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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application

of the SOUTHERN CALIFORNIA EDISON
COMPANY (U 338-E) for (1) Authority
to change its rates effective June 1,
1987 by decreasing its energy cost
adjustment billing factors and
increasing its electric revenue
adjustment billing factor; (2)
Anthorzty, at some future date, to
reduce its energy cost adjustment
clause rates to reflect fuel and
enexrgy cost savings attributable to
Palo Vexrde Nuclear Generating Station
Tnit 3 and Balsam Meadow, coincident
with increases in base rates, respec-
tivelys (3) Authority to implement
other modifications to its enexgy
cost adjustment clause and its
electric revenue adjustment
mechanism as more specifically set
forth in this Application; (4) Review
of the reasonableness of Edison’s
Operations during the period from
Decenber 1, 1985, through November 30,
1986; and (5) Review of the
reasonableness of Edison’s payment
to qualifying facilities under Non-
Standard Contract during the period
December 1, 1984, through November 30,
1986.

Application 87-02-019
(Filed February 5, 1987)
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(Appearances are listed in'Appendix A.)

(Phase I)

SUMNAXY ‘ ‘
This decision authorizes an annual revenue reduction of

$194.8 million conprised of a reduct;on in ECAC revenue of -
$400.3 million, ozfset by increases in AER revenue of

-
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$175.9 million and in ERAM revenue of $29.6 million. The decision
reinmposes a ten percent annual energy rate (AER) to give Edison a
realistic incentive to reduco its fuel and purchased power
expenses. The decision authorizos Edison, among other things, to
recover EEDA costs, to recover uranium costs, to cycle fuel
inventory, and to reflect in ECAC rates rate adjustments from other
proceedings such as the Chevron Option Agreement settlement rate in
D.87-06-021, the CLMAC rates in D.87-05-021, and the Uranium
Contract settlement rate in D.87-10-042.

This decision was originally issued as a Proposed
Decision to which the parties filed comments. Based on those
comments this decision has been revised. Edison commented that tho
decision erred in. determln;ng fixed ruel oil inventory carryxng o
costs by using the short-term debt rate (Bankers Acceptance) rather f
tham its authorized rate of return. We have used the short—term
rate in other situations and find it appropr;ate here. _

Edison comments that our fuel oil inventory level b:‘
4.4 million barrels is inadequate and should be 7.8 m;llionl |
barrels; that the 1.5 million barrels of oil allocated for lto Fuel
Management Requirement is inadequate; and that accounting 1ssues g
related to fuel oil lnventory carrying costs be resolved in a
separate proceeding. We see no reason to modify our fuel oil
inventory level of 4.4 m;llion barrels nor change the Fuel
Management Requlrement, but we will consider the account;ng zssues
irr x further proceed:.ng. 1

Edison requests that rather than us;ng the recorded ECAC -
amxt ERAM account balances as of June 1, 1987, as the proposed B
decision does, we should use the recorded figures as of o
September 1, 1987. Edison’s request is reasonable. Ed;son

suggests a clar;fzcatxon of the effective date of the order and ouxe?” ‘

description of the AER, which we shall make.’ Edison commonts that ! ‘}“
our use of oil genoration oxponae oz $28.35«million is erroneous ‘V”
" ' \
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and should be $32.0 million. We have reviewed our figures and they
are accurate.

Edison has filed a motion to consolidate Comnission
consideration of the accounting issues related to PSD’s fixed fuel
oil inventory carrying costs proposal in this application with
Pacific Gas & Electric Company’s A.87-04-005, in which Edison has
appeared and in which the same issues arise.

PSD opposes the motion on the ground that it is in effect:

a motion to set aside submission and reopen both this application
and PG&E’s A.87-04-005 to take further evidence on a consolidated
record. We do not read that much into the motion. We would dmny 2
motion to reopen, but we understandﬁthis}potion to merely :equest |
that the accounting procedures for fixed fuel oil inventory
carrying costs found reasonable in _he PC&E casa be applied to

Edison. Edison's motion “requests that the Commission consolidate

review of these [accounting] issues in PG&E’s ECAC proceeding and
issue a s;ngle decision....” ‘We wzll grant Edison’s motion as
follows: To the extent that the decxsion in PG&E’s A.87-04—005
establishes accountlng procedures.ror fixed fuel oil 1nventc:y
carrying costs, those accounting procedures shall be adopted by
Edison. In all other respects, Edison’s motion is denied.
Backazound

Southern California Edisen Company (Edison) filed
Application. 87=-02-019 requesting authority to make certain changes’
to its rate levels that result in a net‘dgcre;se in revenues for
the 1987 Forecast Period (June 1, 1987 to May 31, 1988) of
approximately $111.4 million from present rate revenues on an
annual basis calculated in accordance w1th the revenue allocation
and rate des LgnAparameters-established in Edison’s 1985 genexral’
rate case, Decision (D.) 84-12-068, and were to be reflected in '
cbanges to Edison’s Energy. Cost Adjustment Clause (ECAC), Energy
Cost Adjustment Billing. Factors (ECABF) and Electric Revenue
Adjustment Billing Factor (ERABF). Edison also»requested.
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o An oxder that ECAC rates be adjusted to reflect
enexgy costs savings attributable to Pale Verde
Nuclear Generating Station (PYNGS 3) and Balsam
Meadow coincident with the implementation of

rates reflecting PYNGS 3 and Balsam Meadow: v’

© That the Commissjion find reasonable the fuel
and energy costs recorded in Edison’s ECAC
balancing account from December 1, 1985 to
November 39, 1986, inclusive (the 1986
Reasonablcness Perioed) ;

© That the Commission find reasonable Edison’s .
payments to Qualifying Facilities (QFs) under
nonstandard contracts during the perzod from
December 1, 1984 through Novembexr 30, 19867 and

¢ Certain modifications to Edison’s ECAC and
Electric Rovonue Adjustmcnt Mochan;sn (ERAM) .

The review of tho rea:onablannuu ot oparations fox the

1986 reasonableness period and the nonstandard QF contracts will be.

considered in subsequent phases:pr th;s.progeedmng.

on April 7, 1987‘Edison'requested‘Commission ‘
authorization to decrease annual revenues,by $70.5 million rnther
than $111.4 million based on more recent information concernlng

resource mix and energy prices as well as more recent recorded ECACQN

and ERAM balancing account information for January. and February
1987. Subsequent changes in the expected initial production dates

of new cogeneration facilities and changes in Edison’s forecast gas7

generation resulted in an overall recquested decrease by Edlson ot
$78.2 million. At that time, ;he Public Staff Division of the

Commission (PSD) recommended an annualized revenue decrease of $l943lf
million.  Later data caused both parties to revise their e,tzmateu.p_;

of the decrease. Edison now :orecasts a decrease of $139.4

million, while PSD forecasts a decrease of $255.4 million. | :
- Public hearing on the forecast phase of the appl;catx%

was held before Adminzstratlvm Law Judge Robert Barmett. o
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Table 1 lists the issues Lpon.whlch PSD and Edison agree R
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TABLE 1

Sales Torecast

Rate Design

Hydro Generxation

0il Generation

Coal Generation and Cests
Nuclear Generation and.Expense
Palo Verde Unit 3 Fuel Savings
Balsam~Mea¢ow Fuel Savings

Distillate Quantity~for'write—bown
And LIFO Accounting Method .

,LSFO«Write—Dpwh.Amount‘
Chevron Demand Charéé

ECAC Balancing Account Balance
at June 1, 1987

ERAM Raté Change at June 1, 1987
System Heat Rate

0il Generation Expense
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PSD agreced that Edison’s net sales projection of 64,122
million kwh and its projected total hydro production during the
forecast period of 3,633 gigawatt-hours (gWh) were reasonable.

PSD 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. PSD accepts Edison’s
forecast prices for oil generation expenses, turbine fuel, jet
fuel, and transportation costs for diesel fuel delivered to
Catalina. PSD accepts Edison’s proposal to change distillate
acecounting to the Last-In First-Out (LIFO) method and base the
resulting write-down amount on recorded market prices prdor te
June 1, 1987. | ‘

Edison- updated its zorecast coal generatxon,and expense
to reflect gas requirement decreases at both Mohave and Four
Corners which reduced gas expenses at these tacmlxt;es. . PSD agreed
with Edison’s original forecast of generation and expense and d;d
not object to the updated forecast. -

PSD and Edlson agree on forecast nuclear generatdenuand
expense. PSD concurs with Edison’s-request that the forecast
uranium ore expenses be anluded 100 pexcent in the,ECAc balanc;mg
account. ' ' :

Enerqgy produced by Palo Verde Nuclear Generatmng Statxon

Unit 3 (PVNGS 3) will displace production from gas-fired generatzﬂg

Aun;ts. Edison requests that the enerqgy cost sav;ngs,attr;butable

e
'

to the operation of PVNGS 3 be retlected in ECAC rates.thxough the f"

Average Energy Cost Adjustment Rate (AECAR) coincident with the =

implementation of base rates reflecting PVNGS 3. The projected’

ECAC revenue reduction attributable to the energy cost savzngs fromuvx
PVNGS 3 ranges from $13 to $30 m;llzon on an annualzzed basis. PSDﬁ

does not object to Edison’s request. :
The estimated annual energy savings associated with the
operation of Balsam Meadow is approximately $5 mzll;on.. Edison f

requests that the energy cost savings attributable to~the operaticn‘ﬁﬂ
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of Balsam Mecadow be reflected in ECAC rates through the AECAR
coincident with the implementation of rates reflecting Balsanm v///
Meadew. PSD does not object to Edison’s request.

Approximately $42 million in termiration costs for Mono

Power Company’s Energy Exploration and Development Adjustment V//,, f,
(EEDA) projects are included in the ECAC balance on June 1, 1987. o
PSD agrees with Zdison’s June 1, 1987 ECAC balancing account v

balance. PSD and Edison agree on the June 1, 1987 ERAM balancing
account balance and resultant ERAM revenue change for a June 1, |
1987 xovision date. Originally, Edison and PSD had agreed that the
current ERAM rate (in effect prior to June 1, 1987) would result inj
an ERAM shortfall of $90.8 million in the forecast period. 'Both
pertmes, therefore, recommended an increase in the ERAM to absorb
this shortfall. We have had, however, the benefit of more current | o
operating data and based upon that data we have determined that the  ‘37
shortfall in ERAM revenue is estimated to be $29.6 million rather , V
than $90.8 mllllon, and the partmes concur. We will adopt the o
. $29.6 million estimate. In addition, PSD and Edison agree that y
intervenor compensation payments should be recorded in a deferred -
account for future base rate recovery exclusmve of any interest ‘
charges. ‘ ‘i L
Table 2 summarizes the differences between PSD and Ed;son i
for forecast perzodwfuel, purchased power, and energy related

expenses.

N
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TABLE 2
Edison PSD Difference

Gas Volume and 648 614 (34)
Price
Purchased Power 924 852 ‘ (72)
Quantities and '
Prices
Fuel 0il Inventory 6 4 (2)
Carrying Costs
Losses on Fuel 2 : o (é)
0il Sales ‘
Third Bear Creek 8 _— 0 (8) :
Termination Payment ‘ _ ‘

' Franchise Fees and 19 : ‘ 17 (2)
Uncollectible ‘

. Accounts Expense ,
Resale .Accounts (28) L (24) | 4 {
Allocation : o
Total Difference A _T (116)

A summary of the dz::erences in: the posztion ot the

parties and our.adopted results are*” ‘ e
-

ECABF | O ($169.0)  ($460.9) ($400.3)°" -
OB | T el 17829 175,90 L
Annual Revenue Change o (5$139.4) ($255~4) ‘($194-§1 e :

NA:n:Al_ﬁAﬁ_ﬁﬁnsxn:iQnLgnd_Exngnﬁg
PSD: and Edison projected dltferent spot market . gas prxces s
and gas margzns to be paid to Southern Calizornma Gas Compamy~ '

(SoCal). PSD and’ Edison alfo forecast d;tterences in

: :!1“:‘
-
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Edison’s gas generation which are dependent on the quantity of
Pacific Southwest purchased power. Edison forecasts 2,182 gWh less
gas generation than PSD 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 this gas expense difference through other
sources of power, over $100 million of the $116 million difference
is affected, e. g- it gas is cheap, more will be bought and there is
less need for purchased power.

Puxchased Power Genexation 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, Cholla, Mexico geothermal, 'Pacific
Northwest (firm), Calizorhia; and SCE-renewable/alternative
sources. | : o

PSD and Edison agree on quantity but differ on price‘for_

Pacific Northwest (non-firm), qualifying facilities, and ~other”
purchases. The difference is due solely'to dirrerences in the gas. i
price forecast. . ‘

PSD and Edison differ on both forecast quant;ty and ‘
expenses for Southwest purchases- This dltference is due solely to
different natural gas price forecasts. The total purchased power
expense difference is $72 million; o ' -

| PSD and Edison disaqrco as to the uppropriato fuel oil
znventory level for the forecast period, the.amount of fuel oil

anentory carrying costs, and the methcdology for calculating fuel h'fff
©il inventory carrying costs, result;ng in a $2 million difference .

in earrying costs.
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Iess on Sale of Fuel 0il Inventory

PSD and Edison disagree on the ratemaking treatment of
forecast losses on the sale of fuel oil inventory: PSD proposes
disallowing all such losses. Edison believes that the forxecast
sales and resulting losses are necessary and will result in lower
overall costs to the ratepayer. The difference is about $2
million.

Third E ek Terminati E !

PSD and Edison disagree on the ratemaking treatment of
the third Bear Creek termination payment. PSD proposes not to,
include the $8 million payment in ECAC rates effective June 1,
1987. Edison believes that such a payment should be included.
Franchise Fees and Uncollectible Accounts
Expense and Resale Accounts Allocation

A $6 million difference between PSD and Edison' for
Franchise Fees and Uncollectible Accounts expense and resale X
accounts allocation is due solely_to other\:oreca st fuel, purchased
power, and energy-related expense differences.

P =Syot '

PSD recommends that the adder revenue component of
Edison’s off-system salés be included in the ECAC procedure.

Edison disagrees with PSD’s proposal because such revenues are
presently reflected in Edison’s base rates. '
Annwal Enexqy Rate (AER).

PSD recommends reimpos:.ng a 10 pthcent AER because PSD ) W

believes that fuel prices are less volatilu this year than they

were when the Commission suspended the AER. Edison belmeves.that”,,;

the AER should remain suspended because of the uncertainty in fuel
prices, primarily natural gas prlces, due to the Commission’s. :
ongoing gas OII/OIR.

-10 -
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Riseuscion
AER

The AER is a mechanism to provide an incentive to the
utility’s management to reduce its fuel and purchased power
experises 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. Whethexr to reimpose the
AER is the most important issue in this case because without an AER
our choice of one forecast or the other, orx one of 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 Edison is made whole and has no risk.
Individual ratepayers, however, would be at risk. The ones who~§ey
in the forecast year may not be the same ones who are affected by
the ECAC account in the following year, and Edison has little
incentive to keep costs down. L

With an AER in place the utlllty is at risk. It will pay "
close attention to fuel costs, benefitting both shareholders and
ratepayers. The AER makes a portion of fuel and purchased povex
costs recoverable on a fixed, forecast basis. Since the AER is a o
fixed rate, not subject to balancing account troatment, tho
shareholder benefits i actual fual and.purchasod power expenze-
are less than forecast: conversely, shareholders lose if actual o
expenses are greater than forecast. For example, if all fuel and
purchased power costs are recoverable Lhrough a balancing: account ¢
(ECAC) and the forecast for 1987 was $1,000, ECAC rates would be

set to recover $1,000. But if actual fuel costs exceeded $1, 000 ln “5:?

1987 the ratepayers would pay the. excess. costs through the ECAC,
and if those costs were. below SL, 000 the ratepayers,would :ecover
the difference through the ECAC. In both instances the utmllty is 1
neutral. When Edison’s AER was 1mposed the split was 90% ECAC and o
10% AER. Taking, the $1,.000 example, if a 10% AER were in place and
it actual costs tor 1987 were $1oo over forecast then Edison would
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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 adopted for Edison in 1982; in 1985
it was reduced to 2%; and in 1986 it was suspended entirely, the
Commission stating: “We see little useful purpose in continuing -
the AER incentive mechanism when fuel prices are fluctuating wildly
ocutside managerial control.” (D.86-04=007 at P. 4.) PSD believes
that fuel prices are no longer fluctuating wildly and, in" fact,
have stabilized within a comparatively narrow range. PSD
therefore, recommends that a 10% AER be reinstated.

Edison opposes rexnstat;ng the AER because (L) fuel .
prices, particularly natural gas prices for the forecast period aree«
beyond Edison’s ability to forecast-with reasonable certainty, and -
(2) the status que fully protects ratepayers and‘shareholders- It
argues that to give any real meaning to the AER as an incentive,
fuel management decisions must be based on reasonable gas p?ice'
forecasts and in today’s gas market there is no reascnable
certainty in any £oreeaat. Under the preaentlcircumetances, any

benefit or detrimentwto Edison's shareholders would be a windzall<;;,‘e5
or penalty caused by changes in gas prices. it would not be earned . )

by Edison’s management. : L
Edison asserts that the natural gas zndustry is changlng | ‘
rapidly as a result of regulatory changes on both the state and - .
federal level. This cOmmisszon, through OII 86-06~005 and OTR
86-06-006 (the gas OXI/OIR), has been at the forefront in
restructuring the gas.lndustry in California and in responding to

the new competitive gas marketplace. These chanqes, howevex, have 'ﬂ..
led to increasing uncertainty in natural gas pricing. Any estzmatefﬁ\ﬁﬂ

of Edison’s forecast period- expense. thus depends greatly. upon an.
unknown and unknowable factor: the pricing pol;cy the Commzssxen o
will adopt as 2 result of the OII/OIR proceeding, an uncerta;nty |
that will not be resolved untll September 1987 at the earl;est. l‘
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The OXX/OIR proceeding will alter the requlatory program for the
natural gas industry and is expected to resolve the revenue
allocation/rate design policy that will result from the
restructuring of the gas industry.

Edison points out that natural gas prices have a
significant effect on Edison’s forecast of energy expense and PSD
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 $116 million of which
epproximately $100 million is attributable solely to the differing '
estinates of forecast natural gas prices (including the gas price
effect on Edison’s gas generation and purchbased power mix). H

Edison agrees that the AER is intended to provide an Y
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 imposing the AER. If the ,
uncertainty in fuel prices overshadows prudent fuel manngement, the;
incentive is lecking. The standard necessarily applied to the
forecast is that of reasonableness; there mnst be a reasonable
degree of certainty in the predicted fuel expenses. Edison
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 claim that any uncertainty in forecast
period fuel expense renders the AER inappropriate. However, it
argues there must be a2 reasonable degree of certainty in the
forecasts to justify reimposition of the AER. The Commission did N
not require complete uncertainty to ‘suspend the AER; only that fuel
prices could rnot reasonably be torecast. Due to the uncerteinfy off%f‘y
the outcome of the gas OII/OIR proceeding, ne party can reasonably = .
predict naturzl gas prices for the forecast period- Edison.urges,‘*
therefore, that the AER should not be reimposed. |

=13 -
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PSD cannot find the uncertainty that plagues Edison. PSD
asserts that the Commission’s OXI/OIR proceeding adds no
uncertainty to the ability to forecast gas pric¢es as PSD’s
recommendation for gas prices in the OII/OIR will be comparable to
that recommended in this case. PSD agrees that in this case we nay i
adopt its recommendation from the OIX/CIR. It says to accept. o
Edison’s argument would lead to the abolition of the AER as the »///’u'
competitive gas marketplace by definition is uncertain. Finally,
PSD points ocut that the basic 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 2 maximum effort,
not just a reasonable effort, to avoid a pass—through mentality
with respect to costs.

We bhelieve the concept of an AER mechanlsm is salutory
and easy to understand. IXts purpose is to give management an
incentive to hold costs.down. If they do, the utility benefits: 1:?
they don"t, the utility is harmed. In the past when we ‘refused t'o
impose an AER ox reduced an AER it was because we found the pr;ce
of fuel and purchased power too volatile to be affected by _
management supervision. In"a :apidly\r;slng.market it would be
unfair to the utility; in a rapidly falling market it would be
unfair to the ratepayers: and in a hxghly volatile market, unfair
to both (althocugh over tlme the sav;ngs.weuld counterbalance each:
other). Our inqu;ry then must focus on the forecasts and the;r ]K
reasonableness., our adopted gas forecast is discussed in 2 later
portion of this decision. Here we will considexr the contidence we
place in the £orecast being reallzed within reasonable margins.

