
•• 

• 

• 

AI:J/AVG/fs Item S 

1988 (70 ~ ",0 n '""'It; r;\ n 
Decision 88 03 OZ2 MAR 09 UUL~u~Uu\JiAilb 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALlFORNXA 

In the Matter of the Application of ) 
SOUTHERN CALIFORNIA EDISON COMPANY ) 
(U 338-E) for Authority to Increase ) 
Rates Charged for Electric Service ) 
to Recover the Costs of owning~ ) 
operating, and Maintaining Palo Verde) 
Nuclear Generating Station ) 
Unit No.3. ) 

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

Application'87-08-054 
(Filed Auqust.28, 19S7) 

Stephen E, Pickett~Attorney at Law, for 
Southern california Edison Company, 
a~Plicant. ' ' , 

Kern t p;.' IDm1~z, Attorney at Law, for 
Pacific Gas Md',Electric Company; 
Becky Jehorek, tor Independent Power 
Corporation~andEdward punpan, for 
Consumers Coalition o~ california~ 
interested parties. 

Thomas Corr, Attorney at Law, :tor the 
Division of Ratepayer Advocates • 

Opt X'X ON' 

supary of' Decision' 
We authorize Southern california Edison Company (Edison) 

to increase its rates tor electric serviceto'recover the cost· of 
" , 

owning, operating, and maintaining Palo Verde Nuclear Generating, 
Station UnitNo~ 3 (Palo Verde 3).. ' 
History of Proceeding, 

On- August2-S,::, 1.987, , Edison :tiled Application 
(A.) 8-7-08-054 :tor authority to: increase',rates charged for: electric: -
service to recover its share of the costs of owning" operating,,. ,and:" 
maintaining Palo' Verde 3. Commencing' ,on thecom:mercial operating' 
date (COD) of Palo, verd~ 3:, _ Ed'ison requests the recovery -of the' -
investment related costs in accordance with the stipulated . . . . 

ratemaking treatment, adopted for Palo- Verde J,;"and 2' in Decision 

" '~'. 

", . 
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(0.) 86-10-023. Edison also requests recovery of the revenue 
requirem~nt for Palo Verde 3 noninvestment-related costs and 
nuclear decommissioninq costs adopted in Edison's 1988 general rate 
case (A.86-12-047) and in Order Instituting Investigation 86 
(011 86) proceedings respectively. In additi.onEdison requests 
recovery of the revenue requirement associated with Palo Verde 3 
nuclear fuel inventory. 

Palo Verde 3 achieved commercial operation on January 20,: 
. II' 

1988. By a letter dated February 19, 1988, the Commission Advisory' 
and Compliance Division CCACO) has' certified that. Palo Verde 3 met ..... ' . 
the COD criteria effective· January 20,· 1988'. . 

PUblic participation and' evidentiary hearings were held 
before Administrative Law JudqeGarde·on Jal'luarY- 7,. 1988-. At the '" 
hearings, Edison stipulated to the Division. of Ratepayer AdvOeates' 
(ORA) ratemaking. recommendations for Palo Verde 3.. No other' party 
opposed the stipulation~ 

.' . 
Reasonable Level ot InyestlleDt in Palo verde 3: 

The stipulat,ion adopted' in' O .. 86-10~02J. establishes the 
reasonableness of .Edison's share of .. Palq.·Verde invest:ment on the. 
Dasis of the reasonableness of Edison's inv~stment.inSanono:fre 
Nuclear Generating station t1nitsNo~~' 2- arid, 3, (SONGS) .. ' . 

. ., '. 

Speci:fieally, the level. of plant investment for each Palo Verde 
unit,. to be adopted for californiajurisdie:tional rataakinq 
purposes is equal to reC:orded,:pl~nt.investment incurred prior ~O: 

. ~ ,. ,. 

Ja.."'luary 1, 1988~. or the unit's ,COD',. whichever is later, less the· 
Palo Verde Adjustment Factor.' (WAF)... The' PVAF is a proportionate 
amount of disallowance based on the disallowance of: . plant, . 
investment adopted tor SONGS.. The PVAF is calculated. D~ the" 

tollowinq formula: 
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PVAF - PVINV x (0.19333 X (SOIS/$1,539 million») x JAF; 

Where: 

PVAF - Downward adjustment for california 
jurisdictional ratemaking purposes to Edison's 
recorded ',Palo Verde investment;, 

PVlNV - Edison's recorded dollar amount of Palo Verde 
investment up to· a limit of $1,750 million; 

SOlS - Edison's share, on a total system basis,. of'1J:!J.y , 
disallowance of SONGS investment resulting !rom 
the SONGS reasonableness review; and· 

J'A:F - The most recently adopted retail jurisdictional 
factor. 

fb,ase=in Procedure 
The stipulation also provides '. for a rate· phase-in 

procedure which dete~s .investment-related revenue requirement tor· 
each Palo· Verde unit from current rate recovery based on the 
following schedule: 

a. $80 million .inthe first year after each 
unit's CODi 

b. $60 million in the second year: 
. . 

c.. $40 million in the third. year; . ana-

d. $20 million in the fourth year. 

The deterred" investment-related' revenue requirement for 
each Palo Verde unit will be recovered subsequently during the 
fifth through tenth years following the unit,'s coo. 
"orvet omoe:Lt3 FActor 

Tbe stipulation also includes a Target capacity Factor 
(TC!") procodure similar to that adoptod, tor SONes. t>.8~10-02"3 

authorized revisions·to the Nuclear'Unit Incentive Proced.ure 
contained in Part G of the Preliminary ,Statement of. Edison,'s. ' 

, . ",' 

,,, 

tariffs to ,include Palo Verde 1, iand 3: commencing on. each unit's"' . 
• " U \ • I 

COD. Accordingly,. Edison's tariffs should be modit'ied to- include 
an incentive procedure for Palo. Verde 3.' 
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~percial Oper:ating Date CX;iteria 

Verde 3: 
0.86-10-023 adopted the following COO criteria for Palo 

A. Completion o~ ~11 NRc-required initial 
start-up tc~ting at full power levcl~ 

b. Completion of 100 continuous hours of 
operation at full power level during or 
after the NRC-required initial start-up 
testing at the full power level:: and 

c. Return to full power level after any outage 
resultin9 from, .or causally' related to·, the 
NRc-requ~red initial start-up testing. 

