ALT/ACP/fs

Decision 88=-05~027 May 11, 1988
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application Of Pacific Gas and Electric
Company, For Authorization To Establish
A Rate Adjustment Procedure For Its.
Diablo Canyon Nuclear Power Plant; To
Increase Xts Electric Rates to Reflect
The Cost Qf Owning, Operating,
Maintaining and Eventually
Decommissioning Unit 1 Of The Plant:
And To Reduce Electric Rates Under Its
Energy Cost Adjustment Clause And
Annual Energy Rate. To Reflect Decreased
Fuel Expense..

Application 84-~06=014
(Filed June 6, 1984, °
amended December 21, 19584)-

(Electric)

Applxcatzon 85-08—025
(Flled August 12, 1985)

And Related Matter.
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OPINION ON RATE TREATMENT
. OF NONJINVESTMENT COSTS .~

By thzs decision we order the nonlnvestment costs fcr
Pacific Gas and Electric. cOmpany’s (PG&E) Dxablchanyon Nuclear
Power Plant moved fxom- the Dlablo-Canyon Adjustment Account- (DCAA)
to base rates coverlnq PG&E's electric. serv1ce operatlons.,

We also-authormze PGLE to increase rates by $147.4
million which, when added ta the $54 2 million[l] rate 1ncrease
granted by Decision (D Yy 85—12-085 will recover estimated

1  D.85-12~085 authorized $53 8 m;llmon plus a franchlse and
uncollectibles allowance wh;ch brought the total xncrease to» -
$54.2 m;llzon. , , )
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noninvestment costs for the Diablo Canyon plant for test year 1988.
Adding the $147.4 and $54.2 million together produces in base rates
the $201.6 million for 1988 noninvestment costs stipulated to by
PG&E and the Division of Ratepayer Advocates (DRA) on January 13,
1988 and approved by D.88~03-067 dated March 23, 1988.

Finally, we authorize continued booking to the DCAA
account of $472.9 million in fuel savings attribdbutable to the
operation of the Diablo Canyon plant. .

In accordance with Article 19 of the Commission’s Rules
of Practice and Procedure, the assigned administrative law'judge
(ALY) filed his proposed decision 1n this matter on Apr11 11, 1988
and five parties responded within the zo-day perxod for comments.
As a result of the comments filed, wve. have amended the' ALJ’ '
proposed decision to (1) clarify that revenues«accrulng in the DCAA
from fuel savxngs were not  earmarked specifically to cover
1nvestment costs but can be used to wrzte off nonlnvestment costs
not covered by the rate increase granted by D.85-12=-085 and’ (2)
indicate that-no one opposed the proposal of PG&E to-spread any
further rate 1ncreases to customers on a qystem average percent
change basis. ;

Background

The background of these applications and. the Proceedlngs L

which have been held to date is set rorth in several Commis s;on *h'ﬁﬂjﬂ";

.decisions. [2] o A :

In D.87-10-041 we authorized PG&E to«debit up to $197.
million in the DCAhdfor noninvestment ‘costs’ actually incurred for
the operat;on of Units 1 and 2 of the’ Diablo'plant. We also . o
ordered further hearlngs to rev1ew the reasonableness of the $l97 1
million. A prehearlng conference was held November 18, 1987 at

2  See Decisions 85-03-021, 85-05-040, 85-12-085, §6-01-054,
86-02-015, 86-04-080, 87-03-029, 87-10-041, and 88-03-067-

- -
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which a schedule for taking evidence on appropriate noninvestment
costs was set including hearings during the week of Maxch 1, 1988.
In the interim, on January 13, 1988, PG&E and the DRA
stipulated to (1) the reasonableness of the amounts for
noninvestment costs that should be booked to the DCAA since the
beginning of commerclal operatlon of the plant in May 1985 through
December 1987 and (2) an estlmate of the nonlnvestment costs for
test year 1988. The stipulation was submitted to the Commlsslon
and all parties and was adopted by D. 88-03-067 on March 23, 1988. .
PG4E and DRA could not agree on the rate treatment of tbe '
stipulated noninvestment expenses so the scheduled hearlngs were
held March 1 and 2, 1988 to consider that issue. This decision’ ‘
(1) decides the 1ssue of rate treatment’ tor nonlnvestment expenses,ﬂ“
(2) sets interim rates. pending- conclusion of Phase 2, the prudency
review, and, (3) terminates Phase 1 or these proceedlngs-
EGEE’S Request

PGLE called Thomas c. Long, manager of Lts Revenue

Requirements Department, and John F. Jenkins—Stark treasurer of
PG&E in support of its request-‘ Long testlzled that nonlnvestment
expenses should be recovered in base rates. Th;s can,be done by
removing nonlnvestment expenses ‘from the DCAA and consolldatlng
them with the other operating expenses ln.PG&Efs base rates for
normal future ratemaking.,'ﬁ‘ : ‘

The nonlnvestment expenses at lssue are attrlbutable to
two periods. The £irst period covere the expenses PG&E has been I
authorized to accrue in the DCAA by Commlssion declsions over the'-“
last two-and-a-half. years- These start w1th the commerclal '

operation of Tnit 1 in May 1985 and run through December 1987. . Tne"f:*

second perlod covers test. year 1988.” The: detailed expense flgures
are coutained ln Exhiblt 114 which is reproduced as Appendlx A.or

this dec;szon. Table 1, tollowing, is a summary of Exhiblt 114. Asfid |

of December 31, 1987, and subject to~adjustment of estimates-for
the last quurter oLt 1987,'non1nvestment expenses charged to’ the
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DCAA total $345.9 million. By the end of April, 1988, based on the
previously authorized $197.1 million, the total will be $411.6
million.

Partially offsetting the noninvestment expenses charged
to the DCAA axe revenues credited from the $54.2 million rate
increase authorized by D.85-12-085 in December 1985. Those
estimated revenue totals are shown on Takle 1 and are $105.6-
million at the end of 1987 and $124.8 millien at.the end of April
1988. Also, the DCAA is regularly charged with interest on its
balance; the interest attrmbutable to noninvestment costs is shown
on Table 1. Thus one can determine the balances in the DCAA
attributable to noninvestment costs as contrasted to that o o
attributable to inwestment-' Those balances are estimated to total J
$259.5 million at the end of 1987 and 5312 9 million at the end of
April 1988. :

" TABLE 1 ,
NORIRVESTHENT‘EXHENSE BALHNCES‘IN‘TEE DCAA
' _ (Thousands S)

o B&_IZLZILQZ : EGLdiﬁlQiﬁﬁ
Noninvestment Expenses‘ ‘$,345,9251 S 411,621
Less Revenues Received- _105.645. "3;121*QQ§U '
Subtotal o  $:240,280° $ 286,775
Interest - ‘ . 15}25&3‘ 26,094
Balance in the DCAA . $259,528 $ 312,869
Two-year‘Amortlzation_J' o IR

IncludingfIntérést  .$\139;71§: s 168,436 

PG&E requests two things in addition to»movnnq the
noninvestment ‘portion of the DCAA into-base rates. Fxrst, PG&E_
wants a rate increase eqnal to. $147 4 mlllion,to-cover the
stlpulated amount of- $201 6 mlllzon minus the $54.2 m&ll;on
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currently authorized in rates. Second, it wants to amortize the
balance in the DCAA attributable to noninvestment expenses as of
the date of this decision over a two~year perioed. Using the
balance at April 30, for example, with interest this would total
$168.4 million per year as shown on Table 1. Therefore, the net
total annual rate increase recuested is $315.8 million, $147.4 plus
$168.4 million. This would require about a six percent increase in :
rates. PG&E proposes the increase be spread evenly on an equal
percentage hasis to all customer classes. .

