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Company (U 338-E) For (1) Authority
To Change Its Energy Cost Adjustment
Billing Factors And Its Electric
Revenue Adjustment Billing Factor.
Effective June 1, 1987: (2) Author-
ity, At Some Future Date, To Reduce
Its Energy Cost Adjustment Clause
Rates To Reflect Fuel And Energy
Cost Savings Attributable To Palo
Verde Nuclear Generating Station
Unit 3 And Balsam Meadow, Coincident
With Increases In Base Rates, Re-
spectively; (3) Authority To
Implement Other Modifications To Its
Enerqgy Cost Adjustment Clause And
Its Electric Revenue Adjustment
Mechanism As More Specifxcally Set
Forth In This Application; (4) ‘
Review Of The Reasonableness Of
Edison’s Operations During The
Period From December 1, 1985,
Through November 30, 1986; And (5)
Review Of The Reasonableness Of
Edison Payments To Qualifying
Facilities Under Non-Standaxd
Contracts During The Period From
December 1, 1984, Through

- November 30, 1986.
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(Filed February 5, 1987)
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(For appearances see Decision 87-11-013.)

QP INION
i ¢ pecisi
We find Southern Californmia Edison Company’s (Edison)
operations during the period December 1, 1985 to November 30, 1986
to be reasonable. Specifically, we conclude that: ’
1. The Stipulation and Agreement between the Division of
Ratepayers (DRA) apd Edison covering the cost of replacement fuel
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‘and purchased power during an outage at San Onofre Nuclear

Generating Station Unit 1 (SONGS-1) should be adopted.

2. Edison is entitled to a $7,881,737 reward under the Coal
Plant Incentive Procedure (CPIP) for operations at the Mohave
Generating Station (Mohave) and the Four Corners Generating Station
(Four Cormers).

3. The CPIP has served its purpose and should be
discontinued.

4. The Edison proposed additional Economic Modifier to the
Nuclear Unit Incentive Procedure should be adopted.

5. Edison should aggressively pursue steps to achieve
concessions from Arizona Public Service Company (APS) with regards
to its Cholla-4 contract.

Backgaround

On February 5, 1987, Edison filed Application
(A.) 87-02-019 requesting, among other things, that the Commission
£ind reasonable Edison’s fuel and enexgy costs recorded in the
‘Energy Cost Adjusunent Clause (ECAC) Balancing Account from

December 1, 1985 to November 30, 1986 “Record Period”. Processmng
of the application was initially split into three phases: Phase I
- a review of the forecast of operations for the period June 1,
1987 through May 31, 1988, Phase II - a review of the
reasonableness of operations for the Record Period, and Phase III -
a review of the reasonableness of Edison’s purchased power expenses
under nonstandard Qualified Facilities (QF) contracts for the 1985
and 1986 record period. Based on a request by the parties, the
Administrative Law Judge (ALJ) remeoved the reasonableness review of
Edison’s nonstandard QF contracts from this proceeding to Edison’s
pending ECAC proceeding A.88-02-016.

Hearings in Phase I of the proceedings were held before
ALJ Barnett. The Commission issued Decision (D.) 87-11-013 in that
ph;se. Hearings in Phase IX, the reascnableness phase, were held
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before ALJ Garde on January 13, 1988. This decision addresses
Phase II issues. ,

There was substantial agreement among the parties of this
proceeding concerning the reasonableness of Edison’s operations
during the record period. There are, however, five specific issues
which require separate discussion. In this decision we will
resolve each of these five issues separately and then deal in
summary with remaining reasonableness issues. The five separate
issues are listed below: '

1. SONGS disallowance.
2. CPIP rewaxd.
3. CPIP program reevaluation.
4. Economic Modifier to Nuclear Unit Incentive Procedure.
. 5. Cholla-4 Contract.
SONGS—] outage ' o . ,

In November 1986, SONGS-1 had an eight~day forced outage.
Edison was cited and fined $180,000 by the Nuclear Regulatory
Commission for three violations arising from the investigation of -
the outage. DRA recommended a disallowance of $798,682 for the
cost of replacement fuel and purchased power during the outage.
Edison opposed DRA’S recommendation for a disallowance on the basis
that no generation was lost due to this outage because it had
scheduled a refueling outage during that perioed.