0.8-6-l0-023 also adopted'proceduresfor determining' 
Whether Palo Verde· b~s met the COO criteria and, implementing rates 
for Palo Verde 3 .. ,Edison requests tbat,Orderinq,Paragraph 6 in. 
0.86-10-023, which implements rates for Palo,Verde 3:, be modified' ' 
to correct a timing problem· relative to the effective date o!rate" 
rel'ief.. Ordering Paragraph No.: 6 states that:, . 

, ' 

*Tariffs for Palo Verde Units Nos~ Z and 3· shall 
be!iled,,10 days, after the Executive' Director's 
aecel?tance of the' ,units, meeting the' . 
Comm~ssion's'CoO criteria to be effective :five 
days after filing ... * 

, .;,.' ' 

:tn accordance with the procedures.adopted: in 0.8:6-10-023, 
the CACt), (formerly the Evaluation and compiianceDivision), has up':' , 
to 3-0 days after Edi~o~ files its affidavit.showing that the COO" 
criteria for Palo Verde 3- have been met toeertify that the uni~ 
has met the COD criteria anciinform.' the ExecUtive Director. Given, 
the tariff filing and effective date pro:visions in· the- ordering 
paragraph, Edison' is exposed to- a.' loss ot recovery tor up to4S 
days. 

DRA,believes that Edison . should 'be ,allowed recovery of . 
the, revenue require~ents tor 'Palo-Verde'3 ef:t~ctive on the' COD'of 
that . unit .. · Therefore,. DRA.reco~ends' that' Edison. be auth~rizedto' 
file' tarifts which, 'retlect~ Palo-. :verde .3;. in rates pursuant to- a ' 
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de~ision in this application, effective for service rendered after 
the unit's COO: and that these rates be subject to refund until the 
EXecutive Director has notified the Commission and Edison that Palo 
Verde 3 has met the COO criteria. According to ORA, Edison should 
file with its tariff an affiaavit showing that the COD criteria for" 
Palo Verde 3- have been met. At the same t~e, CACD should provide 
a preliminary verification th4t the COO criteria have been met. 
The procedure for final certification of commercial operation for 
Palo verde 3 should. be consistent with the procedures followed for,: 
Pal~ Verde 1 ana 2. 

By Resolution E-3077 (E-3-077)., Clated January 19, 1988, 
the Commission authorized Edison to revise its. rates effe~ive on , 
the COD of Palo Verde 3. Therefore, this timing problem reqardinq': 
the effe~ive date of the rate relief has been solved and need not: 
be considered in this order. 
Results of operatiOn 

ORA calculated the reasonableness: level of plant 
investment in accordance withD~86-10~023." The level of plant 
investment refle~s (1) Edison's »est' estimate of the recorded 
plant investment costs proj':ected for a COO of March ,.l, 1988; 
(2) the PVA:Fcaleulated usinq. Edison's. share of disallowance ,of 
$198.6 million for SONGS adopted in 0.87-07-097; and (3-) the' 

, . . 

juriadictionalallocat'ion facto,r for Palo- :Verde 3- of 97.0S2%. 

I 

'The ORA. proposed CPOC j urisdi~ional revenue requ.irement" 
for Palo verde 3 is contained in 'l'ableA'~ . A~cording to ORA, the 
annualized amount of $111,8:6S,000.consists of the revenue 
requirement for: (1) investment related expenses; (2) non
investment expenses; and (3) nuclear decommissioning expenses. The', 
weighted' average rate base is for the reasonable 'level of plant, .~ I 

investment determined in accordan~e with the 'procedure discussed ' 
above. The noninvestme';'t expenses include $11,.467,000 for 
operation and maintenance expenses;- $1,8:92",000 fo'r administrative .. 
and qen~ral expens~s; and $42S.,000tor' payroll taxes which were '.'.' 

- 5 -
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adopted for Palo Verde 3 in 0.87-12-066 in Edison's general rate 
case. The amount of j uriscUctional nuclear decommissioning expense 
of $5,995,000 is the amount adopted in 0.87-11-023 in OIl 86. The . 
revenue requirement computation reflects the test year 1988 rate of 
return and other revenue requirement factors adopted in 
D.87-12-066.o 

DRA recommends that Edison be authorized to increase its 
base rates kly $31,106,000 (after adjustments for franchise tees and, 
uncollectibles) on an annual klasis commencing on the COO of Palo 
Verde 3. This level reflects the deferral of $80,000,000 
investment-related revenue requirement in, accordance- wi tb" 

0.86-10-023. 
Edison requests authorization to. modify its Palo Verde " . 

phase-in procedure tariff to- reflect the' change of ,nuclear. ;'," 
decommissioning expense from· an·:tnvestment-related cost to. a , 
noninvestment-relatedexpense. No party opposeci Eci:i.son's. request •• 

D .. 87-05-062 in. OIl 86elim.inated ciecommissioning'expense) 
as a component of depreciation, and; orcierecl, that the decommiss'ioDing: 
expenses ):Ie collectecl and deposited in an external fund' thus: 'making 
decom:m.issioning expenses noninvestment related. O.86-1.2~066· in 
Edison's 1985 general rate case treated the decommissioning 
expenses for Edison's other nuclear units asnoninvestment related;'; .' 
Accordingly, we will treat the decommissioning expenses f'or Pale" 
Verde 3as noninvestment related •. 

0.87-12-066 orders Edison to address the issue of nuclear 
fuel inventory. costs in its Energy C~st Adj.ustment Clause 
preeeeclings.. Therefore·,. we will not consider Edison's request ,tor:'. 
recovery of costs. associated with nuclear fuel inventory tor ,Palo ... ·, 
Verde 3 • 

- &.~, 
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Line 
No .. 

1 

7 

a 
9 
10 
11 

12 

13 

14 

lS 

.. .. 