In D. 86=04=007 the CGmmlsszon suspended the AER.untxl
further order, stating" We see’ lmttle userful purxpose in
continuing the AER 1ncentive mechan;sm when fuel prices are-
fluctuating wildly outside of management control.” The questzon ,
now is whether fuel prices are. still. 'rluctuatmng wildly outs;de ozg“'
managenent contxol " A.readlng of the fuel price exhibits in th;sAe”
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case leads ineluctably to the conclusion that they are not.
and Edison agree on prices from SCE Hoover, Cholla, Mexice
geothermal, Pacific Northwest (firm), California, and SCE-
renewable/alternative sources, as well as hydro production, the
prices for turbine fuel, jet fuel, and transportation costs, plus
oil, coal, and nuclear generation expense. Purchased power prices
from Pacific Northwest (nonfirm) and Southwest are agreed upon,
subject only to fluctuations caused by natural gas prices. Our
inquiry is reduced to determining whether gas prices are
»#gluctuating wildly.” They are not now and we do not expect thenm
to be during the forecast period. ' |

We have, for example, compared Edison’s projected pricé ‘
for all gas purchases during. the forecast period, on a welgnted ‘
average basis, with PSD’s bulk burn price with demand charge. We s s
do not agree that either forecast is the correct foxecast to adoptﬁ_,""
for this proceeding, and have adopted a middle ground, but we
believe that the forecasts demonstrate the gas prices will nct
7fluctuate wildly” in the rorecast period.

W‘ ?-
‘ j (¢/MMBtu)

Edison 273 256 254 254 275\282 292 310 300 289 278 275—278
(All gas

weighted ,

average) : ‘ ‘ ‘ C g
PSD ' 228 215 212 216 255 274 274 274 274 255 255 255 249
(bulk burm :

w/ demand-

charge)

The table does not show wild fluctuations; it shows the  ?
normal gas price rise from summer to winter and prlce ‘arop from |
winter to summer. Edison’s’ forecast shows almost no dizterence .
between its June 1987 price and its May 1988 price for gas. The .
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2 cent difference does not even account for expected inflation.
PSD’s forecast 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 D.86-04-007 when gas spot prices dropped L
from 275¢/MMBtu in July 1985 to 160¢/MMBtu in June 1986. Because‘s‘ “{ﬂf
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 have an effect on gas costs and
| should be given the opportunity to benefit from management.
decisions. There:ore, we shall terminate the AER suspenszon and
reimpose the AER at 10%.
] We will also relmpose the AER cap ordered in D.82-12-105, - |
! . by which AER earnings l;m;t;t;ons are calculated as the product of
. jurisdictional rate base, authorized equity capitalization | o ,
. percentage, and a limit of 160 basis points. This cap is the:samé‘_g
as Edison’s previous AER cap. : ; R
As a result of a lower forecast of natural gas prlces ln
the forecast year, PSD’s estimate of matural gas costs is $34
million less than Edzson's. One of the consequences of that
forecast is that Edison’s purchasad power expense: will decrease by
$72 nmillion due to reduced SOuthwest purchases. ,
Edison identitied three areas which,account :or most o!
the difference between PSD’s and Edison's gas expense £oreca,ts.

e PSD assumed that the spot market price'or gas
would remain relatively flat over the forecast
‘period while Edison assumed an increase of
about 7.9 percent over‘current 1evels.

o PSD assumed Edison will purchase approximately
50 percent of its gas on the spot market dur;ng
the forecast period at. 2 dlscount from the
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Southern California Gas Company (SeCal) spot
gas price; and

o PSD assumed that Edison would pay SoCal a

Utility Electric Generation (UEG) margin of

$0.85/MMBtu during the forecast perioed while

Edison forecast a margin of $1.00/MMBtu.

Edison’s witness testified that Edison’s updated gas
price forecast recognizes 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 0il and Gas Prices” shows that, as the price of oil’
declined sharply from December 1985 through July 1986, the spot

.- | .
market price of natural gas also declined substantially during that
period. | | !

.17 -
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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-gas
competition, it was his belief that had oil prices not plummeted in
early 1586, there would not have been the incentive of gas
producers to cut prices to the levels experienced during the summer
of 1986. The same general correlation between oil and gas prices
is seen in the winter of 1986-87, where oil prices rebounded and
the spot market price of gas generally'lmproved.

The Edison witness said that PSD’s spot gas forecast was
developed based on data between March and December of 1986 when o11~
prices were approximately 45 percent below the level that exis ted
in the first quarter of 1987. Because of the oil price rebound in
1987, and the expectation that current oil prices will generallyl

prevail during the forecast period, it is reasonable to expect tha; f"

there will be a slight increase in the spot market price of gas,
rather than simply a status quo condition as forecast by the PSD.
He continued, that a 5econd, and perbaps more i - (”‘
szgnlflcant, near-tern ingluence on.the spot market price of gas| la“
the price of long:term gas supply, which--after a steady decl;ne)
between October 1984 and March 1987=--finally appeared to be: ‘:
stabilizing as. evidenced by'Transwestern’s recent PGA increase on -
April 1, 1987. As the gas deliverabillty surplus continues to y :
dasszpate, he believes the spot market price of gas will rxee toy.

meet the cost of long-term suppl;es, exceeding that cost in: the }

high'dem“nd winter menths. Moreover, in his opinion, the oonsensusﬂH””'

in the gas industry at the present time is that spot gas prrcesw e
will be t;rmang durxng the forecast perzod rather than simply l
remaining 'flat. ' « ‘ 5

Ee believes that Ed;son's updated spot gas prace, waach y

_averages about $1. 92/MMBtu, compares ravorably with the $1.90/MMBtu o

spot price of SocCal,. the largest spot purchaser of natural gas in '

‘Calirornia and 1n the nation.w He said that a ‘second corroboration

of Edison"s rorecast wae obtained when compared with Cambridge i
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Energy Rescarch Associates’ (CERA) most recent forccast, 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
sellers. KHe 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
may 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 puxchase of 50 percent of spot supplies would‘?
be prudent during the forecast period is premature. ‘

. Secondly, he pointed cut that Edison’s lack of firm
interstate and intrastate pipeline capacity may effectively ‘
preclude Edison, in any given month during the forecast period, L T
from purchasing as much as 50 percent of its gas from spot seller55;'W "“”
let alone 50 pexcent on average for the entire forecast period. As! ’
anAlnterrupt;ble transportation customer, Edison has experienced { |
difficulties in actually receivinq all volumef of gas for which'
spot bids were accepted. TFor example, volumes bid. by Pacitic Gao‘wL
and Electric Company (PGSE) during the months of Januaxy, Februa:y y
and March 1987 wexe substantlally reduced. Because of the ‘y
constraints on Pacific Gas Transmission’s (PGT) pipeline capacxty,,}»:"
only 18 percent of the bid quantity Edisen accepted from PG&E |
actually flowed durlng these months. - Edison has also experzen¢ed o
similar conditions on Transwestern’s pzpelxne systenm. S;nce
October 1986, as a result of SoCal exerxcising its firm demand
rights on that system, the flow of any spot gas supplies that
attach to Transwestern’s gathering system has been precluded.
Therefore, in the winter months of thefrorécaSt period, even if 1
Edison were willing to award spot bids of up to 50 percent of its [' ¢{5
gas demand, the likelihood of 50 percent ot that gas flowing is - g
very low. :
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Finally, he testified that PSD has made the assumption,
based on only five monthe of historical price data, that Edison’s
spot purchases during the forecast period will carry an average
price which is 93 percent of the average SoCal spot price. PSD’s
assumption is contrary to Edison’s experience to date in the spot

market. PSD overlooks the fact that the majority of bids received

by Edison have actually been offered at prices above SoCal’s
average spot bid price. mhis is one reason that Edicon has only

purchased about 10 percent of its gas requirements in tbis manner..

Moreover, the modest price discounts Edison has obtained to date
have, in part, been related to the establishment of business

relationships, such spot suppllers hoping to sell gas to Edison in

the future under longar ternm contracts. In his opinion, it is.

unlikely that even the modest discounted price relationship Edison R

has experienced would continue to exist if Edison were able to
purchase up to 50 percent of its gas via direct spot purchases.

Why would spot marketers want to sell such large quantities of ga*. .
to Edison at a discount when they could sell the same gas. d;rectxyxj;_"‘

to SoCal at a higher price? : o
In regard to. UEG CUtlllty Electrmc Generat;on) margin -

(the amount paid SoCal Gas over and above its cost of gas) he

testified that $1.00/MMBtu would be reasonable zor the forecast

period. PSD originally proposed $.85/MMBtu, but 1n‘1ts brief sa;dﬁn

that 7$.92 is the appropriate UEG margin for the ’ceiling rate’
(actual rates could be lower) and that it should be considered in

determining the approprlata gas prices during the rorecast per;od.,'

Edison argues that PSD’s $.92 estimate should be
increased by $.05 because this Commission assigned the margin
shortfall resulting from service to cogeneration customers (about
$0.05/MMBtu. eqp;valent) to the UEG class: (D.87-05-046, pp- 17-1&)
and PSD’s $.92 margln does not. include" such subszdy.

The PSD gas forecast witness testitied that the cost o:
short~term gas. supplies will. remain relativcly zlat foxr the -

- 21 -
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forecast period because, among other reasons, the current gas
deliverability surplus will continue throughout the period. He
expects gas prices to rise clightly during the winter heating
season before falling back to Fall 1987 levels in Spring 1988. He
believes that fluctuations in the price of oil will not be the
driving force behind the price in spot gas, but that gas~to-gas
competition and the gaﬁ deliverability surplus will keep prices
stable and' flat. |
. In regard to Edison’s ability to purchase 50% of its (
requirements on the spot market at a price 5% below the price SOCalf
pays for spot gas, the witness testified that he based his opinion: 3
on recent Edison purchases below SoCal’s price and that as Edison “
becomes more experzenced in the spot gas market it will purchase
greater quantities of gas. : : .
As to the UEG margin price of $0. 85/MMBtu, he based hla“f -
opinion entirely on the PSD showing in the gas OIX/OIR. ‘fﬁ.,~
‘Because we are reinstituting the AER the forecast price,l{
|
\
|
|

of gas takes on added significance. Substantial deviations from L
the forecast will be costly, either to thke ratepayer or the l\
utility. Of the three areas between Edison and PSD which account | -
for most of the dztferences--spot gas price, spot gas purchases, l
and UEG margxn—-the issue of spot gas purchases gives us the. least
difficulty. Edison’s. recent spot gas ‘purchases have been between -
10% and 15% of its total gas purchases. PSD believes that Ed;son j
can reqularly purchase spot gas at prlce$—5% below those paxd by ]
Socal and, therefore, Edison should purchase 50% of its needs on- RN
the spot market; PSD points to recent purchases by deson wh;ch i  fl
were 5% below SoCal’s purchases. Edison claims those were made f
because the sellers were new to Edison and wished to~estab11$b a’ ’
. new customer relationship; Edison does not expect those dzscountu N
to continue. We agree w:th Ed;son. Not enly have there been spotﬁ“

we are not persuaded that gas vendors would regularly sell to
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Edison at a 5% discount from their price to SoCal. Nor are we
persuaded that Edison could buy 50% of its gas supply on the spot
market, nor that it would be a prudent policy if it could.
However, given the nature of the spot market, it is probable that
bargain prices will occur and that Edison will take advantage of
them, especially with the incentive of the AER. For the puxpose of
the forecast we will assume a 10% spot market purchase at a price
$% below SoCal’s price.

At the hearxng the PSD—Edison difference in SoTal’s UEG
margin was $0.15/MMBtu.. Edison estimated $3.00, PSD estimated

$0.85. In its brief PSD agreed_tha $0.92/MMBtu maxgin, the maxgin

it recommended in the gas OII/OIR. Edison points out that the
$0.92 margin does not include the $0.05/MMBtu addition that the

Commission imposed on the UEG class in D.87-05-046. If Edison muutf';
pay it we should include it. Edison secks a $1. OOIMMBtu margin but'
we are of the opinion that $0.97 is closer to the mark, and that S

margin w;ll be adopted,
'~ The final issue is the dx:terence in spot gas price
estimates. PSD expectﬂ.spot gas prices to remain relatively flat

over tha forecast period while Edison predicts a 7.9% average. prlce;-r'”yp

above the actual prices in the month of May. The reasen for the
difference in estimates is generally that PSD'believéS'there-is.a

surplus of gas avallabie during the entire forecast period and that_ , 3

any upward surge in oil prices will not be a significant. 1n£luence
on gas prices, while ndison belleves the gas surplus will be

diss;pated during the Lorecast period and there will be 'an upward -
surge in oil prices which will cause gas prices to-rzse. We '
believe 'the Edison forecast to-be too high because the ev;dence

persuades us that the gas.surplus will be available throughout the}"

forecast period; but the PSD forecast is too low because we are
persuaded that oil przces wmll be hagher than PSD’s witness expects
and to aome extent oil prices will drive gas prices. Under the
circumstances we will adopt a £orecast of gas prices on' average 2¢

- 23 -
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above that forecast by the PSD witness. Our forecast, in terms of
the noncore Tier IX 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 Qil Inventoxy

Edison maintains fuel oil in inventory in oxder to supply
forecast oil burn requirements and additional potential oil burns ﬁ'
caused by variations or interruptédns.in supplies of nonoil energy&
resources and variations in forecast load. In addition, a portion'
of Edison’s inventory is dictated by the physical limitations of j
its oil storage and transportation system. Total costs lnclude thc

costs of carrxying inventory, the costs of buying and sellxng.oxl ﬂ; ”"

and the costs of running short of inventory and curtailing load.
The required fuel oil inventory consists of three
components: (1) Dead Storage, (2) Fuel Management“Requirement
(FMR), and (3) Potential Oil Buxn (POB). Dead Storage is the oil
in the bottom of storage tanks that is not ava;lable to supply
generating units, together with- the pipeline-f£ill d;splacement oil:
essential for the operation of Edison’s pipeline system. The FMR

RN
L

is the oil necessary to maintain acceptable distridution 1ogxst;cs" B

for Edison’s oil pipeline, storage, and’ receiving :acllltles,,
including the minimum levels of inwentory necessary at each o
generating station to sustain operatxon until new supplies are :
received. The POB is the quantity of oil required in inventory. zorf‘

foxecast oil burns and possible deyiatmons in oil demand above °rju_:“

below the forecast level caused by changes in load, chhnges'iﬁ

production from nonoil. energy resources, or unavailabxlity of "

supplemental oil supplies. ‘ '
Edison requests a 6. 0 m;llion barrel inventory, wh;ch

includes a 3.3 million barrel POB, to reflect what it belleves-ls a -

reasonable level of reliab;lity. Edison: asserts that substantmal
increases in reliability oceur when xnventory is increased above .
approximately 6.4 million barrels, and substant1a1 decreases in . f,:v
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reliability occur for decreases in inventory below approximately
5.7 million barrels. Edison’s request for 6.0 million barrels
falls within this range 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 carxying oil in
inventory versus the cost of not serving load (shortage costs).

The optimum economic inventory is the inventory level at which the
sum of the inventory carrying costs plus the shortage costs is =
m;n;m;zed. Edison avers that the economic minimum inventory levulf‘
falls in the range of 5.0 to 7.0 million barrels for the forecast :‘
perxod. Accordingly, the requested 6.0 mllllon barrel Level falls 
thh;n the optimum range for both rellabll;ty and minimuam overall -
cost considerations. PSD asserts that a 1.9 million POB is
adequate within a ﬁotal,inventoryzof 4.4 million barrels.

Edison’s and PSD’s inventory recommendations are

summarized in the table below. PSD and Edison agrce that the‘Deadfy\f‘ﬂ

Storage inventory requiremgnt'is-1.07million.ba:rels,and that the:
FMR recuirement is a function of the POB.

L W
- (Millions of Barrels)

Dead Storage .0 1.0

Fuel Management ' N | :
Regquirement (FMR) - 1.5 ‘ (0.2)

Potential Oil Burn (POB) 2.3 2.9 4.4
Total 6.0 4.4 (1.6)
Both Edison and PSD base their recommendations for the

POB component of inventory on the output of Edison’s Fuel 0il
Requirements Analysis (FORA) probabilistic computer modél.
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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 systen
load. Edison’s oil/gas-fired power plants are then dispatched as
needed. If gas supplies are inadequate, oil-fired generation is
required. FORA utilizes all available oil resupply (new oil
purchases) to meet oil-fired generation'*equirements, and then
calculates the amount of additional oil aupplles necessary to nmeet

any remaining load. This is the amount of oil Edison mast have in :
inventory for that period to completely satisfy load requirements.

Lower amounts of inventory will result in lower reliability of
service levels. '

Edison maintains inventory to meet system needs until new

supplies of oil can be received. That is,. inventcry nust be
sufficient to sustain systen needs‘until new oil supplies can be’ =

expected at e delivery rate matching burn requirements. FORA }'u

evaluates anentory requurements over a forward-looking 120~day

aggregation permod since suppliers have advised Edison that j‘***

substantial suppl;es of oil could not be received in less than from
90 to 120 days. o
PSD asserts that Edison’s estimate3~are exaggerated and

unrealistic. The factor with the most significant impact on FORA
is gas ava;labillty and PSD believes that gas ava;lab;llty will be
adequate in the forecast per;od- PSD points out that Edison |
forecast a FOB in its last ECAC filing of 1 9 million barrels ane‘
there have been no events in the past year which would call for‘ﬁw
almost dcubling the POB forecast. Edison had no gas’ cuxtallments
last winter and 1t currently has a broader group of gas suppl;ers
than before as a result of its entry into the spot market. In the

opinion of PSD Edlson’¢ clains of present natural gaS-regulatoryw; :ﬂlﬂf

and market uncertainties are unfounded. It anything, the market
bas stabilized when compared to recent years._
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Edison asserts that its recommendation of 3.3 million
barrels for the POB component of inventory reflects the latest
forccast information regarding gas availability, spot market gas
purchase options, regulatory and market uncertainties, forecast gas
supply-demand bkalance, 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 of 3.3
nillion barrels is the result of an entirely new analysis based on
new forecasts of load requirement, new forecasts of the
availability of resources, and new forecasts of oil resupply
availability. The three pr;nc;pal factors in Edison’s ;ncreased
POB are gas availability, oil resupply, and purchased power. o

Edisen argues that gas availability will decrease by 17%
from 1986 levels. Tt says that the present gaS-deliverabllity

1

surplus is dissipating and that SoCal’s forecast of gas ava;lable ﬁ'ﬂf;”
to Edison shows a decrease of 4%. When these numbers are factored . o

for regulatory uncertalnty and potentaally cold years a 17% R
estimated reduction in gas availability xs‘reascnable. Edison ¢aysil»"

that oil resupply availabiiity has lessened in the past year. Its
analysis shows that short-term (1-2 month) oil availability bad..
slightly decreased from the 19586 1orecast, whlle long-term
availability had slightly increased, resulting in an 1ncrease in
inventory requirements. Finally, Edison points out that Northwest o
purchased power is down by 4% from 1986 Que to lower water runroff
projected for 1987 and that the amount of enerqgy rece;vedwrrom
Hoover Dam has decreased by 67% rrom last year’s forecast.

Edison has not persuaded us to increase the POB from
1.9 million barrels. Its argument that because changes to its FORA'

program resulted in an increased POB estimate we should accept the -

new estimate is not convincing. In our opinion the factors which
support the 'FORA program have not changed sufrlclently to=requ1re
. an increase in POB. The weight of inrormation regarding the -
- dissipation of the gas deliverability surplus is to the’ ef!ect that‘




A.87=02-019 ALY/RAB/tcg *

any possible dissipation will not occur until after the 1937-1988
forecast year. Although one forecastexr suggests that a tight gas
supply ¢ould emerge as early as 1987-88, othexs say the surplus
will last through the late 1980’s, and the California Energy
Commission predicts gas dissipation will not occur prior to 1989 at
the earliest, while PSD predicts 1995. Edison’s evidence regarding
oil resupply shows that short-term oil availability ~had slightly
decreased from the 1986 forecast.” That ”slight decrease” cannot
support a 74% POB increase, even when considered with othex
changes. Edison’s projected reduction in purchased power
availability does not support a POB increase. Pacific Northwest
purchases may be down 4%, but that is statistically‘insighificant,
in this kind of analysis, and Hoover power, while down a o
significant 67%, accounts for less than 1/2 of 1% of Edison’s total i
resources m;x, agamn statistically inszgn;tlcant when compared to
the requested xncrease in POB. We will-adopt the PSD estimate o: .
4.4 million barrels of oil lnventory.
Q@ wemter cvaling |

Edison recommends that 1t be permitted to recover the EE
loss caused by cycling its oil inventory. 'Cycling is a practice by -
which inventory levels are seasoneily.adjusted.tovreflect changing
inventory requirements, necessitating purchases of oil (about 2.5 .
million barrels) in the fall of 1987, and equivalent sales in the |
spring of 1988. This inventory cycling allows Edison to maintain a .= |
lower overall average inventory level while preserving ‘needed
reliability. The only alternative to‘cycllng wzthout sacrlrlcxng ‘
rellability is to maintain the h;ghest quantity needed fox wrnter :
relzabxl;ty throughout the entire forecast pericd. When cyclxng ‘
inventory, however, Edison’ expects to~1ncur losses on the oml .
purchase and sale transactions due to the quantltles lnvolved and
their ~off-season” nature, i.e., selling in the spring as’ demand
weakens while buy;ng in the fall as demand firms. Edison assert, _
that cycling is economical to ratepayers because the carrying cost

- 23 -
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savings realized from the lower inventory level more than offset
the expected losses on the oil sales.