Long testified: that the two~year amortxzatron is
reasonable bhecause the average of the accrual periods for Cnits 1
and 2 is about two years, there will probably not be an.overlap '
with the conclusion of Phase 2 of these proceedings now scheduled
for the fall of 1989, and it provides continulty with the 1990 '
general rate case. ‘ :

, Witness . Jenkins-Stark for'PG&E testmfied that in hls _ _
view, PG&E’S. financial condition has. deterlorated in recent monrhs._jg

. At the request of counsel for. the California Associat;on of Ut;lmty,y""

Shaxeholders (CAUS),. Jenklns-stark bad; prepared some financial data oy
comparisons among several large Calizornza utmlit;es which were
received as Exhibit 109. - Some selected informat;on from- ,
Exhibit 109 is shown on Table 2. - ‘He also stated- that (1) in 1987
PG&E’s debt securltieS-were downgraded by-two_bond rating agencies,

Duff and Phelps and Fitch Investors.Service, (2) PG&E’s stock przce:f%d

has. decllned about 35 percent over the last 12 months and, (3) .
financial analysts are concerned that’ PG&E's div1dend payout lS-
11kely to exceed earnings for the next few years until a. zlnal
decmslon in the prudency'phase is issued. ‘




A.84-06-014, A.85-08-025 ALJ/ACP/fLs *

TABLE 2

FINANCIAL COMPARISONS ~ 1987
(Source: Exhibit 109)

' SoCal
DPG&E Edison SRGEE
Total Return ‘

to Shareholders
versus 1986 (%) =-25.1

Return on
Common Equity (%) 8.1

Dividend . . o . .
Payout Ratio (%) 125 d L : 8 . 74

Market—to-,

‘Dividend Yield (%) 11. a 7. 7 8.4 7.0 6.2

Undexr cross—examination, Jenklns—stark conceded that: the
:;nanCLal indicators he uses to show PGLE’S condition in this" phase
are different that those’ relied on in earlier‘phases of the
proceeding. But he contends that the earlier statistics were -
primarily-related to the company’s ability to maintain its debt

ratings and the current statistics reflect.what has really happened

to PG&E’s tinancial condition as a’ result ot- the,uncertalnties
surrounding the investment in. Diablo Canyon. He also conceded, .
however, that PG&E’S management decision in the" spring of 1987 to
reflect only cash revenues for Diablo~Canyon had a s;gnificant
effect on the data shown on Table 2.

| ~ DRA called flnancial examiner Ray Czahar as a wdtness,‘
Czahar sponsored Exhibit 112.- Czahar detailed the revenues PG&E
has and is receiVing that are related to Diablo Canyon. He
testified that DRA believes ratepayers are indir!erent to whether '
noninvestment expenses. are reflected in: base rates or included in
the DCAA, as long as the total rate level remains the same, that

'
n .
e et
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is, no further rate increases are authorized. Therefore, if the
Commission were to recognize noninvestment expenses in base rates,
the practical effect would be to only remove the subject-to-refund
contingency from the associated revenues. Czahar was enphatic that
recognition of noninvestment expenses. in base rates would not N
require a rate increase because interim revenues from the December
1985 rate increase of $53.8 million and the cash flow from fuel
savings are more than enough to cover the stxpulated noninvestment
expenses of $201 6 million.

The Attorney General of the State of California (AG)
called consultant. David Marcus as. a witness. Througn his
. Exhibit 113, Marcus ccncludes'that PG&E should not be: granted any
further increases Ln rates for the operation or the D;ablo Canyon

plant. In making his recommendatlon, Marcus assumes the stlpulatedff:'vw
noninvestment expenses are allowable-‘ He test;!;ed that although Cee

he belmeves shltting the" non;nvestnent expenses 1nto-base rates is

inconsistent with-D. 87-10-041, the last- decxsion by'the cOmm;sslon' S

addressing lnterim rates for: Dzablo, he does not oppose the shift -
as a matter of pollcy._ Agaxn, that pes;tmon 1s based on rejectlon: f
by the COmmszLOn of any further 1nter;m rate 1ncrease.‘ N
Marcus rejects PG&E’s clalm that there is-a shortfall .
(see Appendix'A) or. undercollection of. non;nvestnent expenses that‘
should be wxitten off because the nonlnvestment expenses have been

adopted by the COmmission in D.88-03-067. 'He claims the revemues - L

that have been acc:ulng in the DCAA. from the<rate increase granted
by D.85-12-085 and ruel savmngs PG&E,has been allowed to keep and
credit to the DCAA.are not specif;cally ‘earmarked for applzcatlon
to investment or noninvestment expenses. Witness Czahar for DRA

takes this same position. Marcus testi!ied that there are ample :ff““'

funds in the DCAA o cover all nonznvestment expenses not’ covered
by the revenues rrom the zncrease granted by D. 85—12-085b Those
- funds should be used" to take care of any non;nvestment expenses not
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covered by the D.85-12-085 increase if the noninvestment expenses
are noved from the DCAA to base rates. '

[ 4

CAUS’s Position

The California Association of Utility Shareholders
supports fully PG&E’s proposal. -
Di . | |

Under PG&E’s proposal, electric base rate revenues would
be increased by about $370 million annually, and, concurrently,__
interim rate revenues associated with the DCAA would be decreased
by $54.2 million, a net increase of about $316 million. PG&E's
proposal is premised on the. tact that because the Commlsszon
adopted the stipulatlon on noninvestment expenses.by'D 88—03-067
those expenses have now been tully and rlnally determ;ned and
should be reflected in base rates..ﬁ‘

As correctly set. forth in PG&E’s. br1e£ thls phase or the
proceeding presents two questions:

1. Should. PG&E,be allowed’ to reflect in base
rates, without an equal and offsetting
reduction in presently authorized interim
rates, the stipulated reascnable .. -
nonlnvestment expenses for Test year 1988’

Should PG&E be allowed to amortzze and
" recover in base rates the stipulated .

reasonable noninvestment expenses.whzch

have accumulated in’ the DCAA' since the '

commexcial operation ot Unit 1? N
We answer yes to the ziret end no to-the eecond question. ' 1

In our first decision on intertm‘rates for Diablo, issued

in December 1985, we . anticipated completzng Phase 2, the prudency
of 1nvestment phase of these proceedlngs, by Jannary 1, 1988. ﬁwe;if
were then looking at a two-year perlod £or whlch Lnterxm rates
would be in effect before a final determlnatxon- It is now May o
1988 and not one day-ot hearing on Phase 2 has been held. Indeed,;w

we had scheduled Phase 2. to startilast February But that date was ;,:5;

recently put over to June 1988 w1th a rlnal dec;smon not expected
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before August 1589. With the appeals that are sure to come from
any decision on the prudency phase, it could be mid=-1990 before
this case is resolved. ,

So again, as in December 1985, we a looking at another
two years of interim rates but with one significant exception. The
balance in the DCAA has been bulldlng up for an addztzonal two
years and four months. Depending on our decision ln the prudenqy
phase, that balance is 2 potentzal tame bomb set to go off in late
1989 oxr early 1990. - x -

We asked the Commi551on Advaaory and - Compllance Division
- (CACD) to calculate, wath no further adjustment to 1nter1m.rates,_

estdmated balances in the DCAA at September l, 1989 and January l,~

1990 assuning (1) the entixe investment in Daablo-xs allowed in
rate base, or (2) the recommendatxon of the DRA is adopted. Also,
we requested estimates of the change:in. rates that would. occur if,
under each of those assumptious, the" posit;ve or negat;ve balances
in the DCAA were amortized over three-or flve years.. Table 3
contains the CACD estzmates. aAs one can see,’ the worst-case effect
would eccur if the’ Commissmon were to adopt,the full 1nwestment ‘
urged by PG&E and, in the meantime, make no zurther adjustment in
rates. The increase in rates. as of January 1990 could be as much

as 35.5% if the increase is amortized over a three—year perxod. on ﬁ‘ﬁ,e?

the other hand, adopting the 1nwestment level recommended in the
DRA report. 1ssued last year would result in a rate decrease of 3.7%
over three years. . : ‘ '

We also-asked the CACD to~produce the equrvalent of
Table 3 assuming we authorize an increase in- Lnterxm rates of.
$147.4 million, enough to cover the stipulated non;nvestment ‘
expenses. Table 4 contains that. Lnrormation and, as can be seen,
sortens the potential ‘increase iz full lnvestment is recognazed._
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TABLE 3

DIABLO CANYON REVENUE PROJECTION
ZERO RATE INCREASE EXFECIIVE 6/1/88

Final Rate
Change

9/%/89

»
L4

l/%/90

Disallowahce
Assumption

0

$4,368

0

. 4,368
0

14,368

0
4, 368m

Amort.
Period

DCAA

‘Balance

$2,862.7"

(491.8)

2,862.7

_(491;3)'

3,138.7
(508.4)

3,138.7

(508.4)

Amount

$1.686.3
(198.1)

1,305.6

(132.7)

1,788.7
(184.0).