TABLE A 

SOOTHERN CALIFORNIA EDISON COMPA.~ 

PALO VERDE NOCLEAR GZ~~TING STATION ONIT 3 

SUMMARY OF EARNINGS 

EDISON SaME". 

(Thousands of Dollars) 

: Desc=iption total 1/ : 

To~al Revenue Requ~=emen~ 

Ope:ating Ex?enses 
Oee:a~1Qn & Ma~ntenance 
Aeminist=ative & G<ene:al 
P'ay:ol1Taxes . 
O'ncollec-:il;les 
F:-anch'::'s~ .Requ~=emen,:s.. 

Sub:o:a1 C198':8" Do11a:.-s, 

Depreciatio·n 
Nuclear Decozmnissioning 
Ad Valorem Taxes 
Income Taxes. 

'rotal Ope=ating. ~nses. 

Net Operating, Income 

Rate' Base 

Rate of Retllrn 

: 

$lll,8&8 

ll,,407 
1,892' 

425-
229 
8:'7 

-~ .. -.. ----~ .... 
l4,,840 

13,394: 
5,995-
2,.55.7 

2'4,559 
----------" 

61,.4'4"5, 

50,423-

469,02,8 

10·~ 75,% 

1/ CPUC Jurisdiction 

• 
- 7,·-

. , 
I ~ 

, r 

' .. \ ., 
.; 'I. 

, . ,. 
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TABLE B 
SOUiM:~N CAL!FORN!A :D!SON COMPANY 

PRCPCS=Q !NC~:";SE TO 8ASi: RATE L~'JEL.S FOR PALO VE~D: UN!i 3 
BAS.e:: ON fH~ CALtFORNIA JUR:SOIc7!ONAL REVENuE Rg.JU!RE~g~H 

: Amoul"!"; . Sa,1es : . Rei ';e I· ... . Nc. D~s=:-~:!,:fon (sOOO, ~G~I':)' (C/(Wh} : 
", (:) (2) 

• 

• 

(3) 

1. Too:a1 :s~~,i:a-:ec ~eve:'lue· 
Z. Re~u~:-e!':le~o: 11 1!.!.8SZ 
.. Le:z:. Ur.::1ie~-:~b1es 1/ '2:;:g. ,). 

4. ~:-a.::::'~. se re~s ~/. a-" ~, 

5. SI.!:o:oo:a.i llO .. S:Z 

6. Less: ... Yea:- ~ef'e:-:"a i 0 ,2/. ~~"$: '-7. Paic Ve:o-:e Un~,; 3 R.'evenue 
8. R '. e:u~,~~~e~~ 8e.oce 
9. No~-:Je'fe:-':'"ee :1.eve:':l.le Ree;uire::le:-:": 30.3:Z 

10. Ir.::-ease For r:-a.r:::' i.se Fe~s: a.:'lC· 
l:!.. Ur:eQ·1 i e'!':~b:j e ·A::c\;:-::.s a.'t .9~~ ZS~ 

12. Tco:ai Es-:ir...a':ec'Ncr.-Oeferrec 
l~ .. Revenue Re~l.liremen't 31.106: 

14. Annua.lizee !Saa Saj,es JI 6':.500.5 

15. F:"oposea In::-ease 'to Sase Ra':e 
16. . L~veis,' .O:.a -

11 From Tabie A. 
2/ Deferral of investment-related revenue requirement only • 
3/ Adopted in D ... 87-12-060, . (Edison's Test Year '1988 General 
- RAte Case). . . 

','r~ :'< 

, ".' 
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Since the annualized revenue requirement is based on the 
estimated plant investment for a projected. COO of March 1, 1988-, 
ORA recommends that the revenue requirement be recalculated to 
reflect the actual recorded plant investment incurred up to the 
actual COD of Palo Verde 3. Accordingly, Edison should file an 
advice letter to inform the Commission regarding the actual 
recorded. plant investment incurred, up to the actual COD of Palo 
Verde 3. The advice letter should also request any change in' rates': ' 
required as a ';esult of the actual plant investlnent being different:: 
than the estimated plant investment. 
Rate Design 

Edison requests that the rate levels ultilnately adoptee! 
for Palo Verde be based on the rate design adopted. in: Ed.ison's< 
general rate case A.86-12-047., O.87-1Z-0~' in A.86-1Z-047 provid.es 

, , ' 

that rate adj ustments of less' than 1%, occurring between general 
rate cases be implemented on an equal cents per, kilowatt-hour (kWh) " 

, ' 

basis., For Palo-, Verde, 3 ,the,f:trs:tyear revenue'increase is 
I'" 

$31,.l.06,OOO. This amount reflects the first-year deferraJ.of 
investment-related, revenue, requ'ir~ent of ,$SO, 000,000 (and, 
associated franchise fees and uncollect~les) in 'accordance ,with 
the adopted phase-in procedure. Edison"s current level of revenues 
is approximately $5-.35- billion.. The ORA recommended',rate 'increase, 
of,,$31,106-,OOO will result in a'rate change of approximately O':6%~ 

",', 

Since this rate chanqe is less than, 1t,the increase should be 

allocated. on an equal cents per kWh basis .. 
BAte Change 

Based on the ORA recommended ,revenue requirement tor Pal.o,', 
Verde 3-, Edison prepared Table B, to show an increase to its 

, '< • 

Authorized Level of Base, Rate Revenue under the'EleCtric Revenue' 
Adjustlnent Mechanism (ERAM).'Of'$3·1,.~06.-;OOO' aIld,.anixlereaSe in its' 
base rate levels of 0 .. 04'S¢/kWh. ORA stipulat~dtoEdison"s 
computation of the rate 'increase of·O .. 04S¢/kWh • 

- 9 
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Resolution £-3077 authorized Edison to increase its 
Authorized Level of Base Rate Revenue under the ERAM by $19,967,000 
and to increase its base rate levels by 0.031¢/kWK to eover 
noninvestment and decommissioning expenses. Therefore, Edison 
should now be authorized to· increase its Authorized Lavel of Base 
Rate Revenue under the £RAM by $11,139,000 ($31,106,000 less 
$19,967,000) and to increase its base rate levels by 0.017¢/kWh 
(0.048 ¢/kWh less 0.031¢/~ effective for service rendered on and 
after the date Edison tiles its tariffs implementing- this decision .. 