Edison estimates its carxying 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 recuirement of 8.3 millionj
barrels would have to be carried at a ‘cost of $8.3 million if it is
not permitted to recover its losses from ¢ycling. |

, PSD opposes Edison’s cycling proposal on the ground that

no showing was made that Edison would have to cycle 2.5 millien
barrels. It argues that Edison’s pxopesal is based on an ;
unsubstantiated prediction of a POB of more than 5 million barrels
per month in the winter of 1987-88, a peak which is 2 million .
barrels higher than Edison e,tinated for the ‘last forecast period | ,
and 3.5 million barrels higher than the nost severe recent oil burn“‘~-7
which occurred in December 1985. |

As an alternative to Ldison”s cycling proposal, PSD .
recommends that the Commission provide Edison a quaranteed fixed
sum each forecast period, for which the company would manage the-
oil inventory on its own. Edison would ‘be’ responsible for buy,
sell, and hold deciSions and absordb all losses and keep any' protits[
it might incur from any inventory cycling it judged necessary.
This approach would provide Edison’s management with increased
flexibility and. responsibility while simplizying regulatory review i
and accounting procedures. : : w'

PSD recommends rixed FOIL-carrying costs based on a 4 4
million barxel inventory times a fixed LIFO weighted average price ‘
of low sulphur fuel oil (LSFO) and. distillate times the average
forecast period short-term interest rate, which should be trued up
to reflect actual short term rates at the end of the forecast _'%‘
period. In return,‘Edison can cycle its inventory at its own risk‘_
keeping any pro:its from econonmic oil sales, and absorbing any
losses from unecononic oil sales.

i

1
“‘
|
|
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In its reply brief Edison states that the PSD proposal
7imposes a xrisk of recovery on the fuel oil inventory asset similar
to any other rate base asset because balancing account treatment
would be removed, and carxying costs would be fixed” and that this
is inconsistent with the reasoning used to remove FOIL from rate
base and finance it at a short-term interest rate.

The evidence persuades us that Edison should be permitted

to ¢ycle oil. Also, we are concerned that our authorization of a
short-texm interest rate is inconsistent with leaving Edison at
risk for gain or losses on sales, as PSD proposes. Consequently,

- we cannot agree that the PSD revised proposal provides a reasonable

method of protecting Edison from substantial loss. Based on

Edison’s theory that it would not cycle unless the savings realzzedﬁ
from the lower inventory level more than offset the expected losses
on the oil sales, we arefpotentially penalizing-zdlson for an -

action that is to the overall benefit of ratepayers. The
ratepayers benefit because Edison is minlmlzing overall expense,
rather than maintaining the inventory at a constant, highexr than
necessary, level. - ,

Consequently we will treat Edison’s oil invento:r levels and
¢ycling amounts as follows. Edmson.will be authorized ECAC-AER
rates at the 4.4 million barrel level. Edison will establish a
memorandun account that will debit 90% of caxxying costs, at the
short-term interest rate, on thelditference between recoxded ,
inventory levels and the authorized 4.4 million barrel level. It
will also debit 90% of any losses (or credit 90% of any gains)
incurred in cycling ruel”oil. ‘The account balance will be
considered in Edison's next ECAC case with Edison,hearzng the
burden of proof that the actual inventories and purchases and sales
were reasonable, for possible recovery o: the memorandum account
balance through ECAC rates. ! ‘

-0 =




A.87=02=-019 ALJ/RAB/tCg »**

Ihe Third Bear Creek Pavment

Effective June 30, 1985, Edison entered into an agreement
with the Bear Creck Uranium Company to terminate long-term uranium
supply contracts in exchange for a payment by Edison of $63.9
million. The third and last payment of $8.025 nmillion was made to
Bear Creek on July 1, 1987, and was booked into the ECAC balancing:
account. The extent to which Edison will be able to recover this
termination payment will be decided in A.86~02-005/0II 85-05-002,
now pending before the Commission.

Edison propeses to include the third Bear Creek payment
in ECAC rates for the forecast period. PSD opposes this
recommendation on the ground that Edison’s proposal is
unprecedented. PSD argues that the $8.025 million is;a_lump sum
settlement payment. A prioxr $350 million lump sum settlement
payment by Edison in 1985 was included in the balancing acecount,
but was not reflected in ECAC rates because it did not offer a fuel .

related benefit. The Bear Creek payment merely extinguishes 2 past g

obligation and offers no fuel-related benefits durlng the forecast
period. f
Ed;son mainta;ns that the PSD recommendatzon is contraryf
to express Commission policy regarding the cons;stent ratemakznq ‘
treatment of all fuel-related expenses. - The COmmxss;on has stated
that 7it is appropriate to provide cons;stent rate treatment for )
all fuel-related expenses.” (D. 82-12-105, p- 42.) PSD’s proposal
would treat the third Bear Creek texrmination payment in a manner#;.
inconsistent with all other fuel-related expenses and contrary to’
express Commission policy. . : ‘ : :

In its discussion of the Chevron Optlon Agreement demand
charges, the. ‘Commission stated'

"PSD - apparently opposes ECAC. recovery of the
denand charge until the entire agreement can ke
reviewed for reasonableness. We would allow
Edison to recover the demand charge in ECAC
rates . . . PSD has not offered any reason why
recovery through ECAC now and a subsequent
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@
reasonableness review are incompatible. For

forecast purposes only, the demand charge would

be recognized now and reflected in rates.”

(D.86-04-058, p. 24.)

In our opinion, PSD’s peosition 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
interest. Placing it in rates now eliminates the interest accrual
as the amortized payments are received. PSD would have us delay |
this collection for another year thereby causing an additional
yvear’s interest. Whether the payment is amortized this year or
next year it is still subject to a reascnableness review and
potential refund. Delay only costs the ratepayers. '

Revenues Associated with Off-Svstem Sales

Off-system sales are sales of energy made by Edison us;ng
genexation sources that at the tine of delivery are not fully
utilized. Edison makes off-system sales at a contract cost equal
to the incremental energy cost, plus a upociticd percontage of thc _

total incremental gcneration cost (the adder) plus a 0. 2 mill pcr .
XWh operation and maintenance (O&M) cost. The incremental fuel

revenue component represents Edison’s inc:emental fuel costs
required'to-generate electricity for off-system sales. The adder :
revenue component is a percentage of the incremental fuel component

and is intended to recover indirect and- overhead costs, not

recovered in Edison’s base rates, associated with these sales. The

O&M component recovers Edison’s O&M expenses incurred for these
sales. PSD recommends that the adder revenue, or ”profit” .
conponent as PSD denotes such revenue, of off-system sales should
be subject to the ECABF/AER percentage split based upon CQmmasSLon
D.85=10-050.

Under Edison’s ECAC“procedure, the incremental fuel
revenue component of off-system sales is credited to the ECAC .
balancing account. The O&M and adder revenue components are
reflected as reductions to Edison’s base rates. Thus, 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 0&M and adder revenue components
in the base rate cost of service calculation.

PSD argues that in D.85-12-050 (PG&E, A. 84-04-028) the
Commission ordered that:

7Commencing 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%/9%
ECAC/AER split. PG&E nmay continue to apply 0.2
mills/kWh to cover O&M expenses related to
these sales.” (D.85-12-050, p. 22. )

| PSD recommends that this same Commzssmon policy should beﬁn
adopted for Edison.. Although PG&E is 'a-combination gas and
electric company and Edison is an electric utility, PSD suggests
that the Commission resolved this difference when it stated that:

#The subsidy that presently occurs between
PG&E’s electric|and gas departments, as a
result of economy energy sales should be
eliminated by appropriate internal accountlng
changes.” (xd..at 23.) ,

PSD believes that the Commission policy on economy energy‘

sales adopted in D. 35-10-050 reflects the Commission’s ‘current o

pos;tlon on thls issue to|acn1eve a consistent ratemaking. approach
for both of these ECAC ut;lrties. If the Commission adopts the
same policy on economy energy sales for Edison as it adopted in
D.85-10~050 for PGLE, the estimated off-system revenuec credlt
reflected in Edison's current general rate case proceedlng
A.86-12-047 should be adjusted accord;ngly; In' the future, the

issue of economy energy sales should be handled in Edison’s ECAC
proceedings.

Edison argues that PSD’s recommendation would
xnappropriately introduce nonfuel expenses associated with orf-
system sales such as. o&H, depreciation, rate of rxeturm, and- 1ncone*;
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taxes into Edisen’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 (D.93895, p-. 7), and therefore should
be rejected. Edison points out that PSD’s recommendation is based
solely upon D.85-10-050 and submits that the facts and
circumstances leading to that decision are dissimilar to Edison’s
position. PG&E is a gas and electric utility. D.85«10-050
attempted to remedy an interdepartmental subsidy created by sales
of economy enexgy which effectively subsidized PGLE’s gas
department for the sale. PG4E’s interdepartmental sales are
completely different from Edison’s o:;-system sales because
Edison’s off-system sales do not subsidize any other Edison entity.

Edison says that PSD exronecusly applied the result of D.85-10-050 . . . -

to Edison, and incorrectly concluded that the Commission should
impose the same ratemaking treatment to Edison.for its of:—system
sales. PSD’s proposal should be: rejected because it failed to

demonstrate any reason to-change the present treatment for Edlson’S;J
off-gystem sales that reasonably account ior Edison’s revenues. '\‘ ,
We agree with. Edison for the reasons stated and note that{,f:
transferring revenue and associated expenses from bese rates to a'
balancing account is contrary to the reasoninq that PSD urges ‘in
support of its ECAC/AER split. : ‘.\
Cffer of Proof for Proposed ‘
Exhibits 28 and 290

b

Edison offered in evidence Exhibits 28 -and 29. . Exhibit

28 is entitled the Prepared Testimeony of Charles G. Thompson and

supposedly rebuts, with facts and opinionl the testimony offered

crally and in writing by PSD‘s witnesses on fuel oil inventory anc ﬂvf ~5

pricing issues. Exhibit 29 is entitled the Prepared Rebuttal
Testimony of James W. Yee and supposedly rebuts, with' facts and
cpinion, the testimony offered orally and in writing by PSD’s
witnesses on ratemaking and Commission policy issues- On the
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motion of PSD, Exhibits 28 and 29 were excluded from the record on
the grounds that they are argumentative, not factual, and not
rebuttal.

Edison assexrts 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. Thompson and
Yee to rebut PSD’s oral and written opinion testimony. Edison
argues that the expert opinion testimony offered to contradict
PSD’s position and to explain PSD’s analytical exrroxs is not
argument, but valid rebuttal evidence. It claims it is the only
evidence the company could offer:to\addres$ the opinion evidence
and recommendatlons-made‘by PSD. If such rebuttal opinion
testimony is considered to be argqument and. thus inadmissible, PSD
receives a distinctly unfair. advantage: PSD may state its
recommendations based on its opinions in the evidentiary record,but‘
no contrary opinion testimony can be offered to refute PSD’s
position. | _ ? |

PSD supports the ALJ’s ruling. xt‘argues that the ALY
was properly applying the cOmmistionistandﬁrd that ~rebuttal t
testimony should be limited to factual presentations, rather than
testimony that is merely argumentative or. contradzctory of other
parties.” (D.85-06-112, pp. 101-102.) | '

We have reviewed Exhibits 28 and 29 and £ind that they
are argumentative and were properly excluded. We note that the Axa '
in his ruling observed that the substance of the exh;bxts was
arqument more appropriate to a brief; and in read;ng Edison’s
briefs we find whole sections of the exhibits set out in the |
briefs. (Cf. Ex. 29, pp. 36=-54 with Edison Brief, Pp- 53-66.)
Coordination of Rate Changes
With othexr Decisions . .

Oon April 13, 1987, Edison requested that we consolldate o
the rate relief in this decision with our decision in A.&S—OS-OSS
(the Chevron Proceeding) and A.86-02-005 (the Uranium Proceeqing),
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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 2a similar
treatment £or the uranium contract settlement rate change. On

May 31, 1987, we issued D.87-05-02] in the CILMAC Proceeding
A.86-07-041 which, among other things, authorized a reduction in
CIMAC rates of about $25 million on an annualized basis.

On June 15, 1987, we issued D.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 to $185 million on an annualized
basis. In D.87-06-021, we said that'to-Coordinate the significant -
revenue changes due to Edison’s Chevron Proceeding, its ECAC o
A.87-02-019, its Conservation Load Management Adjustment Clause
case (CIMAC) A.86-~07=041, and its 1988 test. year‘rate case’

A.86-12-047, Edison should recover the authorized portion of the - t .

Chevron settlement through an increase in ECAC rates to the extent
that the increase can be offset by a ‘decrease of the ECAC rates
found appropriate in A. 87-02—019 and the CIMAC rates found
appropriate in D.87-05-021. . In the Uranium Proceeding we found
that Edison should recover certain uranium costs, which we have
determined to be $75 millionm, subject’toéreasdnableness:review
(D. 87-10-042). '

We will consolxdata the rate relief in this decision w:th
the relief granted in D.87-06-021 (the.Chevron settlement), 3
D.87-10-042 (the Uranium Proceeding), and D.87=-05-021 (the CIMAC
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
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 s¢ that the ratepayers will see no change in
their bills as a result of these rate actions. The resulting rates
are set forth in Appendix C.

Findi ¢

1. Fuel prices in the current market are sufficiently stable

to permit forecasting with a reasonable expectation that the
forecast will be realized within reasonadble margins.

2. There will be a surplus of natural gas available during
the forecast period and any upward surge in oil prices will have

some influence on gas-prices but not as subs tantmal an 1n£1uence as.

Edison predicts.

3. Ed;son should be expected to purchase natural gas on the

spot market to meet at least 10% of its requirements at a price
about 5% lower than prices SoCal pays for spot gas.

4. The UVEG margin should be estimated at $0.97/MMBtu.

5. Gas prices overall in the forecast period. should be

estimated at an average of $0.02 per MMBtu above that forecast by

the PSD witness. .

6. PSD and Edison agree as to the characterization and
function of Edison’s three components of inventory: Dead Storage,
Fuel Management Requirement, and Potential 0il Burn..

7. PSD and Edison agree that 1.0 miliion barzels is
reasonable for Dead Storage and that FMR is a function of POB.

8. PSD’s adjustment to. Edison’s MR recquest is based solely
on PSD’s lower POB recomxendation. _ ‘

9. Because fuel oil in inventory is Zinanced at the-short-"
term interest rate, it should be a low-r;sk investment.

10. The PSD estimate of 4.4 million barrels of fuel oil
inventory (consisting of Dead Storage, 1.0; FMR, 1.5; and POB,
1.9,) is reasonable for prospective author;*at;on in rates.

11. Edison has proposed. to~write down ‘to market value its
dzstillate lnventory and inplement LIFO accounting in the same
manner as the LSFO write down authorized in D. 86—12—096. PSD
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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 percent balancing account recovery
and exact recovery of the write-down amount as authorized by
D.86-12-096 is reascnable. Any under- or over-collection would be
reflected in future rates through the ECAC balancing account.

13. Edison’s adder revenue for off-system sales of
electricity is currently rezlected in the calculation of Edlson's
base rates and should remain in base rates. |

14. It is reasonable to include the third Bear Creek payment
in the ECAC balancing account.

15. Edison’s ratemaking treatment of off-system sales 1e
reasonable.

16. Edison’s oil generation forecast and oil prices arew
reasonable..

17. Edison’s estimates of sales forecast, hydro generation, o
oil generation, coal generation and costs, nuclear generation and

expense, and system heat rate are reasonable for the forecast
period. H
18. Except as modified by these rindings, Edison’s forecast '
of resource mix and associated fuel expense is reasonable. '
19. The proposed adjustments by Edison to the ECABF resultmng
from energy savings associated with Palo Verde Nuclear Generating -

Station Unit 3 and Balsam Meadow are reasonable and should be made'

coincident with' the 1mp1ementation of rates.whach reflect PVNGS 3‘
and Balsam Meadow. :
20. Edison may recoxrd intervenor compensation payments-;n a

deferred account for future base rate recovery exclusive of any
interest charges.

21. Costs associated with EEDA project Nos. 76-02E, 80-01B, .

80=-02E, and 80~03E have been determined in A. 86~02-011 and have not
- been considered in this proceeding.
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22. Edison’s ECAC balancing account kalance at June 1, 1987
is accurate and reasonable.
23. Edison’s and PSD’s agreed upon ERAM rate change at
June 1, 1987 is reasonable and should ke adopted. ,
24. The annualized revenue change authorized by this decision

is: ‘
ECAC ~ ($400.3) million
AER 175.9
ERAM 29,6
Annual Revenue Change ($194.8) million
Calculations of adopted ECAC and AER rates are shown on
Tables B=-3 and B=4 of Append;x B to this decision.

25. The change in rates and’ charges authorized by this
decision is justified and is reasonable; the present rates and
charges insofar as they difzer from those prescribed by this
decision, are unjust and unreasonable. The adopted rates,are set'f
forth in Appendix C. o o '
sepslusions of Law

1. The suspension of the AER should be terminated and the o
AER reinstated at 10% of (i) new fuel and purchased power expense‘xy
appl;cable for inclusion in ECAC, (ii) the revenue requzrement “

associated with tuel oll inventory, and (iii) underlltts, rac111tye” ,

charges, and gains or losses from the sale ot fuel oil. A cap on f-‘
the AER, either upward or downward, should be imposed based on the“
product of jurxsdxctlonal rate base, authorized equity
capitalization percentage, and 160 basis points. Lo
2;; Edison should be allowed to recover 100% of the costs . f‘/

associated with the Mono Power COmpany's EEDA projects' termlnatlon‘s ]

costs in the ECAC balancing account, subject to rerund pending a
further reasonableness review. -

3. Edison should be allowed 100 percent recovery in the I:CAC~
balancing account of uranlum costs associated with forecast: period
nuclear ruel expense.v .
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4. Edison should be permitted to cycle its fuel oil
inventory.

5. 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 times the average forecast
peried short term interest rate, which should be trued up at the
end of the forecast period te-rerlect actual short term rates.
variations in inventory carrying costs and gain and losses on
cycling will be treated as described in this decision for latexr
potential recovery through ECAC.

6. The Chevron Option Agreement settlement rate set forth ln
D.87-06-021 in A.85=05-055, the uranium settlement rates set !ertn
in D.87-10-042 in A.86—02-005, an& the CLMAC rates set forth in
D.87-05-021 in A.86-07-041 should. be reflected in ECAC rates. N

7. The rates set forth‘zn,Appendlx C of this decision are '’
adopted. ' . | o

. ,

IT IS ORDERED that- : Lo
1. A ten percent annual . energy rate (AER) is reznstated ror
Southern California Edison cOmpanf (Edison) composed of Edzson' ;
(1) new fuel and purchased power . cxpenses applicable for inclusiom
in ECAC, (li) the revenue requirement associated with fuel oel :
inventory, and (iil) underli!ts, facility charges, and gains’ or
losses from the sale of fuel oil-. A cap on the AER, either upward
or downward, is imposed based on the prodnct ot jurisdxctxonal rate -
base, authorized equity capitallzatlon percentage, and 160 besms
points. ' | :
2. Edison may wrlte down to-market value its d;st;llate
inventory and implement LIFO accountinq in.the same manner as the
LSFO write down authorized in D. 36—;21096. Thls write down shall
be recovered 100% in the ECAC balancing‘account.
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3. Edison may recover 1l00% of the costs associated with Mono

Power Company’s EEDA projects’ termination in the ECAC balancing
account, subject to refund pending a further reasonableness review.

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

5. Edison may cycle its fuel oil inventory.

6. The third Bear Creek payment should be included in the
ECAC balancing account.

7. The Chevron Option Agreement settlement rate set forth in

D.87-06-021 in A.85~05-055, the uranium settlement rates set forth
in D.87-10-042 1n A.86-02-005, and the CIMAC rates set tortn in
D.87=-05=021 in A.86-07-041 should be retlected in ECAC rates.

8. The proposed adjustments by Edison to the ECABF resulting

from onergy savings associated with Palo Verde Nuclear Generating

Station Unit 3 and Balsam Meadow should be made coincident with thef” |

y oy, e

lmplementatlon'of rates;which reflect PUNGS 3 and Balsam Meadow.

' E&ison'may"reco:d intervenor compensation payments in a
dererred accounxs;or future base rate recovery exclusive of any
interest charges-\g‘M,SEF\ |

10 x‘Edison.may :ixe -on 7 days' notice to the Commission and:
to the’ puﬁllc tanifts settlng forth the adopted rates set foxrth Ln
Appendix C of. this decision. _ .

11. Edison’s motion to consolidate Commi551on cons;deratlon _
of the accounting issues related to PSD’s fixed :uel oil 1nwentory
carrying costs is granted as follows: To the extent that the fﬂ
decisionwin Pacific Gas & Electric Company’s A.87-04—005

establishes accounting procedures for fixed fuel oil 1nventory
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carrying costs, those accounting'procedures shall be adopted by
In all other respects, Edison’s meotion is denied.

This orxrder is cffective today.
Dated November 13, 1987, at San Francisco, California.

Edison.

