytical errors is not 
argument, but valid rebuttal evidence. It claims it is the only 
evidence the company could otter. to addres~ the opinion evidence 
and recommendations made by PSO. If such rebuttal opinion 
testimony is considered to- be . argument and I thus inadmissible, PSO· 
receives a distinctly unfair. advantage: PSO may state its 

'. . 
recommendations based on its opinions in tl:Le,. evidentiary record,.,but 
no contrary opinion testimony can be otferEld:to refute PSD's 
position • 

PSD supports tl:Le'AIi1's ruling. J:t argues that the AI:J 

was properly applying tl:Le commission stand~i.rd that "rebuttal 
testimony should be limited to. f;~ctual presentations" rather. than 

testimony tl:Lat is merely argum~tative or contradictory of otl:Ler 
parties." (O.85-06-112,.pp. lOl~lO2".) 

We have reviewed.· Exhibit& 28 and 29' . and, find tl:Lat tl:Ley,'. 
a,re argumentative ,and were properly exclud.ed. We note that.,the AI.J 
in his ruling observed that the substance of the exhibits. was 
a.rg'Ulnent more appropriate to a brief: and in reading Edison's 
briefs we find whole sections of tl:Le exhibits set out in tl:Le 
briefs. (Cf. Ex. 29, pp:. 36-54 with Edison Brief, pp •. 5l-66.), 
Coordination of Rate Changes, 
With Other pecisions 

On April 13,' 198.7, Edison requested tl:Lat we consolidate 
the rate reliet in this decision with our decision ;Ln A.SS-OS-oss.· 
(tl:Le Chevron Proceeding) and A.8:6-02'-OOS (tl:Le Uranium Proceeding)., 

-35 -



Edison requested that any increase to the Chevron settlement rate 
authorized in the Chevron Proceeding be applied in an equal and 
opposite amount to the ECAC balancing rate found reasonable in this 
decision, thereby resulting in no change to the ECABF and no rate 
level change to ratepayers. Edison also requested a similar 
treatment ~or the uranium contraot settlement rate Change. On 
May 31, 1987, we issued 0.87-05-02'1. in the CLMAC Proceeding 
A.86-07-041 which, among other things, authorized a reduction in 
CtMAC rates of about $2'5 million on an annualized basis. 

On June 15, 1987, we issued 0 .. 87-06-021 in the Chevron 
Proceeding which authorized Edison to. recover the Chevron' 
settlement payment over a two and one-half year period, requiring 
an increase in the range of $175 tOo $185 million on an annualized 
basis .. In'0.87-06-021, we said that to ooordinate the,significant 
revenue changes due to Edison's Chevron Proceeding, its, ECAC 
A.87-02-019, its Conservation Load Management,Adjustment Clause 
case (CLMAC) A.86-07-041, and its 19'88 test year rate case 
A. 86-12-047 ,Edison 'should recover the, authorized portion of the 
Chevron se'ttlement through an increase' in ECAC rates to the extent 
that the increase can ]:)e offset, by a decrease of the ECAC' rates 
found. appropriate in A.87-0Z-019 and. the CLMAC rates found. 
appropriate in 0 .. 87-05-021. ,In the, Uranium Proceedinq we found -
that Edison should recover certain uranium. costs, which we have 
determined tOo be $75 million, subject to reasonableness review 
(0.87-10-042). 

, ' 

'We will consOlidate the rate rel'ief, in this decision with 
the relief qrantedin 0.8'7-06-02'1 (the Chevron settlement)~ 
0 .. 87-10-042 (the Uranium Proceeding),. and 0,.87-05-021 (the CLMAC 
case), because we believe it appropriate.for rate stability 
purposes to coordinate the rate changes. Based upon the $25-
million rate reduction in CLMAC rates found appropriate in 

I 
·1 I ~ 

D.87-05-021 and the net decrease in rates authorized in this 
decision, it. is reasonable to increase the Chevron settlement rate. 
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by an equal amount so that the ratepayers will see no change in 
their bills as a result ot these rate actions. The resulting rates 
are set forth in Appendix C. 
Findings of Fact 

1. FUel prices in the current market are sufficiently stable 
to permit forecasting with a reasonable expectation that the 
forecast will be realized within reasonable margins. 

z. There will be a surplus ot natural gas available during 
the forecast period and any upward sUX'ge in oil prices will have. 
some influence on gas prices but not as substantial an influence as 
Edison predicts. 

3. ~dison should be expected to purchase natural gas on the 
spot market to meet at least 10% of its requirements at a price 
about S% lower than prices Socal pays for spot gas. 

4. The OEG margin sho~ld be estimated at $0.97/MMBtu ... 
5. Gas prices overall. in the forecast period. should be 

estimated at an average ot $0.02 per MMBtu above. that toreeast by 
the PSD witness. 

G-. PSD and Edison agree as to- the characterization and 
function of Edison's three components of inventory: Dead Storage, 
FUel Management Requirement, and Potential Oil Burn~ 

7. PSO and Edison agree that 1.0 million ~~e1s is 
reasonable tor Dead. storage and that FMR isa function ot POB .. 

S. PSD's adjustment to, E"disOXl'S FMRrequest is based solely. 
on PSO's lower POS recommendation. 

9. :Because fuel o,il in inventory is financed at the short­
term interest rate, it should be a low-risk investment. 

10.. The PSO estimate ot 4 .. 4 million barrels of fUel oil 
inventory (consisting of Dead Storage, 1.0; FMR, 1.S; and POB, 

1.9,) is reasonable tor prospective authorization in rates. 
11_ Edison has proposed to write" down to market value its 

distillate inventory, and implement LIE'O .. accounting in the same 
mannor as the LSFO write down authorized in O.86-12-096a PSO 
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agrees that a write down of fuel oil inventory is in the best 
interests of the company and the ratepayers. 

12. Edison's LSFO and distillate inventories write-down 
proposal which provides for 100 pe~cent balancing account recovery 
and exact recovery of the write-down. amount as authorized by 
0.86-12-096 is reasonable. Any under- or over-collection "'l~uld be 
reflected in future rates through the ECAC balancing account. 

13. Edison's adder revenue for off-system sales of 
electricity is currently refleeted. in the ealcu.J.ation of Edison's 
base rates and should remain in base rates.. i 

l4. It is reasonable to, includ.e the third Bear creek payment' 
~ the ECAC: balancinq account. 

15. Edison's ratemaking treatment' of off';"system. sale:s is 
I 

reasonable .. 
. 16. Edison's oil generation forecast and oil prices are! 

reasonable •. 
17. Edison's estimates of sales forecast, hydro generation, 

oil generation, coal generation and costa, nuclear generation and ' 
expense, and system heat rate are reasonable tor the forecast 
period. 

18.. EXcept as modified by these findinqs, Edison's forecast ',':" 
of resource mix,and associated fuel expense is reasonable. 

19. The proposed adjustments by Edison to the ECA.BF resulting 
from energy savings associated with Pal¢-. Verde NUclear Generating:, 
station unit 3 and Balsam Meadow are reasonable and should. :be macle 
coincident wi ttl the implementation 'Of rates which refiect PVNGS 3 ': 

and Balsam Meadow. . ,:1 

20. Edison may record intervenor compensation payments. ina.: 
deferrecl account for fUture base rate recovery exclusive of any 
interest charges. 

2l. Costs associated with EEDA project Nos. 76-02E, SO-O~, 
80-02E,. and 80-03E have been determined in A.86-02-0l1 and have not 
been considered in this proceeding-
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22. Edison's ECAC Dalancinq account Dalance at June l, 1987 
is accurate and reasonable. 

23. Edison's and PSD's agreed upon ~ rate change at 
June l, 1987 is reasonable and should be adopted. 

24. The annualized revenue change authorized by this decision 
is: 

ECAC 
AER 
!RAM 
Annual Rovenue ChMqc 

($400.3.) million 
17S.9' 

29',6 
($l9'4.8) million 

calculations of adopted ECAC and AER rates are shown on 
Tables B-3 and B-4 of Appendix B to, this decision. 

25. The change in rates and- charges authorized by this 
decision is justified ~d is reasonable; the present rates' and 
charges insofar as they differ from those presoribed by this 
decision, are unj'u'st and :unrea.son~le. The adopted rates a;-e set 
forth in Appendix c. 
Conclusions o{ Law 

1. The' suspension of the" AER: should· be terminated and the . 
" 

AER reinstated at 10% of • (i) new :fuel and purchased power expenses. 
applicable for inclusion in ECAC, (ii) the revenue requirement 
associated with fuel oil inventory, and (iii) underlitts, faoility . . 
charges, and gains or losses from the sale of fuel oil. A' oap on • 

.> • & 

the AER,' either upward or downward, should be imposed based on the' 
product of jurisdictional' rate base, authorized equity 
capitalization percentage',. and 160 basis points. 

2.. Edison should be allowed toreoover 100% of' the costs. I 

associat~d with the Mono Power 'Company's EEOA projects'·terminatio~· 
costs in the ECAC balancing account, sUbject to retund pending a 
further reasonableness review. 

3.~ Edison should be allowed 100 percent recovery in the EcAC 

balanoing aooount of uraniumoosts associated with forecast period: 
nucloar~:fucl expense • 
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4. Edison should be permitted to cycle its fuel oil 
inventory. 

S. FOIL carrying costs should be fixed prospectively based 
on a 4.4 million barrel inventory times a fixed LIFO weighted 
average price of LSFO and distillate ttmes the average forecast 
period short term interest rate, which should be trued up· at the 
end of the forecast period to· reflect actual short term rates. 
Variations in inventory carrying costs and gain and losses on 
cycling will be treated as described in this decision for later 
potential recovery through ECAC~ 

6. 'rhe Chevron Option Agreement settlement rate set forth. in . 
0.87-06-021 in A.8S-0S-0SS, the uranium s~ttlement rates. set forth 

".1' , 

in 0.87-10-042 in A.86-02-00S, and the CLMAC rates. set' forth in . 
0.87-05-021 in A.86-07-041 should be reflected inECAC rates. 

7. The rates set forth in Appendix C of this decision are 
" '. 

adopted. 

ORPER 

IT IS ORDERED that: 
1.· A ten percent annual energy rate (AER) is reinstated for 

Southern <:ali!ornia Edison Company (Edison) composed of EdisOn~s, 
(i) new fuel and purchased power .~axpenses applicable for inclusioni 
in ECAC, (ii) the revenue requ-irement associated with fuel oil 
inventory, and (iii) underlifts, facility cha%'g'es, and gains' or 

. . .' 

losses trom. the sale of fuel oil.: A cap· on .theAER, either upward' 
or downward, is. imposed'based ,on the product ot jurisdictional :z::ate 

, .' , . 

base, authorized equity capitalization percentage, and :L60 basis 

points. 
2. Edison may write down t,o market value its d.istillate 

inventory 'and implement LIFO accounting in.the same manner as ~e: 
LSFO write clown authorized in D.86-1.~"":09&~ This write down shall:, " 
be recoverecl:LOot in the ECAC balancing,account. 
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3. Edison may recover 100% of the costs associated with Mono 
Power Company's EEOA projects' termination in the ECAC balancing 
aceount, subject to refund pending a further reasonableness review. 

4. Edison may recover in the ECAC balancing aecount 100% of 
its uranium costs associated with forecast period nuclear fuel 
expense. 

Edison may cycle itstuel oil inventory. s. 
6. The third Bear creek payment should be included in the 

ECAC balancing account. 
7. 'l'he Chevron Option Agreement settlement rate set forth in 

0.87-06-021 in A.SS-OS-OSS, the uranium settlement rates set forth 
in 0.87-10-042 in A.86-02-00S, and the CLMAcrates set .forth in 
0.87-05-021 in A.86-07-041, shC?uld De reflected in ECAC. rates~_ 

8. The proposed adjUstments by Edison to the ECABF rElsulting' ,. 
from energy savinge.alSsoci~ted with Palo- Verde Nuclear Generating: . 
Station Unit 3 and Balsmn Meadow should be made coineident. "oI'ith, the . 
ilDplemen:tati~·n.', o!'·:'ra~-;;::'Which reflect PVNGS 3 and Balsa:n M~Ldow_ 

....f ..... ,. ",'It :1 1.01 • oJ '., "'lI ... , .. ' ...... r'-" "",f 

9. .".'Ed1-son~'lllay.;reco:t:d intervenor eompensation payments in a 
deferred ~~oun..t ,for:"·t~ture. base rate recovery exclusive of any 

, • '''"''' ':. \ ...... fIo \ ~' ;;" ~", >"" .' ' 
l.nterest ,,(:harqes ...... ~-: ~':"'.':~- ~ 

, - , ,-, '. - ..... -'\ 
lO.~'~EciiSon-:may·'~:i.:J:e "on 7 clays.~ notice to the Commission and 

• '"l-'. I ' ..... ~-./ .. "'~ -, .', ... - ,.~~ ..... "-": , ·~v :. 
to the' pUb'lic~:t#s~' setting forth ~e aclopted.rates set t'orth 'in ' 
Appenctix C of t.1U.s·· clecision. 

11. Edison's motion to> consolidate Conmdssion eonsicleration., 
, 

of the accounting issues- related-to PSOI"s. fixed fuel 0,11 inventory 
carrying <costs is granted as follows: '1'0- the extent that the 
decis;i.on!in Pacific Gas, & Electric'company's A.8-7-04-00S 
establisbes accounting procedUres ·for fixed tuel oil inventory 

- 41 -
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carrying costs, those accountinq procedures shall be adopted by 
Edison. In all other respects, Edison's motion is denied. 

Thiz order is e!!ective today. 
Oated NoveMcr 13; 1987, at Sa.n Franci5co, California. 

STANLEY W.. H'O'I.ET'l' 
President 

FREDERICK R.. DODA 
G. MITCHELL WILK 
JOHN B .. OHANIAN 

Commissioners 

-'I 

I ! 

commissioner Donald Vial, being •.. I 
necessarily absent,. did· not ! 
participate. . 

! 
! 

; I' 

T 

• 

I. 

\ : 
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APPENDIX A 

List of App~aranxes 

Applicant: Frank J. Cooley, Deborah La Combe, and Bruce A. Reed, 
Attorneys at Law, tor Southern California Edison company. 

Interested Parties: Lindsay, Hart,. Neil & Weigler, :by Micha~l f. 
Alcanta;: and Clyde E. Hirschfeld,. Attorneys at Law, and Paul J. 
Kaufman, Drazen-Brubaker & Associates, Inc., :by Ronald W. 
Sehoe$c$, tor Cogenerators of Southern california; Grueneich &; 
Lowry by n1an Gx'Ueneicxh, Attorney at Law, tor california 
Department of General services~ Michael weinst~in, Attorney at 
Law, fo~ San Diego. Gas & Electric Company~ Brobeck, Phleqer & 
Harrison, by Gorgon E. payjs,. Attorney at Law, for california 
Manufacturers. Association; Michel ~ter Florio, Attorney at. Law, 
and Sylvia M. Siegel, tor toward utility Rate Normalization 
(TORN); John p. ouinlsy, for COCJeneration· Service Bureau; ~ 
Nabigian, for JBS Energy and David Brancb.coml:>, Henwood Energy 
Services, Inc.; NormAD Furuta,. Attorney at LaW,. .for Federal 
Executive Ag'encies; Grahalll & James, by Boris H. Lakusta, , 
MaGin Mrortes, and. Robert Lo]?ardo-,. Attorneys at Law, for 
california Hotel Motel Assoc~ation; JUdith Alper, Attorney at 
Law, for Independent Power corporation; Morse, Richard, 
Weisemniller & Associates, by Sarah Niccr~on, for Robert 
weisenmiller of MaW, Inc.; and Barbara R. Bark9vich,. for . 
herself. 

Public staft Division: Gregg WMatlaDg~ Attorney at Law, and:' 
aill Lc~. 

(END OF APPENDIX A) 
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APPENDIX B 
Page 1 

Table B-1 
Southern California Edison Company 

198.7-1988 ECAC/AER 
Tier II Gas Prices 

SoCal Gas Tier II/Noncore Prices 
($jMMBTU) 

Month 
Edison PSD Adopted. 

---------~--~------~~~~-----------------~~~---------

Jun f87 $1.95- $1 .. 85 $1.8S 
Jul 2.00 1'.85 :L.8S 
Aug 2.05- l.85 1.8$ 
Sep 2.00 1.8S ,1.8S 
Oct 1.95- 1.8~ 1.92 
Nov 2.0S Z.09' 2.12 
Dec 2' .. lS 2,.09 2.12 
Jan 1188 2.~S. 2.09 2 .. 12-
Feb 2.3-0 2.09 2.12 
Mar 2.lS 1.89 l .. 92-
Apr 2.10 1.89 1.92 
May 2.05- 1.89 1.92 

Average $2.092 $l.944 $1 .. 963-

• I 

" I,· 

. !' 
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APPEN~:l E 

• P.Q~ 2 

hbli 5-2 
Sc~th,rn C.1L+crnl.l Edison COlp.lny 

1997-1968 ECAC/AER 
Ado~t,d Sil PrlC' For.C.ltl 

GAS PRlCES s/~~Bt~ J~n M A~Q S.p Oct Noy DtC J"" BS Fib "'"r Ap,. l1i1y AVQ _ .. - ••••••••••••••••••••••••••• ~ ............................................................... aa ••• ........ 
SoCil. 