TrAnsitignal ~ 
ResolutionE-3077 also. authorized Edison to. record in its 

Major Additions Adjustment Clause ~C) balancing account the 
revenue requirement associated: with tbereasonable level of Palo' 
Verde ~ investment determined in accordance with the procedure, 
adopted in 0.86-10-023. This treatment is effeet.ively the same as. . 
the treatment authorized for Palo- Verde 1 and 2 ~' 

Therefore, we' need to;adopt.a procedUre to transfer 
recovery of the revenue"req\1irement associated with Palo Verde 3-

investment from. MAAC balancing account to base rates. Accordingly, 
on the ettective date of the taritfs-ad.opted. in this decision, we'" 
will require Edison .to take the ,following steps: 

1. Transfer· the balance': in the MAAC balancing 
account related to Palo VerCla3 investlnent 
to the ERAM balancing account. 

2. Increase 1>4se- rate levels. and the 
authorized base rate revenue amQunt under 
the ERAM to·. fully' re'flect the non-cteterred 
investment related revenue re~irement tor 
Palo Verde 3.' ' 

3. Modity the MAAC taritf to exclude Palo 
Verde 3 • 

- 10-
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C9pcnt:wm the Pro.P.:2,Sed Decision 
Edison has tiled comments on the }J.J's proposed decision. 

Most of the comments suggest minor editorial moditications to 
clarify certain issues, and have been adopted. 

The only significant issue raised by Edison deals with 
the treatment of the nuclear decommissioning expenses. Edison had 
requested the modification of its Palo Verde phase-in tariff to 
reflect the change in nuclear decommissioning expense from an 
investment-related cost to a noninvestment expense. The }J.J's 
proposed decision did not addresss this issue. Edison's requested: 
modification is appropriate for reasons stated on page 6. and is 
adopted. 
Findings ot Pa£\{ 

.' ' 

'l' " 

1. Edison requests au~ority to increase its rates t~ 
recover its share'ot the costs of owning, operating, and :, ' 
maintaining Palo Verde 3. 

2. Edison request$,recovery of ' the investment, related costs 
in accordance, with the stipulated ,ratemakinq treatment adopted in 
D.S;6-:L0-023 for Palo Verde 1·, Z,. arid 3. /' 

3. Edison requests recovery of 'revenue requirement for 
noninvestment-related expenses and nuclear decommissioning costs 
for Palo Verde 3 adopted in A.86-12-047 and OIl 86 respeCtively~, 

4. Edison has stipulated' to' the ratemaking reconunendations' •• " . 
made by ORA. .' 

50. ORA. reeonunends that Edison be authorized to· recover in, ,. 
rates an annualized revenue· requirement of $31,106,000.' 

6. The levelo! plant investment, reflected in the results of· 
operations recommended by the ORA. assumes, a COO.' of ~ch 1" 1938. 

7. COO criteria for Pal~Verde 3 have ,been adopted in 
0.8:6-10-023. 

8: .. Palo Verde 3- achieved: conunercialoperation 
1988:, as verified by the CACO on February 19,1988 • 

- 11 -
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9. The actual investment for Palo Verde 3 may be different 
than the estimated investment based on a COO of March 1, 1988. . 

10. ORA's recommended rate increase for investment related 
costs is consistent with the ratemaking treatment adopted in 
0.86-10-023. 

11. ORA's recommended rate increases £or non investment-
related expenses and nuclear decommissioning costs are consistent 
with the revenue requirements adopted in' 0.37-12-066- in 
(A.86-12-047) and 0.81-11-023 (in OIl 8:6) respectively .. 

12. Edison requests that ,the rate,iDerease for Palo Verde 3 

be based on the rate desiqn adopted 'in 'Edison's general rate ease 
A.86-12-047. 

13. D.~7-12-066 in Edison's 1988 general rate case provides 
that rate adjustments of less ,than l%. occurrin9 between 9eneral 
rate cases be implemented ,on 'an equal cents per' kWh basis-

14.. ORA's recommended. rate increase" for, Palo Verde3:will 
result in a rate change of approrlmately 0.6%' • 

.. ,," 

lS. DRA's recommended. rate increase for, Pale> Verde 3 will 
result in an increase to 'Ed.ison'sAuthor1zed Level of: Ba~Rate,', I; , 

• • • : ,.. > i ~ I :. i' 

Revenue under the ERAM of $31,,105,000" and· an increase' of .. 0.048¢/kWh ',". 
. " . " ..... 

in Edison's base ,rate, levels. ;' 
16. Resolu'tion'E-3077 authorized Edison to: increase its ,," :1 

Authorized Level of Base' Rate, Revenue under· the' ERAKby. $19,9~7 ,.000,:, 
. and to increase its base· rate levels by 0.031¢/kWh to c~ver . ": 
noninvestment and decommissioning' expenses effective for, se:z::Vice 

rendered on and after the, unit's COD ... , 
17. The, Commission' has 'authorized MAAC ,balancing 'account 

treatment for revenue requirements a.ssociated with the . reasonable 
level. of Palo· Verde 3 investment ... 
~Delus1oDS or Jay· 

EC1!S. on Sh.OUlc1 be au~orized. to 1nereas~ its AU. thorized •. : ••. \ ..... , 
Level of Bas.e Rate.' Revenue under .. the ERAK, by $13:,.139,.000·, inerease-,: i 

. ',' ' ',' I. 

its base rate levels by 0.011¢lkWh, and· modify its. Palo Verde .' .'.,;:" 

1 .. 

- 12 -
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Phase-In Procedure tariff as it requested~ effeetive for service 
rendered on and after the date tariffs are filed implementing' this 
decision. 

2. Edison should be required to, file an advice letter 
settinq forth the revenue requirement and rates associated with 
plant investment to reflect the actual COD. 

3. The rate increase should be SUbject to, refund until 
rates have Deen revised to reflect plant investment as o,f the 
actual COO and to amortize any ,under or over collection of rates 
subject to refund. 

