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BEFORE THE PUBLIC UTILITIES COMMrSSION OF THE STATE OF C~IFO~~~ 

Application of Pacific Gas. and ); 
Electric Company for commission ): 
order finding that PG&E's gas anc:I: )i 
electric operations durin~ the ~ 
reasonableness review perl.oct frOIlt ») 
February 1, 198&, to January 3l,. ») 
1987, were prudent. h 
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----------------------------~} ~ 
Application of Pacific Gas and 
Electric Company tor authority 
to adjust its electric rates 
effective August 1, 1987. 
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Application S7-04-03~ 
(Filed. April ~1, 1937) , 

(See ,Appendix JL :f~ appearances .. ) 

ImRDf OP'Il'qQN 

, Phase ·1 

This decision reviews PaeiticGas and Electric Company's 
(PG&E) electric sales. and related :Ole!. iUlcl energy costs tor the 
forecast period. August 1,. 1987 to, JUly 31, 1988. 'the Comlu1ssion 
concludes that PG&E is entitled to el.eetric revenue inc:eases to­
Energy Cost AdjustlDent Clause' CECAC)\" Annual Energy Rate (AER), and 
Electric Revenue Adjustment Mechanj:sm. (ERAM)on. an annualizecl basis 

, ,I' 

of $53.6 million, $~ .. 2 million,. and $21.0.Z million, respectively, 
tor a total of $267 .'0 ~illion.. How.ev.er~ for reasons which are -set ': 
forth, these increases are deferred. and will not be reflected in:· 
increased rates at this- tillle .. 

'the $53'.6 :million, Ulotmt ~ate5to ,a 91% porti~n of 
, " ' I 

fuel ,and energy relatedexpensa, £:aC::r:ease tor the forecast i period 
covered by PG&E's ECAC. 

-:1-



.'. 

• 

• 

... 

A.87-04-005, A.87-04-035 AI.:J/BDP/jt * 

... -
The $3.2 million amount relates to the remaining 9% 

portion of fuel and energy related expense increase covered by 

PG&E's AER. 
The $210.2 million amount is to offset underrecovery of 

fixed operation and maintenance costs (excluding fuel) resulting 
from lower than forecasted sales, as covered by PG&E's ERAK. 
Smmnary 

For purposes of PG&E's Auqust 1, 198.7 to July 3.1,. 19S5 
ECAC/AER forecast, this decision decides the contested issues as 

. follows: 
I. Nuclear Plant Operations: 

A. Rancho 5eco will provide zer~ generation for the 
forecast period. .. 

B.. Diablo canyon 'O'nits 1 and 2' will achieve a 75% 
operating cycle capacity factor. 

II. For AER revenue requirement' purposes, the 'O'EG gas 
rate stipulation, Exhibit 10,' should be used to 
calculate Incremental EnercJY Rates(IER) in 
accordance' with the methodology in l?G&E's EYbl,hit 3, , 
p .. 3, Table 1, case 2'-. For Phase 2' IER. calculation, 
parties :may adjust Exhibit 10 to reflect the 
underlying volumetrie change. ' 

III. Large thermal; Qualifying' Facility (OF) Projects, Nos. 
lS, :16-, 24, and ZS will provide zer~ generation 
during the forecast period. ' 

'IV. A.. 'QF enerqy delivered,under Energy Payment Option 3: ',' 
(EPO 3) of S't:andar~ Offer . 4 .. (SO 4) should:be 
treated as receiving fixed payments for purposes 
of this proceeding.. . 

v. 

VI. 

B. A 50/50%. split (fixed versus. variable). should be' 
used t~allocate enerqydelivered byQFs less 
than 1 meqawatt (MW) in size for pw::poses of this.·. 
proceedinq. ' " ' 

There should be no· chanqe to the present 91/9% 
ECAC/~ split~ 

A 60-day lead time to estimate the reliability 
requirement of PG&E' s tuel oil supply is reasonable • .. 
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VII. The proposed change to PG&Ers ECAC/AER revision dates 
will be addressed in a separate decision. 

VIII. The Commission adopted anew resource forecast for 
PG&Ers 1987/88 ECAC/A:ER. A su:m:mary of this forecast 
is set forth in Exhi~it B. 

IX. For the forecast period, the Commission adopted 
ECAC/AER/ERAM revenue inereases of$S~.& million, 
$3.2 millio1n, and $210.2 million, respectively .. 
However r th.ese 'amounts are deferred and will not be 
reflected in increased rates at this time. 

Procedural SUM'u:l 
Follol;.rinq a prehearinq conferenee on April 30,. 1987 and. 

13 d.ays of evid;antj~ary h~laringsbetween June 22' and AUqust 7 r 19S:7~' 
Phl~ 1 of theSie consolidated proceedings wass~mitted upon' filing 
of. concurrent briefs on Auqust .11, '1987. Br~efs were' submitted' by' 
PG&E, the Commission's Public Staff Division (PSD), the california. 
Cog'eneration Counc:Ll eCCe),. and a consortium.. consisting' or santa Fe 

Geothermal, Inc., union. Oil Company of Califo:rnia, and Independent' 
Encarqy Producers Association (SF /TJ /IEP) ~ . 'rhe CCC and SF fTJ {IF:!!' 

I " .• 

=el:>resent the interests of various QFprojeets that sell power to;' 
PG&E. In aeldition to PGStE anel'PSD' witnesses, Kathleen Treleven ot 
Morse, RichiU'd, weisemniller« AssOciates. presented testimony on 
behalf of CCC, anel Mark Henwood. of HenwoOd:· Energy Services, InC:: 
(RESI) presented. testimony on behalf of SF IT] IIEP .. 

Background Intormati2D 
Payments to QFS for power generated is. b~sed onPG&E's 

avoided enercn" costs whiehwill· determine the' IER lin this 
I proceeding ... 

The value of OF power is equal to the utility'S avoided. 
costs, i.e ... the costs of, the resources> that. the utilitywo~d have· . 
relied ·upon but tor the power provieled' by' QFs.. Because competing:. ". 
resource~. have a range of costs, '.theunderlyillg assumptions. 

, . ' 

concernirtc] the balance of loacts anct resources. have a ori tieal 
impact on the eletermination' of . the value of. QF power. In' this 
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phase of the ECAC proceeding, the parties take issue with several 
of PG&E's K~y assumptions which, allegedly, exagg~rate the 
availability of resources with low operatin9 costs. 

The IER is derived by dividing the avoided cost by the 
fuel cost, and is ,expressed in British thermal units/kilowatt-hour 
(Btu/kWh). Production cost simulation models are used to determine' 
avoided cost. In ,~etermining avoided cost, numerous assumptions 
about loads and resources are input into the computer model. Since 
the avoidE:d cost can vary widely dependin9 on what assmnptions are 
put into th~ moa.el, most of the controversy relates to. these 
assUlnptions. 

Fortunately, a number of forecast issues were uncontested., 
or agreed upon bytbe parties. We will not address these, but 
instead will discuss the issues where·there is disagreement. 

I. ~clear Plant Operationa 

It should be noted that as the assumed level of 
performance fo'): the nuclear power plants is increased, avoided 
ener9Y costs are decreased. Both units o.f Diablo Canyon and the 
Rancho Seco unit are the, largest baseload Power plants contributinc; 
to the PG&E resource base. Consequently, assumptions about their 
performance have a significant impact on the, calculation of avoided 
ener9Y costs and the IER~ 
A. Rancho Seco 

PG&E proposed a capacity factor ;1:'or Rancho Seeo of 30.6%. 
PSD, based on its. investigation of the ~ent status of Rancho 
seco, recommendecl zero percent.. CCC ancl S~'/l]/IEP supported the PSI>·· 

, 

position. : 
PC&E notes that its forecast .refl:eets Saeramento 

, 

Municipal Utility District's. (SMUD) latest 'announcements_ Based, on 
a very recent conversation betwe(~n the man~.ger ofPG&E's power 
control and his counterpart at SlroD, as well as SMO'I>'s most recent 
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public statements, PG&E's witness testified that forecasting the 
plant coming on line in late January with ascension to full power 
in late June was reasonable. '1'0 reflect the power .elscension, PG&E 
estimated the plant's initial output ceiling at 10% of its rating 
and then increased it each month until the plant wa$ assumed to 
operate at full capacity in June. In addition, PG&E limited 
availability to 50% of the hours in each month trom January to 
June, with the availabil i ty factor in July reaching" 6St. On this 
~lsis, PG&E estimated that the resulting c~lpacity factor for Rancho 
Seco during- January throug-h July 198-8- would :be 30. 6~;. 

PSO recommends that no generation from SMOO's Rancho $ecO:. 
nuclear facility be included in the adopted forecast of the 
resource mix. PSD's witness noted that an extensivEr set of tests 

I 

has been scheduled at the plant, and the Nuclear Regrulatory 
Commission (NRC) has indicated that this testing is', expected' to 
reveal additional problems with the facility. FUrthermore, the 
SMtJ't) })card recently replaced the' chief of the RanchO' 5eeo:restart 
program, characterizing the prOCJr~ as having poor scheduling, 
control, and coordination. 

FUrther, PSO pO'ints out that at a June l8 })carel meeting 
SMO'O's Chief Executive Officer (CEO)\of nuclear operations 
presented his proposed schedule and budget for restarting the 
plant. He stated that given a restart budget O'f $Z40 million in 
1987, and $85 million in 1988, the plant can begin generating power 

, 

in late January 1988,_ Also, the CEO,!, identified five' areas which 
could potentially imPAct :both the restart date and budget. These 
five areas are related to personnel, ! testing, licensing, program 
scope change, and documentation issues. 

CCC argues that PG&E has a· propensity to' O'verestimate 
RanchO' 5eco's performance in. these proceedings. ccc notes that for 
the previous 1986-8.7 ECAC. periocl,PG&E estimated RanchO' 5eCO' would 
operate at 6lt capacity factor; RanchO' Seco's actual capacity 
factor was zero • 
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Also, CCC contends that PG&E has attempted to obscure 
its nuclear forecasts by failing to basja its nuclear forecasts on 
capacity factors, and compounding the contusion by misusing the 
term *availability.* FUrther, CCC note~ that SMUD has not yet 
approved Rancho Seco's budget and the plant will be subject to a 
shutdown in the event a local initiativ.e is passed by the voters. 
Accordingly, CCC urges the Commission t'Oo assume no- generation trom 
Rancho Seco during the 1987-88 ECAC pe~iod. 

We are satisfied that PSO has thoroughly investigated the 
Rancho Seco situation. Keeping in mind that Rancho Seco is shut 

down so that moditications can be ~ade to meet NRC satety 
requirements, and given the contingencies enumerated by PSD, we 
find the PSO/CCC position more persuasl:ve.. It does appear to us 
that PG&E is simply taking the most optimistic view possible base~ . 
on SMOO's pronouncements. Accordingly, tor purposes ot this 
forecast period which ends July 3,1, 1988, we adopt no'generation 
from Rancho Seco • 

With regard to CCC's argument that PG&E. is misusing the 
I 

term *availability* in a manner contrary to, the California Energy 
Commission definition, we conclude that the Commission's Evaluation 
and Compliance Division (E&C) should subm.it a set ofproposec1 
definitions to all interested parties, take comments, and then 
issue the adopted definitions for use in tuture ECAC proceedings .. 
s. Diablo Canyon 

PG&E and PSD agreed upon the same torecast of operations I! 
for Diablo canyon Units 1 and 2 ... PG&E estimates an operating" cycle 
capacity factor of 7 S%.. However,. CCC and HESI, based on their 
analysis, estimate a full cycle capacity factor of 56 ... 4t.. PSD " 
supports PG&E's estimate .. 