Fi;xd: ~$ SS,9~~ SS,99~ sB,99~ SS,99~ $20,030 Il~t1~1 $1~.7~: 112,924 SlO,~O~ $!3,373 S7 ,S18 S9,04~ 111,045 
$/~Btl1 '(1.494 IO.3~~ 10.321 SO.360 SO.820 10.820 '0.820 $0.820 $0.820 10.920 10.920' '0.820 'O.~~ 

Tier UCorr 13.441 13.4-41 '3.4U 13.441 12.390 12.390 S2.39(J 12.390 $"'..,.390 12.390 SZ.:s~O 12.390 S2.740 
TUI" WNonCore Sl.8~0 $l.e~O Sl.8~0 'l.e~O st.920 12.120 12.120 SZ.120 12.120 Sl.920 st.920 $1 .. 920 S1. 90~ , 

PSltE 
Unitll It 2 

Filla: lIS $47 '93 .93 189 
InmBt~ $0.820 '0.920 10.920 10 .. 920 $0.820 SO.B20 '0.820'10.820 

C:uC~lty r..174 $2.174 12.17<' 12.174 
CM'. CP2A Rf(fw'rH,nt) '1 .. 990 n.990 Sl.99¢ st.990 11.990 *1.990 $l.990 'l .. m 
Manear. $1.990 Sl.990 $1.99'0 11.990 11 .. 990 st.990 $1.Y90 11.990 

Units l lc 4 
Fin~ rtf 1m '1'9 11'9 '1~9 

S'III1Btu. $O.B20 10.820 10.B20 10.820 10.820 10.820 $0.820 10.820, *tr 12.390 '2.390 12.390 12:.390 - 'i 

P2A F:.qu.irH.ntJ .1.990' $1.990 J1.9?O $1.990\ 11:.990 11.990 $1.990 J1.990:' 

ManCe" $1 .. 990 $1.990 '1.9~'0 $1.990 $1.990 Sl.990 $1.990 $'_990 . . " 

t:aa~ter Fi;);,~ CI'I~qH 

lim Jlln Jul All; SIP Oct Nov Dtc· J"n 88 F.1t II", Ap~ ~lY ';;oW 
" . • &a= .. .............................................................................................. _ . 

p~ (OUl2> :D.,lnd Co,b 147 • 93 $93 189 m $3.4 , .:i4 . m SlO S30 m m· ",$004 , .. ' 

p~ (~4'~ ••• nd Costs $1~B Sl~B Il'S Sl~8 '102 ilbZ 1164 $162 11~ 1162 $1b2 'S1~ .', $t~90o::' ," 

1.an;!Hdr $l.B~O $l .. 8~0 $1.8~O '1.8~0 11 .. 920 '12.120·.2~12O '2.120 12.120 $1.920 $1.920 Sl.92~ :Jl.9OS 
ARen Sl.7~8 11.~a '1."8 IL.75B 11.824 12.014 $2.014 $2.014" SZ.014 Sl.824 , $1.8:4 Sl.824 $l.~"': ,~' 

ItWl '1.758 Sl.758 n.758 '1.758 $1.824 '2.014 $2.014 '2.014 12.014 ' $1.824 11:.824 $1.824 Sl .. 8~ 
IIP~ 11.06' fl..66~ I1.Ob~ Sl.oo~ 11 .. 729 11.908 11.,908 n.908' 11.,90a 11.728· Sl.728'· Sl.728 '1l...1li1: 

S!J1lt '1.7'8 $1 .. 7'8 J1 .. 759 '1.7~ . Sl.824' 12.014 .2.014- ~014 $2.014 Sl.824,n.B24 S1.824 ,n.Jl~ ,.', 
Bulk Burn $1.941 n.941 $l.a4L U.B41 '1.910 12.109 ' $2.109 12.109 $2.109 11.910'1.910 n.910 ,$l::~:'!". 

~s R&tK 
(s,",'BbU JW1, Jul Allg S.p , Oct. Nov DIe ' J"n 88 Fib Ill,. Apr lilY _ .. - ......... 11 ..................................................................... IU ............... 

Butk alU'" PriCt 
! :,;. 

I ." 

.to D,unct ChirQ' '1.841 :Jl .. 841 '1.841 $1 .. 841 $1 .. 910 12.109 '2.109 " $2 .. 109 12.109 .1.910 ' S1.~10 $1.910' ' 

.f llll.llla ChUG' S2.m S2.19~ 12.162 12.200 sz:rn ,12.929 $2 .. 929 12.929 12.929 12.730 12 .. 730 ' SZ.730' 

"us 12.1'0 S2.200 S:~:50 $2.200 $2.l50'· $2.~¢ . '2~:~O' S2~!~0 $2.!00 $2.~ SZ.::OO 12~O '~""l~ 

Fa.!rs. $2.000 $2.II~O, SZ .. 700 $2.0~0',$~.600 $1.700' s:~eoo Jl~OOO 12.9~O SZ .. 8oo $l.~0 ~700, 

Itoh 
FixM: Itf '6~~ S6~~ tlIS S6~~ $15.0 Sl~.O· 115.0' 'l~.O $1~.0 '1~.0 'l~.o. m~o 

ea.od1ty 12.4'0 $2.4~0 12~4~0 SZ.4~0 12.470 '2.070' 12.670 12'.670 12.070' 12.470 S2~,:'70 $2.470 
", I 
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APPENDIX B 

Page :s 

Table B-3 
Sout~ern CaLifornia Edf&on Company 

'9a7·'9~ !!;CAc:tAER 
CalcuLation of Adopted ECAC Rat_ 

:._ .•••................................................................... : 
:LIN!!; : 
: NO : ITEM 

:'OlU!CAST 
:COSTS ($H) : 

: ....................... ~ ................................................. : 
1 OU. 
2 CAS 
:s. COAL 
•• NUCI.I!AR(NON-URANIUM PORTION) 
~ PURCHASED PMR 
6 
7' SUBTOTAl. 
I~ loESS: OFF-SYSTEM REVENUES 
.~ loESS: APPA REVENUES 

'0 
" TOTAL 'U~L AND' PURCHA:UD POW~R COSTS 

1:2 PLU', 'ACfLtTlCll CHA.C~' 
13 PLUS: UND!RLtrT PAYM!NTS 

14 LESS: CAINS(LOSSES) ON' THE DISPOSAL OF FUEL OIL 
15 

$213,350 
654/~57 

113,077 
131 .. 757' 
&70,500 

1,798.641. 
31,M2 

o 

1~ TOTAL NET FU!L .. PURCHASED PMR AND OTHER !NERIOY COSTS S" .. 766/rr~ 
: ............... __ .....•.....••••.• _-_ .... __ ... __ .. __ ... __ .... __ .. _-.-................... ' ..... : 
:LINE : 
: NO : ITEM 

:/OENERATION: COSTS : SALES 
:. (IOWH)' : ($Itt» : (Ci'oIK) 

: RATE· : 
: C!NTS/1('JI\ : 

: ••• _._ ••••••••••••••••••••••••••••••••••••••••• ~ ••••••••••••••••• ~.a ••••••••• ~ ••••••••• ~ •• _ •• : 

17 TOTAl. SYSTEM 69,463.0 1,766.779 64.128.0-
1~ LESS: RESALE (INCI.UDED ABOVE) 11 
19 

1 .07~ 1 27'.370 1.054.0 

20 TOTAl. SUBJECT TO ECAB" AND AlR 68.386.~ 

2'tLESS: AER ALLOCATION 
2Z PioUS: URANIUM COSTS (JURlSOICTIONED) 

23 PLUS~ lRO BEAR CREEK PAYMENT (JU~tSOtCTtONEO) 

1 .. 739,409 
173,941 

30.347 
o 

24 PioUS: FUEl. 011. INVENTORY CARRYING COSTS(JURISDtTIONED) 445~ 
~ ............ . 
26SUiTOTAI. 

'U PLUS: '.F. AND U 0- EXPENSES 2/ 
28 
29 rUEL AND PURCHASED POWER RATE 
:so R!CORtlED ECAC. BAt.ANCING ACCOI.INT ON SEPTEJoIBER 1,. 1987 
31 PioUS: F.F. AND U. EXPENSES 2f 
32' 

1,600,2M 
16,.256-

, ,616,.544 

'131.900) 
(1.340) 

63.074.0 

2.564 

33 (133.240) 63.04SS (0.2'11) 
34 
35- COMBIN~ ECAC 'UEI. AND BAt.ANCING, RATE 
36 PLUS: I.SFO WRITE·DOWN '100%) 
37'PI.US:. DISTILI.ATt WRITE-OOWN' '100%) 
:sa. 
39'AVERAIOE ENERIOY COST. ADJUSTMENT RATE' 

1, BASED ON·RESAI.E GENERATION' TO SALES 1.0SS "ACTOR 0" 1_83 X 
IN 198'1'" .. AND, 3.31 % IN 191313. 

2/ BASED ON A RAT! OF 't .OOS6%. ,1987 • 't .026~ : 1988 • 0.9'7'7%) 
31 ADJUSTED' 2!.5 IOWH FOR DE DtSCOI.INTS 

Z'.3~ 

52,932 6304~.s 0.0&4 
4,692' ~_5, 0.007' 

2.44-:.:: 
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Page 4 

Table B'4 
SOutM&r~ ClL;for~;a EdIson Compony 

1987'19a8 ECAC/AER 
Co~cu~ation of AdOpted AEIt Rate 

! •• _ •••• _ •••••• 6 ••••• _ ••••••••••••••••••••••••••••• ~ ••••••••••••••• ~ •••••• : 

~l.lNE ~ 

~ NO : nEM 
: FOR!CAST 
:COSTS CSM) : 

: ... -.•..•..•.. ~ ..•.••..•..••.•..•..••..••.•. -.... -...••..•...•..•.••...•. : 
, 011. 

2 CAS 
3 COAL. 
4 NUCL.EARCNON·URANIUM'PORTION) 
5 PURCHASEO POWER 
6 
7, SlJIJ.TO'l'AL. 
8 L.ESS: OFF'SYS'l'EM REVENUES 
9 I.ESS: APPA REVENUES 

10 
1,' TOTAL. FUEl. ANO PlJRClIASE1) PQ\/Elt ICOSTS 

12 PL.US~ FACII.ITIES CHARCES 
1Z PI.US: UNDERl.l'T PAYMENTS 
14 L.ESS: CAlNSCLOSSES) ON TH! DISPOSAl. 0' ~EL. OIl. 
15 

SU,.350 
654.957 
1'3.077' 
131,757 
870,500 

1,798,641 
31,862' 

o 

1.766.779 
o 
o 
o 

16 'l'OTAL NET FUEl., PURCHASED POWER AND' O'l'MER'ENERCY COSTS S1.766.779 
: ......................................... _ .... ' ........... l1li ........... "" ......... -_ ........................ - .............. -: 

:I.INE : 
: NO : ITEM 

:CENERATION: COSTS : SAL.ES 
: ,(CWH) : (SM) .': (CWM) 

: RA'I'E· : 
:CENTS/kIoIh, : . ' 

; ..... --~.-~.- ..••.....•. ~.-..... ~-... ~.-.... -..... -.....•.....••.....••........... -...... ~.-.: 
17 TOTAL. S'fSTEM 69.~.0 1,766,779 

, 1.076..1 27,370 18 L.ESS~ RESALE (INCL.UOED ABOVE) 1/ 
19 .. ' .......... _ ....... 
20 TOTAL. SU8.1f:CT TOI!CA8' & AU 
21 LESS: !CAC AI.LOCATION 
22 
23 :unTOTAL 
24 PLUS: II.'. AND U. exPI!NSES 21 
25 
26 ANNUAL'ENtRCY RATE BEFORE OIl. ~ITE·DOWN 
27 LS'O WRtTE·DOWN(D~ 
28 DtSTIL~TI! WRtTE·DOWN(O~) 
29 ANNUAl. ENERGY RATE AFTER OtL. WRITE-DOWN 

68,:586.9 '1~739,409 

1,$65,466 

1'13.941 
1,767 

lit ...... ••• , •• 

17'S.~ 
0 
0 

....•.....•.. __ ........................ -.....••....•..•...•.................... 
1/ BASED ON RESAI.EGENI!AATtON TO SALES LOSS FACT~ Oil 1.83 % 

IN 1987~ AND 3~1 % IN 1988. 
2/ BASEt) ON A AATEOF 1.0056X (1987. 1.026X: 1988. 0.97n) 
3( ADJUSTED 2aS '~H FOt DE DISCOUNTS 

(End of Appendf x 8' 

64",a.O 
1.054.0 

.. ... _ •... 
63,074.0 

31' 
63,04S.s. 
6.'S04SS 
6304SS 

0..27'9 
0.000 
0.000' 
o.m 

., 
1 

I ,I ~: 

"I· 
I 

I 
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APl-'ENCIX C 

Tabl. C 
Southern California Edison. Company 

1987·1988 ECAC/AER 
AdoJ)ted Annua l Revenue end Rllte Changes 

Present Rat" AdoJ)ted Rat.. ~lInoe 

Cent./kw~ Smillion Cents/kwh Smillion· Conts/kwh Smillion .... -..... -... -.... -.... --•..•.•..••.•.••..•.•.. ~.-...•..... ~ .••..•.••.. ~----.--.-... -. 

ERAB' CO~181) (115.4) (0.136) CISS.?) O~047 29.6 

~CAa' 3.07':1 1,941.2 2.444 1 .540.~ (0.635) (400.~) 

Atll ·0- -0· 0.219 1~.~ o.m 1~.9 

C\,MAS., 0.030 18.9 (0.009) (5.7) (0.039) (24.6) 

UraniU!!l 
aubaccOIJI'Ita -0- '0· 0.119 75.0 0.119 75.0 

Ch(IYron 
a(!1;'tlemant ·0' '0' 0.229 144.4 0.22;9 144.4 

Subtotal 2.926 1,844.7 2.926 1.844.7 '0' ·0· 

I 

Not": 1. Rwenl.lel'l belied on· 63.045.5- CWK annual sal..-. 
2. Subtotal flhow.· only rat. COf!1)Ot'lenu ch.nged~ by 'thf. decl.iOtl. 

Tar-iff: ahll.,:a wi U contain edditfona~ Energy Char;. C~ta. 

(ENO 0' APPENDtX C) 
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ALJ/RAS/tcg 

Decision ------
BEFORE THE Pt~LIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In tho Matter of the Applica~ion ) 
of the SOUTI-IEJ::N CALIFORNIA EDISON) // 
COMPANY (U 33S-E) for (1) Authority ) 
to change its rates effectivj~ June 1, ) // 
198;7 :by decreasing its ener~1 cost) ,/ 
adjustment :billing factors and) / 
increasing its electric rE'venue ) // 
adjustment :billing factor; (2) ) ,/ 
Authority, at some future date, to) / 
reduce its energy cost adjustment )~/ 
clause rates t~ reflect fuel, and ) 
energy Clost SlLvinqs .. attributable to ) 
Palo Veri:le Nuclear Gencratinq Station ) 
Unit 3 a:nd Balsam. Meadow, coincident ) Application 87-02-019 
with increase$ in base rates, respec- ) (Filed February 5, 1987) 
ti vely; (3) Authority to. imPlement/1 
other modifications to its enerc;y ) 
cost adjustment clause and its ) 
electric revenue adj.ustment ) 
mechanism as ~ore specifically s~ ) 
forth in this ,Application; (4) ~view. ) 
of the reasoNlblcnessof Ed.isotl",.s ) 
Operations during the period from ) 
Docember 1, 198;5, through ~9vember 30, ) 
198;6; and.. (5) ,Review of the! ) 
reasonableness of Edison'slpayment ) 
to qualifyinq, tacilitie~' der Non- ) 
Standard contract durin the period ) 
December 1, 198;4, thro gh November 30, ) 
198;6. . / ) 

, ) 

/ 
'(Appearances are listed in'Appendix A.) 

I OpIN'ION I' (Phase I) 

.;southern CaliforniA Edison Company (E4ison) tiled, .', 
Application 87-02-.0'19" requesting authority to make certain changes: 

/ '. "', '. ' 

to its rate levels that rElsult in' a net decrease .in revenues for : 
thj987 Forec:ast Period (June 1.1987 1» Hay n.1988) of: . 

1 -

.".", 
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approximately $111.4 million from present rate revenues on an 
annual basis calculated in accordance with the revenue allocation 
and rate design parameters established in Edison's 1985 general 
rate case, Decision (D.) 84-12-068, and were to be reflected in 
changes to Edison's Encrqy Cost AdjUstment Clause eECAC), Enerqy 
Cost Adjustment Billing Factors (ECABF) and Electric Revenue 
Adjustment Billing Factor (ERABF). Edison also re~ested: 

• An order that ECAC ,rates be adjusted to reflect" 
enerqy costs savinqs attributable to Palo Verde 
Nuclear Generating station (PVNGS 3) and Ba!sam 
Mea~ow coincident with the implementation/of 
basE~ rates reflecting PVNGS 3 and Balsam/ 
Meadow; ~/ 

• That the commission tind reasonable/the 
fuel and enerqy costs recorded in/-Edison's ECAC 
ballUlcinc; account trom December l!; 1985 to 
NovEmlber 30, 1936, inclusive (the 1986 
Rea~,onableness Period); / 

• That the commission find reasonable Edison's 
payments to, Qualifying Facilities (QFs) under 
non=~tandara: contracts dur'inq the period. trom 
DecEmmer 1, 1984 throuqll November 30, 1986-; and 

• Certain 'moditications/tO'Edis~n'S ECAe and 
Electric Revenue Adrstment M~Chanism (:£RAM). 