/' " 

, ' 

'" '" 

4. The rate recovery for Palo Verde ~'should be transferred , 
from the MAAC balancing account, to base rates on' the effective date 
of the tariffs adopted' in this' decision. 

ORPER 

IT xs. ORDERED that:. 
1. Southern ,California Edison Company' eMison) is authorized Ii" 

to filo tariffato' :i.ncroaaoi to Authorizod. Level Of Base Rate ·1" ", 

Revenue unc!er the ERAM, by $11,1~9,000, increase its base rate ",:., " 
levels by O.017¢/kWh, and lDoaify the- Palo' Verde Phase-In Procedure 
tariff as it requested.' These tariffs shall, be in accordance with, 
the phase-in procedure adopted in D.86~,10';"OZ3-. 

2'. These tariffs shall be filed- within 10, days after the 
effective date of this o:rde:r and will include a'workpaper 
demonstrating compliance with baseline laws tor residential rates,. 

, . ," 

The resul tinq ,rate ehanqes shall be effeetive tor service rendered' 
on and after the' date, SUch tariffs' are, filed-. 

3. The rate increase authorized:ln this' order 'shall be ' 

subject to refund until the" rates requested', in the advice letter,.' 
to be filed to: reflect actual plant investment as of the actual 
COD, have become effective • 

- l3- I"" 
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4. On the effective date of the tariffs adopted in this 
decision, Edison shall: 

a. Transter the balance in the MAAC balancing 
account related t~ Palo Verde 3- investment 
to the ERAM balancing account. 

~. Increase base rate levels and the 
authorized base rate revenue amount under 
the ERAM to tully retlect the non-deterred 
investment related. revenue requirement tor 
Palo· Verde 3. 

c.. Modity the MAAC 'uri!t to exclude Palo 
Verde 3. 

This order isettective today. 
}' .J" 

\'i" 

Dated MAR Q 9 1988 , at San Francisco,. calitornia. 

sr A.L'\l!.EY W. HUU:l"T. ", ", '. 
PresKient,- .. 

DONALD.VIAL .. ' ..... . 
. . FREDERICK R. DUDA:·; ....... :~. 

C. MlTCHELL·'WlIX,.· . 
JOHN a OH:A.NIA..'!.·..· .. 

. Co~.: 

II .. 

" " .,' \ ',,~ 

- 14 -. 



• 

• 

• 

A1.:J/AVG/fs 

oecision // 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF~CALIFORNIA 

In the Matter of the Application of ) L 
SOUTHERN CALIFORNIA EDISON COMPANY ) 
(U 338-E) for Authority to Increase ) 
Rates Charged for Electric Service) Appl'cation 87-08-054 
to, Recover the Costs of Owning, ) (Filed August 28,1987) 
operating, and Maintaining Palo, Verde) 
NUclear Generating Station ) 
Unit NO.3. ) 

---------------------------------) 
SteMen E. Pickett, Atto ey at Law, for 

Southern California dison Company, 
a~licant., = ' ' 

KeD1Lt £. Kubitz, Att ey at Law, tor 
Pacific Gas andE atric Company; 
Becky Jeho~k, ~ Independent Power 
Corporation; an ' .ts1Ward' Dun0n, for 
Consumers Coali ion of California, 
interested parbies. . I .' , ~ 

Iboma§, ~Qrr, Att0ir!ey at taw" for the 
Division of ~tepayerAdvocates. 

oix XX OK .. 

J • - • 

/ 
We authorize Sou.them california ,Edison Company (Edison), 

to. increase its, rates. tori electric service'to', recover the cost of' 
owning, operating, and maintaining Palo- Verde NUclear Generating .' ' ; , ' '. ' 

Station Unit No. 3 (palo. Verde 3) .. ' 

History ot E;rocee.(ling I ' 

t, • \ 

On August 2/' 1987, Edison tiled' Application' 
CA.) '87~08-054 foraubority to" increase rates charged for electric" ,,' 

( " ' , ". 

service to ,recover i"ts share of the costs of owning" operating,. and, 
" ( , , '", ' "'" , 

maintaining Palo Verde '3.' commencing-on ,the c01'lUl1erciaJ. operating' !, 
. '. i' . ',' > 

date (COO) of' Palo Verde, 3, , Edison, requests: the recovery of the 
investment related costs in'accordancew!th'the'stipulated 
ratemaking treatment adopted -for Palo Verde 1· and 'z in oec1.s.ion' '. 

. . .', 

- 1 -

-,-I,. 
" 

::' 
I.'· 



•• 

• 

• 

A~87-0e-OS4 ALJ/AVG/!s 

(D~) 86-10-023~ Edison also requests recovery of the revenue 
requirement for Palo Verde ~ noninvestment-re1ated costs an~ 
nuclear decommissioning costs adopted in Edison's 1988 ge~ral rate 
case (A~86-12-047) and in Order Instituting Investigation 86 
(011 86) proceedings respectively. In addition Edison;lrequests 
recovery of the revenue requirement associated WithZ10 Verde 3 
nuclear fuel inventory. 

Palo Verde 3 achieved commercialoperati n on January 20, 
1988, subject' to-verification by the Commission A ~isory and 
Compliance Division (CACD). 

PUblic witness and evidentiary heari s were held before 
Adm.inistrative: Law Judge Garde on January 7, 88. At the 
hearings, Edison stipulated to the Division fRatepayer Advocates' 
(DRA) ratemaking recommendations for Palo V rcle 3. Ne> other party' 
opposed the stipulation. i 

The stipulation adopted 
reasonableness of Edison's share of Palo Verde investment on the 
basis of the reasonableness of Edison's investment in San Onofre 
Nuclear Generating Station Units Nos. and 3 (SONGS). 

. . , . I . 
Specifically,. the level of plant investment for each Palo-Verde' 
unit, to 'be adopted for California: jullsdictional ratemaldnq 
purposes is equal to recorded Plant1nvestrJJ.ent 'incurred prior to 
January 1, 1938, or the unit's.COD, ~hichever is later, less the 
Palo verde Adjustment Factor (PVAF)1 The PVAF i~ a proportionate 
amount of disallowance based on thefdisallowance of plant 
investment adopted for SONGS. The ~'AF is calculated by the 
following formula: . . 