STANLEY W. HULETT

President
FREDERICK R. DUDA
G. MITCHELL WILK ‘
JOHEN B. QHANIAN “y

- Commissioners

Commissioner Donald Vial, being ”wk‘\

necessarily absent,. did not Sk
part;cipate. i ,
i

| CERTIFY~THAT THIS DECISION, ;

WAS 'APPROVED™BY THE ABOVE - . | g
cowwss«ONEtzs TODAY. - .

Vmeuu.wr, Exccunvo‘Dwoctor S
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APPENDIX A
List of Appearances

Applicant: FErapk J, Cooley, Deborah La Combe, and Bruce A. Reed,
Attorneys at lLaw, for Southern California Edison Company.

Interested Parties: Lindsay, Hart, Neil & Weiglexr, by Michael P.
Alcantar and Clyde E. Hirschfeld, Attorneys at Law, and Paul J.
Kaufman, Drazen-Brubaker & Assoclates, Inc., by Deonald W. .

. Schoenbeck, for Cogenerators of Southern California; Grueneich &
Lowry by Rian Grueneigh, Attorney at lLaw, for California
Department of General Sexvices; Michael Weinstein, Attorney at
Law, for San Diego Gas & Electric Company: Brobeck, Phleger &

Harrison, by M, Attorney at Law, for California e
Manufacturers Association; Migchel Petex Florio, Attorney at Law, = |
and Sylvia M. Siegel, for Toward Utility Rate Normalization
(TURN) ; John D. Quinley, for Cogeneration Sexvice Bureau; Jeff
Nahigian, for JBS Energy and David Branchcomd, Henwood Energy
Services, Inc.; Nomman Furuka, Attorney at law, for Federal
Executive Agencies; Graham & James, by Boris H. Lakusta,
Maxtin Mattes, and Robert Lopardo, Attorneys at Law, for ‘
California Hotel Motel Association; Judith Alper, Attorney at
Law, for Independent Power Corporation; Morse, Richard, ‘

. Weisenmiller & Associates, by Sarah Nickerson, for Robert

Weisenmiller of MRW, Inc.; and w)sg_:.gh for
herself.

Public Staff Division: Greqyq Wheatland, Attornmey at Law, and '

(END OF APPENDIX A)
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APPENDIX B
Page 1

Table B~-l
Southern California Edison Company
1987-1988 ECAC/AER
Tier Il Gas Prices

SoCal Gas Tier IX/Noncore Prices
($/MMBTU)

Edisen - - PSD Adopted

$1.95 $1.85. $1.85
Aug 2.05 - 1.85 1.85
Sep : 2.00° . 1.85 L 1.85
Oct 1.95 - L1.89 l1.92
Nov 2.05 2.09 2.2
Dec 2.15 2.09 2.12
Jan "88 . .2.35 2.09 2.12
Feb T 2.30 0 - 2.09 2.12
Mar : ‘ 2.15 - 1.89 1.92
Apr ' 2.10 1.89 1.92
May ' ' 2.05 1.89 l.92

Average ©$2.092 $1.944 $1.963
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. APPENDIX B

. Page 2

Table B=2
Seuthern California Edison Company
1967=1968 ECAC/AER
Adonted Gas Price Forecists

GAS PRICES s/MMBtu Jun Jul AUY Sep ct Nov De¢ Jan B8 Feb mr Agr May Avg:
EBEZEEERLERE ARAE 'IIIIllIlllIlIlllllllNlllllllllllllllllllllllllllllllll"lllllllllllll'llllll “’ﬂlu
Sofal ‘
Fixed: IS $6,995 $8,995 $8,995 $5,993 520,630 $15,151 $14,752 $12,924 $10,504 $i3,373 87,818 $8,643 311,648

3/ Bty $0.484 $0.352 $0.320 $0.360 $0.820 $0.820 $0.820 $0.820 $0.620 $0.820 $0.820- $0.820  $0.673
Tier /Core $3.441 $3.441 $3.44L ST.ML 52,390 $2.390 $2.390 $2.390 $2.390 $2.390 $2.390 S.IN KI0
Tier I1/NanCore £1,850 $1.850 $1.850 $1.830 $1.920 $2.120 #£2.120 $2.120 $2.120 $L.920 $1.920 $L.920  $L.96Y .

PEAE

Units 1 & 2 .
Fixed: Bs A7 93 389 - - - - - ‘ -
$s/mBty - - - $0.820 $0.820 $0.820 $0.820 $0.820 $0.820 50.820* $0.820

Coasctity $2.174 82 $2.174 $2.174 . ‘ :
Core (P24 Requiresent) - - - £1.990 $1.990 $1.9%0 $1.990 $L.990 $1.990 $1.99¢ $1.9%0
Nanlore - - - $1.990 $1.990 51,990 $1.990 $1.990 $L.990 $L.990. $1.9%0

Units 3 & 4 ,
Fixed: 1 55 s158 S8 s - - - - - - - - |
$/MNBty - - . - 80,820 $0.820 $0.820 $0.820 $0.820 0.820 $0.820 $0.820.
jty 2390 52390 $2.390 $2.390 - - =) . - e
P20 Requiresent) - - - - S1,990 $1.990 $1.990 $1.990- $1.990 $1.990 31.990 $1.950°
NamCore - - - - 81,550 $1.990 $1,950 $1.990 S$1.990 $1.990 31990 SLY%0

Coolwater Fived Charges ' _— : o .
insy Jun Jul Aug  Sep  Oct  Nov. Deci: Jan88 Feb - Mar  Apr My Total
AEENEERNEE : "Imllllllll'llll“"lllllllllln“llllllmllll.llll'llllllll“nlll“mﬂmﬂ““mml BRSEEREE - -
PRE (VA2 Demand Costs  $47 93 93 989 s34 334 sH 833 s36 $36 $3b S KM

" PBLE (ON3%4) Demand Costs $158 S8 SIOG $138  $162  #162  slo2 162 ELSY - Sl62 S162  SLIT 81,906 S

© Long Bech $1.850 S1.5%0 $1.B50 $1.850 $1.920 $2.120° $2.120 $2.120° $2.120 $1.920 $L.920 $1.920 LIS
ARCO ' $1.750 $1.738 £1.758 1730 51,824 $2.014 $2.014 2,014 £2.014 $1.624 - $1.824 1824 $L.86%
Mobil $1.75 $1.758 S1.738 SL.7SH L824 $2.014 $2.014 $2.014 $2.014° SL.B24" SL.824 $L.824  SLE6S
WL $L.665 51,665 $1.463 $1.665 $L.720 $1.908 $1.908 1908 $1.908 $1.728. $L.728 '$1.728  SLIET
Sgat | $1.7%8 £1.758 $1.75B $1.750 $1.824 $2.014 $2.014 $2.014 $2.014 $1.824 $1.B24 $L.824 . . $1.863
Bulk Burn $1.060 $1.841 $1.9AL SLBAL $1.910 $2.109 $2.109 2,109 $2.109 $L.910 51910 $1.910- R VHCL T

Gas Rates : 3 SR
{$/MBtw) Jun Jul Aug Sep - Oct Nov Dec - Jan B8 Fed Mr for My  Chvge
PEENENEERE llllllllllllllllllllllll“llllllllnmlllllIIIlllllllIllllll“lll“lllllmlllllﬂllllu“m REINERER
Bulk Burn Price C . . - , ‘ : y

w/0 Deaant Charge $1.041 - 51841 SL.B41 SLBAL $1.910 $2.109 $2,109 - $2.109 $2,109 S$1.510. 31930 S1.910 - SL9S4

o/ Demang Charge $2.325 32,193 $2.162 $2.200 $2.730 - $2.929 $2.929- $2.92% $2.929 ST RTH ST (K

L. | 2,050 $2.200 $2.3%0 $2.200° $2.i50° $2.250°. $2.350. S0 $2.800 I 42300 2250
fo ers $2.000 $2.650. STI00 52,650 $2.600 $2.700° $2:800 $3.000 £2.950. $2.800. 27RO 2700
o ‘ o , | .

Cassodity | $2450 S2430 $2,450 $2.450 2470 $2.870 S2.670° 24T S2T0 F2AT0 S2AT0 R2470
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' Table 8-3

Southern California Edison Company ‘
19871988 ECAC/AER
Calculation of Adopted ECAC Rate

ILINE 1PORECASY :
TNO @ 17eEM 1C0STS (M)

101L £28,350

2 GAs 654,957

3 coAL 113,077

& NUCLEARCNON=URANIUM PORTION) 131,757

5 PURCHASED POMER 870,500 g

6 sessasusene ‘ RS

L4 SUBTOTAL , 1,798,661 ‘ R

8 LESS: OFF-SYSTEM REVENUES ' 31,862 : ‘ BN

 LESS: APPA REVENUES 0 o .

10 . cereccsnnes o )

1" TOTAL FUEL AND PURCHASED POWER COSTS 1,766,779

12 PLUSI PACILLTIES CHAROES ‘ 0

15 PLUS: UNDERLIPT PAYMENTS 0

14 LESS: CAINSCLOSSES) ON THE DISPOSAL OF FUEL OIL e

15 . L

16 TOTAL NET FUEL, PURCHASED POWER AND OTHER ENERGY COSTS 31,766,779
. ILINE 3 *1GENERATION: COSTS : SALES : RATE « :
. T N0z rem. C T CGMMY  z (SM)  z (GWN)  tCENTS/KWh : .

17 TOTAL SYSTEM | | 69,483.0 1,786,779  64,128.0° - -

18 LESS: RESALE CINCLUDED Agove) 1/ 1,076.1 .37 1,0%.0 - ;

1% : stssbstvis semvimemen [ f 1

20 TOTAL SUBJECT TO ECASF AND AER 68,386.0 1,759,409 63,074.0 |

21 LESS: AER ALLOCATION- ; 173,961 e

22 PLUS: URANIUM COSTS (JURISDICTIONED) ‘ 30,387 : ‘ a :

23 PLUS: 3RD BEAR CREEK PAYMENT CJURISDICTIONED) 0 : N e |

26 PLUS: FUEL OIL INVENTORY CARRYING COSTS(JURISDITIONED) w53 * ' '

26 SUBTOTAL 1,600,288 : S

27 PLUS: A.F. AND U, EXPENSES 2/ 16,256 | A T

28 g | ‘ seereneies - 7 o

29 FUEL AND PURCHASED POWER RATE : 1,616,546 63,045.% 256

30 REGORDED ECAC BALANCING ACCOUNT ON SEPTEMBER 1, 1987  (137,900) - SRS

31 PLUS: FuF. AND U. EXPENSES 2/ : €1,340) 3 o

32 _ e taatad - - f.

3 ' . ¢133,260) 63,065.5  0.211) . i

3% ﬁ . seeerorsene s

35. COMBINED ECAC FUEL AND BALANCING. RATE - . > S A

36 PLUST LSFO WRITE-DOWN CT00%) ' ' CS2,9%2  63045.5  0.08 . D v

37 PLUS:. DISTILLATE WRITE-DOWN C100%) | 4,602 630455 0.007 I

38 : seemesessen ]

39 AVERAGE ENERGY COST ADJUSTMENT RATE - 2.4k o | -
' . 1/ BASED ON RESALE GENERATION TO SALES LOSS rAcroa oF 1.8 % S "-

IN 1987, AND-3.37 % IN 1988.
2/ BASED ON. A RATE OF 1.0056% (1987 w 1.026% : 1988 - o.9m>
h74 ADJUSTED 28,5 CWH FOR DE DISCOUNTS
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Table B+
Southern California Edison Compony
19871988 ECAC/AER
Colculation of Adopted AER Rate
tLINE :FORZCAST :
: NO 1TEM :COSTS (M) =
101 $23,350
2 GAS 654,957
3 CoAL 115,077
& NUCLEARCNONSURANIUM PORTION) 13,737
5 PURGHASED POWER 870,500
6 sressRTmmve
7 . SUBTOTAL ' 1,798,647
8 LESS: OFF-SYSTEM REVEKUES 31,862
¢ LESS: APPA REVENUES [+]
10 _ censasrnans
11 TOTAL FUEL AND PURCNASED' POWER COSTS 1,766,779
12 PLUS: FACILITIES CHARGES 0
13 PLUST UNDERLIFT PAYMENTS : 0
14 LESS: GAINSCLOSSES) ON THE DISPOSAL GF FUEL OIL 0
15 . snssscascer
16 TOTAL NET PUEL, PURCHASED POWER AND QTHER ENERGY COSTS 31 66, TT9
tLINE tGENERATION:  COSTS : SALES = RATE -
: NO ITEM TOCCWH) 3 (M) L QWMD) -cfmmm ~
17 TOTAL SYSTEM ' 09,463.0 1,766,779 66,128.0 -
18 LESS: RESALE CINCLUDED ABOVE) 1/ 11,076, 27,370 1,054.0 -
19 AnNABSEEPS ABTRASEBERS [ ——
20 TOTAL SUBJECT TO ECABF & AER 88,3086.9 1,739,409 63,074.0
21 LESS: ECAC ALLOCATION ‘ 1,365,448
b ' ‘
&3 SUBTOTAL : 173,94 _
26 PLUS: F.F. AND- U. EXPENSES 2/ B I
5‘ P Sf
26 ANNUAL ENERGY RATE BEFORE OIL WRITE-DOWN 175,708 43,0455
27 \SFO WRITE-DOWN(OX) 0 630455 .
28 DISTILLATE WRITE-DCWNCOX) 0 63045 .5
29 ANNUAL ENERCY RATE APTER OIL WRITE-DOWN '
174 BASED ON RESALE GENERATION' TO SALES LOSS FACTOR OF 1.8% X
IN 1987, AND 3.31 % IN 1983,
2/ BASED ON. A RATE OF 1.0056% (1987 = 1.026% : 1988 . 0.977%)
3 ADJUSTED 28_.5 GWH FOR. DE DISCOUNTS

[N
)

CEnd of Appendix 8)
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APPENDIX €

Table €
Southern California Edison. Company
1987-1988 ECAC/AER
Adopred Annual Revenue and Rate Changes

Erergy Present Rates Adopted Rates - Change
charge --.I.ﬁ-...f....---i-ll Ty SeArlERNS AR RPN ARRADY
Component Centa/kwh  Smillfon Cents/kwh.  Smillion Cents/kwh  Smillion
ERABF €0.183)  ¢115.4) 0.138)  (85.7 0.047 20.6
£cAB? 307 1,940.2 2.4kb 1,508 (0.635)  (400.3)
AZR -0- -0 0.200 S 02m 1TSS
cLmARY 0.030 189 .00 (5. 0.0 (26.8)
Uranfum ;

subaccounts -0- L 0.119 7.0 D 0119 75.0
Shavron ' S j

settlement 128 =0- 0.229 464 b 0.2 1644
sustotal 2926 1,84h.7 2926 1,847 0 -0- -0

. ' :
Notes : 1. Revenuss bated on 63,069,5 GWH annual salos,
2. Subtotal shows only rate components changed: by this decision.
Tar{ff shoats will contain additional Energy Charge Components.

0

CEND OF APPENDIX C)
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of the SOUTHERN CALIFORNIA EDISON
COMPANY (U 338=E) for (1) Authority
to change its rates effective June 1,
1987 by decreasing its energy cost
adjustment billing factors and
increasing its electric revenue
adjustment billing factor: (2)
Authority, at some future date, to
reduce its energy cost adjustment
clause rates to reflect fuel and
enexrgy ¢ost savings attributable to
Palo Verde Nuclear Generating Station
Dnit 3 and Balsam Meadow, coincident
with increases in base rates, respec-
tively: (3) Authority to implement
other modifications to its energy
cost adjustment clause and its
electric revenue adjustment
mechanism as nore specifically set
forth in this Application; (4) Review.
of the reasonableness of Edison’s
Operations during the period from
December 1, 1985, through November 30,
1986; and (5) Review of th
reasonableness of Ed;son's/payment
to qualifying. faczlit;z;/under Non~
gh

Application 87-02-019 ‘
(Filed February 5, 1987)

Standard Contract during the period
December 1, 1984, thro November 30,
1986. ' ‘

Vsl Ul Nl sl N N Nl N Nl Nl Nl NV Nk o N sl "l sl Nl N N Nl Nl Nl Nt o P P P Nk

V(Appearanées are listed in Appendix A.)

(Phase I)

outhern Calitornia Edison COmpany (Edison) Liled
Applicatﬂéi 87-02-019 requesting authority to make cortain changes
to its/rata levels that result in a net decrea e in revenues for
the 1987 Forecast Period (June 1, 1937 to«May 31, 1988) of

i .
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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 Encrgy Cost Adjustment Clause (ECAC), Energy
Cost Adjustment Billing Factors (ECABF) and Electric Revenue
Adjustment Billing Factor (ERABP). Edison also requested:

e An order that ECAC rates be adjusted to reflect
energy costs savings attributable to Palo Verde
Nuclear Generating Station (PVNGS 3) and Balsam
Meadow coincident with the implementation. of
basg rates reflecting PVNGS 3 and Balsam/
Meadow;

° That the Commission f£ind reasonable-the
fuel. and energy costs recorded 1‘/Edison’s ECAC
balancing account from December X; 1985 to '
November 30, 1986, inclusive (the 1986
Rea«onableness Period) ;.

e That the Commission find reasonable Edison’s
payments to Qualifying Facilities (QFs) undexr
nonstandard contracts durinq the period from
December 1, 1984 through November 30, 1986; and

e Certain modifications to Edison's ECAC and
Blectric Revernue Adj stment Mechanisn (ERAM).

The review of the easonableness of operations tor the
1986 reasonableness period/and. the nonstandard QF contracts will be
considered in subsequent phases of this proceedlng. ‘

Oon. April 7, 1 87 Edison requested Commission :
authorization to decrease annual revenues by $70.5 million rather f
than $11l1.4 million based on more recent information concern;mg“
resource mix and energy prices as well as more recent recorded ECAC o
and ERAM balancing/ﬁccount information for January and February . ey
1987. Subsequent/changas in the expected initial production dates ‘
of new-cogeneratéon facilities and changes in Edison’s forecast gaﬁ '
generation resdited in an.overall requested decrease by Edison‘of
$78.2 millioq// At that time, the Public Sta!f D;vaslon ot the

/ «

/

/
\ .
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Commission (PSD) recommended an annualized revenue decrease of $194
nillion.
Later data caused both parties to revise this estimate of
the decrease. Edison now forecasts a decrease of $151.3 million,
while PSD forecasts a deérease of $267.3 million. .
Public hearing on the forecast phase of the npplication_/f//_
was held before Administrative Law Judge Robert Barnett.
Table 1 lists the issues upon which PSD and Edisonagree.

TABLE 1
1. Salesf?orecast .
2. Rate Design | ” ”.:A ’
3. Hydro Generation |

4. 0il Generation

‘ 5. coal Generation and Césts
. 6. ‘Nuc.lear'cilenerntién and Expense
7. Palo Verﬂe Unin/s Fuel Savings

8. Balsam Meadoz/rue; Savings

9. Distillate Qhantity for Write-Down
And LIFO: Accounting Method

10. LSFO Writewnown Amount
‘1l. Chevron/Semand Charge -

/
12. ECAC Balancing Account Balance
at June L, 1987

13. ERAM Rate Change at June 1, 1987
4. System Heat Rate

1s. qil Generation Expense ‘ ; ‘ v-w7
L ‘ .

. [ S
. . . P [

. . o

‘. | | | |

ot [
. . i
. | .
' | - . 'y
'
u
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PSD agreed that Edisen’s net sales projection of 64,122
million kWh and its projected total hydro production during the
forecast period of 3,633 gigawatt-hours (gWh) were reasonable.

PSD 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. PSD acceptS-deson'
forecast prices for oil generation expenses, turbine fuel, let
fuel, and transportation costs for diesel fuel delivered to
Catalina. PSD accepts Edison’s propesal to change dist;llate
accounting to the Last~In First-Out (LIFO) method and/base the
resulting write-down amount on recorded market prices prior to
June 1, 1987.