The review of the;reasonableness of operations tor the 
1986 reasonableness peri0o/and the nonstandard OF contracts will be: 

considered in' subsequent /pha~es' ot this pr~eedi~c; _'. 
On,April 7, 19'87 Edison requestedCoJDlllJ.ssl.on 

authorization to; decre~se annual revenuesby$70.S million rather 
/, ' ' 

than $111.4 million based, on more recent: information concernin:;" 
, / ' ' " " 

resource mix and energy prices as well as'm.ore recent recorded: ECAC 
and ERAH balancinq/ account intormation tor, ,January and February , 
1987. SUl::>sequenti changes in the expected .in! tial production elates, 
o~ new cogeneration facilities a~d c:.'l;).anges in Edison's forecast gas. 
qeneration res"~ ted in an: overall r~questecl d~crease' by Edison,;, of,' : " 
$78.2 millionl At that time, the PublicStaf~ Diy-ision of the:' ' ' . 

! 
\ 

/ 

/ 
I 

- 2 
.. 

. Ii 

:r' " 

0/,'. 
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conunission (PSD) recommended an annualized. revenue d.ecrease of $194 
million. 

Later data caused ~oth parties t~ revise this estimate of 
the decrease. Edison now forecasts a decrease of $lSl.~ million, 
while PSD forecasts a decrease of $2'67.3 m.illion. 

Public hearing on the forecast phase of the application // .. 
, ~ 

was held before Administrative Law Judge Ro~ert Barnett. ~/ 
Table 1 lists the issues upon whiCh PSD and Edisoll,/agree. 

TABLE 1 

1. Sales: Forlecast 

2. Rate Design 

3. . Hydro Generation 

4. Oil Generation 

s . Coal Generation and Costs 

6. • NIlclear· ~eratiO(anc\ EXpense 

7. Palo ver~.e Oni tj Fuel savings 

BalsalnMeac1owj'Uel savings 

Distillate Q6antity for Write-Down 
And LIFO<Accountinq Method 

s. 
9. 

10. 
/ . 

LSFO write-OCwn Amount 
" . 

11. Chevron/Demand Charge 
/ ", 

ECAC Balancing Account Balance 
at June 1, 1987 ' 

12. 

13. ERAM Rate Change at June 1, 1987 

l4. System· Heat Rate 
I 

15. d.i.l Generation Expense 
t 
\. 

/ 
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PSO agree~ that E~ison's net sales projection ot 64,1~~ 

million kWh and its projected total hydro production during the 
forecast period of 3,633 gigawatt-hours (gWh) were reasonable. 

PSO and Edison agree on the quantity (barrels) of low 
sultur tuel oil (LSFO), distillate, jet tuel, and diesel to be 

PSO accepts Edison s 
/ 

forecast prices for oil generation expenses, turbine fuel, j,et 

burned by Edison durinq the forecast period. 

tuel, and transportation costs tor diesel tuel delivered t.<t 
/ 

catalina. PSO accepts Edison's proposal t~ change disti~late 
accounting to the Last-In First-Out (LIFO) method an~ase the 
reSUlting write-down amount on recorded market prices prior to 
June 1, 198.7. 

Edison updated its forecast coal gene ation and expense 
to reflect gas requirement decreases at-both· ohave and Four . , ; 

Corners which reduced gas expenses at these/facilities. PSD agreed 
with Edison's original forecast ot generation and .<expense and did . 
not object to the updated t~recast. / . 

PSD and Edison agree on. forecast nuclear generation and' :' 
. . I 

expense. PSD concurs with Edison's request that the torecast .. . 
uranium ore expenses be included· 100/ per~ent in the. ECACbalancing 
account. . / : . 

Energy produced by palci Verc.'le NUclear Generating Station < 

Unit 3 (PVNGS 3) will displace t!roductiori from gas-fired genera.ting 
I • 

units. Edison requests that the energy cost savings attributable 
to the operation ot PVNGS 3 ~ reflected! in ECAC rates through the 
Average Energy Cost Adjustme~t Rate CAECAR). coincident with the '. 

/ ' . 

. implementation ot base rates refleeting PVNGS 3. 'rhe projected 
I . 

ECAC revenue reduction attributable to the energy cost savings. from 
. / . . 

PVNGS 3 ranges 'tront $13 Ito $30 million on an annualizecl basis. PSD 
cloes not obj ect to EdisOn's request;. : 

J 'i ' 

'rhe" estilr'lted annual onergy savings associated with the 
operation of Balsam. M~adow is'approrlmat~ly $Smillion. Edison 

t • 

. requests that the energy cost .. sav1nqs attributable to the operation 
~ •. f",....-. 
I .~ ;'" 
l.~_~, .. 
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,1. 



• 

• 

• 

A.87-02-019 ALJ/R)~/tcq 

/ 

/' 
/r 

of Balsam Meadow b~~ reflected in ECAC rates throuqh the AE~ 
coincid.ent with thle implementation of base rates reflectinq Balsam 
Meadow. PSD does :t'lot obj ect to- Edison's request. ./ 

Approximately $42 ~illion in termination~osts for Mono 
Powar Company's Energy Exploration and Dovalopmo~t Adjustment , 
(EEDA) projects are included. in the estimated ECAC balance on 
June 1, 198-7. PSO aqrees with Edison's estilnfted June 1, 1987 ECAC 
balancinq account balance. PSt) and Edison!qree on the estimated 
June 1, 1987 ~ balancinq acco~nt balance and resultant ERAM 
revenue ehanqe for a June l~ 1987' revis~n date. Originally, 
Edison and PSD had agreed that the curfent :~'rate (in effect 
prior to June 1, 1987) would resultjn an ERAM shortfall of $90.8 

million in the forecast periocl'.Both parties, therefore,. 
. I I 

recommended an increase in tho EnAK to al:>sclrb this. shortfall. . We 
have had,. however, the benefit '0':, more current operating c1Ata and 

I . -
based upon that data we have d.etlarmined tluLt' the shortfall in ERAK, 

I . ' 
revenue is estimated to be $ll'7.7 million r~Lther than $90 .. 8 million, 
and the parties concur •. Wo/'Will adopt the I $l7 .• 7 million estima~e. 
In addition, PSt) anel Edison aqree that intf~rvenor compensation: 
payments should.be recor~d in a: deterred .1CCOunt for future base • 
rate recovery eX~lUs.ivejot. any :f:nterest ch.srqes.. . • 

Table 2 su.mm.arizes the dif!erencles between PSD' and Ed:.son 
I I 

for forecast period :cuel,. purchased power,' and energy related 
expenses .. 

/ 
! 
f 

r 
~ 

I , . 
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TABLE 2 

""D .. i ... t.,;te&..r-.:ellC.,jn~eo;.'lei.lisz......Bc.e:.lCt.:w.:.:.e.:l<.eD ....... PIo;,lS ... D~aliA:aollld~EQI:ld .... i.li:s~9n // 

.. / 
Is~ue 

Ed.is2n 
CSM ) 

Di'ffer nee 
,/ 

Gas Volume and 
Priee 

Purchased. Power 
Quantities and. 
Prices 

FUel Oil Inventory 
carrying Costs 

Losses on Fuel 
Oil sales 

Third Bear creek 
Termination Payment 

Franchise Fees and.' 
Uneollectible 
Aeeounts Expense 

648 

924 

2 

8 

19 

Resale Accounts (2 ) 

6-14 (34) 

852 • (72")' 

./ 
o 

(2) 

(2) 

o 

17 

(24) 4 

Allocation I 
Total Difference , '(116)-

A sum:mary oi the differences in the position of the 
parties and. our ad.opt!ed. results are: ' 'I ~~pany 
ECABF ' , ($16,9.0) , 
AER Ji :0.0 ' 
!:RAM " 11. 7 

, Annual RevenuChanqe ($lSl~,3.) 
/ '" , ' 

Natural GAS Genex:,oj;ion And ExpenSt , 

($460.0) 
175-.0 
17.7 

($2-67.:n 

Adopted' 

($431 .. 9;)' 
173.4!, 

17.1'" 
($240,.8:) , 

J / I • 

PSt) and. Edison projected!.d'ifferent spot market gas 
f ' ' , 

prices and. gas {margins, to: be paid to, Southern ca,.lif~rnia Gas 
Company (SoCal) .ps~/and Edison' also forecast clitferenees in 

! ,..-, ,-
II ./' 

\-..... /'" 
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Edison's gas generation which are dependent on the quantity of 
Pacific Southwest purehased power. Edison forecasts 2,l82 ~Wh less' 

gas 4;eneration than PSD which is offset by an equivalent increase'" 
in Pacific Southwest purchased power. PSO's forecast of tota-l/ 
natural gas expense'is $34 million less than. Edison's. Be~use of 

/' 
the rippling effect of this gas expense· diff~erence through other 

1'",-"' 

sources of power, over $100 million of '!:he $ll6 milliori d.i!ference 
is aftect~d, e.g.. if ~as is cheap·,. more will be bou¢it and there is 

less need. for purclulseCl powor. / '. 
~~b"a"~ P01Qrt. • .G$20,ro1g0 IJD~ Ex;QDa, . 

The differences between PSD's and J::Clison's forecasts of . , 
purchased. power generation and expenses aze .',ue t~ forecast gas 
price d.i!!erences. 

PSO and Edison agree on purcho~ ed ·power quantities and 
I . 

prices from SeE Hoover, Cholla,' Mexic'l;eoth4armal, Pacific 
Northwest (firm), california,. and SCE.-r4~ewaJ)le/alte:rnative 

sources. . /. • 
PSD and Edison a-;ree on /qu.antity bl;a.t differ on price for 

Pacific Northwest (non-firm), qua'lityinc;}, facilities, and Nother" 
purchases. The difference is d.,';'e solely t~:ditferences in the'gas 

price forecast. L ' 
PSD and Edison dit er on both, forecast quantity and. 

I' . , 
expenses for Southwest purchases. This-difference is due. solely to 

I ' 
different natural. gas pri,e forecasts. The total purchased power ' 
expense difference is $72/ million •. 

; . 

Fuel Oil Inventory carnzing COsts , 
I , 

PSD and Edisondisaqree as to· the appropriate fuel oil 
I . 

inventory level tor the forecast p.~riod:,. the' amount of tueloil 
I " ' 

inventory carrying costs, and. the meth~10109Y for calc:ulatinq tuel 
oil inventory carryu4q costs ~ resu:L tinq' in a $2' million difference 

in carryinq CO&ts. C 
--.~~. ' 
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Loss on Sale of Fuel Oil Inventory 
PSD and Edison disagree on the ratemaking treatment of 

forecast losses on the sale of fuel oil inventory. .PSO proposes 
disallowing all such losses. Edison believes that the forecast 
sales and resulting losses are necessary and will result ,in lower 
overall costs to the ratepayer. The differen~e is about) $2 

i~' 
million. A 

Third &:ar creek Termination Payment / 
PSO ancl Ecl'ison clisagree on the ratemaki~ treatment of 

the third Bear creek termination payment • PSO PFposes not to 
include the sa million payment in ECAC rates ef~ective June 1, 
1987... Eclison believes that such a payment shtuld :be included. 
Franchise. Fees and Uncollectible Accounts l 
ExPense and Resale Accounts Allocation i f-

A $6 million difference betweenK4soand.Edison tor 
Franchise. Fees and 'Uncollectible AccountJ expense and resale 
accounts allocation is due solely to. o~~r forecast fUel" purchased. 

, ~ , 

power, and energy-related expense differences. 
Reyenues Associated 'with ott-svstem'sales 

;'f 
PSO recommends that the add~r revenue component of 

I' 
Edison's oft-system. sales be included in the ECAC pr()Cedure. 

...... '(.,. 

Edison disagrees with· PSD'So proposal' :because such revenues are 
presently reflected in Edison's bas; rates. 

'I' 

Annual Energy Rate 'ADl ~: 
PSD recommends reimposinq a 10 percent A.E:R. because PSI> 

believes that fuel prices are. less:' v()latile this .year than they 
.: 

were when the Co!=ission. suspended the AER. Edison believes that 
the AER should, remain suspencled ~eause of the uncertainty in tuel 

:/, 

prices, primarily natural qaspri~es, due to the Commission's 
ongoinq qas OII/OIR.' 

- s - .' 
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~seussion 

AD 
The AER is a mechanism to proviae an incentive to the 

utility's manage~ent to reduce its fuel and purchased power 
expenses and to have a direct stake in its fuel management 
decisions. It is a fixed rate, a percentage of the ECAC~ not 
subject to balancing account treatment. Whether to reimpose the 
AER is the most important issue in this cas(~ ))ecause without an AER 
our choice of one forecast or the other, or one o:f our own, has 

little overall impact. A low forecast causes ratepayers to make up 
the shortfall through the ECAC; a high forecast would cause a 
'refund. In either case Eaison. is made whole and has: no risk. 
Individual ratepayers, however, would be at. risk. 'the ones who pay i 

in the foreca,st year may not be the same on.~ who are affected by 
the ECAC account in the following year, and Edison has little 
incentive to keep costs down. 

With an AER in place the utility is at risk. It will pay 
close attention t,o. fuel costs,benetittinq :both shareholaers and 
ratepayers. The AER makes a portion of fuel and purchased powe:" 
costs recoverable on a fixed, forecast basis. Since- the AER is a 
fixed. rate, not subject to. balancing account treatment, the 
shareholder benefits if actual fuel and purchased~ower expenses 
are less than forecast; conversely, shareholders lose if actual, 
expenses are qreaterthan forecast. For e;;Caxnple, if all :fUel and 
purchased powar costs are recover~le through a balancing account 
(ECAC) and the forecast for 1987, was $1,000', ECAC rates would ])e' 

set to recover $1,.000. But if actual tuel'costsexceeded $1,.000 ill 
1987 the ratepayers. would pay the excess costs. through theECAC" 
and it those costs were below $1,000 the, ratepayers would recover 
the difference through the ECAC. In both instances the utility-is. 
neutral. When Edison'sAER was imposed. the split was 90% ECAC' and 
10% AER. Takinq the $1,000 exalDple, if a ;;,;0% AER: were in pl.ace and 
it actual costs for 1987 were $100 over forecast then Edison would ,,' 

- 9 -
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only recover $90 from the ratepayers; if costs were $100 ~elow 

forecast th,en Edison would return to ratepayers only $90. The AER 
gives the utility a quantifiable stake in fuel purchases. 

A 10% AER was first adopted for Edison in 1982; j.n 1985 

it was reduced to" 2%; and in 1986 it was suspend.ed. entirel~r,. the 
Commission stating: WWe see little useful purpose in continuing 
the AER incentive mechanism when fuel prices are fluctuatinq wildly 
outside managerial controL." (0 .. 86-04-007 at p. 4 .. ) PSD believes 
that tuel prices are no lonqer tluctuat'ing wildly and, in fact, 
have sta})ilizecl within a comparatively narrow range. PSD 
therefore" recommends that a 10% AER be reinstatecl. 

Edison opposes reinstating the AER because (1) fuel 
prices,. particularly natural gas prices for the forecast period are 
beyond Edison's ability to, forecast with reasonable certainty, and 
.(2) the status quo fully protects ratepayers and shareholders. •. It: 
arques that to- 'give any real meaninq to the ,AER as an incentive,," 
fUel management decisions. mustbe):)ased on reasonable gas price­
forecasts and in today's gas market there is no reasonable 
certainty in any forecast. 'U'naerthe present circumstances, any. 
benefit or detriment to Edison's shareholders would ):)e a windfall 
or penalty' caused):)y changes in gas prices:' it woUld. not ):)e 

earned by Edison's management.· 
Ed.ison asserts that, the natural gas industry is ehanq.ing' 

rapidly as a result ot regulatory changes on both the state and'· 
federal level. This. COmmission,. through OII 36-06-005- and om 
86-06-006 (the qas OII/OIR), has ):)een at the forefront in 
restructuring the qas ind.ustry in california and in respondinq to;. 

" ' 

the new competitive qas marketplace. ,These chanqcs,. however, have 
led to increasinq uncertainty in natural gas pricing. Any estilnate 
ot Edison's foreCast" period expense thus depends qreatly upon. an;< 
unknown and unknowable factor: the prieinq . policy the Commi!"~ion 
will adopt as a result of, theOIX/OIR pr.;,eeedinq, an uncertainty':" 
that will not be resolved. until septembe~ 1987 at the earliest. " 

- 10 -
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The OII/OIR proceeding will 

.. / 
alter the regulatory program for the 

natural ,gas industry and is expected to, resolve the 
allocation/rate design policy that will result fro 
restructuring of the gas industry. 

Edison points out that natural gas pr ces have a 
significant effect on Edison's forecast of en qy expense and PSO 

I' 

agrees that the price of gas is one of the rgest ~tems in the 
forecast. PSO's and Edison's forecasts ,of fuel anc,f purchased power 
expenses differ ~y approxima~ely $116, mi ion Of;'hieh ' ' 
approximately $100 million is attri~uta 1e solely to the differing 
estimates of forecast natural gas pri s (in~ding the qa$ price . 
effect on Edison's gas generation 'an purchaSed power mix). 