DRA, Edison, and San Diego Gas and Electric Company
(SDG&E) reached agreement on a settlement of DRA’s proposed
disallowance for the replacement fuel and purchased power expenses
related to the eight-day SONGS-1 outhge. On January 20, 1988, DRA,
Edison, and SDG&E filed a Stipulation and Agreement and a joint
motion requesting its adoption. Copies of the Stipulation and
Agreement were served on all parties to Edison’s and SDG&E’s ECAC
applications. No party filed comments or objections.

The parties recommend that the Commission adopt a
disallowance of $798,682 (plus interest at the ECAC Balancing
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'Account rate from June 1, 1986 to the effective date of this
decision) to Edison’s ECAC Balancing Account and a disallowance of
$226,034 (plus interest at the ECAC Balancihg Account rate from
June 1, 1986 to the effective date of this decision) to SDG&E’s
ECAC Balancing Account.

Other provisions of the Stipulation and Agreement are:

1.

DRA’s and Edison’s exhibits previously
identified will be admitted into evidence
in A.87-02-019 without objection from any
Party:

Upon approval of the Stipulation and
Agreement by the Commission, Edison and
SDG&E will adjust their respective ECAC
Balancing Account balances according teo
DRA’s proposed disallowances in each ECAC
proceeding:

Edison and SDG&E will provide notice of
this Stipulation and Agreement to their
respective ECAC service lists; and

The Stipulation and Agreement does not
constitute approval of, or precedent
regarding, any principle or issue in this
proceeding and shall not be used as
evidence by DRA or any other party in
another proceeding.

Edison and SDG&E expressly do not concede
that DRA’s proposed disallowance is
correct, valid, or justified in any way.
While agreeing to accept the DRA-
recommended disallowance, Edison and SDG&E
expressly do not concede that any
ranagement imprudence was responsible for
the outage period at issue.

The Stipulation and Agreement is solely in
settlement of DRA’s claim for a
disallowance of replacement fuel and
purchase power expenses occurring during
the period from November 21, 1985 through
November 30, 1986. The settlement does not
cover any potential disallowances for other
types of costs associated with the SONGS-1
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outage, whenever those costs were incurred,
or replacement fuel and purchase power
expenses incurred after November 30, 1986.

The Stipulation and Agreement is entered
into by the parties on the basis that it be
adopted in its entirety without -
modification by the Commission.

If the Commission approves this Stipulation
and Agreement, but imposes any
modifications or conditions thereto, the
Stipulation and Agreement shall not become
effective as to any party unless the party
agrees in writing to accept the
modifications or conditions within 30 days
of the Commission decision.

The Stipulation an&-Agregment shall become
effective when a Commission decision
approving it'is issued.

’

We believe that this Stipulation and Agreement will
resolve the issue of the SONGS-1 outage. We also believe that it
is a reasonable settlement because it accepts DRA’s recommended
disallowance and avoids further litigation. Therefore, we will
adopt it.

We will address only Edison’s share of disallowance in
this order. SDG&E’s share of disallowance should be addressed in
SDG&E’s next ECAC proceeding.
rewaxrd Unae Lne Al _pPlant lncentive 1 1

The CPIP was implemented by D.93363 to provide an
incentive to improve the efficiency of Edison’s coal plants. It ' is
designed to provide for the possibility of reward or penalty, or
neither reward noxr penalty, based on the actual performance of the
coal plants. The CPIP standard of performance is the gross
capacity factor reached by the ceoal plant over four years. The
CPIP procedure established a “null zone” for the gross capacity
factor. If the coal plant gross capacity factor is less than the
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lower limit of the null zone, Edison is penalized. Edison is
entitled to a reward if the coal plant gross capacity factor
exceeds the upper limit of the null zone.