1,371.3°
(116-4)-z

Revenue Projection

ChangeE\“"

(£)

a3.s%
(393) P

25.9 L

3508 o

(3.7) . )

PR

(2-3)

- $4,368 mzllzon d;sallowance is’ D;vnsxon or Ratepayer
Advocates. (DRA) recommendation.

\'Projectlons assume’ stipulated noninvestment expenses,'
inclusion of all post-COD capital add;t;ons, ‘and ‘6.5%
DCAA. interest rate.’-' o
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TABLE 4

DIABLO CANYON REVENUE PROJECTION
$147.4 MILLYON RATE INCREASE EFFECTIVE 6/1/38

. ) B V i N E ) - o
Final Rate Disallowance - Amort. DCAA Rate Increase -
" Change Assumption Period . Balance Amount Change -
Target Date i :

9/1/89 1 $2,670.8 .. $1,468.3 = 28.3%
. 4 .

. 0 _
$4,368 (683.7) (416.1) (8. 0)5
» ‘ 0 ‘ ‘
- 4,368
1/1/90 0
" 4,368

S0

Ay v o Lw

(754 Y (321;5) ,(5,3)3

. NOTES: 1. $4,368 million disallowance is D:w:.s:.on of Ra.tepayer )

"Advocates cDRA) recommendat:.on. ‘

2. . Project;ons assume stipulated noninvestment expenses, B

inclusion of ‘all” post-COD ca.p:.tal add:-..t:.ons, and. 6 5%
DCAA . interest :'ate-- o |

We are well aware tha.t :Ln D.87-10-041 in October la.st R

year we said 'PG&E had shown. no- press:x.ng need for any f.urther upwa.rd L
adjustment in interim ‘rates. However, ‘we are six months from thnt ‘
decision and facing up to. two more- years. of l:.ta.gata’.on on the
prudency of. PG&E’s Diablo investment. . Even though we see no
financial .emexrgency, the recoxrd: shows that PG&E's flmnclal
condition has deter:.orated and continues to do so-. As we, noted :Ln
D.85~12-085 and D.86-04-080 it is important to: mamta:.n reasonable
cash flow for PG&E while we are in the process of ma.k:.ng a final o
determination in this. matter. That, J.s the very purpose of a major |
‘additions adjustment account - to prov:'.de £or reasonable :.nter:.m

‘ adjustments so that when the prudency revmew is completed “the -

2,670.8  1,113.1 21,5 R
(683 7) (325.1) (623)

2,892.9 . 1,550.9. 29.9
(74-1) - (a21.8) (8.1

2 892.9,'w 1,166.2 2205 .
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parties may be made whole. In addition, the factors supporting an
additional rate increase to maintain the DCAA balance at a
reasonable level are still present as they were when we issued
D.85-12-085 as modified by D.86~04-080 in April 1986, two years
ago. Those factors are (1) Diablo represents a substantial part of
PGSE’S total capital investment, (2) Diablo’s operation has
resulted in significant fuel cost savings, and«(3) a considerable
period of time is expected to elapse vefore a final detexmination -
of the prudency of the investment in Diable-. " We are still mindful
that we must balance the interests of PG&E and 1ts ratepayers, _
attempting to be fair to each, when making ouxr’ decisions. In

addition, we should attempt tofbalance the 1nterests of current and o

future ratepayers. By trying to make-the l;kelzhocd of future
increases and decreases in rates more even, we: ach;eve a fairer

resolution of the. intertemporal equzty problem. - ‘Based on the’ above L

discussion we rind “that an 1ncrease in 1nterxm revenuesrls
Justified. | B

: ~ We turm then to the addit;onal rate increase we should
authorize. First, we. wull adopt ‘the request ot PG&E to-remove
noninvestment expenses and their correspondzng rate recovery'trom
the DCAA and put them in base rates. No- party*opposed ‘the request
and we £ind it will be advantageous to the processzng of the
prudency. phase if nonlnvestment expenses are not’ a factor.
Disregarding for the moment the amount of the addatxonal ‘rate ,
increase to bhe authorized and focusmng only on the balance ‘in the
DCAX -attributable’ to noninvestment expenses, it is eclear :rom the
record that enough revenues have accrued 1n the DCAA from the -

revenue increase authorized by D.85~12-085 and’ from fuel savings: to"”' o

close out all noninvestment expense balances 1n the DCAA Ve w111 ,‘1
order that to be done. : ‘ : '

' Addressinq whether any or all of the~so—called
”shortfall” (See Append;x A) should be- amortazed as proposed by
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PG&E, we conclude it should not. PG&E maintains that the
Commission, in D.85-12-085 (Appendix B, p. 2), set up two distinct
revenue streams, one, fuel savings, earmarked for investment costs,
and the other, the $54.2 million rate increase, intended to cover
noninvestment costs. Therefore, PG&E maintains that the only -
revenues booked to the DCAA which may‘now'be used to offset
noninvestment expenses are those that have accrued from the rate
increase. On the contrary, our intention was only\to have costs
and revenues recorded in separate accounts 'because they may be

‘adiusted or amortized separately” (emphaszs added) whlch 1s exactxy'Q‘W ‘f*ﬁ

what we dO"by this deciszon. : ‘
. We will order- PG&E to remove from the DCAA all deblts

(with interest) assoclated w1th past’ non;nvestment expenses, which
should total about $411.6 million accordlng to Exh;blt 114, along
with exactly oﬁfsett;ng revenue credits. Those credits: Will "
include all revenues (with interest) £rom the $54. 2'm;llmon rate
increase authorized by D. 85—12-085, whxch should total about. $124 8

millzon, plus enougharevenues-from«accumulated fuel sav;ngs to.
match the«:hnlnvestment debits. In this way, all past -

nonlnvestment expenses and ozfsettxng revenues. wmll be. removedtfromrﬁ“_“

the DGAA, ‘but the net balance in the DCAA.will not change. - -
We ‘do_not believe an’ ‘increase in rates of 6%, which wouldff'

result 1£ we authorized a two-year. amortizatlon of'the -

noninvestment balance in the DCAA.not covered by revenues' collected‘f
since May 1985 as well as the $147.4. million needed to ‘cover:

noninvestment expenses on an ongoing. basis, is" just;fied-‘ PG&E iss f@jaﬂ L
curxently accruing revenues in.the DCAA. oL about $523 m;lllon, $388'¥;'

million through D.85—12—085~and $135-mill;on in Energy Cost‘ﬂ
Adjustment Clause fuel savings for: DlablO'Unit 2 through
D. 87-11—019.‘ It we authorlzefa rate: increase equal to-the $147 4

million needed to cover ‘the stxpulated noninvestment expenses, that'ﬁf :

will brlng revenues from" ratepayers for Diablo tovabout s670 -
million ($523 + $147). That” flgure'is 56% of the 1988 revenue -
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requirement for Diablo, assuming full investment recovery, of
$1,191.4 million. (See Exhibit 115 revised.) We find it is
reasonable to authorize a further increase in interim rates of
$147.4 million. This accomplishes three things, (1) it gives PGLE
89% of its Phase 1B revenue racuest of $756 million (see
D.87-=10-041, Mimeo. p- 4), (2) it gives PG&E 100% of the stipulated
noninvestment expenses, and (3) allows the matter of noninvestment ‘
expenses to be fully and rinally determined until their ‘
consideration in PG&E’S next general rate case. The increase,
which is about 3% in revenue,. ‘should be spread on an equal |
percentage basis to-'all customer classes as proposed by PGSE, 2
proposal no party cbijected to at the hearing or in briefs.