, '/ 
Edison agrees that the is i!)tended to- provide an 

incentive to the utility to manaq its energy expenses prudently, 
~ut says that the issue in this rOCeed~g is what degree of 

(" 

certaintv is required to' just:£: imposinq the AER. If the 
'<I .G 

uncertai%1ty in fuel prices ov shadows pruclent fuel lMnaqement, the 
JI. 

incentive is lacking. 'rhe s c1ardlecessarily applied to the 
forecast is that of reason leness~!there must be a reasonable 

I 
degree of certainty in th predicted fuel expenses. Edison 
believes that in this pr eeding 4ere is qreat uncertainty in ,the 

. Ii, . ~ 

forecast price of natur gas. 'l'.b.is price uncertainty exists-for ' 
, f 

control rnd anyone's ability to reason~lyl 
I . , 

reasons. beyond Edison' 
predict~ 

Edison doe not clailll that AI(! uncertainty in forecast 
i 

period fuel expense renders th~AER inappropriate. However, it 
argues there must a reasonable deqree of certainty in the 

!. ' 

forecasts to, just fy reimpos:l,.tion of'the. AER. The Commission'did. . 
; ': ",' ' not require comp ete uncertainty to suspe.; "'. the AER:- only that fUel., 

J ... i': . " " 

prices could no reasonably ~.e foreeaat.'·.'··OUe to the uncertainty Of 
I ..! I:, 

the outcome of e 9as OII/Om proceed.in' J., no,~'Cty·call reasonably 
I •. / (' . ',. 

pred.1ct natur 9as pric~~ .for the' fo~~st period.. 'EdisOIL urqcs~ 
i . • I I """,t,", i ' 

therefore, t the AER; should!:~.Qe reimposed.. ' 
I . II" 

i ",/,' 

" . 
-11 
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PSO cannot find th.a \lncertainty that plag-ue PSO 

asserts that the Commission's OII/OIR proceeding ad 
uncertainty to the ability t~o forecast gas prices s PSO's 
recommendation for gas prices in the OII/OIR wil be compar~hle to 
that recommend.ed in this case.. in th"i's easel we may .. "/' adopt ~ts recommendat~on from the OII/OIR. z:: to. accept 
Edison's argument would lead to the aboliti n 0 AER's as the 
competitive gas marketplace by definition sl certain. Finally, 
,PSO points out that the basic premise of: the AER is to. give 
Edison's shareholders a stake in the 0 c~e o.f fuel decisions 
thereby putting pressure onmanageme ~t make a maximum effort, 
not just a reasonable effort, to. av id.~. a pass-through mentality 
with respect to- costs;. I ' 

We believe the concept ot,ian AER mechanis:m is. salutory 
and easy to' understand.. Its. p oJe is. to qiv~ lIlanagem.ent an . 
incentive to hold costs. down. I~/the.y do, the utility :benefits; if 
they don't, the utility is h nned. In the-past when we refused. to 
ilIlpocso .an A!:R or ro<1ucoc1 "" ' AF:r<!itWo.lS bocauso wo toWlc1 .the price', 
of fuel and purchased pow too volatile to be a!!cctod by 
management supervi~ion. n a,j~apidly rising market it ~OUld be , , 

~air to the utility:- n a rapidly falling marke.t it would bei 
.J i 'J 

unfair to- the ratepay Si an~ ina highly volatile market, ~air; 
, 1:1 

to both (although ov time .:the savings. would. eountGrbalance each· 
/ < ",' 

other). Our inqui then musttoeus on the forecasts and their. : 
JI .c' I,'l 

reasonableness. 0 adopted gas. forecast is discussed in a later:' 
r. . , 

. portion of this cision. ! Here' we will consider the conticlence we, 
cast beirig reali:ed:withinreasonable" margins. , . " 

6~04-007 the Commission suspended- the ~ until .. 
further order stating: ~e see; little .useful pw:pose· in 

e AER inc~~ive m.echanism when .tuel prices are 
fluctuatinq wilc11youtside of lIllIl%lagement cc:;:\trol .. " The question~! 

-,t, ,'. . 1'1 

now is who erfuel pr~ces are, ~till "tluetuating wildly outside~,:of/ 
• ( .1 -, I' 

control." A J;"ead1nq ;;of the tuel price exhibits in' 'tb.l.s·· . 

12 -
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case leads ineluctably to the conclusion that they are n • pst) 

and Edison agree on prices from SCE Hoover, Cholla, Me~o 
geothermal, Pacific Northwest (firm), California, an~CE­
renewable/alternative sources, as well as hydro pr~ction, the 
prices tor turbine tuel, jet tuel, and transport ion costs, plus 
oil, coal, and nuclear C]eneration expense. Pur ased power prices 
trom Pacific Northwest (nonfirm) and Southwes are agreed upon, 
subject only to fluctuations caused by natu 1 gas prices. Our 
inquiry is reduced to determining whether as prices are 
Mfluctuating wildly.M ~hey are not now d we do not expect them 
to be during the forecast period. 

We have, for example, compa Edison's projected price 
tor all gas purchases during the for cast period, on a weiC]hted 
average basis , with PSD's bulk bu price with .demand charge'. We' 

do not aCJX'ee that either forecast is the' correct torecast' to adopt 
for this proceeding, and have a pted' a middle ground,. but we 
believe that the forecasts dem strate the gas. prices will not 
Wfluctuate wildlyW in the for cast period. 

Edison 
(All gas 
weighted 
average) 

, 
, 

254 275- 282 292 310 3,00 289 278 27$ 278-

PSD 228 212 216 25S 274 274 274 274 ZSSZSs. 2S$ 249 
(bulk burn 
w/ demand 
charge) . 

normal 

I 

tluctuations~ it shows the " 
rise trom. t"ummer to winter' a~d price drop from. 

r. 'Edison's forecast shows almost n~ difference 
e 1987 price and its May 1988: price for gas.. ~he 

13, - '. 
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2 cent difference docs not even account for expected inflatio • 
PSO's forecast starts lower and ends lower and shows a 9% i 
between the June 1987 price and the May 1988 priee. . In b 
the price curves track in the expected manner and do no 
wildly. This is in contraposition to, the wild swing t at t04:>k 
place just prior to- our 0.86-04-007 When gas spot pr'ces dr~d 
from 27S¢jMMBtu in July 1935 t~ 160¢fMMBtu in June 9S6.~Beeause 

there is exeess gas available during the forecas period: which will 
not dissipate prior to, 1989, possible !luctuati ns. i~il prices ,,' 
will not have an immediate' parallel effect on as w-:fces and, will 
not cause gas prices to fluctuate wildly. a cObsequence we . 
believe Edison's management can have an ef eet d gas costs and 

, , 
should be given the opportunity to- benef 1!r~ management 
decisions. Therefore, we shall termin e the AER suspension and 
reimpose the AER at 10%.. I' , 

We will also reimpose the cap ordered in 0 .. 82-12-l05, 
by which AER earnings limitations e ca{eulated as the l?roduet o! ' 
jurisdictional rate base, ',author ed eq).ity capitalization " 
percentage, and a. limit of 160 asis polnts .. , This cap is the sa:me 
as Edison's previous AER: cap .. , l 

j~ 
Gas Generatis>n Expense l 

As a result of a ower for~east of natural gas prices 'in" 
," 

the forecast year, PSD' s stimate O!, natural gas costs is $34' . 

million less than Ediso 's.. One ot'the consequences 9:f that 

forecast' is that Edis' s purchased power expense will decrease by,. 
$72 million due to· r duced SOUthw~st purchases. ' 

Edison i ntified three!; areas which account for most iof 
the difference:be een PSD's and;;Edison's gas expense forecastS. 

':. PSD a \U11ed that the. spot market price' o·f gas 
. wQul remain relatively ,flat over the ,forecast 

peri cl while Edison assumed M,inerease'of' 
abo t 7.9 pereert over current. levels. 

assumed Edison will purchase approximately , 
- percent of its qas: on the spot market during, 
e forecast peri~ ata discount· from the 

- 14-
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Southern California Gas Company (ScCal) spot 
gas price; and 

• PSD assumed that Edison would pay SoCal a.· 
Utility Electric Generation (UEG) margin of 
$O.8S/MMBtu during the forecast period while 
Edison forecast a margin of $l.OO/MMBtu. 

Edison's witness testified that Edison's pdated gas 
p:~ice forecast recognizes the fact that the dire ion of spot gas 
prices historically has been influ~ncea. by, am go other things, the'! 
c.ompeting price of low sulfur fuel oil elelive eel to the Southern 
california market. The chart on. the page f 
"'comparison of Oil ana. Gas Prices'" shows at,.. as the price ot oil i 

declined sharply from. December 19S5 tbro ghJuly 198&; the spot I 

market price of natural gas also decli d substantially during that i; 

period • 
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While he agreed with the PSO witness that spot 
gas are at this time primarily a function o·f gas-to-gas 
competition, it was his belief that had oil prices not 
early 1986, there would not have been the incentive of 
producers to. cut prices to the levels experienced d 

in 

summer 
of 19S6. Tho. same 90noral corrolation between o·il 
is seen in tho. winter ot 1986-87, where oil prices 
the spot market price of gas generally improved. 

The Edison witness said that PSD's 
developed based on data between March and De'C~nD(~% 

forecast was 
198.6 when oil 1 

level that existed 
o.il price rebound in 

prices will generally 

prices were approximately 45 percent below 
in the first quarter o.f 1987. Because of 
1987, and the expectation. that current 
prevail during the forecast period, reasonable to- expect that 
there will be a slight increase spot market price o.fgas, 
rather than simply a status quo "Qll~~lOo.l.Qll as forecast by the PSD. 

He continueo., that a 0::>0;;: ..... "" •• \010 anc1 perhaps more 
significant, near-term influence . the spot mark(~t price ot gas is 
the prico of long-term gas -..,..J" ... -' ,!whieh--atter a steady decline· 

.f ,. 

between October 1984 and 19S7--!inally appe:1rcd to be 
t, 

stabili:ting as evidenced by '¥r'an,sw'es:t:e.rn's recent PeA increase on 
April 1, ~9S.7_ 

dissipate, he believes 

l 

i~erability surplus continues to. 
spot!. l1larketprice of g,,"$ will rise to~ 
supplies, exceeding that cost in tlle 

" 

meet the cost of 
high-demand winter Moreover,in his opinion, the eonsenzus 

will be :firming 
remaining :flat .. 

, . 

the present time is that spot gas prices 
the fo~ecast period rather than simply 

I 
He .... = ...... 'c:Vf·~;",. that Edison's upd.ated' spot gas price, which 

" I 

I~mtu, compares favorably with the $1.90/MMBtn 
I 

, the largestspot purchaser ot natural gas in 
averages 
spot price of So 

the nationl He' said that a second corroboration~' 
• 

obtained wh,en compared' with C~ridgo , o.~ Edison's 
I 

17-
",' ' .. ," 
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Energy Research Associates' (CERA) most recent forec t, which may 
:be on the conservative side. / 

In reqard to spot qas purchases, he tesrf~ed that Edison 
only purchased approximately 10% of its natural as from spot 
sellers. He said that PSO's assumption that E son could, or 
should, purchase sot of its gas needs on the pot market was 
without founda't.ion.. First,. from a supply s urity perspective,. it, 
may not :be in 't:he best interest o,f Edison' customers. to. purchase 
as much as SO '~ercent of its supply from ndepen~t spot sellers~ 

,~ / 

To. assume now that a purchase of SO per ent o~pot supplies would 
be prudent during the forecast'period s premature .. . . .. ;' . 

secondly,. he pOl.nted out t Edl.Son's lack of fl.rm 
interstate and intrastate pipeline pa.c~ may effectively 
preclude Edison, in any qiven mon dur~9 the foreca~t 

. I' . 
period, from. purchasinq as much a 50· ',crcentot i til ga~ from ~pot 
scller$, let alone SO percent 0 avo;aqo for the entire forecast 
period. As an interruptible t nsportation customor, Edison has 

'/ 
experienced di:fficul ties 
for which spot:bids were 
Pacifie Gas and Electric 

ual~.receivinqall volumes ot qas 
tedJ For example, vol.umes bid :by 

any APG&E) during the months of 
198,7 were· substantially reduced ... 

I 
Because of the constraint on Pacific Gas Transmission's (PGT) 

I . 
pipeline capacity, only S per~ent of the bid quantity Edison , 
accepted from PG&E actu lly t~owed durinq tl'l.ese months.. Edison has. 
also experienced simil r eondi tions on Tranls.western' s pipeline 
system. Since Octobe 1986, las: a result of. SoCal exercisinq its 

;' 
firm. demand rights 0 that system, the flow o'f any spot gas 
supplies that atta to Transwestern's gathering system has been 
precluded.. Theref re, in ~e winter months'! of the forecast period, .. 
even if Edison we e willinq: to· award spot bids of up- to SO" percent .. 
of its gas deman , the likelihood o,f SO percent of that gas flowing:.' 
is very low. 

:"1 : 
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Finally, he testified that PSD has made the 
based on only five months o.f historical price data, t 
spot purchases durinq the forecast period will ca .an averaqe 
price which is 95 percent of the averaqe SoCal sp PSD's 
assumption is contrary to Edison's experience t date in the spot 
market.. PSD overlooks the fact that the major' y of bids received 
by Edison have actually been offered atpric 
average spot bid price. ~his is one reason that Ed±son has only 
purchased about 10 percent of its gas rei rements in this manner. 

, 

Moreover, the modest price discounts Edi on has, obtained to date 
have" in part, been related to the e~st lishment of business 
relationships, such spot suppliers ho in,g to sell qas t~ Edison in, 
the future under longer term contrac s. In his opinion, it is 
unlikely that even the modotlt disc nted.pricc relationzhip Edi=-on 
has e,xperiencedwould continue to exist if Edison were able to. 
purchase up to 50 percent of ~!itl" gas 'via direct spot purchases .. 
Why would spot marketers want. 0. sell such larqe quantities. ot gas 
to. Edison at a discount when' ey could ,sell the s~e gas directly 
to Socal at a hiqher price?' 

In regard to. UEG (Utility-Electric Generation) margin 
(the amount paid Socal G over and above its; cost o,f gas):. he 
testified that $1 .. 00 tu would be reasonable for the forecast 
period. proposed $.8S/MMBtu.,; but in its brief sa~d 

opriate UEG margin for the 'ceiling'rate" 
(actual rates could e lower) and that it should be considered in 
determining the ap ropriate gas prices durin~. the forecast period.H , 

Edison questhat PSD's, ~.9Zestimate should be 
increased by $.0 because this Commission as~iqned the margin 
shortfall resul ing from service to cogeneration customers (about 
$0.05jMMBtu e ivalent) to the UEG class (D.,87-05-046,. pp-. 17-13) 
and PS~'s $.9 margin does no~ include such subsidy. 

'Xh PSD gas forecast witness t~s.titied t~t the cost of: 
as. supplies will ,remain relatively flat tor the 

- 19 -
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forecast period be.cause, amonq other reason.s, the current gas 
deliverability surplus will continue throug:b.out the period. 
expects gas prices to rise slightly during '~e winter 
season before fallinq back to Fall 1987 levels in Spring Eo 
believos that fluetuations in tho prico of l~il will not 
driving force behind the price in. spot gas, but that g 
competition and the gas d:eliver~ility surplus will 
stable and flat. 

In regard to Edison's ability to J~~:rchaSe of its 
requirements on the spot market at a price the price Socal 

based his opinion 
and ~t as Edison on recent Edison purchases below SoCal's pr 

" 

becomes more experienced in the s:l'ot gas U:I~XE~'t it will purchllse,' 
qreater quantities of gas .. 

As to the OEG margin price 
opinion ~ntirely on the PSI:! showing 

Because we are reinstitut 
of gas takes on added significance 
the forecast will be costly,e 

, " 

SS/MMBtu, he based his' 
I 

.the qas· OII/OIR~ 
the ;I.ER; the forecast price 

I 

'Substantial deviations tro~ . . 

to', the ratepayer or the 
utility ~ Of the three areas Edison. and PSI) which account 
for mostot the di fe:re:t'l.c~e.s· .. -~~~)t··~as.price~. spot gas purchases" 
and 'O'EG margin--the : gas purchases.' , gives us. the ,least 
difficulty. 
10% and 15% 

c: ............. w spot gas ~urchases have been betwe~ 

can regularly purchase 
Socal and, therefore, Ed 
the spot market; PSI:! 

purchases.' PSI:!, believes that Edison 
gas. at prices ,.5% below those paid by 

shoulClpurchase 50% of its nceds.on' 
to· recent purchases by Edison whieh 

were S% below Soca.l's ~U.~J~d:>e~~. Edison claims' those were made 
because the sellers new to· Edison and wished to establi~ a 
new customer rela .... ,o4'.;;;o ...... !:J· Edison does not expect those ·discounts 
to continue. We with Edison.' Not only have there been spot:' 
purchases by . at· priees in. excess of thos("'. paid by Soca.l, but' 
we are not that gas vendors would reqularly sell to· 

- 20 -
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Edison at a S% discount from their price to SOCal. Nor are we 
persuad.ed that Edison could buy sot of its gas supply on the 
market, nor that it would be a prudent policy if it could. 

// 
However, given the nature of the spot market, it is prob le that 
bargain prices will occur and that Edison will takea~antage of 
them, especially with. the incentive of the AER. Fof'the ~urpose of 
the forecast we will assume a 10% spot market pzrc ase at a price 
5% below SoCal's price. 