In D.86~04-059 Edison was authorized to record the reward
carned under the CPIP for the 1984 record pericd. The decision
also ordered a reexamination of the CPIP because the coal plants
have regqularly exceeded the gross capacity factor standard.

Pending receipt of the study, the null zone was expanded from 3%
tO +8%.

Edison filed an application for rehearing of D.86~04-059
with respect to the modification of the CPIF null zone for the 1935
record period. D.86~08-035 denied a rehearing of D.86-04~059,
howevex, it did not foreclose Edison from raising this issue in
A.86-02=-01L or seeking judicial review on that issue. D.87-08-031
also in A.86~02-011 concluded that the expanded null zone of +8%
should be applied prospectively from the effective date of
D.86=04-059.

The reward for the Record Period is computed by applying
a null zone o2 +8% to coal plant performance aftexr the effective
date of D.36-04-059. The gross capacity facter for Edison’s coal
plant exceeded the upper limit of the null zone during the Recoréd
Period. Therefore, DRA and Edisen agree that Edison should receilve
a CPIP reward for the Record Period computed as follows: '

Mohave Unit 1 $ -
Mohave Unit 2 717,866
Four Cornexrs Unit 4 2,570,178
Four Corners Unit S 4,592 2
Total $7,881,727
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We agree with DRA and Edison that a $7,881,737 reward
under the CPIP for the Recoxd Period is reasonable and should be
adopted.

\ Lneentive Procedure K¢ mina I

D.86=04-059 ordered Edison to submit with its 1987 ECAC
application a study of the entire CPIP. Accordingly, Edison
provided DRA a report prepared by Pickard, Lowe and Garrick, Inc.
(PL&G) «

Accoxrding to DRA, a review of the PL&G report shows that
most of the improvements at Mohave and Four Corners have been
accomplished since implementation of the CPIP. DRA contends that
the PL&G report also indicates that the benefit-to-cost ratio of
the CPIP to the ratepayer has drastically decreased. DRA believes
that this is an indication that the CPIP has achieved its purpose
and is no longer recquired. '

_ DRA has also analyzed the current state of the CPIP and
._concluded it should be revoked foxr the following reasons:

© The objective of improving the efficiency
of coal plants has been achieved at both
Mohave and Four Corners plants.

The price differential ketween coal and
gas/oil has decreased and fuel cost savings
through the use of coal will be very low.
Since the price of fuel is no longer at
issue, it may be economical to burn low
cost gas/oil in Edison’s generating units,
thus saving the ratepayers the additional
expense of rewards for Edison.

Edison cannot use coal plant generation for
base load requirements because it has
enough low cost purchased power and hydro
Power available during off-peak hours.

Egé;gn has received large awards under the
CPIP.
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.l ¢ Edison has received awards for Mohave
even when the plant did not produce power.

Therefore, DRA recommends that the CPIP be revoked. If
the CPIP wexe to be continued, DRA recommends that it be applied
only to Mohave since Four Corners is operated by Arizona Public
Service Company (APS) and is not subject to Edison control.

While not in agreement with the bases supporting DRA’s
recommendation, Edison agrees that the CPIP should be revoked.
Edison contends that: °

© An incentive program is unnecessary to
provide an incentive to Edison to provide
less cost enexrgy to its ratepayers;

Consistent with system operating
¢onstraints, Edison emphasizes the need for
reliability of its coal=-fired generating
units to minimize cost; and

Although the cost differential between
average coal and oil and gas has decreased,
. in the last two years, coal generat;on is
-less expensive and Edlson naximizes coal-
produced energy.

Edison also does not agree with DRA’s recommendation that
if the Commission desires to continue the CPIP, that it apply only
to Mohave. Accoxrding to Edison, although it is not the operator of
Four Corners, Edison is represented on the committees which control
the operation of the plant. Edison claims that it has a
significant influence over plant operation, however, not as direct
as its control over Mohave. Edison believes that for purposes ©of
termination or continuation of the CPIP, Mohave and Four Corners
should be treated cans;stently.