Also, we will make no adjus‘tment to the revenues. from
:uel savings flowing. to the DCAA. . We do- this beca.use ‘we conclude:,
we have the discretion to use as a guideln.ne 2 Lixed standa.rd of"

estimated fuel savings rather than a :1uctua.ting standard of a.ctua..? L

savings, thus not only avoiding periodic rate . -changes but also
imparting to PG&E’s .cash :low a. certainty that will. assist in .

stabilizing its financial condition. W - ,c3yd< ) )

W Slip Dec. p- 17, March 21, 1988.) To :‘.’urt:her this .
revenue stabilization, we will order the trans!er of. t.he TUnit 2 .
fuel ‘savings revenues from Energy cost. Adjustment Clause (ECAC) ff.- ,
| rates, where they are now. collected, _to direct DCAA rate recovery-

Finally, we again ma.ke Clear that our detemimtions in
this decision are not based on any prejudgment of the o S
reasonableness of PG&E's investment in-the’ Diablo Canyon pla.nt. o
Fipdi £ Pact ‘ » S

1. By.D. 87-3.0—04:. the Comission ordered m::'ther heara.ngs on’ .

the reasonableness of noninvestment expenses foxr PG&E’s D:.ablo
Canyon nuclear powex plant. I , -

. By ‘D. 88-03-067 the. Comm.iss:Lon round that $201.6 mll:.on T
is a reasonable ‘estimate for the noninves’c:nent expenses fox the . S
D:.ablo Canyon pla.nt tor 'rest Yeaxr 1988 and tound ‘the totals shown 3
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in Appendix A to this decision to be reasonable expenses for the
period May 1985 through December 1987.

3. Properly noticed public hearings were held March 1 and 2,
1988 on the rate treatment of noninvestment expenses for Diable at
which time all parties were given the opportunaty to~appear and- be
heard.

4. PG&E requests:

a. Noninvestment- expenses be removed rrom the
. DCAA and included in base rates.

b. A rate increase’ of $147 4 mxlllon annually
to ¢over noninvestment expenses not .already
covered by revenues received from the
1ncrease granted by D. 85-12-085.

A.rate increase of $168 4 mllllon annually,
to be.effective for two years, to amortize
the balance in the DCAA at 2April- 30, 1988
which is attributable to noninvestment .
expenses found-reasonable in D.88-=03-067
for the period May 1985 through April 1988
and detailed in Appendiqu tovthis ‘
decision.. g
S. DRA and AG oppose any further rate lncrease for PG&E but
do not oppose.the base: rate treatment of non;nwestment costs -
proposed by PG&E,‘”
6. CAUS supports tully PG&E's proposals- :
7. PG&E's financlal conditlon has deteriorated over the past
year. S g ‘ '
8. It is important to maintain a reasonable cash- flow for
PG&E while the Commassion is in the process of makang a :rnal '
determination of the prudency of. PG&E’s anestment in Dlablo-
9. PG&E’Ss fznanclal condition,could be improved by
additional cash flow. : - R
lo0. The Diablo Canyon plant represents a substantlal portlon L
of PG&E’s total lnvestment.mf“ : : _ :
1l. Dlablo’s operatlon has resulted in smgnlflcant non=
nuclear fuel cost savings. ' ' ‘ '
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12. A considerable period of time is expected to elapse
before the Commission makes a final determination on the prudency
of PG&E’s investment in Diablo.

13. An increase in rates to provide an annual revenue
increase of $147.4 million to cover the noninvestment expenses
associated with the Diablo plant is just and reasonable and is
justitied. _ oo

~ 14. It is fair to spread the increase in rates to all
ratepayer classes on a system average percent”change (SAPC)lbasis.

15. There are enough revenues in the DCAA account from the
rate increase granted by D. 85-12-085 and ruel savrngs to offset all

non;nvestment expenses in the DCAA found reasonable b)'s D388-03-067.;‘

'16. By D. 88-03-067 and this decision we are making a final

determination of the amount and treatment of noninvestment expenses .

~ as they pertarn to- these proceedings. thererore, it is no longer ‘
necessary to have revenues associated w1th Dlablo nonanvestment
expenses subject to refund. - . : ‘

7. It is reasonable to contxnue booking to-the DCAA ruel
savings found to be reasonable in previous decisions in these
proceedings. T

18. The. determinations in this.dec151on are not based on any
‘prejudgment of the reasonableness.or PG&E’s lnvestment ln the
Diablo Canyon plant. R
sgnmﬁiens_ex_m ‘

1. PG&E should be authorized to recover through base rates
Diablo Canyon noninvestment expenses of $201.600 mallion,'
coincident with terminating their recovery through the. DCXA

2. PG&E should be ordered to-remove from the DCAA all
'noninvestment debits. (wath lnterest) found reasonable by
.D.88-03-067, togethex with revenue credits attributable. to-the
$54.2 million rate increase authorized by D.85-12-085 (wath
interest) and ruel sav;ngs revenues requared to match the deb;ts..~

YR
‘ .
v .
v .
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3. PG&E should be authorized to increase rates to produce an
annual revenue increase of $147.384 million and spread the increase
to all customer classes on an SAPC basis.

4. Revenues covering Diable Canyon noninvestment expenses
should no longer be subject to refund. '

5. No adjustments to the fuel cost savings being booked to
the DCAA as provided for ln previous decisions on these proceedlngs
should be made. '

6. PG&E should be ordered ‘£o transfer D;ablo Canyon Un;t 2
fuel savings revenues from ECAC rates to'dlrect DCAA recovery. |

7. Phase 1, including Phases 1A and. IB, of‘these proceedzngs
should be concluded. « - T : ’

' 8. Because the test year covered by the rate increase ‘ g
authorized began.January 1, 1988, thzs decxsion should be effect;ve"'
today. v '

I'l‘ Is ORDE!ED that' , ‘ \
1. Pacific Gas and Electrzc Company (PG&E) 1s author;zed to !
file rev;sed tariff. sheets whlch increase rates and charges to
) produce a net revenue increase of . 5147 384 millien, - xnclud;ng
allowance for !ranchise fees and uncollectibles. ' co
2. The tarife leing shall revise rates and terms to--f”

a. Increase annual base rate revenues by .
$201.600 million, to reflect. noninvestment
expenses ‘for Units 1 and 2 .of Diablo Canyon .
Powexr Plant, as authorized in D.88~03=067. .
Henceforth, Diablo Canyon noninvestment
expenses shall-be treated on a forecast-
basis, similar to other: author;zed base

- rate expenses.“'“ A

Correspondingly increase the Electric :
'Revenue Adjustment Mechanism (ERAM) base
revenue amount by~$201 600 mill-on.
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Cease the booking of all Diablo Canyon
Adjustment Account (DCAA) debits for
noninvestment expenses.

Increase Diablo Canyon Adjustment Clause
(DCAC) rate annual revenues by $81.853
million, to reflect a reduction of $54.216
million previocusly included in DCAC .
revenues for noninvestment expenses and an
increase of $136.069 million in Unit 2 Zfuel
savings revenues previously included in
Energy Cost Adjustment Clause (ECAC) rates.
Because DCAC rate revenues were prevaously
$391.003 million, revised DCAC rate '
revenues shall be $472.856 million.

Decrease ECAC rate annual revenues by
- $136.069 million, to terminate recovery of
tuel sav;ngs revenues. throughtECAc rates.

Delete tarifs provmszons relatlng to the
formula transfer of Unit 2 fuel savings
revenues from the ECAC account to the
Diablo Canyon Interim Account (DCIA),
transfer the- DCIA.balance to the DCAA, and
termlnate the DCIA. . . ‘

3. The base rates and charges in ordering Paragraph 2. a. -
shall not be subject to- rerund, except as authorlzed by‘present

ERAM: tarifr proviszons. All DCAc revenues shall contlnue to-be
: subject to retund.‘ ' ‘

: 4. The rates and’ charges in the tariff :!:Llings ordered avove |
,.,.shall be calculated on a system»average percent’ change baszs. "PG&E 1 “
shall supply with the tarizz‘tllings work papers showang compllance fcc.LV;;

with residential baseline' laws.

5. The taritr filrngs authorlzed by this decision shall
conform to‘General Order 96-2, shall be markedrto show ‘that they
were authorized by this decision, and shall become effectzve rlve
(S) days after the date filed. '

) 6. Coinc1dent with the ertectrve date ot the tarltf £ilings
ordered above, PGSE shall remove rrom the- DCAA,all nonlnvestment
debits (wath lnterest) :ound reasonable by D. 38-03-067 together
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with revenue credits attributable to the $54.2 million rate

increase authorized by D.85-12-085 (with interest) and encugh fuel
savings revenues required to match the debits.