At the hearing the PSD-Edison differ ce in SoCal's OEG 
margin was $O.lS/MMBtU. Edison esti~ted $1 estimated 
$0.8S. In its brief PSD agreed to· a $0.92 tu margin, the margin. 
it recommended in the gas OII/OIR:., points out that the 
$0.92 margin does not include the $O".OS tu ad.d±tion that the' 

I 

Commission imposed on the 'OEG class 'in ... 87-05-046. If Edison must 
, ' 

pay it we shoo.ld. include it. Edison, eeks a $l.OO/MMBtu 'margin but. 
we are of the opinion that $0·.91 is closer to the mark, and that 
margin will be adopted.. 

'rhe final issue d.ifference in spot .gasprice 
estimates. PSD· exp~cts spot g pri~es to remain relatively flat , 
over the foro cast ptElriod whil Edison prodicts a 1.9% averagQ price,., 
above tho actual pri.ces 'in tic monthi of May. 'rhe reason for the : 
difference in estimates. is 'enerallY: th~t PSD believes there i= 'a' .• 
surplus of gas available ~;inq the entire forecast period and that. 
any upward surge' in oil pfices will not' be: a significantinfluen~e 
on goas prices, while Ed/son believes, the gas surplus will be 
dissipated d.uring thettoreeast period and there, will be an upward 
surge in oil priees 'which will cause gas ,prices to- rise~ We 
b.~lievethe Edison ~recast to' be too high because the evidence 
p.arsuades us that jtfb.e gas surplus will be available throughout the 
foreeast period~jbut the PSD foreeast is to~ low because we are 
persuaded that oil prices will be higher than PSO's witness expects 
and to some e~nt oil priees w!ll drive g~s prices. under the . 
eirC\unstances we will adopt a forecast· of gas. priees on average 2;!, 

- 2l -
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above that forecast by the PSD witness. Our forecast, i 
the noncore Tier It price of SoCal Gas, 
of Appendix S to this decision. Adopted values 
supplies purchased by Edison are shown in Table 
tyel Oil InventorY 

'I'a.ble B-1 

Edison maintains fuel oil in invento in order t~ supply 
forecast oil burn requirements and additiona potential oil burns 
caused by variations or interruptions i.n~U'lies of nono'il energy 
resources and variations in forecast lo;.ad.In addition, a portion 
of Edison's inventory is dictated by th;e hysical limitations of 
its oil storage and transportation syst m. Total costs include the 
costs of carrying inventory, the cost '~f buying and selling oil, 
and the costs or running sh.ort ot in: en-t:ory ."nd" curtailing load., 

The required fuel oil inv nto:cy consists o·f three 
components: (1) Dead storage, (2) FUel Management Requirement 
(FMR), and (3) Potential Oil B (POS.). Deadstoraqe is the oil 
in the bottom of storage tanks at is not available to supply 
generating units, together wi the p-ipl!!line-fill displacement oil 
essential for the operation 0 Edison's', pipeline systeln.. The FMR 
is the oil necessary to mai ain acceptable distributionloqistic$ 
for Edison's oil pipeline, 
including the minimum lev 

torage,. and": receiving facilities,., 
I ' 

s of inventory necessary at each.. 
generating station to su ain operation:, until, new supplies are 

,", I • 

rece:i.vecl... 'Ihe POB: is e quantity-of oU required in inventory for 
forecast oil burns and possible deviations in. oil demand. above or 
bolow tho forccaat le 01 eaum.ad :by.c:hanga" ,in loa(.1, eb4nges in 
pro(,1uetion trom ,non 1 cncr9Y rc"ocLrcc5~ or unavail.al:>ility ot 
supplemental oil s plies. 

Edison quests a 6.0 million barrel inventory,whicn 
includes a 3.~ m' lion barrel PO~,to' r~tlect what it believes is a 

increases in i 
required in 0 

of reliability. Edison asserts that substantial .. 
entory Move' ~:"Ipro~imatEllY 6.4 million barrelS. are ' 

er to increase relia]:)ility and sul:>stantial decreases ...• ' 
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• 

• 

• 

A.87-02-019 AlJ/RAB/tcq / 

in relia~ility occur for decreases in inventory 
5.7 million ~arrels. Edison's request tor 6.0 mill~n ~arrels 
falls within this range of 5.7 to 6.4 million :ba~ls. 

Edison's 6.0 million ~arrel inventory ~quest is, it 
says, also supported. by its analysis of the cod of carrying oil in 
inventory versus the cost of not serving loa~shortage costs). 
'rhe optimum economic inventory is the inventory level at which the 

sum ot the inventory carrying eost$ plus t~ shortage costs is 
minimizod. Edison avors that tho cconom~ ~inimum inventory level 
falls in the range ot 5.0 to 7.,0 milliofbarrelz for th~ toreca:;t . 
period. Accordingly, the requested 6~ million ~arrel level falls 
wi thin the opt~wn range tor ~oth reJA.abili ty and. minimu:m. overall 
eO$t eonsiderations. PSt) asserts t~t a 1.9 million PO~ is 
ad.equate within a total inventory If. 4.4.milUon bu-rels. 

Ed.ison's and. PSO's inv tory'recommenclations are 
sUlnlnarized in the tal::>le below. 0 and Edison agree' that the Oead. ' " , 
storage inventory requirement $- 1.0 million. barrels and. that the 
FMR. requirement is. a ot the POB-. 

Barrels) 

~ ES.Q. 

Dead Storage 1.0 1.0 

FUel Management 
Requirelnent CFMR) 1.7 1.S 

Potential Oil ~ ~ 

Total &.0 4.4 

s 

(0.2) 

(1.4) 

(1 .. 5) . 

Both Ciison and PSt> base their recommendations tor the 
POB. component cit inventory on the Olltput ot Ed.ison' s. FUel Oil 
Requirelnents J/:.alysis (FORA) ; probabilistic computer model ~ 

- 23 -
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Th~ FORA mo~~l r~flects the manner in which 
utilizes energy resources. For each period, FORA first 
all nonoil/gas resources, including purchased power, ,t meet syste:n 
load. Edison's oil/gas-tired power plants are then spatched as 
n~eded. It gas supplies are inadequate, oil-~ired eneration is 
required. FORA. utilizes all available oil rcsup y (new oil 
purchases) to meet oil-fired generation require ents, and then 
calculates the amount of additional o·il sup].:~l' eS necessary: to meet 
any remaining load. Th.is is the amount ot 
inventory for that period to. completely s 
Lower amounts o~ inventory will result i 

::orvieo lovels,. 

1 E~ison must. have in 
isty load requirements. 

lower reliability ot 

Edison maintain~ inventory 0 meet $ystem need~ until new'· 
supplies ot oil can be received. T tis, :Lnventory must be 
sufficient to. sustain system needs until neW oil supplies can be 
expected at a delivery rate matc g burn r1equirements.. FORA. 

evaluates inventory requirement over a to~~ard-looking ~ZO-day 
agqregation period since supp ers have ad~ised Edison that 
substantial supplies of oil uld not be received in less. than fron! 
90 to. ~20 days. 

PSD asserts that Edison's estimates are exaggerated and· . 
unrealistic. The factor "th the most significant ilnpaet on FORA.;'. 

D believes that gas availability will ~. 
adequate in the !oreca period. PSD points out that Edison 
forecast a poa in its last ECAC tiling of 1.9 million barrels and 
there have :been no e; ents. in. the past year ,which would call tor 
almost doublinq the PCB forecast. Edison had no. qas curtailments 
last winter and it currently has! a broader,"group o.f gas suppliers .' 
than betore as a esult ot its entry into. the spot:market. In the' 
opinion of 1:>SO Eison's claims. o·t present natural g-as regulatory 
and market unce ainties are unfounded. I~ anythinq, the market 

I, , 

compared to recent.years. 
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Edison asserts that its recommendation of 3.3 mill~n 
barrels for the POB eomponent of inventory refleets the lat~t 
forecast information regarding gas availability, spot.m.a;let gas 
purchase options, regulator,y and m.arket uncertainties, ~recast gas 
supply-demand balance, forecast o·il burn, oil resuPP1/r and 
purchased power availability. The difference betwe Edison's 198-6 

/" 
POS forecast of 1.9 million barrels and its 19S7 f ~ea$t of 3.3 

. / 
million barrels is the result of an entirely new alysis based on . 
new forecasts of load requiremont,. new forecast of the 
availability o~~ resources, and new forecasts oil resupply , 
availability. The three principal factors i' Edison's increased 

I . 
POS are gas avail~ility, oil resupply, purchased power~ . ,. 

Edison argues that gas availabf. ity will decrease by l7% 
from 1986 levels. It says that the preS t ~s deliverability 
surplus is dissipating and that So cal ' forecast of gas available 
to Edison shows a decrease of 4%. wh n these numbers are factored 

I .. . 
for regulatory uncertainty and pote ially cold years a 17% 

" estimated reduction in gas' availab" ity. is reasonal)le.. Edison says.'· 
that oil resupply availability ha/' lessened in the past year.. Its ' 

1 

analysis shows that short-termC: -2 month) oil availa})ility had 
slig:htly decreased from the 19S,forecast,.. ":"hile long-term 
availability had slightly incr ased, :resulting in an increase in 
inventory requirements.. Fina ~ly,Edison points out that Northwest 
purchased power is down by 4 ~:;frolD. 1986 due to lower water run-O:ff 

.' 

proj.ected for 1987 and that the amount of enerqy received trom 
Hoover Dam has decreased b 6.7% from 'last year's forecast. , 

Edison has not e~suaded us' to- increase the pcs. from 
1.9 lnillion barrels. It arqwnent that beeauso ehanqes. to· its. FORA . , 

program resulted in an nereased PO~estilD.ate we should ace~pt the 
new estimate is not co vincing. In our opinion the taetors..which· 
support the FORA prog am have not changed sufficiently to requ.ire 
an increase in POB. he weight of info mati on regarding the 
dissipation s deliverability surplus is to the e~~oct that 

- 2"5 -

// 

i I· 



• 

• 

• 

AlJ/AAS/tcg 
/ 

/ 
any possible dissipation will not occur until after t..'1./1987-1988 
forecast year. Although. one forecaster suggests that/a tight gas 
supply could emerge as early as 1987-88, others sa~he surplus 
will last through the late 1980's, and the Calito~ia Energy 
Commission says gas dissipation will not occur p,1or to 19S9 at the 
earliest, while PSD predicts 1995. Edison's e~dence regarding oil 
resupply shows that short-term oil availability "had slightly 
decreased from the 1986 forecast." ~hat"s ght decrease" cannot 
support a 74% POB increase~ even when cons'dered with other 
changes. Edison~s projected reduction i purchased power 
availability dOCG not support a POB inc~a$e. Pacific Northwest 

, purchascs :may be ,down 4%, but that is /tatistically insiqnificant 
in this kind of analysis~and Hoover'fower, while down a 
significant 67%, accounts for less. ;han 1/2' o.f 1% of Edison's total, 
resources mix, again statisticallYl'i~siqnificant when compared to, 
the requested increase in POB·. W6 will adopt the PSO estimate of ~ 
4.4 million barrels of oil inve 
Inventory eycling 

Edison:recommends t it be permitted to-recover the 
loss caused by cycling its o inventory. CYcling is a practice by 
which inventory levels are :leasonally adj usted to· reflect changing,' 
inventory requirements, nec!essitating purchases of oil (about: z.s '. 
million barrels) in the till of 191>7, and equivalent sales in the , 
spring of 19S5. 'I'hisinjentory cyclinq allows Edison to. :mainta~ a,i 

lower overall average i ventory level while- prese~f'ing needed 
reliability. The only' alternative' to cycling without sacri~icin9' 
reliability is to· mai tain the,highest-quantity needed for winter 
reliability througho t the entire!orecastperiod. When cycling' 
inventory, however, Edison expects to incur losses on the oil 
purchase and sale raru;actions due to· thO. quantities involved and 
their Hotf-season nature~ i.e., selling in the sprinq as demand" 
weakens whilo bu inq in the tall as demand firms. .Edison assorts 

, . . 

that cyeling is economical to ratepayers because the carrying eost 
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savings :z:ealizeti from the lower inventory leve~ore than offset 
the expected losses on the oil sales. I' , 

Edison estimates its carrying cos~ at $6,.104,000 baseo. 
on its requested FUel Oil Inventory Level (~OIL) of 6.0 million 
barrels and its losses from cycling at $~7 million. Edison 
asserts that its peak winter fuel requi~ment of a.3 million 
barrels would have to be carried at aJ~ost of $S.~~ion i~ it 
is not permitted to recover its 10ssqS from cye;±ng. 

PSO opposes Edison's CY~l ng propos&~ on the ground that 
no showing was made that Edison w ld have ~ cycle Z.S million 
barrels.. It argues that Edison' proposaJ.lis basecl on an 
unsubstantiated prediction ot a)lpOB o,! -mire than 5- million :barrels 

per month in the winter of 19S;-SS,. a /eak which is Z million 
barrels hig'her than Edison e*imated;eo~. the -last :forecastperio<:1 , 
an~ 3.5 million,barrelS hig'nb,r r ,th:z:n 'e most severe recent oil burn 
which occurred ~n December -h98S. " 

As an altenlati.fc to E ,'son"s cycling proposal,. PSD' , 
J f7 

recom:mends that the Comm.J'ssion p:rovido Edison a quarantced fixed 
su:m. each forecast period, for wliich the company would manage the 

oil inventory on its o{n. Edii~n would be responsible for buy, " 
sell, and hold decisioS,-"s and ~so:rb- all losses and keep any profits. 
it migh.t incur from, Jny inventory cycling it judged necessary. ' 
This approach would provide Edison's management with increased ' 
flexibility and re~~nsibi14ty while simplitying requlatoryrevi~w 
and accounting p~edures:. j .-

PSD ree mmends t:i&:ed FOIL carrying costs based ona'4.4 , 
million barrel i ventoryt~es,a fixed, LIFO weigh.ted average price~ 
of Low SUlph~r YUel oil (If~O) and distillat~ times the average .' 
forecast perl:.od short-ter:m l.nterest rate, whl.ch should be trued up 

,I 

to reflect ac al short term rates at the endot thetorecast ' 
period. In r turn, Ediso~ can cycle its inventori at its own risk,. 
keeping any rot its: trom Jconomic oil sales; and a]:)sorbinq any 

oil sales. 
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I 

In its reply :brief Edison states that the PSO"r i:sod 
proposal resolves Edison's concern that PSO's original pr po sal 
created additional risk with nc offsetting benefit for tepayers 
by reconciling, though only annually, all recorded !i~cing costs 
associated with fuel oil inventcry." ,-., 

The evidence persuades us that Edison sh ld ...... be per.:nitted 
tc cycle oil and that the PSO revised proposal is ~ea$Onal:>l'~' 
methcd of protecting Edison from substantial 10 ~hile:allowing 
Edison the opportunity to, :ben~~tit trom. the cyc i"ng transactiotlS. 

I 
Based on Edison's theory that it would not ~e unless the savings 
realized from the lower invon1:ory level mor. Y'than o·!!set the . 
expected los~::.es on tho oil sales, we are on!ident that: under the 
PSt> proposal· Edison will :manage its FOI ~th optimum results. The 
ratepayers benefit because if there ar tubstantial losses they 
will be born~a by Edison. I I 
The Third B¢aI creek payment I . , 

E!!ective June 30, 1985, Edl:son entered intc an agreement 
with the Bear creek uranium, coxnp y tIc terminate long-term uraniu:m.. 
supply contri~cts in exchange ·to a ~y:ment by Edison ofi $63.9: 

. I 

:m.illion. 'I'h.a third and las~ :p yme~t of $8. OZ,s. million was made to 
Bear creek on July 1, 198-7,1 d was. booked intc the ECAC balancing 
account. The extent to whi Edisbnwill be Mie to recover this 

" 

termination :payment will b decid~d in A.86-0Z-00S/0II 85-0S-002, 
now pending :before the Coission~' . ' 

Edison propos to, inc,hde the third Bear creek payment 
in ECAC rates for the recast period.. pst> opposes this 

• ! . . 
recommendation on the ound .that Edison's proposal is 

( 

unprecedented. 
settlement p,ayment .. 

ques .that the' $8 .. 02S million is a lump-sum 
A prior$3Sb million lump sum settlement 

'I . 
pa:yment by Edison 'n 1985 was in71uded,in the balancing account,. 

"':, .,'. 

but was not refle ted in ECAC rates because it did not offer a tuel" .. I 
I 

Bear creekl pa:yment merely extinguishes 'a past :' , 

" 
\ 
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/ 
obligation and offers no fuel-related benefits 
period. 

th"e forecast 

Edison maintains that the pst) recommend.a on is contrary 
to express Commission policy ~e9ardin9 the consi ent ratemakinq 
treatment of all fuel-related expenses. The C ission has stated. 
that Hit is appropriate to. provide consisten rate treatment for 
all fuel-related cxpon:;.es.H '. 42'.) PSt)'s propo.sal 
would treat the third Boar Creck tcrminat'on payment in a manner 
inconsistent with all oth~r fuel-relate 
express Commission policy. 

In its d.iscussion of the I evron Option Aqreement de.m.and' 
charges, the Commission stated: 

"PSt) apparently op~oses 
demand charge unt1l th entire agreement can be 
reviewed. for reasonab eness.. Wewc)uld. allow 
Edison to recover th demand charge in ECAC 
rates • • • PSO has ot offered any reason why 
recovery through E C now and. a sUbsequent 
reasonableness rev. ew are ineompatible. For 
forecast purpose only, the demand charge would 
be recognized no and reflected in rates.* 
(D.86-04-05S, p 24.) 

interests of the ratep 
, PSO's position is contrary to. the best 
ers and should. be rejected. The Bear Creek 

payment in now record CI. in theECAC balancing account andearniIlg, 
interest. Placing i , in rates now eliminates the interest accrual 
as the amortized pa ents are received~ PS~would have us delay 

another year thereby causing an additiona~ 
year's interest. Whether the payment is amortized this year or 
nO~yQar it is till subject to a reasonableness review and 

qeneration 
utilized.. 