PG&E states that Unit 1,. will go out for refueling during; 
the period April to, June 1985, while no re!uelinqof Unit 2 will 
occur c1uring the 1987-1988 ECAC/AER forecast period. BothPG&Eand , ' 
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PSD have incorporated this information for Diablo Canyon into their 
forecasts. 

PG&E's operating cycle capacity estimate of 7St is based 
on a study of eight post-Three Mile Island (TMI) four-loop, 
Westinghouse pressurized water reactors, which are the same type of 
reactors as the units at Diablo Canyon. PG&E adjusted the study 
group to oliminate several situations which arc not rolevant to 
Diablo canyon. The first is a prolonged, ongoing outage at 
Sequayah units 1 and 2 which is due to documentation, desiqn 
control, and environmental problems not existing at Diablo. The 
second is a first cycle outage at McGuire caused ~y a steam 
generator pro~lem unrelated to .. the equipment at Diablo. As a 
result of these adj,ustments, PG&E contends, that the study group 
data is representative of what could happen at units similar to . 
PG«E's Diablo canyon units. 

PG&E explains that the terms "operating cycle capacity 
factor" and "production factor" refer to the plant's operations' 
during all periods except for refueling outages. For purposes of 
thiS. proceeding,. these two' terms are synonymous.. In contrast, . 
"full cycle capacity factor" refers· to the plant's operations at 
all times, inclusive of refueling outages. 

PSD made an independent analysis using the same approach" 
as PG&E. PSD updated the data in PC&E"s study as of May 31, 1987,. i 

and added Diablo Unit 2 into the data base. Also, PSI) investic;ated 
the average production factor of all u.s. commercial operating 
pressurized water reactors of post-TMI vintage greater than 800 MW,. 

and greater than l,OOO MW. PSI) reviewed its results and concluded .,' 
that PG&E's estimate ot a 7St production factor (or operating CYel,e 
capacity faetor) tor the Diablo units was reasonable. 

CCC argues that asidetrom the capacity !actor-versus­
availability-versus-production factor confusion mentioned with 
regard to Rancho Seco above, PC&E' has attempted to- evade Commission 

, 

directives reqardinq the data upon which power plant forecasts arc' 
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to ~e ~ased.. CCC notes that in Decision (0.) 86-07-004 the 
Commission approved two methods for forecasting the performance 
characteristics of power plants: (l) if a plant has operated for 
five years, the forecast should ~e ~ased on the five-year 
historical average for that specific plant; or (Z) it five years of 
operating data are not avail~le, the forecast should be based on 
an industry average. Since Diablo Canyon is barely two years old, 
the requisite five years for reliable plant specific da~ is 
unavailable.. Consequently, CCC contends that the industry] average 
should ~ used to torecast the capacity factor for Diabl~ Canyon. 

CCC further argues that PG&E's average, limiteelte> ~eight 
large Westinghouse-manufactureel units that have been placed in 

I 

commercial operation since 1981 and have been in commercial 
operation for more than one year," has no valielity .. 

First, CCC contends that PG&E improperly limits the data . 
to Westinghouse units. Accoreling to CCC', this limitation is 
inappropriate, because the performance of a plant elepenels upon a 
host of variables, only one of which is the plant manu'facturer • 

, . . .. I 

The general contractor, the quality of the managerial pers?nnel, 
the quality of the operating and' maintenance personnel, the 
personnel training programs, the political and environmental 

• I 

context, anel other economic factors all affect plant performance. 
I 

ccc contenels that no s.ingle- factor is dondnant. Each of those 
factors anc:l many other factors relate t~ thE~ capacity factor of the, 
industry average. Therefore,: according to CCC, PG&E's attempt t~ 
disag9'X'egate the, variable (namely, the plant manUfacturer): ,ignores 

" '.. I the eXl.stence of the many other varl.ables,. ! 

,,' 'I 

second~even' if a Westinghouse-only data set were somehow· 
appropriate, there is n~ reason to arbitrarily limit the 

. I 

Westinqhouse units to those";Fflaced in. operation s.ince 1981] 
. '" I, : 

following the 'l'MI incident .PG&E offered nCf evidence that·; design 
I " I 

changes in post-TMI units has occurred or that these assumed 
I 

changes have correlated into improved capacity faceors. In 

- 8 -



• 

• 

• 

A.S7-04-005, A.S7-04-035 ALJ/BOP/jt 

addition, CCC points out that ToMI was designed by Babcock & Wilcox, 
while Diablo Canyon is a Westinghouse design. 

Third, even if pO$t-l9~l units were a valid data set for 
beginning performance management, PG&E has also limited the data 
set to plants of 1,000 MW and larger capacity and to- plants having 
""four loops."" CCC contends that PG&E offered no acceptable 
explanation to justify these partieular limitations. 

Fourth, even if PG&E could theoretically limit the data 

set to the eight post-19Sl, larger-than-l,OOO MW, and tour-loop 
Westinghouse reactors, the data set would only be r~liable it a 
valid operating history existed for each of the units included in 
the data set. A review of PG&E's data set shows only three, of 
these reactors 'Were in operation longer than five years .. 

Fitth, even it the eight-plant data set 'Were otherwise 
acceptable, PG&E has not sufficiently justified the exclusions from. 
the data base related to Sequayah Units 1 and 2, and MCGuire. 

In summary, CCC's position is that attempts to 
rationalize or debate the appropriateness of including or excluding 
individual units influencing performance· histories - such as the 
ones at Sequayah or MCGuire - would result in an endless task.. The 
preferable method to endless debate in adopting valid forecasts is 
to use a straightforward industry-wide average. 

Accordingly, CCC's witness provided, an industry-~~de' 
average time- and capacity-weighted capacity factor.. CCC's factor 

, 

gives greater weigh'to to· the capacity factor of a seven-year-old 
1,000 MW plant than to the' capacity factor of ~. five-year-Q,ld 800 
MW plant,. and is bal~ed upon a Desiqn Electric F.atinq average,. 
which, according to-ccc, is the preferable aVerage, because it does 
not vary with changing plant conditions. Consequently, CCC argues 
that ,tor Diablo-Canyon Units 1 an4 2 the Commission should adopt 
its calculated capacity factor of 56.4% .. 

Both PG&E, and PSD note' thatCCC's. stated objective was to, 
develop a broad based,. stable, averaged condition ~orecast. In so, 
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doing, however, PG&E and PSO contend that CCC has ignored 
information already known aD out Diablo Canyon operations in the 
forecast period and has relied on nucloar plants that are very 
aiffcrcnt from the Diablo Canyon units. 

First of all, PG&E and PSI> point out that CCC's 1lse of a 
56.4% full cycle capacity factor includes refueling outages,. As a 
consequence, CCC would treat both Diablo Canyon units as undergoing 
refueling during part of the forecast period and. would reduce 
procluction from Doth reaetors eO:ml1lensurately.. Th.at aSS\llI1p1:ion is 
not correct. 

Second., CCC's weighted average for all u.s. nuc14~ar 
plants also introduces many factors into- their ·forecast which do 
not reflect conditions applicable to Diablo, canyon. The CCC 
methodology places more weight on old', pre-TMI plants. which went on, 
line as early as the early seventies.. Consequently, CCC has failed, 
to consider the ditferences which TMI' in 19'79 brought to the 
design, engineering, construction, and operation of nuclea~ 
plants - even though TMI is an important turning point in 1:he 
nuclear power industry. 

Third, CCC's witness included in her data Dase all 
nuclear power plants regardlessot type or manutaeturerto develop 
her average even though she. agreed that reaetorsproduced by 
different manufaeturers vary in their performance. 

Fourth, CCC's reliance on 0 .. 86-07-004 forecastin9 
guidelines is misplaced. That decision .involves the development of 

• I 

long-run Standard Otfers (SO 4) to govern sales of electricity by 
QFs.. Those long-run offers involve multi-year time spans whereas. 
the ECAC proceeding concentrates on a specific. short-term forecast., 

We agree with PG&E and PSI> that for purposes of ECAC 
proceedings the estimate of, available energy resources should be an: ' 
*as-expeeted* forecast. Such a forecast is a short-term forecast 
and should. .:retleet all known conditions such as scheduled 
maintenance,and retueling .. : Theretore, we conclude that the 
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forecast methodology set forth in D.86-07-004 is not appropriate 
for annual IER adjustment purposes. While we do not rule out use 
of industry-wide average capacity factors, we find that PG&E's 
forecast best accounts for as-expected operations during the 
forecast period. Accordingly, we will adopt PG&E's estimated 75% 
operating cycle capacity factor for Diablo Canyon Units 1 and 2. 

II. Utility Electrik GarLwRate (UE~ 

In order to develop a revenue requirement forecast, it is 
necessary to forecast the cost o~ qas to PG&E's power plants during 
the forecast period ~ This year, that forecast is. complicated by 
the Commission's ongoing gas OII' implementation proceeding wherein' 
the Commission is developing new rate structures and levels for 
implementation sometime within the, next half year. 

In the interests of proceeding with this case and 
avoiding unnecessary, duplicative liti9l:ltion of. steam plant gas 
rate issues here, PG&E and PSD adopted a stipulation for the 
utility electric qas rate which sets forth agreed upon gas pricing 
assumptions for this: case (Exhibit 10) •• The stipulation contains 
both fixed demand charge amounts and variable commodity rates for 
PG&E's steam plants., 

CCC did not join in the OEG stipulation. Rather, CCC 
believes that the Commission should adopt a specific fuel price 
forecast of $2.69/MMBtu. This figure is the average figure derived: 
by application of the UEG qas rate stipulation to PSD'$ resource 
forecast. Since we know that because of the variable commodity 
rate the average price must'change with 'the resource forecast we 
adopt, we decline to adopt CCC's proposal ... 

SF /T1/IEP- notes that the cost to PG&E's electric power 
plants of that natural gas is currently 'a function of cas Rate 
Tariff G-SS, which bases the- cost of qas:to PG&E"s power plants: on 
bOth *!ixod* and *variablo* char90s. Tho quostion whethor QF5 
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avoid the entirety of these charges under the G-SS tariff will be 

the subject of hearings pursuant to OIR 2 scheduled to commence 
early in 1988. SF/U/IEP agrees that pending a contrary 
determination as a result of those hearings, and consistent with 
the Commission's current policy, PG&E's electric production costs 
attributable to the combustion of natural gas should be calculated 
utilizing the weighted average OEG rate. 