7. Within fifteen (15) days after the accounting changes
ordered above, PGLE shall file with‘the\chmissién Advisory and
Compliance Division and all parties work papers showing the amounts
removed from the DCAA.

8. Phase 1 of these proceedings is concluded.
This oxder is effective today.
Dated May 11, 1988, at San Francisco, Californmia.

STANLEY W. HOLETT
: Pres;dent-
DONALD VIAL o
FREDERICK:R.‘DUDA
G. MITCHELL WILX
JOHN B. OHANIAN -
Commissioners
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE ,OF CALIFORNIA N

Application Of Pacific Gas and Electric
Company, For Authorization To Establish
A Rate Adjustment Procedure For Its
Diablo Canyon Nuclear Power Plant; To
Increase Its Electric Rates to Reflect Application 84~06-014
The Cost 0f Owning, Operating, (Filed June 6, 1984, .
Maintaining and Eventually amended December 21, 1934)
Decommissioning Unit 1 Of The Plant;
And To Reduce Electric Rates Under It
Enexrqgy Cost Adjustment Clause And
Annuval Enerxgy Rate To Reflect Decreased
Fuel Expense.
(Electric)

And Related Matter. ' | Application~35-08fOZSu
. (Filed August 12, 1985).
_ : o it

OPINION ON RATE IREAIHENT
_QILHQHIH!E§IHEEI_§Q§I§__

Decision Summaxy / )

By this dec151on we order the noninvestment costs for
Pacific Gas an Electrlc Company’s (PG&E) Dlablo Canyon Nuclear
Power Plant qoved from the Diablo Canyon- Adjustment Account (DCAA)
to base ratas covering PG&E's electric servzce operataons.
‘ we also authorize PG&E to increase rates by $147.4
million wnich when added to the $54.2 ‘million[1l] rate increase
granted by Decision (D.) 85-12-085, will recover estimated |

//D 8§5~12-085 . authorzzed $53 8 million plus a franchmse and
uncollect;bles allowance which brought the total 1ncrease to .
$54.2 million.
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noninvestment costs for the Diablo Canyon plant for test year 19
Adding the $147.4 and $54.2 million together produces in base Jfates
the $201.6 million for 1988 noninvestment costs stipulated
PG&E and the Division of Ratepayer Advocates (DRA) on Janpéry 13,
1988 and approved by D.88-03=067 dated March 23, 1988.
Finally, we authorize continued booking to
account of $472.9 million in fuel savings attribu
operation of the Diablo Canyon plant.
In accordance with Article 19 of the

Practice and Procedure, the assigned administrative law judge (ALT)
filed his proposed decision in this matter o .April'li;’1988-and' ‘
five parties responded within the 20-day iod for comments. As a'
result of the comments filed, we have amepfed the ALJ's,proposed
decision to (1) clarity‘that revenues a ing in the DCAA from
fuel savings were not earmarked: specif, cally'to‘cover investment N
costs but can be used to write off n investment costs not covered |
by the rate increase granted by D.8, -12-085 and (2) indicate that
ne one opposed the proposal of PG to~spread any further rate .
increases to customers on a systg 3average percent.change bas;s- ,V
Background , - :
The background of ese applicat;ons and the proceed;ngs o
which have been held tO’dat"“ls set forth in several Comnxssion f‘p‘
decisions.[2] _ : ‘ o
In D.87-10-041 Ye ‘authorized PGLE to deb;t up to $197.1 ‘
million in the DCAA for oninVestment costs actually incurred . ror

the operation of Units/l and 2 of the Diablo~plant. We also oo
ordered further hearirngs to‘revieW'the reasonableness of the $197 1'7“‘5
million. A.prehear g conference was held November 18, 1987 at '

2 See Decishons 85-03-021, 85-05-040, 85-12-085, 86~01-054, . ., .
86-02-015, 86-04-080, 87-03-029, 87-10-041, and 88-03-067. . . v/

-2 -
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*

noninvestment costs for the Diable Canyon plant for test year 1988.
Adding the $147.4 and $54.2 million together produces in base rates
the $201.6 million for 1988 noninvestment costs stipulated to by
PG&E and the Division of Ratepayer Advocates (DRA) on Januaxy 13,
1988 and approved by D.88-03-067 dated March 23, 1988. /

Finally, we authorize continued booking to the DCAA
account of $472.9 million in fuel savings attributable~t6fthe
operation.of the Diablo Canyon plant.
Backaround

The background of these applications and the proceedings.
which have been held to date is set forth in several Commission
decisions. [2]

In D.87-10-041 we authorized PGLE to debit up to $197.1
million in the DCAA for noninvestment costs actually'incurred for.
" the operation of Units 1 and 2 of the iablo—plant. We also

ordered further hearings to review the reasonableness of. the $197. 1_}*”‘ |

million. A prehearing conrerence 6&5 held November 18, 1987 at
which a schedule for taking evidence on appropriate noninvestment
costs was set including heariagé during the week of March 1, 1988.
In the interim, on anuary 13, 1988, PG&E and the DRA
stipulated to (1) the reasonableness of the amounts for
noninvestment costs that should be booked to the DCAA. Since the
beginning of. commeICial/operation of the plant in May 1985 through
December 1987 and (2)?anxestimate of the.noninyestment costs for
test year 1988. The/stipulation was submitted to the Commission
and all parties and,was adopted by D-88-03-067 on Maxch 23, 1988. i
PG&E and/DRA could not agree on, the rate treatment. or the‘ g
stipulated nonieyéstment expenses so the scheduled hearings vere .
held March 1 and 2, 1988 to consider that issue. This decision (1)

—_—

/

/
2 See Decisions 85-03-021, 85-05-040, 85-12-085, 86—01-054,
86=02-015, 87-03-029, 87-10-041, and- 88-03-067.

-2 -
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decides the issue of rate treatment for noninvestment expenses, (2)
sets interim rates pending conclusion of Phase 2, the prudency
review, and, (3) terminates Phase 1B of these proceedings.

PG&E called Thomas C. Long, manager of its Revenu

Recquirements Department, and John F. Jenkins-Stark, trea;déer of
PG&E in suppert of its request. Long testified that noninvestment
expenses should be recovered in base rates. This can be done by
removing noninvestment expenses from the DCAA and /cnsolidating
them with the other operating expenses in PG&E’¥ base rates for
noxmal future ratemaking.

The noninvestment expenses at issue are attrlbutable to
two periods The first period covers‘the/expenses PG&E has been
authorized to accrue’ in the DCAA by camﬁissicn decisions over the
last two—and-a-half years. These start with the commexcial ‘
operation of Unit 1 in May 1985—and/run through December 1987. . The
second period covers test year 1986.d ‘The detailed- expense figures.
are contained in Exhibit 114 which is reproduced as’ Appendzx'A of
this decision; Table 1, rollowiag, is a summary of Exhibit 114.. As
of December 31, 1987, and subject to adjustment cf‘estzmates for
the last quarter of 1987, ncninvestment expenses charged to'the
DCAA total $345.9 malllon/’ By the end of April, 1988, based on the -
stipulated $201.6 million, the total will be $411.6 mllllon. ,

Partially o;:setting the" noninvestment expenses charged
to the DCAA are revenues credited from the $54.2 m;ll;on,rate
increase authorxzede: D.85-12-085 in December 1985. Those
estimated revenue/totals-are shown on Table 1 and are $105.6
millzon at the end of 1987 and $124.8 million at the end of Apr;l
1988. Also, the DCAA is regularly charged with interest on its
" balance; the xnterest attributable to’ nonznvestment costs is shown
on Table 1.v/&hus one can determine the balances in the DCAA
attrxbutable to nonznvestment costs as contrasted torthat
attr:.butable to lnvestment. Those balances are estlmated to total .
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$259.5 million at the end of 1987 and $312.9 million at the end of
April 1988.