Oel~y only co~t.G the r~tepaycr=-. 

system sales are sales o~ energy made by Edison' using:' 
urces that at the time of delivery are not fully 

dison makes off-system sales at a contr~ct cost equal 
emental energy cost, plus a specified percentage of the :' 

- 29 -

'." ." 

" 
'"0, " 



A.87-02-019 ,ALT/COM/SWH 
/ 

87 11 G::.: f 
of low sulphur fuel oil (LSFO) and distillate times the av~~~ 
forecast period short-term interest rate, which should ~e~~ed up 
to reflect actual short term rates at the end of the forecast 
period. In return, Edison can cycle its inventory at ~« own risk, 
keeping any profits from economic oil sales, and abso/~ng any 
losses from ~economie oil sales. . ~~ 

, In its reply brief Edison states that ~;lPSD proposal 
"imposes a risk of recovery on the fuel oil inve tory asset silllilar 
to any other rate base asset because balancingi 'count treatment , 
would ~e removed, and carrying costs would be 1xed" and that this 
is inconsistent ,with the reasoning used tc ove FOIL from rate 
base and finance it at a short-term inter~ rate. 

'rhe evidence persuades us that isol:'l.. should be permitted 
to cycle oil- Also, we are' concerned, our; authorization' of a 
short-term interest rate is inconsist~ with ,leaving Edison· at 
riSk for gain or losses on sales, as D proposes. Consequently, 
we cannot agree that the PSD rev~se proposal provides a reasonable 
m.ethoc1. of protecting Edison from.~stantial loss.. Based on . 
Edison's theory that it would no cle unles~ the savings realized 
from the lower inventory level ic re than offset· the expected losses 
on the oil sales, we are poteitallY penalizing Edison !o~ an' 
action that is tc the overal enefit of ratepayers. The 
ratepayers benefit beeause ~ ison is minimizing overall expense, . 
rather than maintaining thl/inventory at a constant, higher than 
necessary, lEllvel.. II i 

conseql:l~ently we wiM. treat Edison's oil: inventory levels and· 
cycling amour.~s as fol~s. Edison will be. authorized ECAC rates 
at the 4.4 mj;llion ba#el level. Edison will! establish a' , 

memorandum a~count t:Jft will debit ~rryin9' c~sts, at the sllort- .,' 
term interest., rate:lt~ the ditf~rence. :between,recoraed in~entory 
levels and tl:Le au~rl.zed. 4.4 ml.llion barrel level. It WJ.ll also· 
debit a.ny lo~~ses /;or credit any gains) incurred in CYcling fuel 
oil. 'rhe aCcojtl balance will be consid.ered in Edison's nextECAC' 

j 
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In its reply brief Edison states that the pst) ""revi:!;ed. . 
proposal resolves Edison's concern that PSD'soriqinal prepos."l / 
created additional risk with no. offsettinq benefit fer ratepayer~ " 
by reconciling, though only annually, all recerded financing ~ 
associated with fuel oil inventery.* ~ 

The evidence persuades us that Edisen Should be~rmitted 
to. cycle eil and that the PSD revised proposal is a reajonable 
method of protecting Edison from substantial less whi~ allowing 
Edison the epportunity to benefit from. the cycling ~aetions. 
Based en Edisen's theery that it would net cycle ess the savings 
realized trem the lower inventory level more offset the 
expected lesses on the eil sales, we are .cont· ent that under the 
PSD proposal Ed.ison will m.anage its FOIL wi optimu:m. results... The 
ratepayers benefit because if there 
will be borne by Edisen. 
The Third Bear creek Po.Dent. 

stantial losses th(~y 

Effective June 30)' 1985, E sen entered into- an ag:r(!)ement . 
with tho Bear creek uranium. 'icempan to.· terminate leng-term uranium.: 
supply centracts. in exchange tor payment by Edison of $63..9 
millien. The third and 'last' pa ent of $8.025 million was m.ade to 
Bear creek on July 1, 1987, was bookeel into- the ECAC balancinq 
acceunt. 'rhe extent to..whic . EdiSon will be able to.· recever this 

termination payment Wil~'cl.," ecielecl. in A.86-02-00S-jOII as-0S-002, 
now pending before the C O:ssien., . 

Edisen prepos s to.· include the third Bear creek paytlent 
in ECAC rates fer th~ ierecast peried ~ PSJ) opposes this 
recommendatien on the(qreund: that Edisen's preposal is 
unprecedented.. PS argues that the $8·. 025m.illien is a lump ~~u.:m 
settlement paymen.. A prier $350 millien lump sum settlement 
papent by Edis , in ,198:5 was included in the :balanCing account,. 
but was not re lected'in EcAC rates because it,cl.id net ofter a ,fUel 

• " ' ' I, 

The ·Bear creek: payment merely extinguishes a. past:, 
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"The subsidy that presently occurs ~et~een 
F'G&E's electric and qas departments, as a 
result of. economy enerqy sales should be 
eliminated by appropriate internal accountinq 
chanqes." (l.d. at 23.) 

/ 
]?'SD believes that the Co:rnmission policy on eco omy energy 

sales adopted in 0.85-10-050 reflects the C~:rnmission's eurrent 
position on this issue to achieve a consistent ratem inC] approach 
for both of these ECAC utilities. If the Commissi 
same policy on econom~r energy sales for Edison a it adopted ,in 
0.85-10-050: for PG&E,.. the estimated Off-system evenues credit 
reflected in Edison's current general rate2:a · proceeding 
A.86-12-047'. should. be adjusted accord.ingly. In the future,. the 
issue of economy energy sales should be ha cUed in Edison's ECAC 
proceedinqs .• 

Edison arques that PSD'sreco 
inappropriately introduce nonfuel exp 

, 

es associated. with off-
system. sales such. as 0&11, c:1epreciati n,. rate of return, and. income 
taxes into Edison's ECAC proced.ure and would result in a 
mismatching of revenues and expen es in the ECAC procedure which 
would not be in eontorm~ce wi established, Commission-approved 
ECAC policies and procedures ( .93895, P·. 7), and therefore should 
be rejected. Edison points t that PSO's reeommend.ation is-based 
solely upon 0.85-l0-050 and submits that the facts and 

, . 
circumstances lead.ing to at decision are dissimilar to Edison's 
position. PG&E is a gras and electric utility. 0'.85-1.0-050 

attelUpted to remed.y an nterdepartmental subsidy created. by sales 
of economy enerqy whi effectively'sUbsidized PG&E's gas 
department for the le~ PG&E's interdepartmental sales are 
eo:mpletely differe from Edison's off-system' sales because 
Edison's otf-sys m sales do not sUbsidize any other Edison entity. 

PSO erroneously applied the result of 0.S-5-1,0-050 

to· Ed.ison, and. incorrectly concluded t>'-at the Commission should 
iln;pose the s e ratemakinq treatlllentto Edison tor its otf-system. 
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case with Edison bearing the burden ot proof that the actual 
inventories and purchases and sales were reasonable, for possibl, 
recovery of th~ memorandum account balance through ECAC rate~ 
The Third Bear Creek payment 

Effective June .30, 19S5, Edison entered into n agreement 
with the Bear Creek Uranium Company to terminate 10 -term uranium 
supply contracts in exchange tor a payment by Edi on ot $63.9 

million. The third and last payment ot $8.025 illion was made to 
Bear Creek on July 1, 1987, and was booked i 0 the ECAC balancing 
account. The extent to-which Edison will 
termination payment will be decided in A. 

/ 
b ab~e to, recover this 
6-0~00S/OII 85-05-002, 

now pending betore the Commission. 
Edison proposes to include e ird Bear Creek payment 

in ECAC rates for the forecast peri PSt) opposes this 
recommendation on the qrouncl that d' on's proposal is 
unprecedented. PSt) arques that ~ $8.02'50 million is a lump sum. 
settlement pa!fll\ent. A prior $3f? million lump sum ,settlement 
payment by Eclison in 1985 was A cluded. in the balancin9' account, 
but was not reflected in ECAC ..tates because it did not otter a' tuel . J . , 

related benefit.. The Bear I eek payment :merely extinguishes a past 
obligation and otters no- l-relatedbenetits during the forecast 
period. 

Edison maint s that the pst) r.ecommendation is contrary 
I '. . 

to· express commission, licy reqardinq the-consistent ratemakinq 
treatment ot all tueJl-.'related expenses. The Commission has stated 

( . 
that *it is appropri'to to provide eonsistentrate treatment tor 

I . 
all tUel-related e enses .. 1't (D.32-12-105" p. 42.) PSO's proposal , 
woUld treat the ·rd Bear ,Creek termination pay.ment iI?- a Inanner 
ineonsistent wi all other ~uel-relatedexpenses and contrary to. 
express Commiss . 'on policy. 

In :i. s diseussion of the Chevron Option A~e(lment demand 
I .' . 

charges, the mmission stated.: 
I 
apparently opposes ECACrec:over:r of the 

d. charge· until· the entire aqrce:nent can be 
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obliqation and offers no fuel-related benefits aurin forecast 
period. 

Ec1ison In;~intains that the PSO recommend tion is contrary 
to ~express commission policy reqarding the cons~tent ratemaking 
treatment of all fuel-related expenses. The 
that Wit is appropriate to provide consistenrate treatment for 
all fuel-related expenses.* (D.82-12-10S, 42'.) PSO's proposal 
woUld treat the third Bear creek termina on payment in a manner 
inconsistent with all other fuel-relate expenses and contrary to 
express Commission policy. / 

In its discussion of the CJievron Option Agreement demand 
charges, the commission stated: ~ 

*PSD apparently opposes C reeove~ of the 
demand charge until th entire agreement can be 
reviewed for reasonab ess. We would allow 
Edison to recover th demand charge in ECAC 
rates • • • ,PSO has ot offered any reason why 
recovery through E C now and a sU]:)sequent 
reasonableness rev ew are incompatible. For 
forecast purposes only,. the demand charge would 
be recognized no and reflected in rates. * 
(0.86-04-05$, p!24.) " : 

. In our OPinIon!, pSO's position is, contraxy to the best I 

interests of the ratepJers and should be rej ected. The Be~ cre~ 
payment in now record~ in the ECAC balancing account and' earning '. 
interest. Placing' it! in rates now eliminates the interest accrual. 
as the amortized pa~ents are received. PSD would have us delay 
this collection for another year thereby causing an ~dditional 
year's interest .. /Whetherthe payment is amortized this, year o~ , 
next year it is Itill, subject to a reasonableness review and 
potential refun. Delay only costs the ratepayers. 

o~t system. sales .are sales of energy made by EdisOll. using 
generation ~)lurces that at the time of deliv~are not ,tully 
utilized. ~dison makes off-system sales at a: contract ,cost equal, 
to the inc:cemental energy cost,. plus a specified percentage of the 
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sales. PSo,'s proposat should be rejected because it tailed to 
demonstrate; any reason to change the present treatment for Edison's 
off-system sales that reasonably account for Edison/~ revenues. 

":Ire aqree with Edison for the reasons stated and ,.note that 
transferring' revenue and associated expenses trom base r,ates to a 

/ ' 

balancing ~~ecount is contrary to the reasoning that PSO urges in ,. 
support ot its ECAC/AER split. / 
Offer of Proot for Proposed 
Exbip1ts 28 and 29 

Edison otfered in evidence ExhiJ:>its Zl1 and 29. Exhibit , 
28 is enti"t:,led the Prepared Testimony of Charles G. 'I'llompson and 

. , 
supposedly rebuts, with facts and op'inion, the testimony o'!fered 
orally and in -writing by PSO's witnesses 0£. fuel oil inventory and 
prieing issues. Exhibit 29 is entitled ~e ~epared Rebuttal 

,~ 

Testil!lony of James W. Yee and supposedly rebuts, with tacts and 
opinion, the testimony offered orallYi~nd in writing by PSO"s 
witnesses on ratemaking and Commission policy issues_ On the 
motion ot PSD, Exhibits 28 and 29. wef:e exeluclecl from the record on 

i ' , 
the grounds that they are argumenZi ve, not tactual, and not 
rebuttal .. 

Edison asserts that Exh its 2;8- and 29 take issue with 
,I » 

the opinions. expressed by PSI) I s' witnesses' and are adXnissible .. 
Edison otteredthe expert opinio~testfmony of Messrs. Thompson and 
Yee 'to rebut PSD"s oral and wriiten opinion te.stilnony.. Edison· . 
argues that the expe.rt opinion /testimOny 'oftered to- contradiC: 
PSD's position and to explain PSI)'s analytical errors is not 
argument;. but valid rebuttal Jvidence. It claims it: is the. only 

] . 
evidence the company could otter to ,address the opinion evidence 

, I . 

and: recommendations made ,by-PSD. If· such'rebuttal opinion 
test.imony is considered to b~ argument and, thus inad:nissible,.PSD : " 

, •. . I: 
receives a distinctly unfair 1 advantage: PSI):may state its ' .... Ii: .. 
recommendations based on it;>loPinions. in the evidentiary record· :bU~' I"~ 

, ' 1 1 

I I ! i 

• "'I 1 
, , I: I, 

~ 'I j 

1 ! i 
, I 
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total incremental generation cost (the adder) plus a 0.2 mil~er , 
kWh operation and maintenance (O&M) cost. The incrementa~uel 
revenue component represents Edison's incremental tuel costs 
required to generate electricity tor ott-system saleS~The adder 
revenue component is a percentage ot the incrementa~uel component 
4lld is inteoc:1ec:1 to recover :tnc:1irect 4llc:1 overheac:1 cQSts, not 

recovered in Edison's base rates, associated witb/'these sales. The 
O&M component recovers Edison's O&M expenses ~ed tor these 
sales. PSO recommends that the adder revenu , or ·protitN 

component as PSO denotes such revenue, eI,t 0 t-system sales should 
be subject to the ECABFlAER: percentage' sp t based upon Commission 
O.S5-10-050. 

'Onder Edison's ECAC procedur " the incremental tuel 
revenue component ot ott-system sale is credited to' the,ECAC 
balancing- account. The O&:M: and ad revenue components are 
reflected as reductions to Edison' 'base rates. Thus,. Edison 
asserts, ,its present ECAC' ratema . ng treatl!l.ent tor o:!t-system sales:­
is reasonable because it ensur that Ec!ison's ratepayers are not, 
charged ~~ith energy costs alr ady recOv~r~(l through billed-' revenues 
and reeeS.ve proper credit of the O&M and: adder revenue components 
in the base rate cost o~ s 

: PSO argues that 
commission, ordered that: 

ice calculation .. 
0.85-12-050' (PG&E,., A .. 84-04-028) the 

, Ncommencing wi 'the August 19S:4-July 1985- sales 
forecast'cov ~ed by this ~roceedinq, all fuel 
expense, rev: nue and prot:Lt related to economy 
energy sale ";17111 be subject to. the 91%/9% 
ECACIAD: slit. PG&E may continue to apply 0'.2-
mills/kWh 0, cover O,&!! expenses related to. 
these sa .N' (0.85-12-050, p. 22'.) 

PSO rec mmends that this same Commission policy should be 

adopted for Edis n. Al1:hough PG&E is a combination gas and 
" 

electric:compan and Edison is an electric utility, PSO suggests 
that the ,;Commi sion resolved this difference when it stated that: 

- 32 -
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HThe subsidy that presently occurs between /r 
PG&E's electric and gas departments, as a 
result of economy energy sales should be ~ 
eliminated by appropriate internal accounttng 
changes. H (~. at 23.) / ' 

PSD believes that the Commission policy~n economy energy 
sales adopted in D.85-l0-050 reflects the comm~sion's current 
position on this issue to achieve a consiste~ratemakinq approach 
for both of these ECAC utilities. If the s/mmission adopts the 
same policy on economy enerqy Sales for Edison as it adopted in 
0.85-l0-050 for PG&E, the estimated Of~~ystem revenues credit 
reflected in Edison's current qeneral~ate case proceedinq 
A.86-12-047 should be adjustedaccozdinqlY• In the !ut~e, the 
issue of economy enerqy sales sho~a be handled in Edison's ~CAC 
proceedinqs. I 

Edison arques that PS~'s recommendation would 
inappropriately introduce no~el expenses associated with off­
system. sales ~UCh as 0&11, dreciation, rate of: ret~~, and income ,"", 
taxes into Ed~son's ECAC p~cedure~ and would result ~ a 
mismatchinq of revenues a~ expenses in the ECAC procedure which 

I ' 
would not be in eonfo~ce with established, Commission-approved' 
ECAC policies and proea'clures (0'.93895, p. 7), and there:!ore should , ,. " " 

be rejected. Edison ,oints out that PSO's recommendation is based 
solely upon D.a:S-10~SOand submits that thQ facts and ' . ' 
circumstances leadi~q to that decision are dissi:milar to Edison"s 
position. PG&E it. a qas 'and electric utility. 0.$5-10-050 

I ' ' 
attempted to remedy an interdepartmental subsidy created by sales , 
of economy en~ which effectively subsidized PG&E's qas 
department for! the sale. ' PG&E' s interdepartmental sales are 
completely d/tferentfromEdison's off-system. sales because 
Edison's ott-system sales do not subsidize any. other Edison entity. 
Edison sayJ that' PSO erroneously applied the result of 0.85-10-0501 

to Edison! and incorrectlyconcluCled" that the Commission should 
impose the same ratemakl.ng treatment to Edison for its ·off-system: . 