Further~ SF/U/IEP states that since the purpose of the 
QFs-in/QFs-out methodology used in this proceeding is to determine 
the change in total system production costs attributable to the 
contribution of energy by variable prieed QFs, it is apparent that. 
the same· average gas price assumption must be made in both the QFs­
in production simulation and the QFs-out production simulation. 
According to SF/TJ/IEP', PG&E witness Kerler presented al ealccLlation 
(Exhibit' 3-, pO' 3-, Table 1, Case 2) which eorrectly tre.~ts. gas priee 
assumptions in the QFs-out ease. No party contested the 
correctness of relying on the same weighted average ~G rate in 
both the QFs-in and QFs-out eases in: calculating QF energy prices, 
and SF /TJ:/IEP requests i tsreaffirmation .. 

i 
: We affirm' that, at this time, parties should use the 
, 

methodol:ogy consistent with Exhibit 3-, p. 3-, Table 1, iease 2 to 
calculate average OEG gas costs. Also, since no- party offered any, 
alternative other than the CCC proposal, we will adopt the OEGgas. 
rate stipulation, Exhibit 10, for purposes of the resource 
forecast and AER revenue requirement calculation. For Pha~~ 2, 
parties may adjust Exhibit ~.o to reflect the underlyi~q volumetric 
change resulting from the adopted resource forecast • 
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III. Forecasts of OF Energy Deliveries 

Several parties addressed the issue of the appropriate 
forecasted amount of QF energy deliveries during the 1987/198$ ECAC 

torecast period. 
The forecast for QF production is important, because the 

higher the QF forecast, the lower the avoided costs. An overly 
optimistic level of QF generation would ultimately result in 
underpayments to QFs. 
A. The Forecasts of QF Deliveries 

From Operational OFs 

In developing its forecast of QF deliveries PG&E 
distinguisbed between two different classes of QFs. Tbe first 
class of QFs, called operational QFs, are those QFs which were 
operational as of December ~1, 1986. The second class of QFs, 
called nonoperational QFs, are those QFs'which were not operational 
as of December 31,. 1986-, but are expe~ed to become operational 
during the forecast period • 

1. Large GeothemAl OFs 

After initial diSagreements, all parties accepted PG&E's 
tinal estimate. We will adopt PG&E's tinal estimate .. 

2. Qperational Wind Projects. 
After initial disagreement all parties accepted PG&E's 

tinal estimate~ We will adopt PG&E's final estimate. 
B. The Forecasts of QF Deliveries 

From Nonoperational ers' ,. 

By the close of the' hearS~n9s in the forecast phase,. the' 
parties were very close to agreeing ona forecast of QF deliveries 
from nonoperational projects, as well.. However, there remained an 
issue involving tour large thermal,QF~ for whichPG&E had, not 
verified start of construction dates when the hearings beq~ .. 
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1. f:!2lj.operationa1 Wind OFCi 

Followinq PG&E's. acceptance of PSO's forecast reliability 
index factor of 0.6, all parties accepted PG&E's estimate. We will 
adopt PG&E's estimate. 

2. H2Iloperational Therno1 OF!!i 
Based on information presented by PSD and subsequent 

investigation by PG&E, PG&E mociified its pos.ition regarding 
expected deliveries from one largedispatchable thermal OF project~ 
PG&E reduced its forecast of OF deliveries by 178.9' gigawatt-hour 
for this project. All p~rties accepted PG&E's adjusted estimate. 
We will adopt this estimate. 

Following submission of data requests by r~I, on behalf 
of SF/TJ/IEP, PG&E made a substantial downward revision to its OF 
gener~Ltion forecast. HESI accepted PG&E's final po:s.ition with 
,respect to all of the nonoperational projects but four, the 
projects with (PG&E workpaper) I.D. Nos. lS, 16-, 24, and 25 
(Exhibit lSB, 1>. 3·).. ThUS, in the end, the only dispute' concerning 
nonoperational OFs involved these four projects • 

SF/TJ/IEP points out that the tour projects are thermal 
proj ects which have not yet c01DlD.enced construction. SF fTJ /I~ 
contends that in the absence of a cOWlter-indication, of which: none, ' 
exists on this record, it must be assumed that the ,construction of 
a thermal project of any size will require 14 months to. conclude-. 
In addition to the improbability of construction completion and 
operation of these four thermal OF projects within the ECAC period, 
SF/TJ/IEP notes that there is uncertainty respectinq completion ot: 
interconnection facilities.necessaxy·to commence parallel operation 
and sales of energy to PG&!: .. 

CCC supports the', BESt position that these four thermal 
projects will not be on line during the forecast period~ 
Accordingly, CCC recommends adoption of HESI's QF qeneration 
forecast. This total differs from PG&E's only to- the extent that '. 
HESI assumes no generation from the tour nonoperational projects. ," 
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We are not convinced :by PG&E's testimony that thes,e four 
thermal units will :be on line during the forecast period. 
Accordingly, we conclude that HESI's QF generation forecast is 
reasonable and should be adopted. 
C. The Forecasts of Energy and C4~aci ty 

Expense Associated with OF pel.veries 

with regard to pricing of the forecasted QF energy 
deliveries, the final number should :be calculated when the revenue 
requirement is updated in Phase 2. 

The most significant variables in forecasting QF energy 
and capacity expenses are (1) IERs., (2) as-delivered capacity 
poaymcnts, and (3) the G-55- or OEG rate. With rospect to both the 
I:m and as-delivered capacity price', the Commission has adopted 
n1:mbers to. :be used through January 1988. For the X'emainder of the . 
f~:>recast period,. February through July 1988, PG&E bas forecasted an 
a:s-delivered capacity price- of $42 per leW-year (EXhibit 1, PO. 4-
12). This as-delivered capacity price is the same as the one 
C1lX'%'ently in effect. No party bas presented any other position • 

We will adopt an as-delivered- capacity price of $42 per 
kW-year for this forecast period. 

With respect to IERs, as stated previously, we will use 
tlle methodology in PG&E's Exhibit 3, p. 3,. Table 1,. case 2- for 
the February through July 1988. portion of the forecast period based. 

Ol:'1 the QF in-out methodolO9'Y. The numl:>ers should reflect the 
r~!source mix and resulting average gas price adopted by the 
C~:>mmission in this Phase 1 decision. 

AlSO,. as stated previously,. the OEG stipulation~ 
Exhibit 10,. will be used to develop· utility steam plant gas cost • 
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IV. The Split of Fora~stod QF Oclivorio!: 
Into Fixed and vat1able Compon~nts 

For the purpose of developing the actual IEl~ to be used 
for OF payments, which will be done in Phase 2 of this ECAC 
proceeding, the forecast of energy delivered by QFs durinq the 
1987/1988 ECAC forecast period must be broken down int~two energy 
payment categories. The two categories are the amount of energy 
delivered under fixed prices and the amount delivered under 
variable prices .. 

The distinction is important when developillg IERs using 
the OF in-out methodology because all QFs which are l=,aid under 
fixed prices remain in the resource mix, when doing the QF~out run' 
necessary to calculate the. IERs.. That is., the only resources that .. 
are taken out when doing the' QF-out run are those QFs with variable 
prices .. 

Since the actual split of QF deliveries between fixed and 

variable cannot be determined' until the total OF eneJ~ delivery 
forecast is set,. arguing-over the specific nwnbers in each party's 
final position at this time is not constructive. ('1'be parties' 
final positions are set forth on p .• Z of EXhibit 1 SA" the 
Comparison EXhibit.) 

However,. once the method tor determining ~~e 
fixed/variable split is established, ,then the calculation of the 
actual numbers from the total forecast, once it is set,. will become 
no. more than an algebraic exercise. This. calculation could be 

performed when, the revenue requirements a.re updated ... 
There aJ:e only two disputed issues COlOCerll.ing the 

fixed/variable split methodology. the first concerns the , 
appropriate treatlnent of thoseQFa operating under, F'ayment option'3 
(PO 3) of Standard Ofter 4 (SO 4). The second· . concerns the 
appropriate all~~tionbetween t!xed and variable power deliveries 
by QFs less than :1 MW in size. We· will address these two issues •. 
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A. Alloca'cion of OF Energy Delivered 
under :gnergy Payment option 3 of 
Standa:rd...Qffer 4 CPO 3 of SO 4) 

'l'Urning to those OFs receiving energy payments under PO 3 , 
of SO 4, PG&E's position is that all energy delivered by such OFs 
should be 'created as fixed. According to PG&E, the fact that a OF 
under PO 3 coincidently receives exactly the same payment as a OF 
who is treated as varia~le does not ,indicate that the energy 
delivered :by that OF should ~e classified as variable. The' reason 
is that under PO 3, the OF has a significant amount of certainty 
associated with its energy payment, whether or not the OF has 
chosen a positive ~and wic.th. 

; Ii 

Further, PG&E submits that if a OF chose a band width of : 
i' 

zero,. the 'QF has absolute certainty,. and no one disputes that these'.!, 
OFs should, be treated i~S fixed.. If a OF has a wider band ,'ii 

, 

width, however, it sti:Ll has certainty associated with its payment. 
BecaufJc of the ~and wic1th ceilin9,. i ts paymont~ can 90 no hi9hor 
than u cortain limit (dopendin<1 of course on tho 'O'EG rato), and no" 
lower,than l a certain limit. 

PC&E arques that as a practical matter, drawinq such a 
distinction depending on ~and width almost certainly would not have' 
any impact; on the IER calculation. currently, less than 1% of the' 
payments would go for energy delivered under PO ~ which would be 

considered to be variable if· the band width' distinction were drawn .. 
Therefore, according to PG&E,. in the interest of administrative 
efficiency, it is reasonable to, treat all energy under PO 3· of SO"4 

as fixed payments. 
We note that in its final position in its late-filed 

exhibit, Exhibit 158, lIESI accepts. PG&E's. position, at least to' 
some extent~ Therefore, for the sake of administrative efficiency, 
for purposes of this proceed.1n9, we will adopt:PG&E's position that .;, 
all energy delivered 'under PO 3- of SO 4 is. fixed •. 
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B. Allocation of Energy Delivered 
By O'£s I&ss Than 1 MW in §ize 

Turning to the enerqy deliveries from QFs under 1 MW, 
PG&E's I=,osition is that these QFs should be treated as 50% fixed, 
SO% v~riable. PG&E'S position is not based on a contract-by­
contract analysis for these smaller contracts. It reflects the 
fact th~Lt both fixed and variable priced energy is. generated by the 

small Qrs and the SO/50 split was a simplification assumption. 
HESI originally supported a 0% fixed/lOot variable split.: 

However, HESI, after conclusion of the hearings, did an analysis of 
, these QPs' distribution of fixed and variable price contracts based 

on PG&E's Cogeneration and SlDall Power Production Quarterly Report~ 
Fourth Quarter, 1986,. According to HESI, the result of that 
analysis is a 30t fixed, 70t variable split for energy d.eliveries 
from projects less than 1 MW. 