TABLE 1
NONINVESTMENT EXPENSE BALANCES IN THE DCAA
(Thousands $)

At _12/31/87 AL 4/30/88
Noninvestment Expenses ' $ 345,925 '$ 411,621
Less Revenues Received  _10%5,645 124,845
Subtotal $ 240,280 $ 286,775
Interest —19.248 —26,094
Balance in the DCAA ~ $ 259,528 $ 312,869
Two~year Amortization L ) _
_ Including Interest $ 139’,71‘9' $ 168,436

PG&E. requests two things in addition to moving. the
‘, noninvestment portion of the DCAA into base rates. First, PG&E

wants a rate increase. equal to $147.4 million to cover the
stipulated amount of $201.6 million minus the $54.2 millien
currently authorized in rates. Second, it wants to amortize: the
balance in the DCAA attributable to noninvestment expenses as of
the date of this declsion over a two-year pericd. Using the
balance at April 30, for example,‘w;th interest this would total
$168.4 million per year.: Therefore, the net total annual rate o
increase requested is $315.8 million, $147.4 plus $168.4 mall;on-‘{“
This would require about a six percent'increase in rates. PG&E ‘
proposes the increase be spread evenly on' an ‘equal percentage basxs
to all customer classes. _ : -~

Long testi:ied that the two—year amortization is
reasonable because the average of the accrual periods for Units 1
and 2 is about two years, there will probably not be’ an<overlap .
with the conclusion of Phase 2 .of these proceedings now scheduled

TR
l
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currently authorized in rates. Second, it wants to amorfize the
balance in the DCAA attributable to noninvestment e

the date of this decision over a two-year period.

balance at April 30, for example, with interest

$168.4 million per year. Therefore, the net to annual rate
increase requested is $315.8 million, $147.4 pJus $168.4 million.
This would regquire about a six percent increafe in rates. PG&E
proposes the increase be spread evenly on equal percentage basis
to all customer classes. : .

Long testified that the two-yeifr amortization is
reasonable because the average of the: :
and 2 is about two years, there will rbbebly‘not ke an overlap
with the conclusion of Phase 2 of tjfese proceedings now scheduled
for the fall of 1989, and it provides continuity'with the 1990
general rate case.

Witness Jenkins-Star)y for PG&E testi:zed that, in his
view, PG&E’s financial conditd{on has deteriorated in recent months.
At the request of counsel fg& the California Association of Utllxty]
Shareholders (CAUS), Jenkjhs~Stark had prepared some financial dataf"
comparisons among sever. -large California utilitxe3~wh1ch,were
received as Exhibit 109. Some selected information from
Exhibit 109 is shown 4n Table 2. He also stated that (1) in 1987
PG&E’s debt securitjes were downgraded by two bond rating agencxes,f,
Duff and Phelps and Fitch Investors Service, (2) PG&E’s stock.prxce{"
has declined abopt 35 percent over the last 12 months, and, (3) K
financial analygts are concerned that PG&E’s dividend payout is
likely to exceed earnings for the next few years unt11 a fznal
decision in ¥he prudency phase is issued.
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for the fall of 1989, and it provides continuity with the 199
general rate case.

Witness Jenkins-Stark for PG&E testified that,
view, PG&E’s financial condition has deteriorated in re ht months.
At the request of counsel for the California Associatagh of Utility
Shareholders (CAUS), Jenkins-Stark had prepared someZLinancial data
comparisons among several large California utilities which were
received as Exhibit 109. Some selected informat'ﬁa from
Exhibit 109 is shown on Table 2. He also stated that (1) in 1987
PG&E’s debt securities were downgraded by two ond rating agencies,
puff and Phelps and Fitch Investors Service/ (2) PG&E’s stdck'price‘7
has declined about 35 percent over the la .12 months, and,. (3)
financial analysts are concerned that PG&E’s dividend payout is
likely to exceed earnings for the next/few years until a final
decision in the prudency phase is isshed.
'TABLE 2

-

FINANCIAL COMPARTSONS — 1987

Total Returm
to Sharebolders _
versus 1986 (%) =-25.1

Return on. '
Common Equity (%)

Dividend
Payout Ratio (%)

Market-to=-
Book Ratio

Dividend Yield




"is, no further rate increases are a -
. Commission were to recognize nonin;-stment expenses in base rates,. L
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are different that those relied on in earlier phases of
proceeding. But he c¢ontends that the earlier statisticsfvere
primarily related to the company’s ability to maintain fts debt
ratings and the current statistics reflect what has r¢ally happened
to PG&E’s financial condition as a result of the uncé#rtainties
surrounding the investment in Diable Canyon. He also conceded,
however, that PG&E’s management decision in the syring of 1987 to
reflect only cash revenues for Diablo Canyon hadf a smgnlflcant
effect on the data shown on Table 2.

DRA called financial examiner Ray/Czahar as a witness;
Czahar sponsored Exhibit 112. Czahar detalled the revenues PG&E
has and is receiving that are related togbiablo Canyon. He
testified that DRA bélieves‘ratepayers- re indifferent to whether
noninvestment expenses are rezlectéaj - base rates or included in
the DCAA, as long as the total rate el remains the same, that

u%inized.' Therefore, if the‘

the practical effect would be to gnly remove the subject~to-retund

contingency from the associated fevenues. Czahar was emphatic that: ,‘

recognition of noninvestment e
require a rate increase becauge i

The Attorney feneral of the State of California (AG)
called consultant David Marcus as a witness. Through his ‘
Exhibit 113, Marcus chncludes that PG&E should not be granted any
further increases i rates for the operation of the Diablo Canyon

plant. In making fis recpmmendation, Marcus assumes. the_stlpulated‘3i9 P -

noninvestment expg¢nses a:e‘allowablé- He testified that although
he believes shiffing the noninvestment expenses into base rates is
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inconsistent with D.87-10-041, the last decision by the Commifsion
addressing interim rates for Diablo, he does not oppose th
as a matter of policy. Again, that position is based on yYejection
by the Commission of any further interim rate increase.

Marcus rejects PG&E’s claim that there is a Shortfall
(see Appendix A) or undercollection of noninvestment/expenses that
should be written off because the noninvestment e nses have been
adopted by the Commission in D.88-03-067. He clyfinms the revenues
that have been accruing in the DCAA from the r3yle increase granted
by D.85-12-085 and fuel savings PG&E has been allowed to keep and
credit to the DCAA are not specifically earmArked for application
to investment or noninvestment expenses. itness Czahar for DRA
takes this same position. Marcus testififd that there are ample.
funds in the DCAA to cover all noninvesyfnent expenses not covered
by the revenues from the increase granfed by D.85-12-085. Those
funds sbould be used to take care of Any noninvestment expenses-not
covered by the D.85-12-085 zncrease if the nonlnvestment expenses
are moved from the DCAA to base rafes.

The Califoxrmia Aﬁsoci ion of Utility Shareholders
supports fully PG&E’s brqposql ‘
Discuszion -/ : - ;o

Under PG&E’Ss pro” 1, electric baae rate_revenues:woulduz
be increased by about $370, "Ilion annually, and, concurrently, -
interim rate revenues<ass'ciated with‘the'DCAA:wouldabe decreaSed;'“
by $54.2 million, a net Ancrease of about $316 million. PGSE’S
proposal is premised o th@ fact that because the cOmmlsSlon
adopted the stipulati on.noninvestment .axpenses. by D. 88-03-067
those expenses have pow be@n.fully‘and finally determxned and
should be reflected/in. basa rates. ‘ : *

As corregtly set forth in PG&E’s br;ef, th;s phase of the
proceeding presenys two questions-

1. Shguld PGLE be allowed to reflect in base
rytes, without an equal and offsetting
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reduction in presently authorized interim
rates, the stipulated reasonable
noninvestment expenses for test year 198

2. Should PG&E ke allowed to amortize and
recover in base rates the stipulated
reasonable noninvestment expenses whj
have accumulated in the DCAA since the
commercial operation of Unit 12

We answer yes to the zirst»and no to the second question.