L 
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• 1 ~ . '''/0../ sales. PSD's proposa should be reJected because ~t fa~~ to 

• 

• 

, 
demonstrate any reason to change the present treatment~or Edison's 
ott-system sales that rcasona~ly account for Edison'~revonues. 

We agree with Edison for the reasons sta~ and note that 
~ 

transferring revenue and associated expenses tro~ase rates to a 
balaneinq account is contrary to the reasoning tihat PSO urges in 
support of its ECAC/A'ER. split .. 
Offer of Proof for Proposed 
txhibits 28 and 29 

Edison offered in evidence Exh," its 2S.and 29.. Exhibit 
2S ~s entitled the Prepared Testimony o~Charles G .. Thompson and 
supposedly re~uts, with facts and opin~n, the testimony offered 
orally and in writinq by PsO's witnesfes on fuel oil inventory and 
pricinq issues. Exhibit 29' is enti'bled'. the Prepared Rebuttal 
Testimony of,.James W. Yee and s'I:l.pp/s,edlY rebuts, with facts and 
opinion, the testimony offered orl.llY and in writing by PSl:Vs I . 
witnesses on ratemaking and CommQ.ssion policy issues. On the 

. ;', . , I 

motion of PSD, Exhibits ZS andj29 were eY.e~uded from the record on 
the grounds that they are arqy:mEmta.tive~ not· factual, and not . 

rebuttal. , I : 
, I 

Edison asserts that EXhibits 2S and 29 take issue with 
I , . . I 

the opinions expressed by jPSO's witnesses and are adlllissible. . 
Edison offered the expert! opinic1n testil4o~y of Messrs .. Thompson and: 
,¥,ee to rebut PSD's oral fnd written opinio~( testimony.. Eclison 
arques that the expert fpinion testimony o~'~ered to contradict 
PSO'a position and. to fxp1ai'tf PS.O,'s analyt~,cal errors is not 
argument, but valid re~uttal, evidence.: It lelaims it is the only. 
evidence the co~pany/ eould offer to addres~:: the opini~n" evidence 
ano. recommendat~ons ;made by PSD.. If. such· r:@uttal opl.nion 
testimony is considered to be argument and· :thus inaClmissible, PSO 

I . : 
receives a dis.tinctly untair advantaqe: PS;D:may ,state its 
recommendations bJseo. on its opiniOns in the evidenti~ record ~ut L \ 
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/ 

case (CLMAC) A.86-07-041, and its 1988 test year rate ca~~ 
A.86-12-047, Edison should recover the authorized porti of the 
Chevron settlement through an increase in ECAC rates 
that the increase can be offset by a decrease of th ECAC rates 
found appropriate in A.S7-02-019 and the CLMAC ra es found 
appropriate in O.S7-0S-02l. 

A.86-02-005 (the uranium proceeding) has been brieted by 
the parties, and a proposed decision is pend' g but has not yet 
been issuea.. We will consolidate the rate eliet in this decision 
with the relief granted in 0.87-06-02l (t e Chevron settlement) and 
0~87·-05-0Z1 (the CLMAC case), becau:.e w believe it appropriate for, .' 
rate stability purposes to coordinate 0 rate 'changes. Based upon < !" 

tho $25 million rate reduction in C rates found appropriate in 
0.87-05-021 and the net decrease in ates authorized in this 
decision, it is reasonable to. in:tr ase the Chevron settlement rate 
by an equal amount so that the r epayers will see no. change in 
their bills as a result of thes rate actions. '!'he resulting rates 
are set forth in Appendix C.,i=' ' 
Findings of Fact 

l. FUel prices in the current market are sufficiently stable 
to permit torecasting ~ith reasonable expectation that the 
forecast will,~e realized ithin reasonable margins. 

2. 'rhe::-e will be surpluSQf' natural gas available durin9' 
the forecast l?eriod and ny upward surge in o.il prices will have 
some influencle on gas ices but not as substantial an influence as 
Edison predic'l:s. 1 

3. Edi:s.on sho d be expected to purchase natural gas on the 
spot market t10 meet t least lOt of its requirements at a price 
about S% prices SoCal pays for spot gas. 

4. rgin should be estimated at $0.97/MMBtu. 
5-. 

estimated at an 

/ 

es overall in the forecast period. should be 
$01.02' per MMBtu above that forecast by 
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no contrary opinion testimony can be offered 
position. 

PSO supports the AI:!' s rul ing • 
was properly applying the Commission standard that "rebuttal 
testfmony should be lfmited to· tactual presentat'ons, rather than 
testimony that is merely argwnentative or cont:z:l'dictory of other 
parties. If" (D.85-06-112, pp. 10l-102.) / 

We havo rcviowcd Exhibits 28 And ~ and tind that they 
are argumentative and were properly oxelU¥d. WO. note tl::J.at tho 'Al:1.' 
in his rulinq Observed that tho tJUDstan¥ ~t the exh1bits' was , 
argument more appropriate to a 'briet; d in reading Edison's 
:briefs we find whole sections. 'of the ibits. set out in the 

dison Brief, PP·. 53-66.) briefs. (Ct. Ex. 29, pp. 36-54 

Coordination of Rate Changes 
With Other pecisions . 

On April J.3, J.9~7, Edi n requested that we consolidate.: . 
the rate reliet in this decisio with our decision in A.85-0S-0S$ . 
(the Chevron Proceedinq) and A. 86-02-005, (the Uranium Proceedinq)., 

. I 

Edison requested that any inc ease to the Chevron settlement rate, 
authorized in the Chevron Pr ceedinqbe applied in an eql:.al and ','" 
opposite, amount to the ECAo/balancinq rate tounc:l reasolUlJ:)le in this 
decision, therE~y resulting in no chanqe to the ECABF and ,no rate " 
level chanqe to ratepaye~. Edison' also· requested a similar 
treatment tor' the uraniutrl· contract settlement rate changre. ,. On 
May 31, 1987,. we issued/'0.87-0S-021 in the CLMAC Proceedinq 
A.86-07-041 which,. a:m.o£q other thinqs, authorized a reduction in 

l 
~ 

J 

.. , 

, ' 

CLMAC rates. of'· al:>Outf25 million on. an annualized basi$. '. .'~' , ... ' 
On J~e lsi 1987, WEl issued' O.87-06-02J. in the Chevron' 

Proce4eding which au-tborized Eclison. to recover the Chevron 
sett14ement payment/o"'J~er a two' ariel e>ne-half year period,. requiring 
an increase in the r~inqe ot $1750 to $18$ million on an annualized 
:basis. In 0 .. S7-'6-021, we said that te>' coordinate the sig':lificant 

revenue chon1d.ue to Ecl1son's Chevron Proceecl1nq, its ECAC 
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6. PSD and Edison agree as to the characterization and " 
function of Edison's th.ree components of inventory: Dead Storage, 
FUel Management Requirement, and Potential Oil Burn. ,. 1/ 

7. PSD and Edison agree that 1.0 million harrels/is . . / reasonable for Dead Storage and that FMR 1S a funct~on of FOB. 
,'" 

~. PSO's adjustment to, Edison's FMR reques~s based solely 
on PSO's lower POB recommendation. ;' , 

9. Because there is expected to he an adequate supply of 
natural gas during the forecast period, becau~ 1.9 million barrels 
of POB was adequate in recent years, and beduse Edison's ella.."'lges ' 

I .' in the FORA model do not accurately rotlc~t the standards required 
to predict :fuel oil roquircment~ in tho Iorcca:;.t period, a POB O'! ",' 

1.9 million barrels. is. ::easonabletor 1;h'e :forecast period.. i 

10. 'rhe PSD estimate of 4.4 milllion ba=els o,f fuel oil 
inventory (consisting ot Dead Storag'~ 1.0; FMR, 1.$; and POB, 

1.9,) is reasonable. ,~ , 
11. Edison has proposed to-7ite down to market value its 

distillate inventory and implement LIFO accounting in the. same' 

manner as. the LSFO write do'Wn a#orized in D.8:6-12-096... PSI:) 
agrees that a write clown of fuel oil inventory- is in the best 
interests of the,companyancl the ratepayers .. 

12.. Edison's LSFO and distillate inventories write-down 
proposal which provides :for 0/00 percent balanCing account recov6?=Y~ 
and exact recovery ot the wrf te-down amoUnt as authorized by .' , 
D.$6-:1.2-096 is r,easonable .. /Any uncl~r- or over-collection would be 
retlected in tuture rates through the ECAC balancing account~ , 

'. , ' I 
13. Edison's aclder revenue torot!-syst~ sales of 

I 
electricity is currently retlectecl.in the calculation of Edison's' 
base rates and should r~n in base rates. , 

14. It is reasonabl~ to- inelude the third Bear Creek' payment:I"', 
in the ECAChalancinq account. • ' 

15.. Ediso~'s ratemaJd:nq treatment ot ott-system sales is ''I 
reasonable. 1 'i, 
I ' 
1:

1

,1 

1 
" , , 
; 

" ! 
" 
" 
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A.87-02-019, its ConsElrvation Load Mana.gement Adjustment Clause . . / case (CLMAC) A.86-07-041, and ~ts 1988 test year rate case ~ 

A.a6-12-047, Edison sbould recover the authorized portion o~the 
Chevron settlement through an increase in ECAC rates to ~ extent 
that the increase can be offset by a decrease of the ECAC rates 
found appropriate in A.87-02-019 and the CLMAC rates jo'und 
appropriate in 0.87-05-021. In the Uranium Procee~~g we found 
that Edison should recover certain uranium costs, 'which we have • r 
determined to. be $75 million, subject to. reasonab ,eness review 
(0.87-10-042). 

We will consolidate the rate relief nthis decision with 
the relief granted in 0.87-06-021 (the Chevr settlement) , 
0.87-10-042 (the Uranium Proceedinq), 'and 8·7-05-021 (the CLMAC' 

case), because we believe it appropriate or rate :stability 
pw:poses to coordinate the rate chanqes Based up,on the. $25 
million rate reduction in CLMAC'rates ound appropriate in 

0.87-05-021 and ~e net decrease in ~tes authorized in this 
decision, it is reasonable to, incre~ethe Chevron settlement rate 
by an equal amount ~so that the rat/payerswill see no. chanqe in' 

, I. ' 
their bills as a rElsult of the7e ate actions. 'rhe resulting rates, 
are set fo~ in Appendix C. 
[indings 0: Fact ' 

1. Fuel prices in the ~ent market are sufficiently .stable 
to permit forecasting with ~reaSOna:ble expeetation that the 
forecast will be rea:lized ,A,thin reasonable margins. . 

2. There will' be "'SUrplUS- ofnaturalqas available durilig , 
the forecast period and FY upward, surge in o.il prices will have ' 
some influence on qas prices but not as substantial an influenee as 
Edison pred.i:es . / ' . I 

3.. Ed~son sho~d be expected to,; purchase natural qAS on the 
spot market to mee,lat least 10% of 1~s requirementS at a price 
about S% lower than prices SoCal pays itor spot qas. 

I . 

4. The UE :margin should :be estimated at $0,- 97 [MMBtu .. 
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15. Edison's oil generation expense is reasonable. 
17. Edison's estimates of sales forecast, hydro generation, 

oil generation, coal generation and costs, nucle.ar generation and 
/ expense, and system heat rate are reasonable for the fo~ecast 

·period. ' / 
18. Except as modified by these findings, Ed~on's forecast 

of resource mi~ and associated fuel expense is r /sOnable. 
19. The proposed adjustments by Edison t the ECABF resulting 

from energy savings associated with Palo Ver Nuclear Generating' 
Station Unit 3 and Balsam Meadow are reason le and should be ~de 
coincident with the ilnplementation of bas rates which reflect 
PVNGS 3 and Balsam Meadow. 

20. Edison may record intervenor ompensation payments in a 
doterred: account tor future base rate reeove:t:y exclusive of any 
interest: charges. 

21. Costs, associated with EE 
SO-02E, and SO-I03E have been dete 

project Nos. 76-02E, SO-OlS, 
incd in A.S6-02-0l1 and have not, 

been considered in this proceedi g., 
22. Ediso:n's ECAC' balanc· 9 account balance at June 1, 1987 

is accurate and reasonable. 
23. Edisoln's and PSO's 

June 1, 1987 i~ reasonable 
24. The annualizedr 

ECABF 
AER 
ERAM 
Annual 

greed upon ERAM rate change at 
d sho-ald be adopted .. 

change authorized by this decis~on' 

($4:31.9) million 
, 173.4' 

17·7 
($240,.8) :million 

calculation o,f adopted ECAC and Am rates are shown on 
Tables B-3 and B-4 0 AppendixBto this decision. 

25. The chang in rates and charges authorized by, this 
decision is justit' d a'ld is reasonable:: the present rates, and 
c:h\",rges, as of J 1, 198:7, 

prescribed by thldeCiSion, 

1.-

insofar as they differ ,from ,those 
are unjust and unreasonable. 
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~@el\lsi9ns of 'Law 

1. The suspension of the AER should,~e terminated and the 

AER reinstated at 10% of (i) new fuel and purchased power expenses 
applicable for inclusion in ECAC, (ii) the revenue requi;:~nt . 
associated with fuel oil inventory, and (iii) unclerlifts, facility 

/ 
charges, and gains or losses from the sale of fuel o·i:l. A cap on 

. / th the AER, either upward or downwarcl, should be ~mposed based on e 
product of jurisdictional rate base, authorized e~itY 
capitalization percentage, and 160 basis pointsl 

z. Edison should be allowed to recover {OO% of the costs 
associated with the Mono Power Company's EEO~rOjects' termination 
costs in the ECAC balancing account, subjecito refund pending a 
further reasonableness review.. . / 

3. Edison.should~:a allowed 100 pC'rcent recovery in the ECAC 
balancing account o,f uranium costs assoc1.ated with forecast period .• 
nuclear fuel expense. / 

4. Ed.ison should b:e permittC[d lo cycle its fuel oil . 
inven.tory .. . 

s. FOIL carrying costs should be fixed based on a 4.4 

million barrel inventory 'times a fixed LIFO weighted average price 
of LSFO and distillate times the/average forecast period short term 
inte~est rate, which should be tfrued u~at the end of the forecast 
period to reflect ~Lctual ; ~hort fen rates. . ,', 

6. The Chevr~n op~~on ~reem.ent settlement, rate set forth ~ 
0.87-06-021 in ;T\..8:S-0S-0Ss. and. the CLMAC rates set forth in .' 

, I 
D.8:7-05-021 in A.8:6-07-041 should be reflected in ECACrates. ' , 

7. All of the mOdifidations ordered by this decision shou1a. 
, I I ' , 'I 

be effective for the forecaSt period 'J\m.e 1, 1987 through May 31,. , ' 

19$8:. ' t 
a.. ,An ECAC ::ate of ;S0.OZ394/kWh,. an .A:ER rate of 

$0.0027S/kWh, a,nd .m ERAM/rate o! $0.001S5/kWh should be imposed as, 
se't: forth in the following order:: ' 

'/ ' 

i 
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case), because we believe it appropriate tor rate stability' 
./ 

purpoccc to coordinat~ th~ rate chanqo~. Baco~ upon 0 $25 
million rate reduction in CtMAC rates found approp ate in 
0.87-05-021 and the net decrease in rates author· eO. in this 
decision, it is reasonable to increase the Che 
by an equal amount so that the ratepayers will 
their bills as, a result of these, rate 
are set forth in Appendix c. 
Iindings of Fact 

rate 
see no change in 
The resulting rates 

1. FUel prices in the are sufficiently stable 
tQ permit fore~sting with a reasonable e 
!Qrecast will be realized within reasone margins. 

2. There will be a surplus otna ural gas available during 
t'b.e forecast period and any upward s: e in oil prices will have 
some influence on gas prices but not s sUbstantial an influence as. 
Edison predicts. 

3.. Ed.ison should. be ctlxpect to. purchase natural gas on the 
spot market,to meet ,at least 10% f its requirements at a price 
about S% pays for spot gas. 

4. The utG margin shoul be ,estimated at $0.97/MMBtu .. 
S. Gas prices overall n the 'forecast ,period should. bQ 

estimated at an average of 0.02 per MMBtu above that forecast by 
the PSO witness. 

6. agree as. to the characterization and, 
function of Edison'.$. ee components-of; inventory: Dead Storage, 
Fuel Management Requ ement, an~:1 Potential oil Burn. 

7. PSO and Eison agree that l.O' million barrels is 
i ' . 

reasonable 'tor De storage and: that FMR is a function of PCB.. 
8. PSO's j:llstment to Edison's FMR request is based solely 

on PSD's lower B. recommendation. 
9. B.eca se fuel oil in inventory is financed at the short­

term interest rate~ it should be alo~-risk investment. 

- 37 -
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'. / . 