SFfCJ/IEP contends that since only HESI's latest estimate 
reflects empirical data it must be adopted~ 

PG&~ objects that HESI's latest estimate was not 
presented at hearing, and PG&E had no, chancet~ cross-examine HESI 
on it since it was included in a late-f'11ed exhibit.. Byc:ontrast, 
PG&E's position was artiC'Qlatedduring the he~rin9s by PG&E'S 

witness, Ms.. Andrews. She: was available for cross-examination. 
I, ' , I - II 

Her cross-examination did not ellicit any information which argued' 

for the 70/30 split rather than the 50/50 split. Therefore, PG&E : 

contends that its ~0/50 split should be adopted. 
PG&E"s objection overlooks the ~act that the late-tiled·. 

exhibit was provided tor at hearing without obj'ection. It PG&E had 
an objection when it received the late-tiled exhibit, or if it 
wished t~ cross-exelD,ine on it, its remedy is to tile. a :motion to." • 
reopen the proceedinq tor that purpose. Absent sUch,obj,eetion or·. 
request to cross-examine, late-t1ledexb.ibits are received in 
evidence and may be relied upon to the same extent as any other 
exhibit received in evidence at: hearing. An obj:ection raised in : . 
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brief is not timely. However, in this case PG&E's objection is 
made moot by our adoption of PG&E's position that a 50/50 split 
should be used as a simplification assumption. 

v. PG&E's Proposal tor 100% ECAC Treatment 

PG&E requested that its ECAC percentage be increased to 
loot and its AER percentage be reduced :to ,zero. PG&E currently W;, 
91% ECAC balancing account treatment of energy expenses and a 9% 
AER. 

PG&E's AER provides for the recovery of 9% of the 
I 

forecast period electric energy and assoe~ated expenses (as 
, " 

desoribed under ECAC). There is no balanoing account associated 
with the AER. To minimize the revenueri~k resulting from' the 

, I 

potential for su);)stantial swings in enerqy:-related expenses 
I 

(primarily due to hydro availability), the! allowa))le pre-tax , 
earnings fluctuation (up or down) resulti~ from the AER procedure 
is limited to a 140-basis points cap appli:ed to the equity 
portion of total rate base. To the exten~ that AER-related energy 

, 1 

expenses exceed the earnings cap, auchexpenses become tully 
I ' ' 

subject to ECAC balancing account treatment., To put it simply, 
i 

PG&E's shareholders have a stake in 9% of ;the forecast period fuel' 
expenses. 

PG&E states that it made the request because the 
, ' 

Commission's. contemplated changes to the fundamc~ntal nature of UEG 

rates in the gas implementation case create a ~eat degree of 
uncertainty in ECAC forecasting. And that uncertainty has the 
potential for siqnificant dollar impacts. " Therefore, to prevent 
the ratepayers and sbareholders.from, either, gaining a windfall or 
SUffering an undeserved burden, PG&E proposed- subjecting all its 
energy costs and purc:based power expense to the ECAC balancing. ;: 
account. PG&E believes. that ita proposed Changes. in ECAC and, AER::: 

percentages are the most equitable and reasonable way to handle, tltle . 

- 19 -



• 

• 

• 

A.S7-04-00S, A.87-04-03S ALJ/BOP/jt 

uncertainty created by the commission's own gas implementation 
proceeding. 

According to PSD, an AER provides a real incentive for 
th4~ utility to minimize fuel costs. Both ratepayers and. 
shareholders can benetit ~y good company management ot tuel costs 
if an AER is in place. PSO points out that the AER is not a one­
way street. PG&E's shareholders. can gain as well as lose from the 
AER. Past ga$ rate changes, particularly OEG rate reductions, have 
benefited PG&:e's shareholders through the AER (Exhibit 50, p. 5). 
PSD submits t~at the Commission should not reverse its policy on 
the AER because PG&E believes that its shareholders might now be at 
risk. 

PSDnotes that PG&E's sole criterion for requesting 
elimination ot the AER is the uncertainty ot,' the outcome in the 
current Gas OII/OIR implementation pr~eedin9~ Because of the 
alleged uncertainty, PSD met with' PG&E:and arrived at a stipulated 

'II I 

UEG gas rate '(Exhibit 10). PSD pointsl,out that the stipulated rate, 
is above PSD's recommended rate in its!oriqinal showing_ 
Therefore, accordinq to PSD, the stipulation: sets forth a 

I ' 

negotiated rate which tairly represents the interests ot the 
, 

parties involved and the negotiated rate accounts for any 
uncertainty concerning the gas proceeding results. 

PSD' arques that the AER does: not pose a biq risk to PG&E~ 
The current ECAC/AER increase of $33.55 million is less than 2tot ,,' 
total revenue, out of which the, AER portion is less than .1% 

(Exhibit 5, p'_ 5). An even smaller percentage increase is due to: " 
changes in qa:s rates. With this small AER portion, PSD contends 
that even a big swing in gas rates trom, the stipulated. level would, 
not harm PG&E: .. 

SF IrJ IIEPnotes that the proposed. reduction of the AER., : 
percentage to· zero, would result in relieving utility shareholders 
of any financial risk" associated with the accUracy ot the ECAC 
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torocb~t,. Which i~ tho £lame toreca~t 1,ltllizod. to cot I~ nec4~~~:ry 
to calculate QF energy prices. 

SF/U/IEP thinks there is great merit to continuing the 
practice of utilizing the ECAC for the purpose of est~ting 
production expenses and the resultant IERs used to calculate QF 
energy prices. All of the forecasts required to determine and fix 
enerqy prices t~ QFs are necessarily a part of every ECAC. Inthe 
absence of an AER percentage of suf~icient magnitude that utility 
shareholders have a financial 'stake in theaecuracy of the 
forecasts,. the use of the ECAC to calculate IERs would subj ect QFs 
to a siqnificant risk of erroneous and low forecasted IERs. 
Accordingly, SF{cr/IE? recommends in strongest terms that a positive 
AER percentage be retained in order that utilities andQFs have 
mutual interest in the accuracy of, the forecast generated in these 
ECAC proceedings. 

CCC supports PSD's recommendation against the AER 

elimination and echoes the SF/TJ/IEP coqenerator position with 
regard to the need for PG&E to have a stake in the ECACforecast so 
that PG&E has an incentive to submit an ,accurate forecast. 

! 

We conclude that PG&E shareholders-should continue to 
have a stake in the ECAC/A'E'R forecast and, with the' UEG'!stipulation 
discussed above, the uncertainty with relgard to fuel costs has. llot 
changed sUffieiently to warrant any change in the AER at this, time .. 

VI • EJ,lel 011 Inventory VOlumes 

A. The Significance of the Differences; 
in Oil Resupply ~ime Requests 
Between the Statt And PG&E 

Fuel oil inventory was one of :the most hotly contested , . , 

issues in Phase 1 of these proceedings. : PG&E and PSOd.j;fter on 
I • 

both the forecast of fuel oil inventory :volumes. and PSO~s proposed 
ratemaking/accounting treatment of ' oil inventory ca~,g costs and. 

. r 
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oil sale losses and gains. The ratemaking/accounting iss'lles will 
be addressed in a separate decision. The difference in f~llel oil 
inventory vol~es is ~ddressed here. 

PG&E has recommended a forecast oil inventory v'olume of 6 
million barrels; the PSD recommends 5.65 million barrels. The 
difference is entirely due to different assumptions l:>y PG&E and PSD 
rC9ardin9 the tilne needed to resupply fuel oil. PSD proposes to 
use 60 days; PG&E contends that 90 days should be- used. The 30~ay 
difference between PG&E and PSD translates into the need for an 
additional 350,000 barrels of oil to protect reliability of service' 

I 

under possible adverse' concii tions .. 
PG&E points out that the resupply time assumption is 

:. 

prilnarily of concern during' the, winter months. It is during those 
months that fuel oil supply requirements • peak" and the utility coUld 

, incur unplanned extraordinary fUel, oil burns. It those winter , 
l:>urns occurred, the utility would need to obtain additional oil 
supplies in tilne to meet subsequent winter months' reliability 
needs since adverse conditions, in; these later months could require' 
fUrther oil burns. Theretore, the oil resupply tilne assulnption·' 

, ' 

. must be viewed in terms of winter period conditions •. 
I'· 

Further, PG&E states that the resupply t~e assUmption' 
must also be based on the tilne· needed:, to secure .5% sul:!ur oil 
since that is the type of oil: PG&E must use in ··all its steam ~l.antS 
except H\mIl)Old.t and Kern. According to.. PG&E, this particular 
sulfur specification plays an important' role in limi tinq likely, 
sources: for fuel oil and determining" the tilne needed·· to resupply·. 
PG&E's oil inventory. 

PSD states that its 60-day lead: time recollll11endation stems: 
fro~ numerousfaetors. 

Particularly, PSD notes that in response to a data 
request., PG&Ereplied as follc;:>ws: 

. '''the' company's Only' LSFO,. 6argo purChase" since 
deliveries .·underthe· Chevron contract were' 
discontinued in April19SZwas the- spot 
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purchase during 1986 of 285,.000 barrels of LSWR 
which oriqinated in sinqapore. In this C:450,. 
PC&E agreed to the purchase on July 25, the 
eargo was delivered t~ PG&E's Pittsburg Power 
Plant by a 54,402 deadweight ton vessel on 
septemDer 4. The total lead.-time tlor.deliye~ 2: this cargo was 41 days,W 
(EX. 5-,. p. 82) (EmphaSis added.) 

PSD ol>serves that in addition to tble 60-day lead time 
recommended, it had already incorporated a 14-day tuel supply 
contingency resultinq,. in essence, in An allowance: of almost 75 
days' fuel oil inventory to replenish inventory. 

PSD further cited both San Diego-Gas & Electric Company's 
(SOG&E) and Southern California Edison Company's (Edison) recent 
ECAC applications. Both have requested 60-day average lead times~" 

PG&E argues that PSD's referenee toSDG&E and Edison is 
inappropriate. SDG&E's oil burns are much smaller than PG&E's and 
have a better chance of being met by west Coast retininq, resources.' 
And Edison's situation is quite different with reg-ard to ~i1' 
contracts, the ability or lack thereof to move oil' from plant to . 
plant, customer demand,. and qos storage aceess.. Also, according to, 
PG&E, the 41-day delivery ci11;ed by PSD occurred under summer' 
conditions when the market had hlt a low. The spot market in: 
Sinqapore was greatly distressed and surplus prices were at their 
lowest point in years. In other words,. all el~~ents needed for 
that transactlon were ready when PG&E wanted" them and there' were, no 
delays. Aecordingto PG&E,. that is unlikely to be the situation i:r 
the company were seeking oil supplies in winter when adverse 
conditions were triggering need for oil. 

Further,. PG&E arques. that PSD has premised~ its proposed ~ 

60-day resupply period on the assumption tha~ oil demand will be 

low and the utility would b4ve no: problem securing oil.. According, 
to PC&E, that assumption is contrary to'thecontingeney that 'PG&E 
is trying to pla~ against· by maintaining the ,reliability portion, ot:' 
fuel oil inventory. 'Onder adverse eonditions, when energy supply: 
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conditions trigger a need tor oil, PG&E submits that one cannot 
assume that oil will be easily and readily availal~le on the spot 
market. 

We note that the PSD recom:mendation is ,~lso based on. the 
following reason: 

wOerequlation of the natural gas industry and 
air pollution. considerations make tuel oil a 
less competitive alternative to, the utilities. 
PG&E itselt is projectinq tuel oil to cost more 
per MMBtu than natural qas through the forecast 
poriod.. The demand for 011 15 not likCllly to- be 
strong.- (P. 82, Exhibit 5.) 

We find the above argument particularly persuasive, at this tillle, 
given that Diablo Units 1 and 2 are both in oper<:Ltion onel that qas 
has displaced the use of tuel oil in PC&E's ste~l plants. 
Accordingly, we are not convinced that a 90-day resupply tilne 
is needed. ~berefore, we will adopt PSD's recommended 60-day 
resupply period as reasonable. 