In our first dec;szon on interim . es for Diable, 1ssued
in December 1985, we anticipated completing/Phase 2, the prudency '
of investment phase of these proceedings, /by January 1, 1988. we
were then looking at a two-year period fOr which interim rates
would be in effect before a final detefmination. It is now May
1988 and not one day of heiring on Phase 2 has been held. Indeed,

we had scheduled Phase 2 to start ldst February. But that date was

recently put over to June 1988 wiyh a final decis;on not expected
before August'1989. With the appeals that are suxe to come from
- any decision on ‘the prudency P ase, it could be mzd-199o bezore
this case is resolved. - : ‘

So agaln, as in D¢glcember 1985, we a looking at another ‘
two years of interim rates/but wath one signltzcant exception. The f
balance in the DCAA has lfeen building up for an add;txonal W
years and four. months. Depending on- our. decision in the prudency
phase, that balance ig/a potential tmme bomb~set toAgo off in late
1989 or early 1990. -

We asked yhe COmmission Advisory~and‘¢ompliance Division ‘~

(CACD) to calculatd with no further adjustment to interim rates,
estinated balancgs in the DCAA at September 1, 1989 and January 1,
1990 assumlng (f) the entire lnvestment in Diable is allowed in |

rate base, ox A2) the. recommendatxon ot the'DRA is adopted. Also,V o

we requested stlmates of the change in. rates that would occur iz, :
under each those assumptlons, the posxtlve or negative balances
were amortized: over three or five years. Table 3.
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contains the CACD estimates. As one c¢an see, the worst-case effect
would occur if the Commission were to adopt the full 1nvestme-
urged by PG&E and, 'in the meantime, make no further adjustpént in
rates. The increase in rates as of January 1990 c¢ould be as much
as 35.5% if the increase is amortized over a three-year period. On
the othex hand, adopting the investment .level recompénded in the

DRA report issued last year would result in a rate/decrease of 3.7%
over three years.

. We also asked the CACD to produce

-expeﬁses.
softens the potential increase if full j

' Final Rate  Disallowance /A _;__Bass_Insxsaﬁs__

Change

Iarget Date

9/%/89

L4
~

1/%/90

Assumption

2,862.7

- (491;8)

3,138.7

(508.4)

3,138.7

(sos 4).

ates (DRA) recommendation.

Amount

' $1,686.3

(198.1)
1,305.6

(132.7)

(184.0)
1, 371.3

(116.4)

: m;llion disallowance is Division of Ratepayer

Change

33;5%i,j
(3.9)"

25i9. 0 i
(2‘.‘6‘)' - I

35i5 .
.(3 7)]‘,

27 2
'(2@3)yﬁﬁ

} clus;on.or all post-COD capital additions, and €. S%‘f’ Lo
A2 interest rate.‘ DR :
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TABLE 4

DIABLO- CANYON REVENUE PROJECYION
$147.4 MILLION RATE INCREASE EFFECTXVE 6/1/88

Revenue Prozection

Final Rate Disallowance Amort. DCAA Rate_Increase
Change Assumption: Period Balance Amount Change.
Taxget Date (S million) — (Yeaxs) (S million) nillion) ().
9/1/89 o $2,670.8 $1,468.3  28.3%
” ' $4,368
” 0
” 4,368
1/1/90 0
d 4,368

(#53.7) (325.1)  (6.3)
1892.9 1,550.9  29.9 -

J

0

z 892 9 1,166.2 22.5
4,368

ol Lwe By Le

1. $4,368 million disallo &-ce is va;smon of Ratepayer .

Advocates (DRA)- recouu ndation..

2. Projectmons-assume ipulated noninvestment expenses,
inclusion of all pq t-COD capital additions, and 6.5%
DCAA. :x.nterest rat :

We are well awera-that‘in~D.87-10-041 in October last g
year we said PGSE had shoyh no pressing need for any further upward '
adjustment in interim rafes. HoWevef,,we are six months from that
decision and facing up Ao two more years of litigation on the
prudency of PG&E’s Dic-ie‘investmeht._ Even though we see ne
financial emergency,/the record shows that PG&E’s financial

condition has detej orated and contmnues to do so. As'we noted in

D.85-12-085 it is 1mportant to»maintain reasonable cash flow for
PG&E while we apk in the process or maklng a: final determlnatlon in
this matter. hat is the very purpose of a major additlons _
adjustment agfount. ~ to provide for reasonable: interim adjustments
so that whep the prudency review xs-completed, the partles may be

(683 /) (416.1)  (8.0) o
2,60.8 %,133.1 21-5 o

(754.1) (421.8) (8. 1);T 

“(754.1) ‘(321.5). (6. :)rf53757
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made whole. In addition, the factors supporting an additional rate
increase to maintain the DCAA balance at a reasonable level are
still present as they were when we issued D.85-12-085 as modified
by D.86-04-080 in April 1986, two years ago. Those factors are

(1) Diablo represents a substantial part of PG&E’s total capiial
investment, (2) Diable’s operation has resulted in significant
cost savings, and (3) a considerable period of time is expect
elapse before a final determination of the prudency of the
investment in Diableo. We are Stlll mindful that we must lance
the interests of PG&E and its ratepayers, attenpting to e fair to
each, when making our decisions. . In addition, we shopld attempt to ’
balance the interests of current and future ratepayefs. By txying
to make the likelihood of future lncreases and decgfeases in rates
more even, we achieve a fairer resolution of -the/intertemporal
equity problem. Based on the above dxscuss;on’ e find that an
increase in interim revenues is justmfxed.

- Additi 1 Rate T _

' We turn then to the. additional Ate increase we should
authorize. First, we will adopt the reglilest of PGLE to xemove
noninvestment expenses-and their corr ponding rate'recovery'trom
the DCAA and put them in base rates.’.NoAparty opposed the request
and we find it will be advantageou to the processing of the
prudency phase if noninvestment enses are not-a factor.
Disregarding for the moment the onﬁtvef the additional rate -
increase to be authorized and focusing only on the belance in the
DCAA attributable to noninvegtment expenses} it is clear from the
record that enough revenues/have accrued in the DCAA. from the
revenue increase authoriz by D. 85—12—085 and from fuel savings to
close out all noninvestmdnt expense balances in the DCAA We will
order that to be done. / : o

Addressing ether any or all of the so-called
”shortfall” (See App dlx A) should be amortized as proposed by
PG&E, we: conclude i - should not. We do'not believe an increase in
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rates of 6%, which would result if we authorized a two-ye
amortization of the noninvestment balance in the DCAA covered
by revemues collected since May 1985 as well as the $X47.4 million
needed to cover noninvestment expenses on an ongoil is, is
justified. PG&E is currently accruing revenues iy the DCAA of
about $523 million, $388 million through D.85-12-085 and $135
million in Energy Cost Adjustment Clause fuel Savings for Diable
Tnit 2 through D.87-11-019. If we authorize/a rate increase equal
to the $147.4 million needed to cover the gtipulated noninvestment. -
expenses, that will bring revenues from rAtepayers for Diablo to
about $670 million ($523 + $147). Thatfigure is 56% of the _
revenue requirement for Diablo, assumijig full investment recovery,
of $1,191.4 million. (See Exhibit 115 revised.) We find it is
reasonable to authorize a further ipficrease in interim rates<o£
$147.4 million. This accomplishes/three things, (1) it gives PG&E
89% of its Phase 1B revenue requgst of $756 mzllzon (see ‘
. D.87-10-041, Mimeo. p. 4), (2) At gives PGSE 100% of the st:.pulated o
noninvestmenﬁ expenses, and (¥) allows ‘the mattexr of nonlnvestment | .
expenses to be fully-and finglly determined until ‘their ‘
consideration in PG&E’s n general rate case., The ;ncrease,_
which is about 3% in reverfie, should be spread on an equal
percentage basis to all fustomer classes.

“Also, we will/make no adjustment to the revenues from
fuel savings flowing #o the DCAA. We’do‘this because we conclude
we have the discreti n to use as. a guideline a fixed standard ot

estimated fuel sav gs-rather than a rluctuating standard of actual?;v

savings, thus not fonly aveiding. periodic rate changes but also
imparting to PG&R’s cash flow a. certalnty that will assist in

stabilizing its finnncial condition. (sznL;LJEEnggg c3d
Slip Dec. p. 17, March 21, 1988,)‘ ‘To further this
revenue stabilization, we will order the transter of the Unit 2
fuel savings/ revenues from Energy cost Adjustment Clause (ECAC)

rates, whex they are now collected, t o‘direct DCAA rate recoverY-‘ R




A.84=-06~014, A.85-08-025 ALJ/ACP/fs.