Edison updated its forecast coal generation and expense
to reflect gas requirement decreases at- both ohave and Four
Corners which reduced gas expenses at these acilities. PSDvagxeed
with Edison’s original forecast of gene:ati/z and expense and did -
not cbject to the updated forecast. : o

PSD and Edison agree on torecest nuclear generation and L
expense. PSD concurs with Edisen’s request that the forecast

uranium ore expenses be included 1oo/nercent in the ECAC balanclng ‘f""

account. : O/// :
Energy produced by Palo/Verde Nuclear Generatzng station:
Unit 3 (PYNGS 3) will displace productzon from gas-fired generat;ng
units. Edison requests that the energy cost savings attributable
to the operation of PVNGS 3 be reflected in ECAC rates through the'
Average Energy Cost Adjustment Rate (ABCAR) coincident Wlth the
- implementation of base rateg reflecting PYNGS 3. The projected
ECAC revenue reduction attributable tovthe energy cost savings from
- PUNGS 3 ranges from $13/to $30 million on an annualized basis. PSD
does not object to Edison $ request. ‘ : T
| The' estimated annual energy savings assoc;ated wath the &
operation of Balsam Meadow is approximately $5 million. Edisen |

requests that the energy'cost savings attributable to-the operatzon

i P

e
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%
of Balsam Meadow be reflected in ECAC rates through the AECﬁﬁ
coincident with the implementation of base rates reflecti%g Balsam
Meadow. PSD does not object to Edison’s request.
Approximately $42 million in termination costs for Mono
Powexr Company‘’s Energy Exploration and Dovolopment Adjustment

(EEDA) projects are included in the estimated ECAC balance on

June 1, 1987. PSD agrees with Edison’s estimated June 1, 1987 ECAC

balancing account balance. PSD and Edison gree on the estimated
June 1, 1987 ERAM balancing account balance and resultant ERAM
revenue change for a June 1, 1987 rev:iyén date. Originally,
Edison and PSD had agreed that the current,ERAM'rate (in effect
prior to June 1, 1987) would resultyih‘an ERAM shortfall of $90.3
million in the forecast period. %Pth parties, therefore,.
recommended an increase in the ERAM to‘abn@rb this shortfall.

have had, however, the benefit ot nore current operating data and
based upon that data we have datarmined that the shortfall in ERAM

revenue is estimated to be $m7 7 million rather than $90.8 m;llzon,Jc-13

and the parties concur. We/will adopt the $17.7 million estzmate.
In addition, PSD and Edison agree that: intervenor compensation
payments should ke recordéd in a de:erred account for future baﬂef¢
rate recovery exclusive/of any interest charges. ‘

Table 2 summarizes the dirzerences between PSD and Ed;son  “JJ

for forecast period zuel, purchased power, and energy related
expenses.

T~
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P .

Difference
Issue Z

Gas Volume and
Price

Purchased Power
Quantities and
Prices

Fuel 0Oil Inventory
Carrying Costs

Losses on Fuel
0il Sales

Third Bear Creek
Ternination Payment

Franchise Fees and' .
Uncollectible
Accounts Expense

Resale Accounts (28) ' o (24) . )
Allocation - ‘ '
Total Difference . (116~
A summary of’the dirferences in the position of the
parties and our adopt@d results are: ' b
N sgmngnz - RS8R aagn:gg3mi-‘
ECABF . ($169.0) ($460.0) ($431.9) | -
AER S 0.0, 175.0 173.4 [
ERAM - R v & S i Y Lol
. Annuwal Revenu/ Change .~ ($1§1,3) _ ($267.3) ($240.8)
. | S
PSD and Edison projected ditferent spot market gas
prices and gas margins to be paid. to Southern Calitornxa Gas
Company (SoCal). PSDfand Edison also torecast differences in
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Edison’s gas generation which are dependent on the quantity of _
Pacific Southwest purchased power. Edison forecasts 2,182 gWk legs“z
gas generation than PSD 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. Bgcéﬁse of O
the rippling effect of this gas expense difference thropgh other T
sources of power, over $100 million of ‘the $116 mlll;on difference ‘ K
is affected, e.g. if gas is cheap, more will be bought and there is
loss need for purchasoed power.
Ruxchased Powsx. Genaration and Expapas

The differences between PSD'sﬂand‘ggison's forecasts of
purchased power generation and expenses ::j/due to forecast gas

price differences.

PSD- and Edison agree on purche ed “power quantities and
prices from SCE Hoover, Cholla,  Mexico ;eoth@rmal Pacific
Northwest (firm), California, and scn-ronewable/alternatxve
sources.

( . PSD and Edison agree on /qu.ant:i.ty but differ on price for |
Pacific Northwest (non=-firm), qoglitying facilities, and ~other”
purchases. The difference is due solely toﬁdifzerences in the gas
price forecast. : f// ~ : \

PSD and Edison dir er on both torecast quantity and .

expenses for Southwest puropases. This difference is due solely to

different natural. gas price forecasts. The total purchased power
expense difference is $72/million.

PSD and Edisoé disagree as to the appropriate fuel oil
inventory level for tha forecast paried, the amount of fuel oil
inventory carrying oosts, and. the methodology for calculating fuel

oil inventory carrying costs, resuLting in a $2 million difference .
in carrying costs.
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Loss on Sale of Fuel OLl Inventoxy

PSD and Edison disagree on the ratemaking treatment 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 abou;fsz
nillion. xf
Third P croek T inati P

PSD and Edison disagree on the ratemaking treatment of
the third Bear Creek termination payment. PSD proposes not to
include the $8 million payment in ECAC rates ef ective June 1,
1987. Edison believes that such a payment should be included.
Franchise Fees and Uncollectible Accounts jﬁ
Expense apnd Resale Accounts Allocation .. 7

A $6 million difference between@ﬁSD and Edison for
Franchise Fees and Uncollectible Accounts’ expense and resale |
accounts allocation is due solely'to-otﬁgr forecast ruel, purchased5
power, and energy-related expense difterences.

PSD recommends that the adder revenue component of '
Edison’s off-system sales be included in the ECAC procedure.
Edison dlsagrees with PSD’s proposar because such revenues are
presently reflected in Edison's base rates.

Annual Enexqy Rate (AER) \ :

PSD recommends reimpos,né a 10 percent AER because PSD
believes that fuel prices are less volatile this year than<they
were when the Commission. suspended the AXR. Edison believes that
the AER should remain suspended because of the uncertainty in zuel
prices, primarily natural gas. prices, due to-the chmlssion’
ongozng gas OII/OIR.
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Di .
AER
The AER is a mechanism to provide an incentive to the
utility's management to reduce its fuel and purchased power
expenses and to have 2 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 case because without an AER

our choice of one forecast or the other, or one of ocur own, has

little overall impact. A low forecast causes ratepayers to make ﬁp;c“

the shortfall through the ECAC; a high 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_h’
in the forecast year may not be the same ones who are affected by fp

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 to fuel costs, benef;ttxng ‘both shareholders and
ratepayers. The AER makes a- portion of fuel and purchased power
costs recoverable on a fixed, forecast bas;s. Since the AER is a
fixed rate, not subject to balancing account treatment, the |
shareholder bvenefits if actual fuel and purchased power expenses
are less than forecast; conversely, shareholders lose if actual,
_expenses are greater than forecast. For example, if all fuel and
purchased power costs are recoverable through a balancing account
(ECAC) and the forecast for 1987 was $1,000, ECAC rates would be

set to recover $1,000. But if actual tuelﬁcqstsrexceeded”Sl;oookﬁn{‘

1987 the ratepayers would pay the excess costs through the ECAC, .
and if those costs were below $1,000 the ratepayers would recover
the difference through the ECAC. In both instances the utility 14
neutral. When Edison’s AER was imposed the split was 90% ECAC and
10% AER. Taking the $1, 000 example, if a 0% AER were in place and

if actual costs for 1987 were $100 over forecast then‘Ed;son would,‘
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only recover $90 from the ratepayers:; if costs were $100 below
forecast then Edison would return te ratepayers only $90. The AER
gives the utility a quantifiable stake in fuel purchases.

A 10% AER was first adopted for Edison in 1982; in 1985
it was reduced to 2%; and in 1986 it was suspended entirely, the
Commission stating: “We see little useful purxpose in centinuing
the AER incentive mechanism when fuel prices are fluctuating wildly
outside managerial control.” (D.86-04-007 at p. 4.) PSD believes
that fuel prices are no longer fluctuating wildly and, in fact,
have stabilized within a cemparatively narrow range. PSD
therefore, recommends that a 10% AER be reinstated.

Edison opposes reinstating the AER because (1) fuel -

prices, particularly natural gas prices for the forecast period are g“

beyond Edison’s ability to forecast with reasonable certainty, and
(2) the status quo fully protects ratepayers and shareholders. ' 1t |
argues that to give any real meaning to the AER as an -ncentxve,‘
fuel management decisions must be based on reasonable gas price
forecasts and in today’s gas market there is no reasonable
certainty in any forecast. Under the present circumstances, any .- . -
benefit or detriment to Edison’s shareholders would be a windzall e"aHV
or penalty caused by changes in gas prices, it would not be i ‘
eaxrned by Edison’s management. - y
Edison asserts that the natural gas industry is changang
rapidly as a result of regqulatory changes on both the state and
federal level. This Commission, through OII 86-06-005 and OIR
86-06-006 (the gas OII/OIR), has been at the forefront in
restructuring the gas industry in California and in responding to
the new competitive gas marketplace. . These changes, however, have ;‘,
led to increasing uncertainty in natural gas pricing. Any estimate
of Edjison’s forecast period expense thus depends greatly upon an’ |
unknown and unknowable factor: the pricing. policy the Commafeaon ‘
will adopt as a result of- the OII/OIR proceeding, an uncertaanty
that will not be. resolved‘until September 1987 at the earlzest.,:
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The OII/OXIR proceeding will alter the regulatory program for the
natural gas industry and is expected to resolve the
allocation/rate design policy that will result fronp/the
restructuring of the gas industry.

Edison points out that natural gas prices have a
significant effect on Edison’s forecast of en gy expepse and PSD
agrees that the price of gas is one of the JArgest items in the
forecast. PSD’s and Edison’s forecasts.of/fuel aﬁd purchased power
expenses differ by approximately $116 milJlion of which
approximately $100 million is attributafle solely'to the differing
estimates of forecast natural gas priges (inciﬁding the gas price .
effect on Edison’s gas generation and puxchased power mix)-

Edison agrees that the A is inﬁended to provide an
incentive to the utility tO«manag its energy expenses prudently,
but says that the issue in this roceed g is what degree of
certainty is required to justi impo§§ng the AER. If the
uncertainty in fuel prices ov shadows prudent fuel management, the

. incentive is lacking. The syandard necessarily applied to the
forecast is that of reason leness.‘there must be a reasonable
degree of certainty in th predicted fuel expenses. Edison

believes that in this proCeeding there is great uncertainty in the o

gas. rhis price uncertainty exists for'

forecast price of natur
controltand anyone's ability to reasonably"

reasons beyond Edison’
predict.
~ Edison doeg not claim that any uncertainty in forecast
peried :uel expense/renders the AER inappropriate. However, it
argues there must a reasonable degree of certainty in the
forecasts to just Ly reimposition oL the AER. The Commission did:

not require compYete uncertainty to suspe4 the AER; only that !uel};‘v~
prices could noy reasonably be forecast.” -Due to the’ uncertainty of
e gas OII/OIR.proceedinq,,ne varty can reasonably L
gas priceu. tcr the :orﬁcaet period. Edison urges, I

the outcome ot
predict natur

theretere, t the AER should ngg;be reimposed.

! /'
i ;

‘:;kll -
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PSD cannot find the uncertainty that plaguey Edison. PSD
asserts that the Commission’s OII/oiR-proceeding adgs no
uncertainty to the ability to forecast gas prices As PSD’s
recommendation f£oxr gas prices in the OII/OIR wilX be comparable to
that recommended in this case. PSD agrees tha inf;his case we may
adopt its recommendation from the OII/OIR. S to accept
Edison’s argument would lead to the aboliti ng2;§§:R’s as the
competitive gas marketplace by definition /As uncertain. Finally.
PSD points out that the basic premise of thd(AzR is to give
Edison’s shareholders a stake in the o %yme of fuel decisiens
thereby putting pressure on managemenf to make a maximum efforxt,
not just a reasenable effort, to avygid/a pass-through mentality
with respect to costs. P ‘

We believe the concept/of jan AER mechanism is salutory
and easy to understand. Its p qs/a:s to give management an
incentive to hold costs down. It}@hey do, the utility benermts, 1!
they don’t, the utility is hgimed. In the past when we refused to g
impose an AER or reduced a fAEg/&tfwas becausc we found the pricc . "
of fuel and purchased powet too volatile to be affected by ( o
management supervision. /In aj%apmdly rising market it would be
unfair to the utility:; Ain a zapidly falling market it would be |
unfair to the ratepayefs; and in a highly volatile market, unrasz(
to both (although ovet time the savings would counterbalance each '
other). Our inquiry then must focus on the forecasts and theixr ;u
reasonableness. ©O adopted gas forecast is discussed in a laterV o
- portion of this décision. ?Here we will consmder the conridence we o

place in the forécast be;ng realized within reasonable margins. '

In D,A6~04-007 the Commission suspended the AER until
further order/ stating: 5We see little useful purpose in '
continuing t}e AER incentive mechanism when fuel prices are
fluctuating/wildly outside of management,ccﬂtrol. The questzon T
now is whexher fuel pr*ces are still ~tluctuating wildly outsideuotggi
managemenf control.” A reading of- the fuel price exhibits in this L

L
'
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case leads ineluctably to the conclusion that they are not. PSD
and Edison agree on prices from SCE Hoover, Cholla, Mexiéo
geothermal, Pacific Northwest (firm), California, and/SCE-
renewable/alternative sources, as well as hydro production, the
prices for turbine fuel, jet fuel, and transportafion costs, plus
o0il, coal, and nuclear generation expense. Purghased power prices
from Pacific Northwest (nonfirm) and Southwesy are agreed upon,
subject only to fluctuations caused by naturdl gas prices. Our
inquiry is reduced to determining whether gas prices are
»#fluctuating wildly.” They are not now

to be during the forecast period.

We have, for example, compa. ,d Edison’s projected price
for all gas puxchases during the for, cast peried, on a weighted
average basis, with PSD’s bulk bury price with demand charge. We
do not agree that either zorecast is the correct forecast to adopt
for this proceed;ng, and have adfpted a middle ground, but we
believe that the forecasts demchstrate the gas prices will not:
~fluctuate wildly” in the for cast period. :

& = 6/1/87 '= %/31/88
(¢/MMBER) - ‘

Edison 273.256 254 254 275 282 292 310 300 289 278 275 278
(All gas »
weighted ‘
average). ' : 'i 1
212 216 255 274 274 274 274 255 255 255 249

The taple does not show wild fluctuatlons. it shows the
normal gas pricé rise from rummer to winter and price drop—:rom
winter to summér. ‘Edison’s forecast shows almost no difference
between its J¥ne 1987 price and its May 1988 price for gas. The
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2 cent difference does not even account for expected inflationt
PSD’s forecast starts lower and ends lower and shows a 9% ipCrease
between the June 1587 price and the May 1988 price.. In b cases
the price curves track in the expected manner and do nog/fluctuate
wildly. This is in contraposition to the wild swing that took
place just prior to our D.86=-04-007 when gas spot pr’ces dropped

there is excess gas available during the forecast/period which wlll
not dissipate prior to 1989, possible fluctuatighs in/oil prices
will not have an immediate parallel effect on Agas leces and will"

not cause gas prices to fluctuate wildly. 'a consequence we
believe Edison’s management can have an effect on gas costs and
should be given the opportunity to benef management
decisions. Therefore, we shall terminate the 9uspen51on and  _'
reimpose the AER at 10%. '
We will also reimpose the cap ordered in D. 82-12-105,

by which AER earnings limitations ire caﬂéulated as the product o""
. jurisdictional rate base, authorifed. equity cap:.tal:.zatn.on o -
percentage, and a limit of 160 ¥asis points. This cap is the same . . .
as Edison’s previous AER cap. ﬁ -
Gas Generation Expense ‘ f'
- As a result of a/lower fo:ecast of natural gas prices Ln””,fb
the forecast year, PSD’s fstimate qf natural gas costs is $34 ﬂ
million less than Edisof’s. One o: the consequences of that L
forecast is that Edisch’s purchased power expense will decrease by.ﬂ\ f
$72 million due to rgduced Southwest purchases. .
Edison igéntified three' areas which account for most{of j,.”
the difference begween PSD’s and: Edison’s,gas expense torecasts.‘

. '® PSD agéumed that the spot naxket price of gas
| B . would/remain relatively flat over the forecast
i ' perigd while Edison assumed an increase of"
PR ~ abojt 7.9 percert over curzent levels.

r
- assumed Edison will purchase approximately - _} |
. percent of its gas. on the spot market during \
e forecast period at a discoun: £rom the

o , o
- 14 - o R
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Southern California Gas Company (SocCal) spot
gas price; and

e PSD assumed that Edison would pay SoQal a.
Utility Electric Generation (UEG) margin o!
$0.85/MMBtu during the forecast period while
Edison forecast a margin of $1.00/MMBtu.

Edison’s witness testified that Edison’s AQpdated gas

price forecast recognizes the fact that the diregfion of spot gas -
prices historically has been influenced by, amofig other things, theﬁ,?”
competing price of low sulfur fuel oil delivefed to the Southexrn
california market. The chart on the page fgllowing entitled |
rComparison of Oil and Gas Pr;ces' shows that, as the price of oil j
declined sharply from December 1985 throdgh July 1986, the spot f

0

t

market price of natural gas also decli d substantially during that
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While he agreed with the PSD witness that spot prices 4f
gas are at this time primarily a function of gas-to-gas
competition, it was his belief that had oil prices not plunpeted in
early 1986, there would not have been the incentive of gag
producers to cut prices to the levels experienced during the summer
of 1986. The =ame general correolation between oil and,gas prices |
is seen in the winter of 1986-87, where oil prices yebounded and
the spot market price of gas generally improved.

The Edison witness said that PSD’s spgh gas forecast was
developed based on data between March and Decefiber of 1986 when oil]
prices were approximately 45 percent below the level that existed |
in the first quarter of 1987. Because of $he oil price rebound in
1987, and the expectation that current ojd prices will generally
prevail during the forecast period, it Is reasonable to expect that
there will be a slight increase in thg /@pot market price of qas,’
rather than simply a status quo con ;Lon-as forecast by the PSD.

He continued, that a sec ﬁ, and perhaps more ]
significant, near=-term ingluence n!the spot market price of gas rs‘"
the price of long=term gas supp ,/which--azter 2 ‘steady decline
between October 1984 and Mare 1987--rinally appoured to be ‘
stabilizing as evidenced by answestern's recent PGA increase on -
April 1, 1987. As the gas elrverabxllty surplus continues to
dissipate, he believes the/ spot market price of gas will rise to
meet the cost of long=te supplios, excoedlng that cost in the
high~demand winter montis. Moreover, in his opinion, the consensus
in the gas industry at/the present time is that spot gas prices
will be firming during the forecast period rather than simply
renaining flat. ' i 4

He believes that Edlson s updated spot gas prlce, wh;ch
averages about $1./92/MMBtu, compares favorably with the $l. 90/MMBtuf
spot price of So al, the largest spot purchaser of naturxal gas in
California and in the nat;on’ He said that a second corroboratlon
of Edlson" o ecast was obta;ned when compared wuth Cambridge
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Energy Research Associates’ (CERA) most recent forecast, which may
be on the conservative side.

In regard to spot gas purchases, he testAfied that Edison
only purchased approximately 10% of its natural gas from spot
sellers. He said that PSD’s assunption that Edison could, or
should, purchase 50% of its gas needs on the gpot market was
without foundation. First, from a supply seturity perspective, it
may not be in the best interest of Edison’ custoeﬁré‘to-purchase
as much as 50 percent of its supply zrom ndependent spot sellers. -
To assume now that a purchase of 50 per ent og/spot supplies would
be prudent during the forecast peried As pre?ature.