PVAF - PVINV x (0.19333 K (SOIS/$1,539 million») K JAF: 

Where: i 
PVA:F " - Downward adjustJhentfor California 

jurisdictional ~atemakingpu:rposes' to, Edison's 
,recorded palo Vrdeinvestmentf 
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PVINV - Edison's recorded dollar amount of Palo Verde 
investment up to a limit of $1,750 million: 

SDIS - Edison's share, on a total system basis, of any 
disallowance of SONGS investment resulting from 
the SONGS reasonableness review; and 

JAF • The most recently adopted retail jurisdictional 
factor. 

Phase-in Procedure 
The stipulation also providos for a rate phase-in 

procedure which defers investment-related revenue requirement for 
each Palo Verde unit from current rate recovery based on the 
following sc:hedule: 

a. $80 million in the first year after each 
unit's COO; 

b. $60 million in the second year: 

c. $40 million in the third year: and 

d. $20 million ·in the fourth year~ 

The deferred investment-related revenue requirement tor 
each Palo Verde unit will' be recovered subsequently d.uring the· 
fifth through'tenth years followinq the unit's COD. 
Tarqeteapacity Factor· 

The stipulation also includes a Tarqet capacity Factor 
('reF) procedure similar to 'that adopted. for SONGS,"; D.a:6-10-02~ 

authorized revisions to, the Nuclear Unit Incentive Procedure 
contained in PartG of the Preliminary'Statement of Edison"s 
tariffs. to: include Palo- Verde 1,; 2 and 3 commencing on each unit's 
COD. Accordinqly, Edison's tariffs should be mociified to, include 

. , , 

an incentive procedure for :J;>a10 Verde 3,. " 
COmmercial Operating Dote Criteria 

Verde 3: 
D_86-10-02~ adoptedtbe following COD criteria for Palo 

a. Completion of all NRC-required initial 
start-up testing at full power level; 

- 3 -
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b. Completion of 100 continuous hours of 
operation at full power level during or 
after the NRC-required initial start-up 
testinq at the full power level: and 

c. Return to full power level after any outaqe 
resultinq from, or causally related to, the 
NRC-required initial start-up testinq. 

0.86-10-023 also adopted procedures for determining 
whether Palo Verde has met the COO criteria and implementinq rates 
for Palo Verde 3. Edison requests that Ordering Paragraph 6 in 
D.86-10-02j, which implem.entsrates for Palo Verde 3, be modified 
to correct a t'iming })roblem relative to the effective date of rate -, 
reliet. Ordering Paragraph No. 6 statestbat~ 

wxariffs for Palo Verde Units Noa~ 2 and 3 shall 
be filed 10 days after the'Executive Director's 
acceptance of the units meeting the 
Commission's COD, criteria 'to, be effective five 
days after filing." 

In accordance with the' proced.ures adopted in 0.86-10-02-3, : 
the CACO (formerly the Evaluation'and Compliance DiVision) lias up . 
to: 30 days after Edison files its affidavit showinqthat the COt> 
criteria for Palo, Verde 3 have been met to certify that the unit 
has met the COD criteria and inform the Executive Director. Given 

, , 

the tariff filing and effective date provisions in the"orderinq 
paragraph, Edison is exposed to a loss of recovery for, up to. 45 
days. 

ORA believes that Edison should be 'allowed recovery ot 
the revenue requirements tor Palo Verde 3 effective on'theCOO,of 
that unit. Xherefore, ORA recommends that Edison be authorized to' 

" 

file tariffs which, reflect Palo verde, 3 in rates pursuant to a 
decision in this application, effective t:or service rend'ered a!ter . 
the unit's COD: and that these rates be subject to refund until the: 

~ , . . . . 

Executive Director has·notitied the Commission and,Edison that Palo· ' 
Verde 3 has met the COD criteria. According'to ORA.,. Edison should 
file with its tariff an affidavit showinq that the COO,criteria fO:r: 

4 -
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Palo Verde 3 have been met. At the sa~e time, CACO should provide 
a preliminary verification that the COO criteria have been met. 
The procedure for final certification of commercial operation for 
Palo Verde 3 should be consistent with the procedures followed for 
Palo Verde 1 and 2. 

By Resolution E-3077 (E-3077), dated January 19, 198$,. 
the Commission authorized Edison to revise its rates effective on 
the COD of Palo Verde 3. Therefore, this timing problem regarding 
the effective date of the rate relief has been solved and need not 
be considered in this order. 
Besu.l.1ls of <>pemiOD 

ORA calculated the reasonableness level of plant 
investment in accordance with 0.86-10-023. The· level of plant 
investment reflects (1) Edison's best estimate of the recorded 
plant investment costs projected for a COO of March 1, 1988: 
(2) the ~ calculated using. Edison's share of disallowance of 
$198.6 million for SONGS adopted in 0.8-1-07-097; and (3)tbe 
jurisdictional allocation factor for Palo- Verde 3 of 97.082%. 

The ORA proposed cPOe jurisdictional ~evenue requirement' 
for Palo'Verde 3 is contained in TableA. According to- ORA, the 
annualized amount of $-111,868',.000 consists of, the revenue 
require~ent for: (1) investment relatec:lexpenses; (2) non
investment exPenses: and (3) nuclear decommissioning expenses • 'rho', 

weighted average rate. base is for the reasonable level of plant 
investment determined in accordancewith,the procedure discussed 
above. The noninvestment expenses inelua.e~ $11,476,000 for 
operation and maintenance expenses; $-1,.892,.000 for administrative 
ana. qeneral expenses: and $425,000 for payroll taxes which were 
adopted for Palo Verde 3 inD .. S7-12-066in Edison's qeneral rate 
case. The amount of jurisdictional nuclear decommissioning expense 
of $5,995,000 is the amount adopted· in 0.81-11-023 in OI:C 8.6. ':the' 
revenue requirement computation reflects the test year 1983 rate of 



• 

• 

'. 

A.87-08-054 ALJ/AVG/fs 

return and other revenue requirement factors adopted in 
0.87-l2-066. 