We fully realize that the fuel supply situation can 
ehanqe rapidly.. If the situation deteriorates siqniticantly,. PG&E 
may request that this issue be reviewed and the 60.;.aay limitation· 
chanqed.. SUch ai request may be made in any ECAC application, or if 
there 1s an emergency, PG&E, may pet! tion to modify this decision .. : 

VII .. ~~osedchange in Forecast and Reyiew Periods 

PSD has proposed to-chanqe PG&E's revision date from 
August 1 to September J. in order to allow additional time tor the 
publication ot the AL:!'s proposed decision: under PUPlie Utilities:: 
Code section 311.. PG&E agrees with that change. TO: clarify PSO's; 
proposed schedule" PG&E also proposes to- move the ECAC trigger 
tilinq revision ,date from February.1 to-· March 1. Concurrently,' 
PG&E ~urther proPoses to improvetheprocedural.sehedule by 
chanqing its reasonableness review, period 'for electric and. gas . 
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operations from a February 1 - January 3l cycle to a calendar year 
basis .. 

According to PG&E, use of a calendar year for 
reasonableness review l?urposes would allow the company to use data 
already generated for its calendar year And would eliminate the 
extra work now necessary to· develop data for the special 
F,ebruary 1 - January 31 period. consequently,. PG&E sw,mits that 
its proposal would make the reasonableness review process easier 
for ))oth PC&E and tho PSD. 

We will address this matter in 0. subsoquent decision. 
after W~I have rev1ewe~ tho ECAC filing 8ehedule~ of the other major 
energy lJltilities. 

VIII. Adopted Resource Forecast 

A summary of the adopted resource forecast ~or ~:e's 
ECAC/AER period August 1,. 1987 to, July 31" 1988 is set forth in 
Appendix B.. This summary reflects the adopted decisions with 
regard to the contested issues, and the uncontested items as set 
forth in Exhibit lS .. 

The adopted resource forecast will be the basis for the 
prod'.lction cost model ing in Phase 2 of this. proceeding" which will 
determine PG&E'a avoided cost, which will, in turn, be used to 
calculate the IER for power delivered to PG&E,from QF'projects and, . 

, . ' 
payments made to QF customers through July 31, 1988 .. 

IX. ECACIAEBOOWt Reyenue Requirements' 

PC&E requested an ERAK increase of $210 .. 2 million. Also, 
PG&E requested· that its ECAC Percentage be increased from 91% to 
loot" 'and its.AER: percentage be decreased from 9%. to zero .. 

In the alternative" PG&E requested that if its request 
to reduce the AER to zero is denied,. then in addition to the ERAZ'C 
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increase of $2l0.2 million, it should receive an AER increase ot 
$5.8 million. 

Further, PG&E stated that it proposed to, forego its 
August 1, 1987 ECAC adjustment ~ecause of the uncertainties 
atfecting the gas rate tor electric utilities in the Commission's 
qas OII/OIR proceeding. According to' PG&E, depending on the 
Commission's final decision on the qasrate issues, there can be 
large swings in the needed revenue requirement. PG&E believes that 
the great uncertainty created ~y these matters warrants foregoing 
any ECAC revenue requirement change at present. 

As discussed previously, we concluded that there shoUld 
~e no change in the present 91/9% ECAC/AER split tor forecasted, 
energy expense. Having deeided this pivotal issue, we now turn to 
the ratemakinq treatment for the ECAC/AER/ErW!! components. 

Gl& 
We note that tll,e August 1, 198-7 ECAC' adjustment that PG&E 

I • 

wishes to foreqo is estiIllated at $53 .. 6< million (Appendix B). We' 

concl uc:1e that a revenue shortfall of this magnitude ca.'"l be 
accommoc:1ated in the ECAC ibalancinq account without ea~ing severe 
future rate shoek. Accordingly, we, agree to, PG&E's proposal to 

I ' 
forec.:ro this ECAC ad:j ustme:nt. The resulting undercolleetion will be 

"I 

carried in the ECAC balancing account, for amortization in the next' 
ECAC proceeding .. 

AD 
The adopted AER revenue increase amounts to $3.5 million:, 

on an annualized b",51s. !That would equate to a 0.005 cents/kWh if:, 
spread to all sale~on a,unifor'm'cents/kWh, basis. 

We conclude at this time that a rate increase Cl,f $3.5· 
I "I I • , 

mil:lion c:1oes, not jlJ;stitythe. administrative' burden involved with 
II ' ' 

cha:nqinq 'rates. ... Hc,wever, we instruct PG&Eto' recover' this. increase 
in the EcAC balanci.ng account trom· the time. this decision is . 
effective until thei' time the $3,. S million AERinerease' is 
implementec:1 with the January 19'88~ ERAM/AER/Attrition rate change • 
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starting with the eff~e.ctive elate of this elecision, PG&E 
will calculate a proxy for the AER increase based. on a total kWh 
sales trom that date valueel at a uniform rate of 0.005 cents/kWh. 
Each month ?G&E will charge the amount ot ~ revenue ealeu1at~d. 
under the proxy to the ECAC balancing account to be recovered in 
the next ECAC forecast period. PG&E will terminate this 
calculation once the $3.~ million, is reflected in the January 1, 
1988ERAM/AERIAttrition rate. change. The 0.005 cents/kWh pertains 
to ,the proxy ealculation only and does not represent· actual A:ER: 

rates to be implemented with, the January 1, 1988 rate change. 

EEaH 
With regard to PG&E's requested' ~increase of $2l0.2 

, ' 

million, PSD's auditor, having audited PG&E's accounts, takes no 
exception to this amount. She states that the, amount requested is, 
primarily a result of the difference be.tween'torecastedand 
recorded kWh sales. Specifically, sales were forecasted'to be 72'.l 

., I[ 

billion kWh as compared to actual sales, of 61.7 billion kWh tor the 
record period. This represented a 17% difference :between recorded' , 
and forecasted sales. As a res~lt, ~e ERAM' balancing account 
reflected an undercolleetion Cp., 3-2', Exhibit S) .. 

We will adopt the $210· .. 2' million ERAKincrease as 
reasonable; however, since PG&E will shortly be filing a request 
for an Attrition Increase{riecrease for 1988, ,and since we wish,to 
avoid multiple rate changes, we will defer inclusion of the ERAM. 
increase in rates at this time. We might mention that PG&E will 
not be "out-of-pocket" since,. unlike'the AER, ERAM has a balancinq '" 
account which accrues interest. Accordingly', PG&E 'may include ,the 
$2l0.2 million ERAM amount in rates at the time it files its 1988:' 
attrition rate change. 
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Comments on the Proposed Decision ot 
the Administrative Law Judgg CbLJ) 

:he proposed'decision of the AlJ was served on the 
parties on September 29, 1987. Comments were received from PG&E, 
PSO, and Union Oil Company ot Calitornia (,Onion). 

FUel Oil Inventory Vol\~ 
PG&E takes exception to' the ALJ's: reliance on the 

quotation from PSO's testimony set forth at page 24 of this 

decision. 
PG&E states that the quote trom :I:'SO, while, true, should 

lead to a conclusion opposite to: the one drawn. PG&E and PSD asree. 
that gas is expected to be the f':lel of choice on economie·srounds. 
The ealculations of fuel oil inv1mtory- take. this ful'ly into 
account: tuel oil inventory is ll\lI.intained

l 
only as a backup tuel, 

in the event, ot curtailment ot gas. service. t~p¢wer plants or 
contingencies affecting the delivery- of gas to power plants. 

AccordiIig to PG&E,. the draft, decision "5 apparent 
reasoning is that low demand for oil in PG&E's power plants, under 
nO%'lDal conditions anel with current competi ti ve fuel prices, will 
create a surplus of LSFO on the market, resulting in ready 
~\vailability should oil :be needed. PG&E contends that this 
conclusion is tactually in error, and contradicted by the record. 

We, should point out that the A!J's proposed decisiondc~s 
not state a reliance on a surplus of LSFO.. Rather, PG&E infers 
that this is the basis for the ALJ's reasoning. However, for 
clarification we might add that with regard to the quotation cite~ 
by PG&E,. the Al:J did give some weight to the sentence: wThe' delULnd: 
for oil is not likely to be strong' .. w' And the conelusion drawn from . 
this statement is that the LSFO market is in a normal 5i tuation l~t ' . 
this time_ The ALJ considered this ~lement along with all the 
other testimony in arriving at his r,ecommend.ation. 

PSD, responding to PG&E' s<:omments, notes that. PSO 
, . 

provided evidence showing' that PG&E was able to oDtain 28-5,000 

-28.-
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barrels of LSFO, originating in Singapore', wi th a total lead-time 
delivery of 41 days. Also, PSD notes that two- other major 
California utilities have requested 60-day lead times, and further, 
PG&E failed to provide any reason why Chevron could not provide oil 
prior to a 90-day period. PSD submits that the record before the 
Commission fully supports a 60-day resupply lead t~e. 
Accordingly, PSO recommends that the commission maintain the 60-day . 
resupply period as being reasonable. 

In su:mmary, we are not persuaded that PG&E needs more 
than a 6o-day resupply lead time. As we stated previously, PG&E. 

may request that this issue will be reviewed if the LSFO' market 
deteriorates Significantly. 

~otherma1 steam Price . 
union requested that the ALJ's proposed decision be 

m.odified to state that the revenue requirem.ent therein is not a 
commission determination of the respective rights and: obligations 
of PG&E or ·onion under thei~ steam sales contract fori the Geysers. 

I 

The contract between PG&E and 'Onion is currently the subj ect of a 
laws':li t in california. state court. 

PG&E ·and PSD note that for purposes of the revenue 
requirement in this case, they estimated what was'believed to-be 
the appropriate costs under the Geysers steam contract with union 
for the forecast period.. PG&E and PSD submit that the controversy 
betw~en PG&E and Union does 'not require any changes to· be made in ' 

the revenue requir~ent in the A:t.J's propos~ld dee-ision .. 
Accordingly, we will state for the record that the 

geothermal steam price included in the calculation of PG&E's 
'r I' I 

revenue requirement is simply an estimate and does not reflect any: , 
Commission interpretation of the PG&E/'C'nion 'contract.: 

- 29 -
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Integrating AEE Increas¢ in Rates 
In its comments on the ALJ's proposed decision, PG&E 

offered an alternative accounting proposal for the AER increase. 
PSt) supports PG&E's proposal.. We adopt this proposal and it is set 
forth at pages 26 and 27 of this decision. 

corrections tQ Revenue 
Requirement Tables 

I 

PSI) noted two errors in the tables attached to the '}.lJ's I 

proposed decision. 'these corrections are reflected in the taDles 
attached to this dee.isi.on (Appendix :8) • 

findings or FAct 
Ii 

1. For purposes of this ECAC/AER forecast period which ends: 
July 31, 1983, there will be no generation from Rancho seco. 

2. For pw:poses of this ECACjll.ER forecast period, Diablo· 
I 

Canyon units 1 and 2: wil.l achieve a 75% operating cycle capacity .: .. 
factor. 

3. For purposes ot calculating the IER, the 'OEG gas rate 
stipulation, Exhib'it 1.0- adjusted to reflect the underlyinq 
volumetric c:bange~ shoald be used with the methodolO(JY in PG&E's 

" . 