Secondly, he pointed out t Edison’s lack of firm
interstate and intrastate pipeline gapaci Y may effectively
preclude Edison, in any given mon durﬂng the forecast
period, from purchasing as much a soiporcent of ita gas from zpot
sellers, let alene 50 percont on/average for the entire forecast |
period. As an intorruptible trxins portation customer, Edison has '
experienced difficulties in a ualLy'rece1v1ng all volumes of gas
for which spot bids were acc tedJ’ For example, volumes bid by
Pacific Gas and Electric Co annyPG&E) during the months of
January, February, and Mar l9§ﬂ were substantzally reduced.
Because of the constraint on Pacific Gas Transmission’s (PGT)
pipeline capacity, only J8 percent of the bid quantity Edison _
accepted from PGEE actuilly tlbwed'during these months. Edison has
also experienced s;mxl x condxtzons on Transwestern’s pipeline. ‘
system. Since Octobe 1986,;&5 a result of SoCal exercising 1ts‘ |
firm demand xights o that system, the flow of any spot gas
supplies that atta toATranswestern's gathermng system has been .
precluded. Therefgre, in the wintexr monthswof the forecast perzod,--
even if Edison weye w;llzng to award spot bids of up to 50~percent :

of its gas demangd, the l;kelzhood of S0 percent of that gas :low:ngg
is very low. : ,
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Finally, he testified that PSD has made the
based on only five months of historical price data, tiat Edison’s
spot purchases during the forecast perioed will ca an average
price which is 95 percent of the average SoCal spof price. PSD’s
assunption is contrary to Edison’s experience to/date in the spot
market. PSD overlooks the fact that the majority of bids received
by Edison have actually been offered at:pric‘ . above SoCal’s
average spot bid price. This is one reason/that Edison has only
purchased about 10 percent of its gas requirements in this manner.
Mcreober, the modest price discounts Edigon has obtained to date
have, in part, been related to the estatlishment of business
relationships, such spot suppliers hopling to sell gas to Edison in
the future under longer term contracts. In his opinion, it is S
unlikely that even the modest discounted.price relationship Edison |
has experienced would continue to/exist if Edison were able to
purchase up to 50 percent of{itr gas via direct spot purchases.
Why would spot marketers wanﬁ © sell such large quantities of gas |
to Edison at a discount when éy could sell the same gas directly
to SocCal at a h;gher price?/.
In regard to TEG (Utlllty Electric Generatlon) margin
(the amount paid SoCal Gas over and above itb-cost of gas) he
testified that $1.00 tu would be reascnable for the forecast _
period. PSD originally proposed $.85/MMBtu, but in its brie:xsa;d I
that #$.92 is the appfropriate UEG margin for the 'ceilinglrate’
(actual rates could /e lower) and that it should be considered in
deternmining the ap roprxate gas prices durzng the forecast permod.‘,
Edison gues that PSD’s $.92 eotlmate should be |
increased by $.0 because this Commission ass;gned the margin
shortfall resulying from service to cogeneration customers fabout-‘
$0.05/MMBtu eqiivalent) to the UEG_class (D.87=05=046, ppa-17-18) 
and PSD’s $.97 margin does not include such subsidy. o
Th¢ PSD gas torecast,witness teatmfied that the cost off‘
short-term as supplies will" remaln relatmvely-zlat for the |
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forecast period because, among other reasens, the current gas
deliverability surplus will continue throughout the period. He
expects gas prices to rise‘slightly during the winter heating
season before falling back to Fall 1987 levels in Spring 1988. Xe
believes that fluctuations in the price of éil will not the
driving force behind the price in spot gas, but that gadé-to-gas
competition and the gas.delxverabzlxty surplus will keéep prices
stable and flat. ‘

In regard to Edison’s ability to purch *50% of its
requirements on the spot market at a price 5% bglow the price Socal
pays for spot gas, the witness testified’that e based his opinion
on recent Edison purchases below SoCal’s Pri e and that as Edisen
becomes more experienced in the spot gas
greater quantities of gas. -

As to the UEG margin price ot/ S0. 85/MMBtu, he based hzs
opinion entirely on the PSD showing in/ the gas OII/OIR-

Because we are reinstitutipng the AER the forecast price
ot gas takes on added smgn;ficance Substantlal dev;atxons from
the forecast will be costly, ‘eith r to the ratepajer ox the
utility. Of the three areas he ‘een Edison and PSD which account
foxr most of the differences--s t gas prxce, spot gas purchases,
and UEG margin~-the issue of gpot gas purchases gives us.the least
difficulty. Edison’s recen spot gas purchaseS-have been between
10% and 15% of its total g3k purchases. PSD believes that Edison
can regqularly purchasae sp gas at pricesss% below those paid by .
Sccal and, therefore, Edfson should purchase 50% of its needs on’
the spot market; PSD points to recent purchases by Edlson whzch
were 5% below SoCal’s purchases.. Edlson claims those were made
because the sellers wére new to Edison and wished to establish a )
new customer relatighship: Edison,does'not expect. those ‘discounts
to continue. We agkee with Ediéon.' Not only have there been spot‘
purchases by Edisofi at prices in excess of thosc paid by Socal, but
we are not persuaded that gas vendors would regularly sell to-
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Fdison at a 5% discount from their price %o SoCal. Noxr are we
persuaded that Edison could buy 50% of its gas supply on the/spot
market, nor that it would be a prudent policy if it could.
However, given the nature of the spot market, it is probable that
bargain prices will occur and that Edison will take advantage of
them, especially with the incentive of the AER. TFoy/the purpose of
the forecast we will assume a 10% spot market purchase at a price
5% below SoCal’s price.

At the hearing the PSD-Ed;son differghce in Seolal’s TEG
margin was $0.15/MMBtu. Edison estxmated $1.,00, PSD estimated
$0.85. In its brief PSD agreed to a $0.92
it recommended in the gas OIT/OIR. Edisoy points ocut that the
$0.92 margin does not include the $0w05 tu addition that the
Commission imposed on the UEG class in
pay it we should 1nclude it. Edmson eeks a $1.00/MMBtu marxgin hut
we are of the opinion that $0.97 is/closer to the mark, and that
margin will be adopted.

The final issue is the dmfterence in spot gas price
estimates. PSD expacts spot ¢ pri«.ee to remain relatively flat:

over the¢ forecast p@rxod while/ Edison predicte a 7.9% average priceﬁ

above the actual prices in tﬂz monthwof May. The reason for the
difference in estimates is enerally;th;t PSD believes there is

surplus of gas avallable diring the entire forecast period and thut

any upward surge in oil prices will not be a signiri¢ant-inzluenée
on gas prices, while Eiﬂ%on believes the gas surplus will be .
dissipated during the forecast pertod and there will be an upward
surge in oil prices which will cause gas prices to rise. We
believe the Edison forecast to be too high because the evidence
persuades us that ﬁ&e gas surplus will be available throughout the
forecast period: ,but the PSD forecast is too low because we are

persuaded that odl prices will be higher than PSD’s witness expectS[

and to some ext@nt oil prices will drive gas prxces. Under the

c¢rcumstances we will adopt a forecast of gas prxces on average 2¢

- 21 =

tu margin, the margin.

.87-05-046. If Edisen must
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above that forecast by the PSD witness. Our forecast, iy terms of
the nornicore Tier II price of SoCal Gas, is set forth iy Tabkle B-l
of Appendix B to this decision. Adopted values for gther gas
supplies purchased by Edison are shown in Table B-
Fuel Oil Inventory |
Edison maintains fuel oil in invento in oxrder to supply
forecast oil burn recuirements and additional/potential oil burns
caused by variations or interruptions in supplies of nonoil energy
resources and variations in forecast load. In addition, a port;on
of Edison’s inventory is dictated by the hysmcal linjitations of
its oil storage and transportation syst m. Total costs include the
costs of carrying inventory, the costsy/ of buying and selling oil,
and the costs of runm.ng short of inyentory and curtailing load.
The required fuel oil invéntory. consists of three
components: (1) Dead Storage, (2) Fuel Management Requirement )
(FMR), and (3) Potential Oil B (POB) . Dead Storage is the oil
in the bottom of storage tanks fthat is not available to supply
generating units, together wit) the pipeline-f£ill displacement oil
essential for the operation o 'Ediscn’s‘pipeline system. The FMR
is the oil necessary to mainfain acceptable distribution Llogistics Q
for Edison’s oil pipeline, Atorage, and rece;ving raczlltmes,. '
including the minimum levgls of lnventcry necassary at each .
generating station to sugtain oPerntxopwuntml‘new supplies are S :f, -
received. The POB is e-quantity*of,oii”:equiréd‘in inventory for
forecast oil burns and/possible deviations in oil demand above or
below the foracast lefal caused by changes in load, changes in:
production from noncll energy rosourccz, or unavailability of
supplemental oil s plies. : -
Edison quests a 6.0 m&lllon barrel inventory, which
includes a 3.3 nmjllion barrel POB, to reflect what it believes is a
reasonable levey of relmab;l;ty. deson asserts that substantial
increases in ipfventory above aﬁproximately 6.4 million barrels are
required in oxfer to increase reliability and substantial decreases '
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in reliability occur for decreases in inventory below apprbximately
5.7 million barrels. Edison’s request for 6.0 million barrels
falls within this range of 5.7 to 6.4 million ba 'is.

Edison’s 6.0 million barrel inventory :Zzuest is, it
says, also supported by its analysis of the cost of carrying oil in
inventory versus the cost of not sexrving load/(shortage costs).

The optimum economic inventory is the inventory level at which the
sum of the inventoxy carxrying costs plus tHe shortage costs is
minimized. Edison avers that the economil minimum inventory level
falls in the range of 5.0 to 7.0 milliod barrels for the forecast . |
period. Accordingly, the requested 6.0 million barrel level falls
within the optimum range for both re ability and minimum overall
cost considerations. PSD asser£5'5 at a 1.9 million POB is
adequate within a total inventory Af 4.4.million barrels.

Edison’s and PSD’s invemitory recommendations.are
summarized in the table below. /PSD and Edison agree that the Dead
Storage inventory requirement s 1.0 million barrels and that the
FMR requirement is a function/of the POB.

(MiYlions of Barrels)

Dead Storage

Fuel Management
Requ:urement (FMR)

Potential 0il Burn [POB)

Both Fdison and PSD base thexr recommendat;ons—for the
POB component d@ inventory on the.putput ot Ed;son s Fuel Oil-
Requirements. Nﬁalys;s (FORA) probabll;st;c computer model.
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The FORA model reflects the manner in which Edis
utilizes energy resources. For cach period, FORA first lls upon
all nonoil/gas resources, including purchased power, t¢/ meet system
load. Edison’s oil/gas-fired power plants are then gdspatched as
needed. If gas supplies are inadequate, oil-fired generation is
required. FORA utilizes all available oil xesuppdy (new oil
purchases) to meect oil-fired generation recuirerents, and then
calculates the amount of additional oil suppl¥es necessary to meet
any remaining lead. This is the amount of ¢Al Edison must have in
inventory for that period to completely satisfy load requirements. = . -
Lowexr amounts of 1nventory will result if lower reliability of 5}‘ e
service levels. | o
Edison maintains inventory ro mceﬁ system needs until new#7
supplies of oil can be received. That is,'inventory must be _
sufficient to sustain system needs/until new oil supplies can be
expected at a delivery rate matching burn requirements. FORA
evaluates inventory requxrement over a forward—look;ng lzo-day
. aggregation peried singe supp exrs have adv:.sed Edison that o
substantial supplies of oil oould not he recelved in less than rron:
90 to 120 days. . g
PSD asserts that Edlson s est;mates are exaggerated and
unrealistic. The factor with the most significant impact on PORA
is gas availability and £SD believes that gas availability will be
adecquate in the forecast period. PSD points out that Edison
forecast a POB in its/last ECAC filing of 1.9 million barrels and .
there have been no eyents in the past year wh;ch would call for ‘ :
almost doubling the/POB forecast. Edison had no~gas‘curtallmentsm,‘\  M
last winter and it/currently has' a broader ‘'group of gas suppliersi”"l
than before as a fesult of its entry into the spot market. In the-
opinion of PSD Edison’s clainms of present natural gas. regulatory‘J
and market uncertainties are unfounded. I" anyth;ng, the market
has stabzlzzc when compared to recent years.
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Edison asserts that its recommendation of 3.3 millien
barrels for the POB component of inventory reflects the latégt
forecast information regarding gas availability, spot.m;ﬁkét gas
purchase options, regulatory and market uncertainties, forecast gas
supply-demand balance, forecast oil burn, oil resupply/, and
purchased power availability. The difference hetwe gg;son's-lsas
POB forecast of 1.5 nrillion barrels and its 1987 fgrecast of 3.3
million barrels is the result_dt an entirely new
new forecasts of load requirement, new forecastg/of the
availability of resources, and new £orccawt~“ oll resupply
availapility. The three principal factors 1’ Edison’s increased
POB are gas availability, oil resupply. purchased power.

Edison argues that gas availa%} ity will decrease by 17%
from 1986 levels. It says that the presgnt gas deliverability .
surplus is dissipating and that SoCal 5 forecast of gas available
to Edison shows a decrease of 4%. Wh n these numbers are zactored
for regqulatery uncertainty and pote -ially cold years a 17%

estimated reduction in gas avallab' ity is reasonable. Ed;son_saysﬂ

i

that oil resupply avallabil;ty ha lessened in the past year. Its

analysis shows that short-term ( /-2 month) ozl availapility had
slightly decreased from the 198 :orecast, wh;le long-term
availability nad slightly incrgased, resulting in an increase in
inventory redquirements. Fina ly, ‘Edison points out that Northwest
purchased power is down by 4 rrcm 1986 due to lower water run~off
projected for 1987 and that the amourt of enexrqgy received from
Hoover Dam has decreased by 67% from last year’s forecast.
Edison has not ersuaded us to increase the POB from
1.9 million barrels. It argument that because changes to its FORA
program resulted in an ncreased POB-eatimate we should accept the
new estimate is not cexvincing. In our opinion the factors which

support the FORA progyam have not chanqed surflczently to rgqulre“””

an increase in POB.
dissipation of the

he weight of information regardlng the

- 25 -
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any possible dissipation will not occur until after the/1987-1988
forecast year. Although one forecaster suggests that/g tight gas
supply could emerge as early as 1987-88, others say/the surplus
will last through the late 1980’s, and the Califoxrmia Energy
Commission says gas dissipatioﬁ will not occur prior to 1989 at the.
earliest, while PSD predicts 1995. Edison’s zzidence regarding oil
resupply shows that short-term oil availabiliyYy “had slightly
decreased from the 1986 forecast.” That ”s ght decrease” cannot
support a 74% POB increase, even when consfdered with other
changes. Edison’s projected reduction in/purchased power
availability does not support a POB inc case. Pacific Northwest
‘purchases may be down 4%, but that is gtatistically insignificant
in this kind of analys;s, and Hoover. ower, while down a
significant 67%, accounts for less an 1/2 of 1% of Edison’s total.
resources mix, again statistically/insignificant when compared to
the requested increase in POB. Weé will adopt the PSD estimate of-
4.4 million barrels of oil inventory.

Edison recommends t it be permitted to recover the
loss caused by cycling its oil inventory. <Cyeling is a practice by
which inventory levels are déasonally adjusted to reflect changzng
inventory requzrements, ne essmtatlng purchases of oil (about.z 5
million baxrels) in the f£Z1l of 1987, and equivalent sales in the A
spring of 1988. This in entoxy cycl;ng allows Edison to maintain’ a"--‘
lower overall average inventory level while presexving needed
reliability. The only/altermative to eycling without sacrzficzng Lo L
reliability is to maintain the. hlghest guantity needed for winter o
reliability throughopt the entire forecast period. When cycling . -
inventory, however,/Edison expects to incur losses on the oil
purchase and sale fransactions due to the quantities involved and
their »off-season’/ nature, i. e., selling in the spring as demand -
weakcn- while buying in the £all as demand firms. ZEdison asserts ‘
that cyeling is econom;cal to ratepayers because the carrying ceost f
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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 cossg at $6,104,000 based
on its reguested Fuel Oil Inventoxry Level (FOIL) of 6.0 million
barrels and its losses from cycling at :}(@ million. Edison
asserts that its peak winter fuel requ; ent of 8.3 mzll;on
barrels would have to be carried at a cost of $8 3 illlon if it
is not permitted to recover its losses from cyclimg.

PSD opposes Edison’s cycl ng propesdl on the ground that
no showing was made that Edison wodld have to cycle 2.5 million
barrels. It argues that Edison’ propo ab/;s based on an
unsubstantiated prediction of ﬁ/%os ot ?Sée than S5 million barrels
per month in the winter of 198 -88, anpeakywhlch is 2 million
barrels higher than Edison e imatedjtor .the -last forecast perlod N
and 3.5 million barrels hzg r than/the most severe recent oil burm
which occurred in December / 985. ‘ '

As an alternat; e to E  son’s cycllng propesal, PSD
recommends that the Commyssion provida Edison a guaranteed £ixed
sum each forecast perxodc tor*wh&ch the company would manage the
oil inventory on its o . Ed;son would be respon,.ble for buy,

sell, and hold decisi s and : dbsorb-all losses and keep any prot;t;  ‘ ‘

it might incur fronm dﬁy anentory'cycllng it judged necessary.

This approach would fprovide Edlson's management with increased
flexibility and re onszb;l;ty while ‘simplifying regulatory revnew ‘
and accounting progedures. ;

PSD rechmmends fixed FOIL carry;ng costs based on'a 4.4
million barrel i ventory'times a fixed LIFO weighted average price’
of Low Sulphu:afuel 0il (LSFO) and distillate times the average
forecast peri short-term interest rate, which should be trued up'
to reflect actiial short term rates at the end of the forecast. v
period. In return, deson can cycle its znvenmory at its own‘rzuk,p
keeping any profits from economzc oil sales, and abs oxbing any ‘
losses from/uneconomic oml sales.
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In its reply brief Edison states that the PSD “rexised
proposal resolves Edison’s concern that PSD’s original prgposal
created additienal risk with no offsetting benefit forx tepayers
by reconciling, though only annually, all recorded flndnczng costs
associated with :uel oil inventery.”

realized fron the lower inventory level morg/than offset the
expected losses on the oil sales, we are gonfident that undex the .
PSD proposal Edison will manage its FOX w&th optlmum results. ‘The
ratepayers benefit because if there ar substantlal losses they
will be borne by Edison.

Effective June 30, 1985,/Edison enterxed into an agreementJ
with the Bear Creek Uranlum Compahy E%»termlnate long=-term uranium
supply contracts in exchange foy a payment by Edison ot‘$63 9
million. The third and last PAYME t of $8. 025 million was nade to
Bear Creek on July 1, 1987, ahAd was booked 1nto—the ECAC‘balancxng
account. The extent to whi‘ Edison will be able to recover this
termination payment will b decided in A.86-02-005/OII 85—05—002,
now pending before the Co LSSLQnﬁ

Edison propes to incypde the third Bear creek.payment
in ECAC rates for the recast per;od. PSD opposes,thls :
recommendation on the ground that Edison’s proposal is
unprecedented. PSD argues that the $8.025 million is a lump sum
settlement payment. A prior $350 milllon 1ump sum settlement
payment by Edlson n 1985 was ;ncluded in the balancing account
but was not re:le ted in ECAC rates because it did not ofﬂer a tuel
related benefit./ The Bear Creek‘payment merely ext;ngu;shes 2 past
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obligation and offers no fuel-related benefits during the forecast
peried.

Edison maintains that the PSD recommendatdon is contrary
to express Commission policy regarding the consigfent ratemaking
treatment of all fuel-related expenses. The ¢ ission has stated
that #it is appropriate to provide consistent/rate treatment for
all fucl-related oxpenses.” (D.82-12~205, Y. 42.) PSD’s proposal
would treat the third Bear Creck termination payment in a manner
inconsistent with all other fuel-related expenses and contrary to
express Commission policy.

In its discussion of the Cievron Option Agreement demand |

charges, the Commission stated:

»#pSD apparently opposes JCAC recovery of the
demand charge until th¢ entire agreement can be
reviewed for reasonabYeness. We would allow
Edison to recover thd demand charge in ECAC
rates . . . PSD has/not offered any reason why
recovery through EQAC now and a subsequent
reasonableness review are incompatible. For
forecast purposes/only, the demand charge would
be recognized now and reflected in rates.”
(D.86~04=-058, p/ 24.)

In our opinior), PSD’s position is contrary to the best

interests of the ratepayers and should be rejected. The Bear Creek

payment in now recordg¢d in the ECAC balancing account and. earn;ng
interest. Placing if in rates now eliminates the interest accrual
as the amortized pa ents are received. PSD~would have us delay
this collectlon for another year thereby causing an additional
year’s interest. /Whether the paynent is amortized this year oxr
next year it is Atill subject to a reuaonableness review and

potential ref - Delay only costa the ratepaycr
avoanues

oz system sales are sales of energy-made by Edzson uwinq

generation sburces that at the time of delivery are not fully
utilized. g£dison makes off-system sales at a contract cost equal

to the incfemental energy cost, plus a specified percentage dz‘the?TA -”
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of low sulphur fuel oil (LSFO) and distillate times the avex gé//
forecast period short-term interest rate, which should be );ued up
to reflect actual short term rates at the end of the fose;ast
period. In return, Edison can cycle its inventory at i 2 own risk,
Xeeping any profits from economic oil sales, and absorling any
losses from uneconomic oil sales.

In its reply brief Edison states‘that eye PSD proposal
7imposes a risk of recovery on the fuel oil inventory asset similar
to any other rate base asset because balancing/aécount treatment o
would be removed, and carrying costs would be/fixed” and that this -
is inconsistent with the reasoning used to
base and finance it at a short-term interﬁf' ‘

The evidence persuades us that iseh'should be permitted
to cycle oil. Alse, we are concerned. our authorization of a
short-term interest rate is inconsistex' with ieaving Edison at
risk for gain or losses on sales, as ‘D‘pfoposes, Consequently,

we cannot agree that the PSD revised/proposal brovides a reasonable 1

method of protecting Edison from sgpbstantial loss. Based on

Edison’s theory that it would no cle unles s the savings real;zed‘
from the lower inventory level n(re than ortset the expected losses

on the oil sales, we are potentially penallzlng Edison for an’
action that is to the overall/Penefit of ratepayers. The |
ratepayers benefit because E/Lson is mlnxmlzlng overall expense,‘.‘
rather than maintaining thé,xnventory at a constant, nigher than
necessary, level.