ORA ~ecommends that Edison be authorized to increase its 
base rates by $3l,106,000 (after adj"ustments for franchise fees and 
uncollectibles) on an annual basis commencing on the COD of Palo 
Verde 3. This level reflects the deferral of $80,000,000 

investment-related revenue requirement in accordance with 
0.86-l0-023. 

D.87-l2-066 orders Edison to address the issue of nuclear 
fuel inventory costs in its Energy Cost Adjustment Clause 
proceedings. Therefore,. we will not consider Edison's request for 
recovery of eost$ associated with'nuclear fuel inventory for Palo 
Verde 3 • 

-6 -
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Line 
No .. 

1 

:2 
3 
4 

.~ 
7 

8 
9 
10 
11 

12 

13 

14 

15 

, . 

: . . 
: 

TABLE A 

SOOTHERN CALIFORNIA EDISON COMPANY 

PALO VERDE NUCL~ GE~ERAXING SrATION ONIT ~ 

SUMMARY OF EARNINGS 

EDISON SRA.R.E 

. (Thousands of Dollars) 

Description 

To':.a1 Revenue Requ:'remen~ 

Operatin~ Expenses 
Oeeration & Maintenance 
Administrative & ,General 
Payroll.Taxes 
Oncollec-:il:l1e's 
F:-ancnise Requ::'=emen-:.s 

SUl:l':.o:a1 (1988'001la:-s) 

Depreciation 
Nuclear Decommissioning 
Ad Valorem Taxes 
Income Taxes' 

: 
Total 1/ 

Sl11,858 

1l,.'457 
1,892 

,425. 
2Z9 
8:'7 

-~ .. ~--------
14,8";0 

13,394 
S.,.99S. 
2,557 

2,4,559' 
------------. 

Total Operating. Expenses 

Net Operating Income 
51,445· . 

50,423. 

469,028 

10.75% 

Rate Base 

Rate of Return 

1/ CPUC Jurisdiction 

• 
- 7 -
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l.ine . . 
No. 

1. 
2. 

3. 
4. 

.. 
::l • 

5. 
7. 
a. 
9. 

10. 
11. 

12. 
.~ 

' . -- . 
14. 

:!oS. 
16. 

ALJ/AVG/fs 

'" 

TABLE B 

SOUi~ERN CAL!FORN!A EDISON COM~ANY 

PROPOS2D !NCRE.~SE TO BASE RATE LEVELS FOR i=>ALO VERDE UNIT 3 
BhS~D ON iHE CALI FORNIA JUR:SDIC'tiONAL REVENUE RE6uIR£~;!'.f1' 

Amouno; Sales· : RIi -:e 
Des::'"~'::)': ; on = (sOOO) (G'w'I':) (c/<.W11) 

(:) 
, 

(2) (3) 

Too:aT :s~~ma-:ee Revenue 
Requ~ :o-eme:-:.": 11 lll .. Z6Z 

Less: Ur.::,j i ec-: ~ b i e s 1/ Z':'Q ...... 
i=:'"a.:o:::' i se rees 11 8 .... 

...1 

SI.;::-:oo:aT l:C.S:Z 

!.~S s: r~~S: Yea.:'" ~efe~:'"ai of 
Paio Ve:'":e Un~-: 3 Revenue 
Reci.:~~e~e~,: 2e.000 

Nor:-~e7e:'",:"ec ;eve:-:ue ReQuire!':'!'!:":": 30.0:2 
Ir::,:"ea.se Fo,:" F,:"a.r.::"l~se i=ees 4!'lC 

Ul'l.=oiie:-:~bie A=:our:~s a": .9':;~% ZS~ 

ioo:ai Es-:.ir.il.::ee Nor:-~eferrec 
Revenue Re~u1'remen't. 31.:'06 

Annual1:ec :!ossa SaTes f/ 6':.500.5 

P:o-o!=losec I:'lc~ease ":0 Sase Ra-:e 
LeveTs .048 

1/ From T~'e A. 
~/ Ado!=l:e~ in 0.87-12-056 (Edisonls 7es": Year 1988 Gene':"aT Ra":e Case). 

- s' -

.: ... 

' . 
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Since the annualized revenue requirement is based on the 
estimated plant investment for a projected COD of March 1~ 1988, 
,DRA recommends that the revenue requirement be recalculated t~ 
reflect the actual recorded plant investment incurred up t~ the 
actual COD of Pal~ Verde .3. Accordingly~ Edison should file an 
advice letter to inform the Commission regarding the actual 
recorded plant investment incurred· up .. t~ the actual COO of Palo
Verde 3. The advice letter should· ·also, request any change in rates· 
required as a result of the actual plant investment being different, . 
than the estimated plant investment. 
R¢e Design 

Edison requests that the rate levels ultimately adopted 
for Palo Verde be based on the rate design adopted in Edison's 
general rate case A.86-1Z-047. 0.8-7-1Z-066 in A .. 8-6-12-047 "provides.; 
that rate' adjustments of less than 1% occurring' between general 
rate cases be implemented on an equal cents per kilowatt-hour (kWh),·; 

basis. For Palo Verde 3 the first year revenue in~easeis 
$31,106,000. This amount, reflects'the' first-year' deferral of 
$80,000,000 (and a550ciatcc1franchise feesanduncolle~ibleS) in, 
accordance' with the stipulated phase-in procedure. Edison'.s 
current level of revenues ·i5 approx1mately $5-.35- billion. The ORA. 
recommended rate increase of $31,106,000 will result in a rate· 
change of approximately 0.6%.· since this rate change is, less than 
1%, the increase should be allocated: on an equal cents per kWh 
basis. 
Bate ChAnge 

Based on the ORA recommended revenue requirement for Palo, 
Verde, Edison prepared Table ,:a to show-an increase of O, .. 048¢/kWli,in " 
its· rates ,for Palo Verde 3. ORA stipulated to Edison's computa~l:on:' 
of rate increase of 0 .048¢/kWh. , , 

E-3077 aU,thorizec1" Edison to increase its. base rates by, 
0.031¢/kWh to cover noninvcstment and. decommissioning expenses •.. 
Therefore, Edison should be authorized only O.017~/kMh. 

. . 