Exhibit 3, p. 3, Table ~,. Case, 2' •. 

'" 

4. Large themzsl QFProjeets Nos. 15,. 16-, 24, and 25 will' '\ 
provide zero generation during the forecast period. 

s. .1\. 50/50% split should be used to' allocate energy 
delivered ~y QFs less than 1 MW in'size for purposes of this 
proceeding. 

6-. There should be no change to the present 9l/9% ECAC/KEIt 
split. 

7. A 60-clay lead tilue to estimate' the reliability 
requiremen'c of PG&E:"s tuel oil supPl.y is reasonable. 

S. There are certain inconsistencies in the use of 
definitions by the parties in estimating resulting capacity factors; 
of nuclear power plants. 'rllere .:i:s a need for consistency in this .. : 
area to avoid. waste ot! hearing time. 

. ...; 30'~ 



~ 9. For this forecast period, PG&E is entitled to 

.' 

• 

ECAC/AER./ERJ>J1 revenue increases on an annualized :basis of $56.4 

million, $3.5 million, and $210.2 million, respectively. 
ConclusioDS of Law 

1. For PG&E's ECAC/AER period August 1, 1987 to July 31, 

1988, the resource forec~st adopted should be as set forth in this 
decision. 

2. The adopted ECAC/AER/ERAM revenue increases tor PG&E 
should be deferred from inclusion in rates at this time. PG&E ~y 
file tariff sheets for inclusion ot the AER/~ amounts in rates 
at the time it files its 1988 attrition rate change. The ECAC 
amount sbould :be included in PG&E~s next ECAC proceeding. 

3. ~be adopted resource forecast should be the basis tor the 
production cost modelinq in Phase 2' where we ~ll determi?e PG&E's 
avoidod cor;t and IER tor· power delivarod. to· PG&E from OFi. 

4. '!he adopted. r,0";rc"nue requirement, which incluc1e~ an 
estimate of geothermal steam cost, is not a commission 
determination of the respective rights and obligations of PG&E or 
Union under their steam sales contract for the Geysers. 

5. In order to avoid waste of hearing time with regard to 
definitions related to n~clear power plant operation forecasts, E&C: 
should issue a set of adopted definitions for use in future ECAC 
proceedinqs. 

INTERIM QRQER 

I~' IS ORDERED that: 
1. For Pacific Gas and Electric: Company (PG&E), the adoptecl: 

resource forecast tor the period August 1, 1987 to July 31, 1985 is 
as set forth in Appendix B~ 

I 
I .• 
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~. 

2. PG&E is entitled to revenue increases related to its 
Enerqy Cost Adjustment Clause (ECAC), Annual Energy Rate (AER.), and 
Electric Revenue Ad:) ustlnent Mechanism (ERAM), as set torth in this 
op~n~on. However, these ~ounts shall not be retlected in :ates at 
this time. 

3. PG&E is authorizecl to tile revised taritf schedult!s at 
the time it files its 1988 attrition rate chanqe to recover in 
rates the AER/ERAM revenue increases adopted in this opinion. 
The revised tariff schedules shall comply with General Order 96-A. 

This order is effective today. 
Dated NOV' 1 31987 ,. at San Franeisco,. calitornia. 

- 32 -

STAJ.''''LEY W. HUL.c.-r! 
Prt'5ident 

FR...~EF.!C:{ ~~ DU:>A. 
C. ~.rrOMZU .. \nLK· 
JOHN 13. C~iA.~l.o~"': 

Co:nm!&1to.ner:: . 
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APPENDIX B 
Page 1 

PACIFIC GAS AND ELEC'l'RIC COMPAN"l 

Energy Cost Adjustment Clause 
Adopted Change in Reyenue Requirement 

Revision Date: Line 
No. Forecast Period: 

August 1, 1987 
Twilv9 Months seqinniDg AugUst 1, 19S7 

Estimated 

Steam Plants 
OUantity (5) 

1 Gas 197,213 
2 Oil-Residual 2,.13& 
3 Oil-Distill:ate :I.. ~~~ 

4 SUbtotal.-Fossil 201,008 

5 Geothermal s;team Plants 9',8'52 
6 NUclear steam Plants 12,.&71 
7 Purchased Electrie Energy 17,,684 
8 Water for Power 12',558 
9 Oil Inventory CArryinq:Cost 

:~o ' write-down ot FUel Oil 
Inventory , . 

11 carrying Cost on unamortized 
write-down 

12 Standby Charges 
:L3 variable Wheeling 

14 Total Energy Expenses 

15 Less 9% of Energy Expenses (1) 

16 Subtotal of Energy EXpenses 

17 Diablo stipulation Aqreement 
18 91% of Excess Oil Inventory carrying Cost 

19 Subtotal " 

(1) Line 14 x •. 09 
(2) Factor is: .9854 
(3) Line 22 X' •. 00774 
(4) At rates effective April 1,. 198'7 

Estimated 
Friee(6) 

$2".7:2'34 
2.8820 
3.6950 

.01612 

.00904 

.03371 

(5-) In billions ot Btu or in qiqawat't:-hours 
(&) In dollars per billion BtYor dollars per kilowatt-hour 
(7) Esttmated asot July 31, 1987 . 
(8) write-down expense not included in allocation to FERC" 

'. ' 
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APPENDIX B 
Page 2 

PACIFIC GAS AND ELECTRIC COMPA.:NX 

Energy cost Adjustment Clause 
Adopted Change in Reyenue Requirement 

Revision Date: Line 
..No. Forecast Period; 

August ~, ~9'87 
Twelye Months Beginning August 1. 1987 

~9 

20 

2~ 

22 

23 

24 

25 

26 

Estimated , 
2,Uantity(S) , 

SUbtotal (from Page 1) 

Alloc. to' CPO'C jurisdictional 
sale (2) (8') 

Energy Cost Adjustment Account 
Balance 

SUbtotal 

Adjustment for Franchise Fees and ", 
Uncollectible Accounts Expense(l) 

'Iotal ECAC Revenue, Requirement' 

Total ECAC Revenue at Present-RateS(4) 

CHANGE INREVEN'O'E REQlnREMEN'r, 

(l) Line l4 x .09 
(2) Factor is: .9854 
(3) Line 22 x .00774' , 
(4) At rates effective April 1,: 1987 • 

Estimated 
Price(§l 

(5) In billi'ons of Btu or in 9'i~3'awatt-hours , 
(6) In dollars per billion Btu or,dollarsper kilowatt-hour 
(7) Estimated as of July 31,. 1987 ", 
(8') write-down expense' not included in allocation to· FERC 

• $(0001, 

$~ 497 70..",0';:' , ,... > 
"I' -'J 

1,476~ 7J.0'·',~l:::' 
, . "',~, ; '~,."':)("., 

" '. 

1,507 ~1.94 ' 
,,' " 11 "/':;«' 

1 '453 6~ ,"'," 
« '~';':0" '\> 

I • I ' •• '~"I $ , 53, 5S9:,(,:,~~;, 

, ,", 
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APPENDIX 13 
Paqe :3 

PACIFIC GAS AND EUC'I'RIC COMPANY 

Adopted Ann~al Energy Rate Revenue Re~irement 
Test~ear Beginning Aygust 1, 1987 

Line 
J!2..r.. 

1 

.2 

3 

4 

5 

6 

7 

8 

9 

$(000) 

carryinq Cost' of oil Inventory 

Est. Fuel & PUrchased Power Expenses 

Total Energy Ex)?enseS'. 

9% of Oil Energy Expenses(l) 

Alloe. to,CPUc Jurisdictional Sales (2) (5) 

Adjustment for Franchise> Fees and 
uncolleetible Accounts Expense (3·) 

, , 

Total A:eRRevenueRequirement 

Less A:E:R. Revenue Authorized(4) 

'CHANGE IN REVENUE REQ'O'IREM:EN"r 

(1) Line 3 x .09 
(2) Factor is: .9854 
(3) Line 5 x .00774 

p:p;gated ii 
, " , 

I' 
S S,074 I 

1.499.176 vii,," 
. ,"I ,.', 

. 1 495.2S¢: Jit , 
,., I" 

'. ;,.Ii,:'-
134,573 v., :I",.'~: 

132,69;" V,: Ii " 
, ., 

__ .... 1 ~, 0'-"l2"'-2:/'1'!', .":",': 
, , I " 

133,722, /Ii ',,: 

$ 

130,. ~3} Ii 

3 ;:189* vl· .• ' 

(4) At rates effective 'April 1,l987 
(5) Write-down cxpenGc'not included in allocation to FERC' 

* Revenue Re~irementdivided 
by sales: M$3,472/63,273,843- Mwh - .005¢/kWh 

[.eND OF'APPENDIX B) 
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APPENDIX A 
Page 1 

List of Appearances 

Applicant: Shirley A. woo, Roger J. peters, ana Mark ~. HUf~, 
Attorneys at Law, for Pacific Gas ana Electric Company. 

Interested Parties: c. Hayden Ames, Attorney at Law, 'tor .. 
Chickeril~g & Gregory: Morrison & Foerster, by Jern R. BJ~ and 
JohD s. Caragozian, Attorneys at Law, for californi:a 
cogeneration Council: David R. Branchcgmb and Mark Henwoo.£, for 
Henwood. :energy Services, Inc., Santa Fe Geothermal,1 Inc., 'Onion 
Oil Company of California, and Independent Energy Producers 
Association: Robert E. Burt, for california Manufacturers 
Association: Karen K. Edson, for I<ICe and Associates: ~ 
Ei§~mnan, tor Transwestern Pipeline, Inc ... : Michel Peter flori2, 
Attorney at Law, and Sylvia M. Siegel,. for Toward Utility Rate 
Normalization: ~even A.~rinqer, Attorney at Law, I tor 
california Farm Bureau Federation: Graham ,& James, :by ~in A.' 
Mattes, land David S. Marchant, Attorneys at Law, for Junerada 
Hess cor:porationi william B. Marcu§, for JBS Energy:', Inc. i 
Morse, Richard, Weisemniller & Associates, by Sarah Nicl«~rson, 
for Bob '~eisenmiller: ~peth 'pickett, for Independent Power 
corporation: John p. oy;i.nJs.y, for cogeneration Service Bureau: 
frank .z. Cooley and Bruce: Reea, Attorneys at Law, for Southern 
california Edison Company: Dopald G. Salow, for Association of 
california Water Agencies: Chris Siemens, for Power Users 
Protection council: Gary D. Simon, for El Paso, Natural Gas: 
Thoma§ R. Spark§, for Onocal corporation:, James Squeriand David 
Simpson, Attorneys.' at taw, for Armour, St. John, Wilcox,.·· Gooctin' 
& Schlotz: Downey, Brand,. Seymour & Rohwer, by Ehilip A,!stohr ' 
and ~$topher Elli§on" Attorneys at Law, for Industria:L Users; 
John K. Van d.e Kamp, Attorney General otthe state iot 
california, Andrea Sheridan Ordin, Chief Assistant ;Attorney . 
General, Michael J. Strult~wasser, Special Counsel to the Attorney' 
General" by HArk .z T U~~l, Deputy Attorney General, for State, of 
california:: John R. V1s:'kl.Ami,· Attorney at Law, for san F:ancisco·' 
Bay Area Rapid Transit iDistrict: Harry K, Winters, !for 
University of California:: Matthew Bragy.and Dian Grueneiccll, 
Attorneys at Law, for california Department of, GeDEt%'al s.~rvices; 
Messrs. Biddle & Hamilton" by Richard LT' HamiltQn,. !Attorney at . 
Law, tor Western Mobilehome ,Association;: Sara HQtf'man, tor 
Contra Costa County; ~~l y. Scbm1sit, for california· Strleet 
Light Association: Hart, Neil & weigler" "Dy H1!<ha~l. ~. Alea~x:' 
and. ~¢ E. Hirsehtels1,.AttorneY$ at Law, and. Drazen-B%'ll"Daker ,& 
Associates, Inc., :by ~.mu.d W, ~!<hQE!Dbeek, tor COqenerators of . 
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APPENDIX A 
Page 2 

Southern California; Hanna and Morton, 1:>y Douglas K. ~t:Der, 
Attorney at Law, tor Santa Fe c.;.eothermal, Inc., union Oil 
company of california, and Independent Energy Producers 
Association; and ~rbara Battovi~, for self; interested 
parties .. 