Consequently we willd treat Edison’s oil lnventory ‘levels and:
cycling amourts as tolbé@s. Edison will e author;zed ECAC rates f
at the 4.4 million baréel level. Edison will! establish a .
memorandum account tﬁ’t will debit carry;ng costs, at the short-~
term ;nteres; rate?/ n the difference between xecorded inventory
levels and tﬁe authbrized 4.4 million barrel level. It will also
debit any lo#ses// r credit any gains) incurred in cycling fuel
oil. The accouv balance will be considered in Edison’s next ECAC
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In its reply brief Edison states that the PSD ”“revised
proposal resolves Edison’s concern that PSD’s original propeosal
¢reated additional risk with no offsetting benefit for ratepayers
by reconciling, though only annually, all recorded financing fgsts
associated with fuel oil inventory.” _

The evidence persuades us that Edison should be pexrmitted
to cycle oil and that the PSD revised proposal is a reaschable
method of protecting Edison from substantial loss while allowing
Edison the opportunity to benefit from the cycling
Based on Edison’s theory that it would not cycle udless the savingé
realized from the lower inventory level more offset the
expected losses on the oil sales, we are confjdent that under the
PSD proposal Edison will manage its FOIL witf optimum results. The
ratepayers benefit because if there are s stantial losses they
will be borne by Edison.

z&uLJuxbmi_ngn:_gzaak_zaxmanﬁ

Effective June 30” 1985, Edison entered into an agrmemen€‘7‘

with the Bear Creek Uranium Company’ to terminate long-term uranium ‘
supply contracts in exchange for payment by Edison of $63.9 _
million. The third and last payhent of $8.025 million was made to .
Bear Creek on July 1, 1987, - was booked into the ECAC‘balanclng‘
account. The extent to.whicH Edison will be able to recover this
termination payment will ‘decided in A.86-02-005/0XT as—os-ooz,‘
now pending before the ¢ ’ss;on.

Edison proposés to include the third Bear Creek paymenx
in ECAC rates for the fLorecast period. PSD opposes this
recommendation on th ground that Edison’s proposal is
unprecedented. PSD axgues that the $8.025 million is a lump sum
settlement paymenkt. A prioxr $350 m;llion.lump sun settlement
payment by Edison in 1985 was included in the balancing. account, ‘
but was not re lected in ECAC rates becausa it did not offer a fuel

related benefit. The Bear Creek payment merely-extxnguxshes a past"
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’The subsid& that presently occurs between

FG&LE’s electric and gas departments, as a

result of economy energy sales should be

eliminated by appropriate internal accounting

¢hanges.” (Id. at 23.)

FSD believes that the Commission policy on ecoplony energy
sales adopted in D.85~10-050 reflects the Commission’s/urrent
position on this issue to achieve a consistent ratemafing approach
for both of these ECAC utilities. If the Commissioh adopts the
same policy on economy energy sales for Edison as/it adopted in
D.85-10-050 for PG&E, the estimated off-system Yevenues credit
reflected in Edison’s current general rate cagé proceeding
A.86-12-047 should be adjusted accordingly. /In the future, the
issue of economy energy sales should be haydled in Edison’s ECAC
proceedings.

Edison argues that PSD’s recopmendation would
inappropriately introduce nonfuel expefises associated with orr-
system sales such a5~o&M, depreciatign, rate of return, and anome
taxes into Edison’s ECAC procedure and would result in a
mismatching of revenues and expenges in the ECAC procedure which
would not be in conformance wi established,ICOmmission-app:oved
ECAC policies and procedures (J.93895, p. 7), and therefore should:
be rejected. Edison points g4t that PSD’s recommendation ls-basedﬁ
solely upon D.85-10-050 and/submits that the facts and ‘
circumstances leading to that decision are dissimilar to Edisbn’ﬁ
position. PG&E is a gas/and electric utility. D.85=10-050 o !
attenpted to remedy an ntérdepaftmental subsidy c¢created by sales s
of econony energy whi ‘errectively‘subsidized PGXE’s gas
department for the sAle. PG&E’s interdepartmental sales are
completely differept from Edison’s off-system sales because I
Edison’s off-systém sales do not subsidize any other Edison entity.
Edison says thay/ PSD erroneously applied the result of D.85~10-050
to Edison, and-incorrectlytconcluded-tﬁat-the Commission should
impose the sajle ratemaking treatment to Edison for its off-system
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case with Edison bearing the burden of proof that the actual
inventories and purchases and sales were reasonable, for possibl,
recovery ©f the memorandum account balance through ECAC ratess
The Third Bear Creek Pavment
Effective June 30, 1985, Edison entered into&n agreement
with the Bear Creek Uranium Company to terminate lopd-term uranium
supply contracts in exchange for a payment by Edigton of $63.9
million. The third and last payment of $8.025 xfillion was made to
Bear Creek on July 1, 1987, and was booked info the ECAC balancmng
account. The extent to which Edison will b€ able to recover this
termination payment will be decided ln‘A.rs-QzCiOS/OII 85-05-002,
now pending before the Commission.:
Edison proposes to include
in ECAC rates for the forecast peri
recommendation on the ground that Edjson’s proposal is.
unprecedented. PSD argues that the/$8.025 million is a lump sum
settlement payment. A prior Szﬁs‘million Junp sum settlement
payment by Edison in 1985 wa:/i cluded in the balancing account,
but was not Eeflected“in.ECA
related benefit. The Bear/
obligation and offers no ¢
periecd.

ird Bear Creek paYment‘
PSD opposes this "

eek payment merely ext;ngu;shes a past
l-related benefits during the forecast

Edison maint.
to express COmmissio?/

s that the PSD recommendatxon is contrary
llcy regardlng the censistent ratemaking
treatment of all tuel related expenses. The Commission has stated
that ~it is approprﬂ te to-provide consistent rate treatnent Lor
all fuel-related e: enses. (D-82-12-105, p. 42.) PSD’s proposal
would treat the thfrd Bear CreeX termination payment ir a manner
inconsistent with all other fuel-related expenses and contrary to
- express Commission policy.

In i
charges, the mmission statod-

”Ps, apparently opposes ECAC. recovery of the
d d chaxge unt;l the entire agreement can be

ates because it did not offer a fuel . |

.
L

s discussion of the Chevron Optlon Agreement demand
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obligation and offers no fuel-related benefits during/the forecast
peried.

Edison maintains that the PSD recommendation is contrary
to express Commission policy regarding the consjiStent ratemaking
treatment of all fuel-related expenses. The GOmmission has stated
that 7it is appropriate to provide comsistent rate treatment for
all fuel-related expenses.” (D.82-12-10S, H. 42.) ©DPSD’s proposal
would treat the third Bear Creek terminatfon payment in 2 manner
inconsistent with all other fuel-related expenses and contrary to
express Commission policy.

In its discussion of the Cifevron Option Agreement demand.
charges, the COmmissiqn stated:

”PSD apparently opposes C recovery of the
demand charge until th¢ entire agreement can be
reviewed for reasonableness. We would allow
Edison to recover the/ demand charge in ECAC
rates . . . PSD has fict offered any reason why
recovery through ECAC now and a subsequent
reasonableness review are incompatible. For
forecast purposes/only, the demand charge would
be recognized now and reflected in rates.”

(D. 86-04-058 ps 24.)

In our opinio A PSD'S-p051tzon is. contrary to the best ﬁ-
interests of the ratep ers and should de rejected. The Bear Creek‘
payment in now record¢d in the ECAC balanc;ng account and earning
interest. Plac;ng lt’in rates now eliminates the interest accrual
as the amortized payments are received. PSD would have us delay : ‘
this collection for another year thereby causing an additional L
year’s interest. /Whether the payment is amortized this year or
next year it is till subject to a reasonableness revmew and
potential refund. Delay only costs the ratepayer

Off~system sales are sales of energy made by Edlson usxng -
generation sgurces that at the time of delivery are not . rully _
utilized. jzdison makes off-system sales at a- contract cost eqpnl
to the incremental energy cost, plus a specirxed percentage of the
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sales. PSD’s proposal should be rejected because it failed to
demonstrate any reaseon to change the present treatment for Edisen’s
off-system sales that reasonably account for Edison’s revenues.

We agree 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 reasoning that PSD urges in 1
support of its ECAC/AER split. | (

Offer of Proof for Proposed
mmme_mz_zz___

Edison offered in evidence Exhibits 2% and 29. Exhibit -'%
28 is entitled the Prepared Testimony of Charles G. Thompseon and L
supposedly rebuts, with facts and opinion, ﬁhe testimony offered
orally and in writing by PSD‘s witnesses on. fuel ¢il inventory and
pricing issues. Exhibit 29 is entitled the Prepared Rebuttal
Testinony of James W. Yee and supposed;y rebuts, with facts and
opinion, the testimony offered orally and in writing by PSD‘s
witnesses on ratemaking and CQmm;ss;on policy issues. On the
motion of PSD, Exhibits 28 and 29 were excluded from the record on‘
the grounds that they are argument Lve, not factual, and not

rebuttal.

.
1
i
gy
i
P
0

Edison asserts that Exh Lts 28 and 29 take issue w;th S
the opinions expressed by PSD’s w1tnesses and are admissible. s
Edison offered the expert opinien test;mony of Messrs. Thompson and}‘
Yee to-rebut PSD’s oral and written opinion testimony. Edlson
argues that the expext opinionfgestxmony'offered to- contradict J
PSD’s position and to explain PSD’s analytical errors is not f
argument, but valid rebuttal JVLdence. It claims it is the only
ev;dence the company could orfer to . address the opmnlon ev:dence“,

and recommendations made by RSD. Iz such rebuttal opinion ' Hf/

/ "
test;mony is considered to be argument and: thus lnadm;sszble, PSD | Co

receives a distinctly unta;rfadvantage° PSD may state its
recommendatmons based on i >§op1n;ons in the evidentiary recoxd bu

. e B et e

i

J
‘ [
- 32 - 1,
. |

|

t
.

\
[
I v

‘.

\

I
3 S

‘- o
‘ .

i

o




A.87-02=019 ALJ/RAB/tcg *

total incremental generation cost (the adder) plus a 0.2 mill/éer
kXWh operation and maintenance (0&M) cost. The lncrementai/tuel
revenue ¢omponent represents Edison’s incremental fuel costs
required to generate electricity for off-system sales./ The adder
revenue component is a percentage of the incremental /fuel component
and is intended to recover indirect and overhead costs, not
recovered in Edison’s base rates, associated witl/these sales. The
O&M component recovers Edison’s O&M expenses i ed for these
sales. PSD recommends that the adder revenue/ or ”profit”
component as PSD denotes such revenue,. of off-system sales should ,
be subject to the ECABF/AER percentage sp t based upon Commission
D.85-10- OSO. .
 Undexr Edison’s ECAC procedur ,. the incremental fuel
revenue component of off-system saley is credited to the ECAC
balancing account. The O&M and addér revenue components are
reflected as reductions to Edison’ base rates.  Thus, Edison
asserts, its present ECAC ratemakKing treatment for c“f—system salesi
is reascnable because lt'ensur - that Edison’s ratepayers are not o
charged wzth enerqy costs alr ady recovered through billed: revenues
and recemve proper. credlt of/the O&M and adder revenue ccmpcnents

, red by this . prcceedlng, all fuel
.~ expense, revénue and profit related to economy
- energy saleg will be subject to the 91%/9%
ECAC/AER split. PG&E may continue to apply 0.2
- mills/kWh /to cover O&M expenses related to.
' PSD recgmmends that this same Commission policy should be -
adopted for Edis¢n. Although PG&E is a combenat;cn gas and .
electric ccmpan and Edison is an electric utlllty, PSD suggests

that the Commi sion resolved this dlfterence when it stated that-
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7The subsidy that presently occurs between ///// ‘ -
PG&E’s electric and gas departments, as a
result of economy energy sales should be

eliminated by appropriate internal accounting

changes.” (Id. at 23.) ////

PSD believes that the Commission policy econony energy
sales adopted in D.85-10-050 reflects the Commmssmon's current
position on this issue to achieve a cons;stenﬁfratemaklng approach
for both of these ECAC utilities. If the C émass;on adepts the
same policy on economy energy sales for Edison as it adopted in - ‘;?¥
D.85-10-050 for PG&E, the estimated off-System revenues credit B
reflected in Edison’s current general /fLate case proceeding T .
A.86-12=047 should be-adjustedacco;dézgly.' In the future, the ' R
issue of economy energy sales should be handled in Edison’s ECAC
proceedings. | o

Edison argues that PSP’s recommendation would
inappropriately introduce nonfdel expenses associated with off-

. system sales such as O&M, de é-eci'ation, rate of return, and income

taxes into Edison’s ECAC pnocedure, and would result in a ‘ o
mismatching of revenues apnd expenses in the ECAC procedure which 1;:' ‘[f
would not be in confo ’oe with established, Commissmon—approved :
ECAC policies and proo' dures (D-. 93895, pP- 7), and therelore shou*d ‘
be rejected. Edison Foints out that PSD’s recommenda.t:«.on is based )
solely upon D.35-10-050 and submits that the facts and . .
circunstances leadiég to-that decision are dissimilar to Edzson's
position. PG&E Léra gas and electric utility. D. 85-10-050 S
attempted toAregedy an interdepartmental subsidy created by sales ’ L !
‘ ~ of economy energy which effectively subszdlzed PG&E’s gas o
, depaxtment for/the sale. PG&E’s lnterdepartmental sales are
conpletely dﬂézerent from Edison’s off-system sales because ‘
Edison’s ofthystem sales do not subsidize any other Edison enxlty.
Edison says that PSD erroneously applied: the result of D. 85-10—050
to Edison/'and anorrectlyvconcluded that the Commission should
impose the same ratemaking treatment to Edison for its-o:f—systemf‘"'
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sales. PSD’s proposal should be rejecﬁed because it fa%}ed to
demonstrate any reason to change the present treatment fLor Edison’s
off~systom sales that reasonably account for Edl-on’s/g:vcnue

We agree with Edison for the reasons stated and note that
transferring revenue and associated expenses from ase rates to a
balancing account is contrary to the reasoning that PSD urges in
support of its ECAC/AER split.
Offer of Proof for Proposed
Exhibits 28 1 29 .

Edison offered in evidence Exhikits 28.and 29. Exhibit
28 is entitled the Prepared Testimony o:/bharles G. Thompson and
supposedly rebuts, with facts and opinion, the testimony offered ‘
orally and in writing by PSD’s witneeﬁes on fuel oil znventery and
pricing issues. Exhibit 29 is entitled: the Prepared Rebuttal
Testimony of.James W. Yee and suppdéedly rebuts, with facts and
opinion, the testimony offered orally and in writing by PSD’s
witnesses on ratemaking and Commiss;on polmcy Lssues. On the
motion of PSD, Exhibits 28 and 29 were eycluded from the record on -
the grounds that they are argunentative, net ractual, and not |
rebuttal. . - S

Edison asserts that Exhibits 28 and 29 take issue w:th
the opinions expressed by PSD’s witnesses and are admissible.
Edison offered the expert/ opinicn testlmony of Messrs. Thompson and
Yee to xebut PSD’s oral and written op;n;on testimony. Edison
arques that the expert opinion testimony o!tered to contradict
PSD’s position and to gxplain PSD’s analytical errors is not
argument, but valid rebuttal evidence. It‘claimg it is the only
evidence the company/could offer to address the opinion evidence
and recommendations /made by PSD. If such. rebuttal opinion
testimony is considered to be argument and thus ;nadm;ssxble, PSD
receives a distinctly unfair advantage: PSD may state its .
recommendations bdged on its opxnions 1n the evxdentzary record but
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~
case (CLMAC) A.86=07=-041, and its 1988 test year rate case
A.86-12-047, Edison should recover the authorized portion of the
Chevron settlement through an increase in ECAC rates $O the extent
that the increase can be offset by a decrease of the’ ECAC rates
found appropriate in A.§7-02-019 and the CLMAC rayes found
appropriate in D.87-05-021.

A.86=02=005 (the Uranium Proceeding)/has been briefed by
the parties, and a proposed decision is pending but has not yet
been issued. We will consolidate the rate felief in this decision
with the relief granted in D.87-06-021 (tie Chevron settlement) and.
D.87-05-021 (the CILMAC case), because we¢/believe it appropriate for.
rate stability purposes to coordinate fhe rate changes. Based upon:
the $25 million rate reduction in ¢ rates found appropriate in
D.87-05=-021 and the net decrease in frates authorized in this
decision, it is reasonable to incrgase the Chevron settlement rxate .
by an equal amount so that the rafepayers will see no change in
their bills as a result of these/ rate actzons. The resulting rates
are set forth in Appendix C.

Eindings of Fact

1. Fuel prices in the current market are suft;c;ently stable
to permit forecasting with A reasonable expectation that the
forecast will be realized within reasonable margins.

2. There will be surplus of natural gas available durxng
the forecast permod and Any upward surge in oil prices will have
some 1nfluence on gas prices but not as substantmal an influence as
Edison predicts. ' | |

3. Edison shoyld be expected to~purchase natural gas on the -
spot market to nmeet At least 10% of its requirements at a prmce
about 5% lower th prices Socal pays for spot gas.

4. The'UEG rgin should be estimated at $0. 97/MMBtu.

5. Gas prifes overall in the forecast per1°d should be .

estimated at an Average o: $0.02 per MMBtu above that torecast by
the PSD witness
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no contrary opinion testimony c¢an be offered to refute
position.

PSD supports the ALJ’s ruling. It argues
was properly applying the Commission standard that/”rebuttal
testimony should be limited to factual presentagjons, rather than
testimony that is merely argumentative or contradictory of other
parties.” (D.85-06=-112, pp. 101-102.)

We have reviewed Exhibits 28 aznd 29 and find that they
are argumentative and were propexly oxclu d. We note that the AL'I
in his ruling observed that the substan of the exhibits was
arqument more appropriate to a brief; ajd in reading Edison’s
briefs we £ind whole sections of the 1ibits set out in the
briefs. (Cf. Ex. 29, pp. 36=-54 with d:.son Brief, pp-. 53-66 )
goordlnatlon of Rate Changes
with Qther Decisjons .

Onyhpril 13, 1987, Edigon requested that we consolidate '
the rate relief in this decisioy with our decision in A.85-05-055
(the Chevron Proceeding) and A/86-02-005 (the Uranium Proceeding).. '
Edison requested that any incyease to the Chevron‘settlement‘rate‘[‘
authorized in the Chevzon Pr ceeding be applied in an ecual and
opposite. amount to the ECAC balancing rate found reasonable ln.thla
decision, thereby resulting in no change to the ECABF and no rate f
level change to ratepayené. Edison also requested a similar |
treatment for the uranium contract settlement rate change.. On
May 31, 1987, we issued/D.87- 05-021 in the CIMAC Proceeding
A.86-07-041 which, amg g other thlngs, authorized a reduction in
CLMAC rates of about $25 million on an annualized bas;s. -

on June 15‘ 1987, we issued D.87-06-021 in the Chevron [
Proceeding which au orized Eclison to recover the Chevron '
settlement payment over a two and one—halr yeaxr per;od requ;r;ng
an increase in: the range of 5175 to $185 million on an annualized
basis. In D. 87-06-021, we said that to coordinate the sxgn;fzcant

revenue changes due to Edlson’s Chevron Proceeding, 1ts ECAC
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6. 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 Burxrn. -
7. PSD and Edison agree that 1.0 million barrels”ls
reascnable for Dead Storage and that FMR is a functzon of POB.
8. PSD’s adjustment to Edison’s FMR regquest / s based solely
on PSD’s lower POB recommendation.
9. Because there is expected to be an adegquate supply of
natural gas during the forecast period, beca3 é 1.9 million barrels:
- 0f POB was adeguate in recent years, and because Edison’s changes
in the FORA model do not accurately rotloct the standards rcquircd
- to predict fuel oil regquirements in the forecast period, a POB of
1.9 million barrels is reasohable_ror o forecast period. _}

10. The PSD estimate of 4.4 milldon barrels of fuel oil
inventory (consisting of Dead Storagdc 1.0; rMR 1.5; and POB,
1.9,) is xeasonable.

1l. Edison has proposed to write down to market value its
distillate inventoery and implement LIFO accountlng in the same’
manner as the LSFO write down authorized in D.B6-12-096. PSD
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 aifstillate inventorles wrlte-down
proposal which provides for %éo percent balanc;ng account recovery
and. exact recovery of the write-down amount as authorized by
D.26~12-096 is reasonable. fAny under- or over-collection wou_d be
reflected in future rates through the ECAC balanc;ng account.

13. Edlson's adder revenue for off-system sales of
electr;city is currently reflected in the calculation of Ealson'
base rates and should rema&n in base rates.

4. It is reasonable to 1nclude the third Bear Creek: payment; s

in the ECAC balancznq account.

15. Edison’s ratemaking treatment of off-system sales is ‘ $
reasonable. ! - : y
' l
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A.87-02-019, its Conservation Load Management Adjustment Clause ,
case (CLMAC) A.86=07-041, and its 1988 test year rate case g
A.86=12-047, Edisoen should recover the authorized portion cﬁ/é;;
Chevron settlement through an increase in ECAC rates to'cpé’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 6Gnd
appropriate in D.87-05-021. In the Uranium Proceedinq we found
that Edison should recover certaln uraniuwm costs, wbxch we have
determined to be $75 million, subject to reasonab, euess revzew |
(D.87=10-042).

We will consolidate the rate re11e£ n this decision with
the relief granted in D.87-06-021 (the Chevr settlement),
D.87-10-042 (the Uranium Proceeding), and DZ87-05-021 (the CLMAC
case), because we believe it appropriate for rate stability
purposes to coordinate the rate changes./ Based upon the $25
nillion rate reduction in CLMAC rates found appropriate in

D.87-05-021 and the net decrease in rates authorized in this -
| decision, it is reasonable to 1ncre e the Chevron settlement rate
by an equal amount so that the ratepayers~w11; see no change in B
their bills as a result of these jyate actions. The resulting rates .
are set forth in Appendix C. |
Pindi ¢ Fact

1. Fuel prices in the Jurrent market are sufficiently stable =

to permit rorecasting with a/reasonable expectation that the
forecast will be real;zed ithin reascnable margins.