5. Gas prices overall in the forecast period should be~ 
estimated at an average of $0.02 per MMBtu above that forec~t by 
the PSD witness. / 

6. PSD and Edison agree as to the characterization and 
function of Edison's three components of inventory: D(ad Storage, 
Fuel Management Requirement,. and: Potential Oil Burn/ 

7. PSD and Edison agree that 1.:0 million balrels is 
reasonable for Dead storage and that FMR is a tu.n'ction of POB· .. 
. 8.. PSD's adjustment to Edison's FMR re~st is based solely 

on PSO's lower POB recommendation. / < 

.' " 

9. Because there is expected to b~ at. adequate supply of < 
natural gas during the forecast period, ~lcause 1.9 million barrels' .1 

of POB- was adequate in recent years,.an~because Edison's changes •. 
in the FORA. model do not accurately re/lect the standards required" 
to predict fuel oil requirements. in ti.e forecast pElriod, a POBof 
1.9 xnillionbarrels is reasonable·tlr theforecastiperio<i .. 

10. The PSD estimate of 4.4 iill£on ibarrels of fuel oil 
inventory (consisting' ot Dead stofage,. 1.01; FMR, l~S; and POB, 

I 

1.9,) is reasonable. 
11. Edison has proposed o write down to market value its 

distillate inventory and imp ement LIFO accounting I in the same 
xnanner as the LSFO write d authorized in D.86-12-096.. PSD' 
agrees that a write down tft fuel 'oil £nventory is in the best 
interests of the Compan~ and the ratepayers. 

. '" 

12. Edison's LSF and distillate inventories write-down,' 
proposal which provid s for 100 percent balancing account recovery 
and exact recovery 0 . the write-down amount as authorized by 
D .. 86-12-096 is reas,onable.< Any under- or over-collection would be 
reflected in" fut~ rates through the EcAC balancing accoUnt. 

13. Edison;' adder revenue fo~ off-system. sales of " . 
electricity is currently retlected in the calculation o~ Edison's 
base rates and should remain in base rates. 

- 3-7 -



• 

-. 

• 

A.87-02-019 ALT/COM/SWH 

10. The PSO estimate of 4.4 million ~arrels of fuel oil 
inventory (consisting ot Oead Storage, 1.0; FMR, 1.5; and 
1.9,) is reasonable tor prospective authorization in rate. 

11. Edison has proposed to write down to market lue its 
distillate inventory and implement LIFO accounting . 
manner as the LSFO write down authorized in 0.86- -096. PSD 
agrees that a write down of fuel oil invE~ntory' in the best 
interests of the Company and the ratepaYE~rs. 

12. Edison"s LSFO and distillate inv 

• 

proposal which provides for 100 percent lancing account recovery 
and exact recov~ry ot the write-down unt as authorized by 
0.86-12-096 is reasonable. :Ar1y unde or over-collectS.on would be 
reflected in future rates through e EC;:~C balancing account. 

13. Edison's adder revenue or off-system sales of 
electricity is currently refl. ed in th4l calculation of Edison'S 
base rates and should. remain n. basel! rates. 

14. It is reasonable include the third Bear Creek payment 
in the ECAC balancing acco 

15-. Edison's off-system. sales is 
reasonable. 

16. Edison's generation ~oreeast and oil p~ices are 
reasonable. 

17. Edison's stimates of sales forecast, hydro generation, 
oil generation, c~l generation and eosts, nuclear generation and 
expense, and sys~heat rate are reasonable for the forecast 
~rl~. -/ . 

- .' 

1&. Exce~ as modified by these' tindings, Edison's forecast· i
, .,' 

of resource m~ and associated fuel expense is reasonable. -
19. ThEiproposed adjustments by Edison to the ECABF resultrng 

from energy/saVings associated with Palo Verde Nuclear Generating 
Station 'OnJ.,t 3 and Balsam Meadow are reasonable and sllould. be made 
coincidentl'wiU1. the implementation of rates which reflect PVNGS 3 

and Balsam Meadow • 
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IT IS ORDERED that: 

Q R PER / 
/ 

/ 
./ 

1. A ten percent annual energy rate (AER) is r~nstated tor 
Southern california Edison Company (Edison) compose~of Edison's 
(i) new fuel and purchased power expenses applic~{e for inclusion 
in ECAC, (ii) the revenue requirement associateo./with fuel oil 
inVentory, and (iii) underlifts, facility eha79'es, and qains or 
losses from the sale 0:; fuel oil. A cap on rC Att, either u:p.ward 
or downward, is imposed based on the product of jurisdictional rate 
base,. authorized equity capitalization pdeentaqc, and 160 basis 
points. I. 

2. Edison may write down to ma~et value its distillate 
inventory and implement LIFO accountifq in the same manner~ the 
LSFO write down authorized in O~86i2-096.. This write down "shall 

.. 

be recovered 100% in the ECAC balancinq account... : 
3 • Ed.ison may recover 10 O~ of· the costs associated wi tb. MonO'" 

. Power Company's EEOA projects'~~ination in the ECAC balancing 
account, subject to refUnd. pen~nga further reasonableness review. ,. 

4. Edison may recover :i.~ the ECAC :balancing account 100:%: of 
its uranium. costs. assoc'iated fith forecast period nuclear fuel 
expense. I . 

s. Ed.ison ~y cycle f ts fuel oil inventory .. 
6. The third. Bear creek payment should be included iri the 

ECAC balancing account.. / . 
7. The Chevron opJion Agreement· settlement rate set forth in 

I 

0_S7-06-02~ in A.SS-OS-OfS and the CLMAcrates set forth in : 
0.87-05-021 in A .. S:6-07-041 should :be retlected in ECAC rates: •. \', \ 

8. The proposed rdjUstments :by Edison ~o the ECABF r~sultin9' I' 

from energy savinqs associated with Palo· Verde Nuclear Generating , 
Station unit 3. and Bal~am. Meadow should be made coincident With the .. 
implementation ot basJ rates which reflect PVNGS 3 and Sal~m 
Meadow. I 

I 
i 

" , 
" i 

\ 
','" 

\ 

\ 
\ 

\ 
\ 
\ 

- 38 -



• 

• -

• 

A.S7-02-019 ALJ/RABjtcg * 

14. It is reasonable to include the third Bear Creek payment 
in the ECAC balancinq account. 

15.. Edison's ratexnakinq treatlnent of off-system sales ~. s ,,/ ;..~ 
reasonable. r 

~6. Edison's oil seneration forecast and oil prices ar ~ 
reasonable. 

17.. Edison's estimates of sales forecast, hydro ge eration, 
oil generation, Foal generation and cost$, nuclear q,en 
expense, and system heat rate are reasonable for the forecast 
period .. 

. lS. Except as modified by these findings, 
of resource mix and associated tuelexpense is eason~le. 

19. The proposed adjustments by Edison o· the ECABF resulting 
from energy savings assoeiated with Palo Ve ~e NUclear Generating 
Station 'Onit 3 and Balsam Meadow are reas le and should be :made • 
coincident with the implementation of ra es which reflect PVNGS 3· 

andBal~ Meadow • 
20. Edison may record interve~o compensation payments in a 

deferred account ~or :future base recovery exclusive o:(.';~y 
interest charges. 

21. Costs associated with OA project Nos ... 76-02E, 80-01.13., . 

80-02E, and 80-03E have been de ermined, in A.86-02-011 and have not 
been conside:red in this proce ing •. 

22. Edison's ECAC hal cinq account balance' at June 1 r 1987 

is accurate and reasonable. 
23. s agreed upon ,~ rate change at 

.:tune l, 1987 is reasona)) e and should beadopted~ 
24.. The annualize chanse authorized by this decision 

is: 
ECAC 
AER 
ERAM' 
Annual R 

- 38 -
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20. Edison may record intervenor compensation payments in a 
deferred account for future base rate recovery exclusive of any 
interest charges." 

21. Costs associated with EEOA project Nos. 76-02E 
SO-02E, and 80-03E have been determined in A.S6-02-01 
been considered in this proceeding. 

22. Edison's ECAC balancing account balanc 
is accurate and reasonable. 

have not 

1, 1987 

23". Edison's and PSO's agreed upon rate change at 
June 1, 1987 is reasonable and should be opted. 

24. The annualized revenue chang authorized by this decision, 

ECAC 
AER 
ERAM 
Annual 

($400.3) million 
1750.9 
29,6 

($194.8) million 

calculations of ad ted ECAC and AER rates are shownl on 
Tables B-3 nnd B-4 of Appe ix-S. to this decision .. 

25-. The change in' rites and charges authorized by this 
decision is justified aJc,. is:' reasonable; the present rates and 
charges insofar as th~ differ from those prescribed by this 
decision, are unjust/and unreasonable. The' adopted rates are set 
forth in Appendix c( 
~ 

The s spension of the .Al!:R: should be terminated. and the 

'. 

AER reinstate at 10% of (i) new fuel and purchased power ~s 
;"pplicable :ef inclusion in' ECAe,. (ii) the revenue requirement . .' 
;"ssoeiated ,.ith ~uel o,il inventory, and (iii). underlifts, facility 
charges, Mld gains or losses from the sale of fuel oil.. A cap on , 
the AER,!either ~pward or downward, should,be i~posed based on the ' .• 
produetiof jurisdictional rate base,. authorized equity , 

I '.' 

capita.J.ization percentage,. and' 16,0 basis points. /2. Edison .' should b! allowed to- recover 100% of the costs. 
;,"ssoeiated with the Mono PowerCompany"s EEOA projects' termination 

- 39' -
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9. Edison may record intervenor compensation payments in a 
" deterred account tor future ~ase rate recovery exclusiye' of any 

,,,-' 

interest charges. ./ . 
lO. Edison may file on 7 days' notice to tnt'commission and 

to the p~lic tariffs setting' forth an ECAC ra.~ of $O.02394/kWh .. 
/ 

an AER rate of $O.0027S/kWh, and an ~~ rate of $O.0015S/kWh. 

~his order is effective tOday.~ 
Oated , a.t San Francisco, California. 

! 
I 

I 
i 
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calculations of adopted ECAC and AER rates 
Tables B-3 and B-4 ot ~.ppcndi:x: B to this decision. 

25. The chango in rates and charges authori~ d by thi$ 
decision is justitied ~Lnd is roasonablo: the pre Clnt ratO$ and. 
charges insotar as they differ trom those pres ibed by this 
deeision~ are unjust and unreasonable. The 
forth in Append~ c. 
~nclJ,1sions of Law 

1. 'l'he suspensi10n ot the AER shou be terminated and the 

v-
I· 

AER reinstated at 10% ot (i) new fuel a d purchased power expenses 
applicable tor inclusion in ECAC~ (1i) the revenue requirement 
associated with fuel oil inventory, d (iii) unaerli!ts, facility -
charges, and gains or losses from e sale of fuel oil. A cap on 
the AER, Edther upward or downwar , should be imposed based on the. 
proc1uet of jurisdictional rate b se, authorized equity 
capitalizlLtion percentage, and GO basis. points. 

2. . Edison should be alJ,6wed to recover 100% of the costs •. 
associated. with the Mono. Powef Company"s EEOA projects' terminatioJ, 
costs in 1:b.e ECAC bal~:nein~account, subj ect· to _ refund pending. a I 
further rl!asonableness rev ew.· . I, 

" . i 
3-.. Edison should be allowed 100 percent recovery in the ECAC 

balancing' account of urahium e~sts associated with forecast period 
nuclear !'uel expense.. / . -

4.. Edison shodd be permitted to- cycle its fuel oil . 

inventory. /. 
S. FOIL cartYinq costs should be fixed based on a 4.4 

million barrel inlentory times a·fixed LIFOweiqhted average price 
ofISFO and distillate times. the average forecast period short tem', 
int:rest rate~ fieh should be trued uP: at the end of theforecasti_:, 
perl.od to> reflect actual short term rates.· . .'1 : 

6. The /Chevron Option Agreement· settlement rate set f~orth il,.!, 
0.87-06-021 In A.$5-05~OSS.,: the uraniwn settlement rates settorthl~ i: /1 
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COlStlS in ~;he ECAC Qalo.nc:Ln9 aeeo\J,nt, 1S1,lbject to ret'une. 

further reasonablenesG review. 
3. Edison should be allowed 100 percent recove 

balanein~ aeeount of uranium costs associated with 
nuclear fuel expense. 

4. Edison should be permitted to cycle 
inventory. 

theECAC 
period 

·5. FOIL carrying costs should be prospectively based 
on a 4.4 million barrel inventory times a xed LIFO weighted 
average price of LSFO and distillate time;t the average forecast 
period short term interest rate, which ~OUld be trued up at the 
end of the forecast period to reflect ~ctual short term rates. 
variations in inventory carrying cost£ and gain and losses on 
cycling will be treated as described' in this decision for later 
potential recovery through.. ECAC •. /. .. •. 

~. The Chevron Option A~ement .settlemont rate set forth in. 
0.87-06-02l in A •. 8S-0S-0Ss., the uranium settlement rates set forth 
in D·.87-10-042 in A.S6-02-00s-{ and the CLMAC rates set forth in 

/ . 

D ... 8?-05-021 inA.S6-07-041?hOUld be reflected in ECAC rates. 
7. The rates set ~orth in Appendix C of this decision are 

adopted. 

ORPER 

IT IS ~ERED that: 
1. A ten r,rcent annual en:ergy rateCAER) is reinstated for 

SOuthern CAlifornia Edison Company (Edison) composed of Edison's . 
(i) new fuel arid purchased power expenses applicable for inclusion' 
in ECAC, (ii/ the revenue requirement associated with fuel oil'· . 
inventory, ~d(iii) underli!ts.,!acil1ty charges, and gains or 
losses. !rorr/ the sale· o! :fuel· Oil. A cap on the AER, either U'P~d 

I ' , 
or d.own7' is imposed. basecl O!l. theprocluct o~ juriscl:ictional'rat<i' 
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• 

• 

in 0.&7-1.0-042 i:a: A.86.-02-00S, anQ. the CLMl\.C rates set 
D.S7-0S-0ZI tn A.a6-07-041 should be reflected in ECAC 

7. ~e rates set forth in Appendix C of this de 
adopted. 

OR PER 

IT IS ORDERED that: 
~. A tempercent annual energy rate ) is reinstated for 

Southern cali~ornia Edison Company (Ediso composed of Edison's 
(i)1 new fuel anCf purchased power. expens app,licable for inclusion 
in'ECAC, (1i) the· revenue requirement ssociated with fuel oil. 

, . 

inventoxy, and ("ill) underlitts, fac' ity. charqes, and qains or 
losses trom ~e- saIe. ot fuel oil. cap on the AER, either upward , 
or downward,. ±S i:mposed based on e product. of jurisdictional rate 
base, authori2:e<f. equity eapitali ation percentaqe, and .160 basis 
points • 

2. Ecli..~ort. 'J1Jay write do to- market value its distillate 
inventory and.: ±mpl.ement LIF accountinq in the, same :manner, as the 
ISFO write daUlt. authorize in' D'.86-12-096. This write down shall 

I 

be recovex:ect m~ in the CAC. balancinq acco~t. 
3.. Ed±:Jon: may re over 100% of the costs associated with Mono 

- ,. 

Power Comp~s; EEDA oj eets' termination in i the ECAC balancinq" 
I ' .• 

account, subijact:.to, fund pendinq a fUrther, reasonableness review .. 

c. ~ i recover in· the ECAC b .. l";'cin9' .. ccount 100% of ' 

~~1nm~s:::e:::~o::;::::. nuclear tuel ."" 

6;. fJ:he: • Bear creek payxnentshould :be. included in the 
ECAC bal.J:r:r:J.~ account. . . I 

. I 
7 _ 'n:I.e~ Chevron. option A9'%'eem.ent'settlement, rate set forth in .' 

O.87-06-oU in:. Las-os-oss" the uranium settlement rates set forth.. .1 
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• 

, 

• 

A.87-02-019 AI:J/RAB/tcCJ 

in 0.87-10-042 in A.a6~2-00S, and the CLMAC rates set forth i~ 
:0.87-05-021 in A.S6-07-041 should be reflected in ECAC rate./. 

8. The proposed adjustments by Edison to the ECAB~esultin~ 
from energy savin9s assoeiated with Palo, Verde NUelear Generating 
Station unit 3 and Balsam. Meadow should be made coine:r&ent with the 

I 
implementation of rates which reflect PVNGS 3 and Ba1sam, Meadow. 

9. Edison may record intervenor compensatio£ payments in a 
I~eferred account tor fnture base rate recovery ~clusive of any 

interest charges. , i 
10. Edison may :file on 7 days' notice 0 the Commission and 

to the publie tariffs settinq forth the :ad ted rates sect forth in 
Appendix C of this decision. . . I ' 

11. Edison's motion to consolidate: Commission eonsideration 
of the accountin<:; issues related to ~'s 'fixed :fuel oil inventory 

, / ' 
lcarrying- costs is g:rmrted as follow~ To, the extent that the . 
decision in Pacific Gas « Electric!company'SA.S7-04-005, 
estal:>lishes accounting" procedure~ for fixed fuel 01.1 l.nventory , 
carrying- costs,. those accountir4 pro~edures shall be adopted :by, 
Edison. In all other respect/' Edison's m~tion is c:1enied., 

" 

; .. 
'" 

,/ 

This order:£.S effe6tive today. 
Dated NOV 1 3_ ' at san Francisco, ,california.' 

/ I, 
/ ' 

I 
/ ,. 

l 
j 

I STANLEY w. Ht1LE'IT 
Pr~dent 

FREDESIC'", R. DUDA 
C. Mn'CErtr ,L wrr.....x 
JOHN B. O!iA.~R\1 . eo .... mlz:oXlc..-;; 

CQ=1cl:)!'onor l)O~lll V!al. ~~. 
lloc~cc.?r11y D.bzont, did ~ot, 
parUCi~". 
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