Finally, we again make clear that ofdr determinations in
this decision are not based on any prejudgmeght of the
reasonableness of PG&E’s investment in the/Diable Canyon plant.
Fipdi ¢ Fact

1. By D.87-10-041 the Commissio ordered further hearings on
the reasonableness of noninvestment enses for PG&E’s Diablo |
Canyon nuclear power plant. |

2. By D.88-03-067 the Commjfsion found that $201.6 million
is a reasonable estimate for the oninvestment expenses for the
Diablo Canyon plant for Test YeAr 1988 and found the totals shown
in Appendix A to this decis;o to be reasonable expenses for the

d included 1n base rates.

A ryte increase of $147. 4 million annually
to Lover noninvestment expenses not already
cglrered by revenues received from the
ificrease granted by D. 85—12-085.

A rate increase of $168.4 mlll;on annually,
to be effective for two years, to amortize
the balance in the DCAA at April 30, 1988
which is attributable to noninvestment
expenses found reasonable-in D.88=-03-067
for the period May 1985 through April 1988
and detailed in Appendix A to this
decision.

- DRA and AG oppose any further rate increase for PG&E but

oppose the base rate treatment of noninvestment costs
proposed by PG&E.

6. CAUS supports fully PG&E's proposals.
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PG&E, we conclude it should not. PG&E maintains that the
Commission, in D.85-12-085 (Appendix B, p. 2), set up distinct
revenue streams, one, fuel savings, earmarked for inveStment costs,
and the other, the $54.2 million rate increase, intghded to cover
noninvestment costs. Therefore, PG&E maintains that the only
revenues booked to the DCAA which may now be used to offset
noninvestment expenses are those that have acgrued from the rate
increase. On the contrary, our intention was only to have costs
and revenues recorded in separate accounty’ “because they may be
adiusted or amortized separately” (emph is added) which is exactly
what we do by this decision.

We will order PG&E‘tovrem-'e'rrom-the‘DCAA all debits
(with interest) associated with pagt noninvestment expenses, which
should total about $411.6 millioy according to Exhibit 114, along
with exactly offsetting revenug/credits. Those credits will
include all revenues (with in¥erest) from the $54.2 million rate .
increase authorized by D.85- 2-085, which should total about $124-8
nillion, plus enough revenides from: ‘accumulated fuel savings to
match the noninvestment gébits. In this way, all past L
noninvestment expenses And offsetting revenues will be removed from -
the DCAA, but the net Halance in the DCAA will not change.

We do not Melieve an increase in rates of 6%, which would
result if we authorfzed a two-year amortization of the S
noninvestment balafice in the DCAA not. covered by revenues collected
since May 1985 af well as the $147 4 million needed to cover o
noninvestment efpenses on an ongoing basis, is justified. PGSE is =
currently accpling revenues in the DCAA of about $523. mill;on, $38&
million throygh D.85-12-085 and $135 mlllion.in.Energy Cost.
Adjustment fLlause fuel savings for Diablo Unit 2 through o
D-87-11-0)5. If we authorize a rate increase equal to the $147.4 L

million peeded to cover the stxpulated noninvestment expenses, thato L

will brjing revenues«trom ratepayers for Diablo to about $670
($523 + $147). That figure- is_56% of the revenue
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7. PG&E’s financial condition has deteriorated over the past
year.

8. It is important to maintain a reasonable ¢ash flow for
PG&E while the Commission is in the process of making a final
determination of the prudency of PG&E’s investment in Diablo.

9. PGC&E’s financial condition could be improved by
additional cash flow.

10. The Diablo Canyon plant represents a substantial portion
of PG&E’s total investment. _

11. Diablo’s operation has resulted in significant non-.
nuclear fuel cost savings.

'12. A considerable period of time is expected to elapse
before the Commission makes a final determination on the prudency
of PG4E’s investment in Diablo.

13. An increase in rates to provide an annual revenue
increase of $147.2 million to cover the noninvestment expenses
associated with the Dmablo»plant is just and reasonable and is
Justified. . o ) oo

l4. It is fair to-spread the lncrease in.rates to all
ratepayer classesAon a system average percent change (SAPC) basis.

15." By D.88=03-067 and this decision we are making a final
determination of the amount and treatment of noninvestment expenses
as they pertain to these proceedings, therefore, it is no longer
necessary to have revenues associated wzth Diablo-nonxnvestment
expenses subject to refund.

16. It is reasonable to-continue booklng to the DCAA fuel
savings found to be reasonable in previous. decxsions in these
proceedings. - :

17. The determlnations in thls-decision are not based on.any
' prejudgment of the reasonableness ot PG&E’s znvestment zn the

Diablo Canyon plant. ‘
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conclusions of Jaw

1. PG&E should be authorized teo recover through base rates
Diablo Canyon noninvestment expenses of $201.600 million,
coincident with terminating their recovery through the DCAA.

2. PGEE should be authorized to increase rates to produce an
annual revenue increase. of $147.4 million and spread the increase
to all customer classes on an SAPC basis.

3. Revenues covering Diable Canyon noninvestment expenses
should no longer be subject ‘to refund.

4. No adjustments to the fuel cost savings being booked to

the DCAA as provided for in previous decisions on these proceedmngs? 
should be made.

S. PG&E should be o:dered’tc~transrer'Diablo Canyon Unit 2
fuel savings revenues from ECAC rates to direct DCAA recovery. .

6. Phase 1, including Phases 1A and 1B, of these proceedlngsf'
should be concluded. : ;
. - 7. Because the test year covered by the rate lncrease

authorized began January 1, 1988, this decision should’ be e::ect;vef5-'
today. . . \ L _ .

QRDPER
IT IS ORDERED that-

1. Pacific Gas and Electric chpany (PG&E) is. authorzzed o
file revised tariff sheets which increase rates and charges to '
produce a net revenue increase of $147. 384_millxon, including
allowance for franchise fees and uncollectibles.

2. The tariff filing shall revise rates and texms to:

a. Increase annual base rate revenues by
$201.600 million, to reflect noninvestment
expenses for Units. 1 and 2 of Diablo Canyon
Power Plant, as authorized in D.88=03-067.
Henceforth, Diablo Canyon noninvestment
expenses shall be treated on a forecast:
basis, similar te other author;zed base
rate expenses.
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Correspondingly increase the Electric
Revenue Adjustment Mechanism (ERAM) base
revenue amount by $201.600 millien.

Cease the booking of all Diable Canyon
Adjustment Account (DCAA) debits for
noninvestment expenses.

Increase Diablo Canyon Adjustment Clause
(DCAC) rate annual revenues by $81.853
million, to reflect a reduction of $54.216
million previocusly included in DCAC
revenues for noninvestment expenses and an
increase of $136.069 million in Unit 2. fuel
savings revenues previously included in
Energy Cost Adjustment Clause (ECAC) rates.
Because DCAC rate revenues were previously
$391.003 million, revised DCAC rate
revenues shall be $472 856 million.

Decrease ECAC rate annual revenues by
$136.069 million, to terminate recovery of
fuel. sav;ngs ravenues through ECAC'rates-

-Delete tarits provisions relating to the
formula transfer of Unit 2 fuel savings
Xevenues from the ECAC account to the,
Diablo Canyon Intexrim Account (DCIA),
transfer the DCIA balance to the DCAA, and
termipate the: DCIA. .

3. The base rates and charges 1n Ordering Paragraph 2.2a.
shall not be subject to refund, except‘as‘authorized by present
ERAM tariff provisions. All DCAC revenues shall continue to‘bé
subject to refund.

4. The rates and charges in the taritf flllngs oxdered above
shall be calculated on a system average percent change basis. PG&E
shall supply with the tariff filings work papers showzng complzance-
with residential baseline 1aws.«
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S. The tariff filings authorized by this decision shall”
conform to General Order 96-A, shall be marked to show that '/ey
were authorized by this decision, and shall become effective five
(5) days after the cdate filed. ///;v-

6. Phase 1 of these proceedings is concluded.

This order is effective today.
Dated ~__, at San Francisco, Califormia.