2. There will be 3/;urplus-o: natural gas available durlng
the forecast perlod and any upward surge in oil prices will have |
scme influence on gas prxces but not as substant;al an ;nrluence as};
Edison predicts. ‘ N

3. Edison should be expected tc purchase natural gas on the -
spot market to mees/at least 10% of igsgxequlrements at a price
about St lower than prices Socal pays for spot gas.

4. The UEG/margin should be estimated at $0.97/MMBtu.
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16. Edison’s oil generation expense is reaseonable.

17. Edison’s estimates of sales forecast, hydro generation,
oil generation, coal generation and costs, nuclear generaxion and
expense, and system heat rate are reasonable for the forecast
period.

18. Except as modified by these findings, Edison’s forecast
of resource mix and associated fuel expense is reasonable.

19. The proposed adjustments by Edison tg/the ECABF resulting
from energy savings associated with Palo Verd€ Nuclear Generating
Station Unit 3 and Balsam Meadow are reasonyble and should be made
coincident with the implementation of base¢/rates which reflect
PUYNGS 3 and Balsam Meadow. ‘

20. Edison may record intervenor ompensation payments in a
deferred account for future base ratefrecovery exclusive of any
interest charges. '

' 21. Costs associated with EEDA project Nos. 76=-02E, 80-01B,
80-02E, and 80=-03E have been dete Lned in A.86-02-011 and have not
been considered in th15~proceedi g.

-

22. Edison’s ECAC balanc g'account balance at June 1, 1987
is accurate and reasonable.

23. Edison’s and PSD’s greed upon ERAM rate change at ‘
June 1, 1987 is reasonable ahd should be adopted.

24. The annual;zed revenue change authorized by this deczszon

(3\43:1.9‘) million
S 173.4

—ds T .
($240.8) millien
Calculationg of adopted ECAC and AER rates are shown on -
Tables B-3 and B-4 of Appendix B-to this decision.

25. The chang in rates and charges authorized by this
decision is justxt' d and is reasonable. the present rates: and
chrxges, as of J 1, 1987, insofar as they,dlfter‘trom_those
prescribed by thig decision, are unjust'and'unreasonable;
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Sonclusions of Taw

1. The suspension of the AER should be terminated and the
AER reinstated at 10% of (i) new fuel and purchased power egpenses
applicable for inclusion in ECAC, (ii) the revenue requirement
associated with fuel oil inventory, and (iii) underli%;s, facility
charges, and gains or losses from the sale of fuel oil. A cap on

the AER, either upward or downward, should be imposéa based on the

. s - . /.
product of jurisdictional rate base, authorized egquity
capitalization percentage, and 160 basis points
2. Edison should be allowed to recover 100% of the costs

associated with the Mono Power Company’s EEDA projects’ termination

costs in the ECAC balancing account, subject to refund pending a
further reasonableness review.

3. Edison should be allowed 100 p?rcent recovery in the Ecacf
balancing account of uranium costs associated with forecast period

nuclear fuel expense.

4. Edison sheould be permitted jto cycle its fuel oxl
inventory. ‘ //
a

5. FOXIL carrying dosts should be rlxed based on a 4.4

nillion barrel ;nventory tzmes a f&xed LIFO wezghted average price
of LSFO and distillate t;mesnthe average forecast period short term

intexrest rate, which should be trued up at the end of the !orecast
perlod to reflect actual short fterm rates.

- 6. The Chevron Optlon ?greement settlement rate set torth Ln,

D.87=-06-021 in A. 8»—05—045~and the CIMAC rates set forth in:
D.87~05-021 in A.86-o7-o41 should be reflected in ECAC rates.

7. All of the modlflcatxons ordered by this decision should
be effective for the forecabt period ‘June 1, 1987 through May 31,
1938,

8. An ECAC rate. O£/$O 02394/kWh, an AER rate of

$0.00275/%Wh, and an ERAM/rate of $0.00155/Kim should be lmposed a,”

set forth in the f@llowlng oxrder:
|
I
!

- 37'_—
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case), because we believe it appropriate for rate stabi%ﬁ;&’/
purposes to coordinate the rate changes. Baced upon e $25
million rate reduction in CLMAC rates found appropyiate in
D.87-05-021 and the net decrease in rates authorjZzed in this
decision, it is reasonable to increase the ChevyYon settlement rate
by an equal amount so that the ratepayers will/see no ¢hange in
their bills as a result of these rate actions/ The resulting rates
are set forth in Appendix C. ‘
1. TFuel prices in the current market/ are sufficiently stable
to permit :orecasting with a reasonable-e ectation that the

some influence on gas prices but not /as substantial an influence as .
Edison predicts. _ ‘

3. Edison should be axpected to purchase natural gas‘on'the 1
spot market to meet .at least L0% fof its requxrements at a price
about 5% lower “than prxces soCa) pays for spot gas.

4. The UEG margin should be estimated at $0.97/MMBtu.

$5. Gas prices overall /in the ro:gcast_perlod should be
estimated at an average of $0.02 per MMBtu above that forecast by,‘
the PSD witness. _ |

6. PSD and Edison/agree as to the characterization and | o
function of Edison’s ee components of inventory: Dead Storage, f LA
Fuel Management Requ ement, anh‘Potential Oil‘Burn ' .

Storage and that FMR is a function of POB. .
justmant to Edison’s FMR request is based solely . ‘l
B recommendation. | ““fm'
9. Becayse fuel oil in inventory is financed at the short- | . i
term interest/rate, it should be a low-risk investment. B

8. PSD’s
on PSD’s lower

- 37 -
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-

5. Gas prices overall in the forecast peried should be
estimated at an average of $0.02 per MMBtu above that forecast by
the PSD witness.

6. PSD and Edison agree as to the characterizatioh and
function of Edison’s three components of inventory: Dead Storage, .
Fuel Management Requirement, and Potential 0il Burn

7. PSD and Edison agree that 1.0 million baf%els is
reasonable for Dead Storage and that FMR is a fuﬁgtion of POB.

8. PSD’s adjustment to Edison’s FMR reqdést is based solely
on PSD’s lower POB recommendation. aA{’ :

9. Because there is expected to be adequate supply of
natural gas during the forecast periocd, bdcause 1. 9 million barrels
of POB was adequate 1n recent years, and/;ecause Edlson's changes .
in the FORA model do not accurately xe lect the standards required.
to predict fuel oil recquirements in the :orecast period, 2 POB or:ﬂ
1.9 million barrels is reasonable. rdé the . :orecast‘perlod.-

10. The PSD estimate of 4. :4£kllion:barrels of fuel oil
inventory (cons;sting of Dead Stgrage, 1.q: FMR, 1.5; and POB,

1.9,) is reasonable. ‘

1l. Edison has proposed o~wr1te down to market value 1ts
distillate inventory and impYement LIFO accounting . in the same
manner as the LSFO write d authorized in D.86-12-096. PSD
agrees that a write down dé fuel ‘oil inventory is ;n the best
interests of the Company/and the ratepayers.

12. Edison’s LSF¢ and distillate inventories wrlte-down ‘
proposal which providégs for 100 percent balancing account recoveryf |
and exact recovery o the write-dqwn‘amount as authorized by ',
D.86-12-096 is reascnable. Any under- or over-collection would be .|
reflected in futuré rates through the ECAC balancing account.

13. Edisonfs adder revenue. for off-system sales of ‘
electricity is cuxrently reflected in the calculation of Ed;son's
base rates and/should rema;n.ln‘base‘rates.
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10. The PSD estimate of 4.4 million barwels of fuel oil
inventory (consisting of Dead Storage, 1.0; FMR, 1.5; and POBs
1.9,) is reasonable for prospective authorization in rates”

11l. Edison has proposed to write down to market
distillate inventory and implement LIFO accounting i
manner as the LSFO write down authorized in D.86~
agrees that a write down of fuel oil inventory ¥s in the best
interests of the Conmpany and the ratepayers.

12. Edison’s LSFO and distillate invedtories write-down
proposal which provides for 100 percent ‘ lancing account recovery
and exact recovery of the write-down unt as authorized by
D.86-12-096 is reasonable. Any unde or over-collection would be
reflected in future rates through the ECAC balancing aceount.

13. Edison’s adder revenue Aox ozr-system sales of .
elactricity is currently reflegted in the calculation of Edison’s
base rates and should remain #n base rates.

14. It is reasonable include the third Bear Creek payment
in the ECAC balancing account.

15. Edison’s ratemaking treatment of off~-system sales is
reasonable.

16. Edison’s oi)/ generation foraecast and ¢il prices are
reasonable. | ‘

17. Edison’s Astimates of sales forecast, hydro generation,
0il generation, ¢gil generation and costs, nuclear generation and
expense, ancd sys “heat rate‘are reasonable for the forecast
period.
' 18. Except as modified by these: tindxngs, Edison’s forecast
of resource mﬂ& and associated fuel: expense is reasonable. -

19. Th proposed adjustments by Edison to the ECABF resultxng
from energy/ vings associated with Palo Verdg Nuclear Generating
Station Unit 3 and Balsam Meadow are reasonable and should be made
coxnc;dent/w1th the implementat;on o: rates which reflect PVNGS 3
and Balsam Meadow.
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IT IS ORDERED that: B -

1. A ten percent annual energy rate (AER) is reinstated for
Southern California Edison Conmpany (Edisen) compose§ of Edison’s
(i) new fuel and purchased power expenses applicabkble for inclusien
in ECAC, (ii) the revenue requirement assoczeted/elth fuel oil
inventory, and (iii) underlifts, facility cha;gea, and gains cor
losses from the sale of fuel oil. A cap on the AER, either upward y
or downward, is imposed based on the product of jurisdictional rate - -‘,,g};
base, authorized equity capitalization pefcentage, and 160 basis i
points. | .

2. Edison may write down to market value its distillate.
inventory and 1mplement LIFO accountxéq in the same manner as the -
LSFO write down authorized in D.86=X2=-096. This write down' shall
be recovered 100% in the ECAC ‘balancing account. ,

3. Edison may recover 100%/01 the costs associated w;th.Mono - ,

. Power Company’s EEDA projects’’ term;natlon in the ECAc'balarc;nq A‘jyg '
. account, subject to refund pending a further reasonableness review. =~ . N

4. Edison may recover ?n the ECAC balancing account iod% of .
its uranium costs\associated ith forecast period nuclear fuel ‘
expense. | | 3

5. Edison may cycle its fuel o;l 1nventory. |

6. The third Bear Creek payment should be included ln the
ECAC balancing account. =

7. The Chevron 0p ion Agreement settlement rate set :orth in w*ﬁ
D.87-06-021 in A. as—-os-o/ss and the CIMAC rates set forth in ;
D.87-05-021 in A. 86—07-041 should be reflected in ECAC rates. _ "

8. The proposed ; djustments by Edison to the ECABF resulting,‘5
from energy savings assocaated with Palo Verde Nuclear-cene:atlng | .
Station TUnit 3 and Balsam Meadow should be nade coincident wzth the M. .

implementation of basefrates which retlect PVV6843 and Balsam
Meadow. : | . |
k

|
|
1
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14. It is reasonable to include the third Bear Creek payment

in the ECAC khalancing account.
15. Edison’s ratemaking treatment of off-system sales is

reasonable. p/,/

16. Edison’s oil generation forecast and oil prices ar

reasonable.
17. Edison’s estimates of sales forecast, hydro ge eration,

oil genaration, coal generation and costs, nuclear gen
expense, and system heat rxate are reasonable for the Torecast
period. : ' ‘

- 18. Except as modified by these findings, is on's forecast
of resource mix and associated fuel expense is easonable.

19. The proposed adjustments by Edisen Yo the ECABF resulting

from energy savings associated with Pale Ve de Nuclear Generating

Station Unit 3 and Balsam Meadow are reas
coincident with the implementation of ra eS—Wthh reflect PVNGS 3

and Balsam Meadow. _
20. Edison may record interveno compensatlon payments in a

deferred account for future base rape recovery exclusive of mny -

interest charges.
21. Costs associated wlth

been considered in this proce ing.

22. Edison’s ECAC'bal czng account balance at June 1, 1987 j"

is accurate and reasonable. : ~
23. Edison’s and PSl's agreed upon ERAM rate change at
June 1, 1987 is reasonable and should he adopted. .
24. The annualize revenue change authorxzed by this dec;s;on
is:
' ($400.3) million

ECAC
AXR 175.9

- ERAM : R+~ 2% - S .
Annual Refenue Change ($194.8) nmillion

- 38 =~

le and should be made =

DA project Nos. 76-02E, 80-01B, =
80-02E, and 80-03E have bheen de erm;ned in A.86-02—011 and have not@wim
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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 EEDA project Nos. 76-02E
80-02E, and 80=-03E have been determined in A.86-02-01)}/and have not
been considered in this proceeding.

22. Edison’s ECAC balancing account balance”at June 1, 1987

»

is accurate and reasonable.
23. Edison’s and PSD’s agreed upon rate change at
June 1, 1987 is reasonable and should be ' |
24. The annualized revenue chang authorized by this decision

ECAC | ($400.3) millien

AER 175.9

ERAM : ‘ 29,6

Annual Revenue Chang (5194.8) million

Calculations of adgpted ECAC and AER rates are shown on
Tables B-3 and B-4 of Appe ix'B to this decisien.

25. The change in pates and charges authorized by this
decision is justified axd ig reasonable; the present rates and
charges insofar as they differ from those prescribed by this
decision, are unjust/and unreasonable. The adopted rates are set
forth in Appendix C.

1. The s)¥spension of the AER should be terminated and the '
AER reinstated/at 10% of (i) new fuel and purchased power expenses -
applicable f@r inclusion in'ECAC, (ii) the revenue requirement =~ .
associated jith fuel oil inventory, and (iii) underlifts, facility
charges, aA: gains or losses from the sale of zuel oil. A cap on w
the AER,/either upward or downward, should be impoaed based on the -
product/ of jurlsdlctlonal rate base, authorlzed equity
capltdlmzatlon percentage, and 160 basis points.

2. Edison should be allowed to recover 100% of the costs
associated with the Mono Power Company’s EEDA progectsf termznatzon
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9. Edison may record intervenor compensation paymentu in a
deferred account for future base rate recovery exclusxvc of any
interest charges. o

10. Edison may file on 7 days’ notice tortbé/Commi ssion and
to the public tariffs setting forth an ECAC raﬁg of $0.02394/KWh,
an AER rate of $0.00275/kwh, and an ERAM rate of $0.00155/kWh.

This order is effective today. _
Dated , At San Francisco, California.

.
i3
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Calculations of adopted ECAC and AER rates Xre shown on

Tablez B~3 and B-4 of Appendix B to this decisien.

25. The change in rates and charges authoriy
decision is justified uand is roeasonable; the progent rates and
charges insofar as they differ from those pres¢ribed by this
decision, are unjust and unreasonable. The adopted rates are set
forth in Appendix C.
conclusions of Law

1. The suspension of the AER shoultl 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, d (iii) undexlifts, facility -~
charges, and gains or losses from the sale of fuel oil. A cap on f '
the AER, either upward or downward, should be imposed based on theﬁ;'
product of jurisdictional rate base, authorized equity
capitalization percentage, and 260 basis points.

2. . Edison should be allowed to recover 10032 of the costs i
associated with the Mono~PowezpCompany's'EEDA.projects' terminatzdﬂ@“
costs in the ECAC balanting/account, subject to refund pending a |
further rﬂasonableness review.

.|
|
3. Edison should bé allowed 100 percent recovery in the ECAdW"
balancmng account of uraﬁ;um costs associated with forecast perlodJ
nuclear fuel expenseux// '
4. Edison shoudd be permitted to cycle its :uel oil
inventoxry. , - 5
5. FOIL carrying costs Shculd be fixed based on a 4.4 ,Iu* B

J
‘J
«

nillion barrel inventory times a- fixed LIFO weighted average prlce i N
of LSFO and distifllate times the average forecast period short term{e_eh{_
interest rate, dﬁlch should be trued up at the end of the :ovecast“‘?~*f
peraod to reflgct actual short term rates.. | fﬁ£f 

6. The Chevron Optzon Agreenent settlement rate set forth 1nf,.]
D. 87—06-021 A.es-os-oss, the uranium settlement rates set torth]ﬁ

,ﬁ;i”
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costs in the ECAC balancing account, subject to refund pe¢
further reasonableness review.

3. Edison should be allowed 100 percent recove
balancing account of uranium costs associated with
nuclear fuel expense.

4. Edison should be permitted to cycle itg fuel oil
inventory.

.5. 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 timeg the average forecast
period short term interest rate, which should be trued up at the
end of the forecast periqd to re:lect;;ttnal short term rates.
Variations in inventory carrying costs and gain and losses on
cycling will be treated as descrzbe in this decision for later
potential recovery through ECAC.

recast periocd

6. The Chevron Option Aq;eemenz settlement rate sot zorth in

D.87-06~021 in A.85-05-055, the uranium settlement rates set forth -
in D.87=10-042 in A. 86—02—005/ ‘and the CIMAC rates set forth in
D.87-05-021 in A.86-07=041 hould be rezlecteduxn ECAC rates.
7. The rates set forth in Appendix C of this decision are
adopted. :

IT IS © ERED that:.

1. A ten percent annual enexgy rate (AER) is relnstated Lor

Southern Calm%yrn;a Edison Company (Edison) composed of Edison’s. ‘
(i) new fuel and purchased power expenses app;icable.ror inclusion

in ECAC, (1xy/the revenue requirement associated with fuel oil S

inventory, aha (1id) underlitta, facility charges, and gazns or
losses frow the sale of fuel oil. A cap on the AER, eithexr upward

. / .
or downward, is imposed based on the product of jurzsd;ct;onal‘:ate‘

in the ECAC

f,
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in D.87=-10-042 im A.86-02=005, and the CIMAC rates set fo 5 in
D.87-05-021 im A.86-07-041 should be reflected in ECAC rates.

7. The rates set forth in Appendix C of this degdsion are
adcpted.

QRDER

IT IS: CRDERED that: |

1. A temw percent annual enexgy rate
Southern Califormia Edison Company (Edisor/ composed of Edison’s
(i) new fuel and purchased power expensetd applicable for inclusion
in ECAC, (ii) the revenue requirement ssociated with fuel oil.
imlrentory, and (iid) ‘underlizts, facjlity charges, and gains or
losses from the sale of fuel o:.l.
or downwarcs, :LS‘ imposed based on
base, authorized equity capitalifation percentage, and 160 basis
points. : ‘
. 2. Edigomx may write dofn to market value its distillate

inventory and implement LIF account:.ng in the same manner as the
LSFO write dawrc at:thonze in D. 86—12—096. This write down shall -
be recovered I00® in the XECAC balanc:.ng account.

) is reinstated for

3. Edisom may redover 100% of the costf associated w:x.th Mono‘ N

Powex Cmnpa.nr’ S EEDA
account, subject: to:

ojects’ teminetion in the ECAC balancing’

its uranium costs: soc:iated. with roreéast period nuclear fuel .

ECAC balanc:m% account-

cap on the AER, either upward .
e product of jurisdictional rate.

Bear Creek payment should be mcluded in the

fund pending a furthex rea.sonnblene.s review. |
4. Edisom may recover in the ECAC balancing account 100% of 1 . -

7. 'J:her C'.hev::on Option Agreement settlement rate set forth :.n R .
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|
in D.87-10-042 in A.86~02-005, and the CLMAC rates set forth in I |
D.87-05=021 in A.86-07-041 should be reflected in ECAC rats's{ .

8. The proposed adjustments by Edison to the ECABTF, resulting _
from energy savings associated with Pale Verde Nuclear Generating )
Station Unit 3 and Balsam Meadow should be made coinc/ Ydent with the |
implementation of rates which reflect PVNGS 3 and Bxlsam Meadow. / ’

9. Edisen may record intervenor compensatim{ payments in a " .
deferred account £or future base rate recovery eocclusive of any |
interest charges.

10. Edison may file on 7 days” not:.ce ¢ the chm:.ss:.on and RN
to the public tariffs setting ':orth the ad ted rates set forth in: NI
Appendix C of this decision. | v i

11. Edison’s motion to consolidate Commission consideration f M
of the accounting issues related to Psé’s ‘fixed fuel oil inventory:
carrying costs is granted as followsr/ ~To the extent that the
decision in Pacific Gas & Electric/Company’s A.87-04~005
' establishes accounting proceduresg’ foxr fixed fuel oil n.nventozy C ' :~

carxying costs, those accou.m::.ng procedures shall be adopted by -
Edison. In all other respects/ Edlson's motion is dem.ed. )
This order is effective toda.y- : -
Dated NOV- 134087 .- 3t San Francisco, California.

STANLEY W. HULETT
. ‘ Prexident .
‘ FREDESICK R DUCA
G, MITCEELL WILK
JOEN B. OHANIAN
Commirsioness

| e i Comnisoionor Donald Tial, deing
| ‘ / . ' necossarily o.bzon». did 20t
| / " | paruoipa.t.o. :
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