PUblic Staff Division: BMd Alderson, Javier Plasepeia r Attorneys 
at Law, and Ma~ndra Jhal~ .. 

(END OF 1J>PENDIX A) 
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APPENDIX B 
Page 1 

PACIFIC GAS AND ELECTRIC COMPANY 

Energy Cost Adjustment Clause 
Adopted Change in Revenue Regyirement 

Revision Date: Line 
No. Forecast Period; 

August 1, 1987 
Twelve Months BegiDning August 1. 1987 

I 

Estimated. I 
OUan:tity (5) ; 

Steam Plants 
1 Gas 19&-,054 
2 Oil-Residual 2,136 
3 Oil-Distillate 2:,QZa 

4 SUl:>total-Fossil 202',2'68 

5 Geothen~al Steam Plants 9,852 
6 Nuclear Steam Plants 12,671 , I 

Purchased Electric Energy 27,68:4 7 , 

8 Water for Power 12-,558 
9 Oil Inventory carrying Cost 

10 write-down of FUel Oil 
Inventc,ry 

11 carrying: Cost on Unamortized 
write-down 

12 Standby "Charges 
13 Variable, Wheeling 

14 'I'oUlll Energy Expenses 

15 Less 9% of Energy Expenses (1) 

16 Subtotal of Energy Expenses 

17 Diablo S~ipul~tion Agreement 
18 91% of Excess oil Inventory Carrying Cost 

" 

19 SUbtc,tal 

(1) Line 14 x .09 
(2) Factor is,: .9854 
(3) Line 22 x w00774 
(4) At ratesetfective April 1, 1987 
(5) In l>illiolns of Btu or in gigawatt-hours 

Estimated 
Pris=eC§) 

$2.7199 ' 
2.8820 
3.7064 

.01612-

.00904 

.03371 

(6) In dolla~s per billion Btu or'dollars per kilowatt-hour 
(7) Estimated: as of July 31, 1987 , 
(8) Write-down expense' not included in allocation to FERC' 

$ (0091,' , ,,' 

$- 53$',6.8:6:,", 
6,156-,,"': 
1,7Q~;,.," ' 

.~I " 

,.,.t ,'., 
552,544:' ',' ," ; 

. " , 

158',859 " 
114' 562'> ," 

, ,"'r' : 

59G,1.69';',": ' 
1,4 ,08'9''> ' 
5-,074" 

62,40.4" 
,',' I 
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APPENDIX B 
Page Z 

PACIFIC eM. AND ELECTRIC COMPANY 

Energy Cost Adjustment Clause 
Ad9pted change in Revenue Requirement 

Revision Date: August 1,. 1987 Line 
..No. Fo,reea~ PeriAA; Twelye Months Beginning Aug:!,ls;t 1. 

19 S1lbtotal (from Page 1) 

20 Alloe. to CPO'C jurisd.ictional 
sale(Z) (8) 

Estimated 
Ouant.i;ty (5.) 

21 Ener~l Cost Adjustment Account 
Balal:lce 

22 S,lbtotal 

23 

24 

Adjus1:ment for Franchise· Fees and 
Uncollectible Accounts Expense(3) 

Total ECAC Revenue Requirement 

25 Total ECAC Revenue at Present Rates(4-) 

26 CHANGE IN REVENUE REQ'OIREMEN'l' 

(1) Line 14 x .09 
(2) Factor is:- .9854 
(3) Line 22x .00774 
(4) At rates effective April 1, 1987 
($) In billions of Btu or in gigawatt-hours 

Estimated. 
Price'C~ 

(6) In dollars, per billion Btu or dollars per kilowat1:-hour 
(7) Estimated as-of July 31, 1987 
(8) Write-down expense not included in allocation to FERC 

( 

1987 

I 

$(00,0) 
I 

$1,500,,592 'I 
I " 
I 

1-

1,4';9,559 
I . 
I , " 
i ' 
18.,Q8(7},' 

1,498,467' ';: --

, 11,598-' :' 

1,.51.0,0~5, 

'. 1.453,§35>.',' " 

$ 
I l. \ 

SO :43'Of ~' 
r" I' i, . 

I 
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APPENDIX B 
Pa9c 3 

PACIFIC GAS AND ELECTRIC COMPANY 

Adopted Annual Energy Rate Revenue Requirement 
Test Year Beginning August 1. 1987 

$(000) 

Line 
..Ji2.,.. 

~ carryin9 Cost of Oil Inventory 

2 Est. Fuel & Purchased Power Expenses 

3 Total Energy Expenses 

4 9% of oil Energy EXpenses(l) 

5 Allee. to ewe Jurisdietional Sales(2·) (5) 

6 Adjustment tor Franchise Fees· and 
Uncollectible Accounts Expense(3) 

7 Total AER Revenue Requirement 

S Less AER Revenue Authorized(4) 

9 CHANGE IN REVENUE REQUIREMENT 

(1) Line 3 x .09 
(2) Factor is: .9854 
(3). Line 5 x .00774 
(4) At ratesetteetive April 1, 1987 

Vpd~:ted 

$ 5,.074 

1.493.3~~,. 

1,,49a,42~· 

134,S:SS: 

13~,976 

l.. Q2j: 

134,005 

l~Q; ~~~: 

$ 3,472!* 

(5) Writc-4own expenso not inclu404 in allocation to nRC 
I. 

* Revenue Requirement divided 
by sales: . M$3,4721~3,273,843 Mwh - •. 005¢/kWh 

(END OF APPENDIX B) 

.. 
. " 



, 

• 

• 

ALr/BOP/jt 

Decision ------
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF ,CALIFORNIA 

Application of Pacific Gas and 
Electric Company for Commission 
order finding that PG&E's gas and 
electric operations durin~ the 
reasonableness review porlod from 
February l, 1986, to January 3l, 
1987, were prudent. 

(U 39 M) 

) 
) 
) 
) 
) 
) 
) 
) 
) 

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

Application 87-~4-00S 
(Filecl April 7,( 1987) 

I' 

Appli,cation of Pacific Gas Mel ) 
Electric Company forauthorit~r) A'Pplication 87-04-035-
to adjust its electric rates )~ /CFiled April 2 •• 1, .1987) • 
effectiva AUgust l, ~9S7 • 

- 1 -
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The $3.5 million amount relates to the remaining 9\ 
portion of fuel and energy related expense increase covered ~y 
PG&E's AER. 

The $210 million amount is to ottse'c underrecovery of 
fixed operation and :maintenance costs (excluding fuel) :resulting /",,/''' 
from lower than foreeasted sales, as eovered Joy PG&E's ERAM. ,// ' 

,... .,.. 
For purposes of PG&E's August 1, 1987 to July 3~~19SS 

SUmmaxy 

, 
ECAC/AER forecast, this decision decides the contested~ssues as 

/ follows: 
I. Nuclear Plant Operations: // 

A. Rancho Seco will provide zer~eneration fo'r the 
forecast period. ~ 

B. Diablo Canyon units 1 an.d""z will achieve a 75% 
operating cycle capac itt factor • 

. / 
II. For AER revenue requirement, purposes, the UEG gas 

rate stipulation', Exhibit 10, should l>e used to: 
calculate Inerementa~nerqy Rates (IER) in 
accordance with the/methodology in PC&E's Exhibit 3, . 
p. 3, Table 1,. CasQ' 2. For Phase 2 1ER calculation,.. 
parties may adj'u~t' Exhibit 10. to- reflect the' . 
underlying volumetric change. 

:/ 
III. Larqe thermal/Qualifying Facility (OF) Projects Nos. I' 

lS, 16-, 24, ,and 25- will provide ::ero generation· , 
c1urlnq tho ;torO<2lSt por104-.. " 

IV. A. OF e~rgy delivered' under Energy Payment Option 3 
(EPCi 3) ofiStandard Ofter 4 (SO 4) should J:le' 
tr.e'ated' as:receivinq tixedpay:ments for purposes 
o.t this proceedinq. . 

B.,h SO/sot split (fixed versus variable) should,' be • 
/ 

used to- allocate energy delivered by QFs less .' 
than 1 megawatt (MW.) in size for purposes oftbis':' 

/ 

proCeedinq~ . . 

V There should be no, change to the' present 91/9% . 

. 
I. ECAC/AER split~ 

*x. , 'A 60-clay lead time to estimate .the reliability " 
requirement of,PG&E's fuel oil ·supply is reasonable • 

- 2 -
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VII. The proposed change to PG&E's ECAC/AER revision, ,dates 
will Joe addressed in a separate decision. /' 

VIII. The Commission adopted a new resource forecast for 
PG&E's 1987/88 ECAC/AER. A summary of th!s forecast 
is set forth in Exhibit B. I~ 

l 
IX. For the forecast period,. the commission adopted 

ECAC/1..:ER/ERJJI! revenue increases of ,$56.4 million, 
$3.5 million, and $210.2 million,.,Irespectively. 
However, these amounts are deferred and will not be 
reflected in increased rates a~'this time. 

iXoeedural summaxy.// 
.f 

Followinq a prehearing confere:t;1ce on April 30, 1987 and JI 
l3 days of evid.entiary hearings between./June 22 and. August 7, 198:7' 
Phase 1 of these consolidated procee4ngs was submitted upon filing 
of concurrent briefs on August 11, fie7. Briefs were submitted by 
PG&E, the Commission's PUblic Sta~ Oivision CPSD), the California 
cogeneration counCil, cccc:,and~ consortium co~sisting of santa Fe 
GeOthe:z:mal, Inc.,. TJnl.o~ O~l c?pany of californl.a,. and Independ.ent 
Energy Producers AsSOCl.atl.On/C~F/u/IEP) •. The ccc and SF/TJ/IEP' " 
represent the inte~ests of )various QF proj'eets that sell power to ," 
PG&E. In addition to- PG&E'and PSO witnesses, Kathleen Treleven of, 
Morse, Richard, weiseruni/ler &, Associates presented testimony on 
behalf of CCC,. and. Marll Henwood of Henwood Eller;::r Services, Inc., 
CHESI) presented tes;lmony on behalf of SF/fJ/IEP,. 
Background Int2rmat~2D 

paymento/'to QFs for power generated is. based on PG~E's 
avoided ener9Y costs which will determine the IE:R: in this 
proceeding. I ., 