- 9 -

" 



• 

• 

A.S7-0S-0S4 ALJ/AVG/fs 

(0.048-0.031) increase in base rates on the effective date of this 
order. 
transitional Prgeedure 

Resolution E-3077 also authorized Edison to record in its 
Major Additions Adjustment Clause (MAAC) balancing account the 
revenue requirement associated with the reasonable level of Palo 
Verde 3 investment determined in accordance with the procedure 
adopted in 0.86-10-023. This treatment is effectively the same as 
the treatment authorized for Pal~Verde' 1 and z. 

Therefore, ,we need to' adopt a procedure to transfer 
recovery of the revenue requirement ,associated with Palo Verde ~ 
investment from MAAC balancing account to, base rates. Accordingly, 
on the effective date of the tariffs adopted in this. decision, we", 
will require Edison to take' the, followinqsteps: 

1.. Transfer the" balance in the, MAAC balancing 
account'related' to Palo, Verde 3 investment to 
the' ERAM balancinq account.' 

2. Increase base rate levels and the autho:r:ized 
base rate revenue amount under the ERAMto 
fully reflect the non-deferred investment 

,related revenue requirement for Palo-Verde 3. 

3. Modify the MAAC tariff to',eXclude Palo Verde 3. 

Eioaings of lA~ 

1. Ed.1son requests authority to increase its rates to 
recover its share of the costs of owning, operating, and·' 
maintaining Palo Verde 3. 

2. Edison requests recovery of, the investment related costs 
in accordance with the stipulated ratemakinq,treatment adopted in 
0.8"6-10-023 for Palo Verde land 2. 

" , 

3. Edison requests' recovery of revenue requirement for".! 
noninvestment-related expenses and nuclear decommissioning, costs,' 
for Palo Verde 3- adopted in, A.,86-12~047 and OIl 86 respectively .. 

4. Edison has stipulated to the ratemaking' recommendations 
made by ORA. 

- 10 -
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5. ORA recommends that Edison be authorized to recover in 
rates an annualized revenue requirement of $~1,10&,OOO. 

6. The level of plant investment reflected in the results of 
operatiops recommended by the ORA assumes a COO of March 1, 1988. 

7. COO criteria for Palo verde 3 have been adopted in 
0.86-10-023. 

8. Palo Verde 3 achieved commercial operation on January 20, 
1988, subject to verification by the CACO. 

9. The actual investment for Palo Verde 3 may be different 
than the estimated investment based on a COD of March 1, 1988. 

10. ORA's recommended rate increase "for investment related 
costs is consistent with the ratemaking treatment adopted·in 
0.86-10-023. 

11. ORA's recommended rate iilcreases. for noninvestment
related expenses and nuclear decommissioninq costs are consistent 
with the revenue requirements adopted in 0.87~12-06& in 
(A.86-12-047) and 0.8-7-11-023 (in OII 86) respectively • 

12. Edison requests that the, rate increase for Palo Verde 3 
be based on the rate design adopted in Edison"sqeneral rate case 
A .. 86-12-047. 

13. 0.87-12-066 in Edis~n's1988 general' rate case provides 
that rate adj ustments of less than '1%, occurring between general 
rate cases be implemented' on'anequal cents per kWh basis. 

14. ORA's recommended rate. increase for.Palo-Verde 3 will' 
result in a rate change of approximately 0.6%. 

15. ORA,'s recommended rate increase for Palo Verde 3 will 
result in an increase of 0.048¢/kWhinEdison's base rates;. 

16 .. E-~077 authorized· Edison 'to increase its base' rates by 
0.,031¢/kWh to cover noninvestment and clecoDanissioning expenses •. 

17. The Commission has authorized MAACbalancing account 
treatment for revenue requirements associated with the reasonable 
level of Palo Verde 3 investment • 

- 11 -
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ConcJ,usio.nLof Lay ,-
1. Edison should be authorized to increase its base rates by 

O.017¢/kWh effective for service rendered after the CODo/Of Palo 
J 

" / Verde 3. 
2. Edison should be required. to. tile an advice/letter 

settinq torth the revenue requirement and rates associated with 
plant investment to re~lect the actual COD. )1 

3. The rate increase' should be subject t~ 7efund. until the 
Executive Director has notified the Commission and Edison that Palo 

f 
Verde 3 has met the COD criteria and that ratesfave :been filed to 
reflect plant investment as of the actual COD ~d to amortize any, 
under or over collection of rates subject to. refund • 

.f. ' 4. The rate recovery for, Palo, Verde 3 .. should be transferred, ' 
~rom the MAAC balancing account to- base rateJ on the' effective' date ' 
of the tariffs adopted in 'this decision. 

gaPEB 

X'l" IS ORDERED that:, f 
1. Southern California Ed.ison c~m~any (Edison) is authorized' 

to file ta~iffs to increase its base ra~s by O.017¢/XWh. Xbese" 
tal:'ifts shall be in accordance with the,i, phase-in procedure adopted 
in D.86-10-023.. I 

2. These tariffs shall be filed/within'J.O,etayS after the 
effective date of this order and,will:jinclude,a work paper , 
demonstrating compliance with baseline laws tor residential rates .. 

, " , 

'3. The rate increase authorized in this order shall be 
subj ect to refund until the Executive1 Director, haS: notified the 
Commission and Edison that paloverd~3 has met the COD criteria 
and that the advice letter to be :filea, to- adjust rates to- reflect 
actual plant investment as of the a~al COD has become effective.' ' 

I, 

'\ 
" 

" 

- 12 -
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4. On the effective date ot the tariffs adopted in this 
decision, Edison shall: 

a. Transfer the balance in the MAAC balancing 
account related to Palo Verde 3 investment 
to. the ERAM balancing account. / 

b. Increase base rate levels and ~. 
authorized base rate revenue amount under 
the ERAM to· tully reflect the/non-deterred 
investment related revenue requirement for 
Palo Verde 3. /' 

c. Modify the MAAC tariff to. ;exclude Palo. 
verde 3. / 

This order is effective today. 
I 

Dated , a San FranCisco, california. 

f 
I 
! 
I 

i 
1 , , 
\ 
'. 

.. 
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