The value ot QF power is equal t~ thentility's avoided 
costs, i.e. de costs of the resources. that the utility would have 

I .. 
relied upon jbut for the power provided by QFs. Becauseco:mpeting: 
resources have a range of costs,. the' unc1erlyingA,ssumptions 

f ' 
coneerning the balance of loads and resources ha,ve a' critical 

.' 
impact on the determination otthe value of QF );:lOwer. In this 

/ 
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oil sale losses and gains. The ratemaking/accounting issues will 
be addressed in a separate decision. The difference in f~l oil 
inventory volumes is addressed here. / 

PG&E has recommended a forecast oil inventory volume of 6 
million barrels; the PSO recommonds 5.65 million ~els. The 
difference is entirely due to different assumpti6'ns by PG&E and, PSO 
regarding the time needed to resupply fuel 0111.' PSO proposes to 
use 60 days; PG&E contends that 90 days sho~{d be used. The 30-day 
difference between PG&E and PSO translatesl'into the need for an 
additional 350,000 bar.~els of oil to prot'ect reliability of service 
under possible adverse conditions. ;I' 

PG&E points out that the ;esupply time assumption i$ 
primarily of concern d1Jring the wiJtter months. It is during those. 
months that fuel oil supply requ~ements peak and the utility could '. 
incur unplanned extraordinary ¥el oil burns. If those winter 
burns occurred, the utility ~~ldneed to obtain additional oil ' 
supplies in time to meet sUbSequent winter months' reliability 
needs since adverse con,~it.ons in these later months could require 
further oil burns~ Ther ore, the oil resupply tilDe' assumption " 
must be viewed in terms of wlnter·period conditions.· 

Further, PG&£ states that the resupply time assumption 
must also be based 0/ the time needed to secure • 5%sultllr oil 
since that is the t~ of oil PG&E must use in all its steam plants 
except HUmbold~~ Kern. According' to PG&E, this particular 
sulfur specifica ion plays an important role in limiting' likely 
sources for fue oil and determining the tilDe needed to resupply 
PG&E's oil in~ntory. 

PSrJ states that its 60-day lead. time'recommendation steu 
/ 

from numer~u5 factors. 
la%tic:u:larly, PG&E notes that in response to: a PSD (lata 

request'/PG&E,replied as follows: • 
I "'The' Company's. only ISFO cargo purchase since 

/ 

deliveries under the Chevron contract were 
d.iscontinued in April 1982 was,tlle spot 
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increase of $210.2 million, it should receivo an AER incrcasc of 
$S.8 million. 

FUrther, PG&E stated that it proposed to foreso, its 
August 1, 1987 ECAC adjustment because of the uncertain~s 
affecting the gas rate for electric utilities in the COmmission's 
gas OII/OIR proceeding. According to PG&:E, depenc1in( on the 
Commission's final decision on the gas rate issues!, there can be 
large swings in the needed revenue requiremont/ PG&E Delieves that ' ' 

the qreat uncertainty created by these matte:J;S warrants foregoing 
/ 

any ECAC revenue requirement change at present. 
/ 

As discussed previously, we co~luded that there should 
De no change in the present 91/9% ECAC~ split for forecasted: 
energy expense. Having decidec1 this;Pivotal issue, we now turn to. 
the ratemaking treatment tor the ECAC/AER/ERAM components. 

~ 
I 

We note that the Au t 1, 198-7 ECAC adjustment that I PG&E 
wishes to foreso is estima:ted at $56-.4 million (Appendix B). We 

,I , , I 

conclude that a revenue sbo fall of this maqnitude can be 

accommodated in the ECAC b{lancing account '!Tithout causing severe 
I ' 

future rate shock. ACC~din9'lY, we agree t~> PG&E's proposal to 
forego. this ECAC adjustment.. The resultinS: unclercollection will De 

carriec1 in the ECA7b /lanc1nq account for alllortization in the next ", 
ECAC proceed ins • , ' , ' 

bEE ' .' , , 
The adopted AER revenue increase amounts to$3.~ million 

on an annualize' 'basis. It equates to a uniform increase of O.OO5¢: 
I . '. 

per kWh (Appendix Eo). 
I ' : 

We ronClude that a rate change ofi, O. 005¢ per kWh d.oes not· 
justify the/administrative burden involved in changing rates. PC&E]: 
should cart!' this amount, in its ECACbalancing account tor later,' ,:. 
inclusi0o/ in rates :at, the same .time as its 1988 attrition rate '., ',:i 

change tariff tiling •. - 'rhi.amount should be a4juste4to. reflect 
I ", ' 

the et~ctive date ,of this decision and' be' accounted for on a 

/ 
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uniform O.005¢ per kWh basis. Accordingly~ this AER increase will 
not be ref~ed in rates at this time. ~ 

with regard to PG&E's requested ERAM inereaj/of $210.2 
million, PSO's auditor, having audited PG&E's accounts, takes no, 
exception to this amount.. She states that the amo-Gnt requested is 

/ 
primarily a result of the difference between forecasted and 
recorded kWh sales.. Specifically, sales wer/forecasted to be 72'.l 

/ 
billion ~h as compared to' actual sales 0;161.7 billion kWh for the 
record period. This represented a 17% dttference between recorded 
and fore~,sted sales.. As a result, th..~ ERAK balancinq account " 
reflected an u:ndercollection: (p. 3-Y Exhibit 8:). : 

We will adopt the $210.2~illion ~' increase as 
reasonable; however, since PG&E will shortly be filing a request 
for an Attrition Increase/Oecr~se for 1988, and since we wish to 
avoid multiple rate Chanqi4s' e will def,er inclusi~n of the ERAM 
increase in rates at this e. We miqht mention that PG&E will 

, I 

not be "out-of-pocket'" &1 ce,. unlike the An, E:RAK ihas a balancinq: 
I , 

account which accrues interest.. Accordingly,. PG&E \may include the 
$210.2 million, ERAM amcfunt in rates: at· the time' it files its 1985 
attrition rate chang'/' , :', 
findings 0: Fez I 'I 

1.. For purposes ofthi& ECAC/Jt.2.R forecast period which .ends, 
I , " July 31, 1988,,~ere will be no· generation from Ra~cho. Seco. 

2. For J?6,rposes of this ECAC/AER: forecast period,. D1ablo 
Canyon Units t And Z will achieve' a 7St. operating cycle capacity 
factor. / . • 

3. ~r purposes of calculating the IER, theUEG gas,' rate 
stipulatio~, Exhibit lO adjusted to reflect the underlyinq 
vOlUllletrie change, should be used w1~~< the methodology in PG&E's 
Exhibit/3" poo 3-, Table 1, case 2. , , , 

, A ..Large thermal QF Projects Nos.. 15-':,16,.24,. and 25 will 
prov!c"e zeroqenerat:l.on during the forecast period. 

I ' ' '. 

j .. . ... 
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/ 
5. A 50/50% split should be used t~ allocate energy 

delivered Qy QFs less than 1 MW in size for purposes of this 
proceeding. 

6-. There should be no change to the present 91/9% ECAC/AER 
split. / 

7. A 60-day lead time to estimate the reliability 
requirement of PG&E's fuel oil supply is reasonable. 

8. There are certain inconsistencies i~the use of 
definitions by the parties in estimating re~lting capacity factors 
of nuclear power plants. There is a needlfor consistency in this 
area to avoid waste of hearinq time.. / 

9. For this forecast periocl, }G&E is entitled. to­
ECAC/AER/ERAM revenue increases on~ annualized basis of $5&.4 
million, $3.5 million, and $210.~million, respectively. 
Conclysions of LAw 

1. For PG&E's 1, 1987 to July 31, 
J.988, the resource forecast acloptecl should be ~s. set forth in this 
decision. 

i 

2. The adopted ECAC/ AER/DAK revenue increa:;.es for PG&E 
/ . ,. 

should be deferred fr~ inclusion in rat~s at this. time.PG&E may: 
file tariff sheets for inclu$ion of the AER/~ amounts in rates' 

/ I 

at the time it files. its 1~88 attrition rate eh.anql~. The ECAC 
amount should be ;rnclUded in PG&E's next iECAC proc4aedinq. . '. 

3. The adopted resource forecast should :be 1Che basis for the 
production costfmodelinq in .Phase 2 wher~ we will determine PG&E's 

I. . ;. . ' 
avoided cos~. d IER for power delivered'fto- PG&E from QFs. 

4. I order to avoid waste of hearing time ~ri.th reqard to' 
definition related to. nuclear power'pla:rit operation forecasts, E&C· 

I .' . I' 
should i~ue a set of adopted definitions for .use in future'ECAC 

p7~qs . 
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Q..EPER 

IT IS ORDERED that: 
:-..... 

1. ic Gas and Electric Company (PG&E;; , the adopted 
resource for the period AUCJUst 1, 1987 tolJUly ~1, 198-S is 
as set forth in a ~ 

2. PG&E is tled·to revenue increases related to its 
Energy cost Adjustment (ECAC), Ann~d Enerqy Rate CAlm), and/" 
Electric Revenue Adju Mechanism (~), as set ,forth in thi~ 
opinion. However, these shall be reflected in rate~ 
at this time. ~ 

3. PG&E is authorized to at 
the time it tiles its 1968 attri 
rates the 'A'ER'.IERA..~ revenue 
The revised tariff schedules J;N,I.,........ """''II'"'' 

This order i~ effe~ive today. 
Dated . NOV: 1 31Qs.7 ' at 

,/ 
! 

I ", 
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9. For this forecast period, PG&E is entitl~d to 
ECAC/AER/ERAM revenue increases on an annualized basis of 
million, $3.5 million, and $210.2 million, respectively. 
conelusions of Law 

1.. For PG&E's ECAC/AER period. August 1, 1987 to 
1988, the resource forecast adopt4ad should be 
deeision. 

ncrBas,es. for PG&E 2.. The adopted ECACl'AERfEftl-M, revenue 
should be deferred from inclusion in rates at PG&E lIl..a.y 
file tariff sheets for inelusion of the in rates 
at the time it files its 1988 attrition The ECAC 
amount should :be' included in PG&E"s next pr~eedin9' ... 

3. The adopted resource forecast ,:be the basis tor the 
I 

production ,cost m.odeling in Pha.se2" wll,ere WO' will .. deter.m.ine PG&E's 
avoided cost andlER for power del to-PG&E from QFs. 

4. 'rhe adopted revenue equl.r.temen't, which ineludes an 
estimate of geothennal steam cost, 
determination of the respeetive 

not a Commission 
andobliqations of PG&E or 
tor the Geysers.. Union under their steam sales ~pn~~a,~ 

S. In order to- avoid W~I":.T'A of hearing" time' with regard to 
power plant operation forecasts,E&C' 

should issue a set of aC1c:)p,~e<1 definitions for use in future ECAC 
proceeding'S. 

ORPER' 

IT IS ORlDEitEo that: 
1. Gas and Electric Company (PG&E)·, the adopted 

resource . the period. Auqust 1,.' 1987 to July 3.1, 1988 is~' 

as set forth in ~ppen~1X B. 

, '" 

'i' ' 
'" " 