. .

We believe that the CPIP has achieved its main objective
of improving the thermal efficiency of the coal plants. Following
its introduction in 1981, the CPIP provided a mechanism for risk

¢
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and benefit sharing between Edison and its ratepayers from the
inproved coal plant performance.

We now believe that the current narrowing of the price
differential between coal and gas/oil has greatly reduced the ‘
benefits of the procedure. Therefore, we will revoke the CPIP for
Monave as well as Four Corners effective immediately.

It should be noted that the CPIP will remain in effect
until the effective date of the revocation. Therefore, the
performance of Edison’s coal plants will remain subject to the
provisicns of the CPIP from the end of this recoxd period
(November 30, 1986) until the effective date of the revocation.
This resolution of the issue will apply to all Edison’s coal units
including Mohave Units 1 and 2 which suffered an outage due to the
June 9, 1985 accident. The Commission has imstituted an
investigation of the accident in I.86-04-002.

Economic Modifier to the '
. V'

Edison proposes to establish an additional Economic
Modifier to its Nuclear Unit Incentive Procedure when it is
necessary to change a SONGS Unit’s refueling outage schedule to
mneet the system reliability needs of one or more SONGS. Parties.
This Econemic Modifier would provide for an adjustment to the
calculation of the Incentive Period Gross Capacity Factors’
applicable to the SONGS Units 1, 2, and 3. '

On February 26, 1987, Edison, SDG&E, the City of Anaheinm,
and the City of Riverside executed the Second Amended San Onofre
Operating Agreement (Operating Agreement) and the San Onofre
Refueling Exchange Agreement (Refueling Agreement). The Operating
Agreement sets forth the manner in which SONGS Units will be
operated for the benefit of all SONGS Parties. The Refueling
Agreement governs exchanges of energy and capacity between SONGS
Parties when a scheduled refueling outage date is changed by the
election of one or more of the SONGS Parties. The effect of the
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.Rerueling' Agreement is that the SONGS Parties (and their
ratepayers) not participating in the election to change a scheduled
refueling ocutage remain indifferent to the change.

Edison believes that the proposed Economic Modifier
should be adopted for the following reasons:

1. It recognizes needed operating flexibility.
The modifier permits operation of the SONGS
Units for the benefit of all of the SONGS
Parties and their ratepayers;

The Modifier eliminates or reduces the
possibility of an unwarranted Nuclear
Incentive Procedure penalty when a
refueling outage schedule change is
consistent with the above; and

Edison has the burden of proof to
demonstrate that its ratepayers were not
adversely impacted by a SONGS refueling
outage schedule change at such time that’
the proposed Economic Modifier is claimed.

R There was no opposition to Edisen’s proposed modification
"‘to ‘the Nuclear Unit Incentive Procedure.

We believe that the proposed Economic Modifier is
necessary to prevent Edison from incurring a penalty under its:
Nuclear Unit Incentive Procedure by allowing operation of the SONGS
Units for the benefit of other SONGS Parties pursuant to the
Operating Agreement or the Refueling Agreement. Currently, the two
existing Economic Modifiers explicitly address only the impacts on
Edison’s system and result in changes to the operation of a SONGS
unit. The existing Economic Modifiers do not address conditions
requiring a refueling outage schedule change for system reliability
purposes on another SONGS Party’s system. Therefore, we will adopt
the Economic Modifier proposed by Edison. '
The Cholla=4 Contract

DRA récommends that the Commission crdexr Edison to
renegotiate or terminate the Cholla-4 contract. DRA does not

‘
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recommend any disallowance related to the Cholla=-4 contract.
Edison opposes DRA’s recommendation.

' In February 1980 Edison agreed to purchase electricity
from APS under the Cholla-4 contract. The contract had a
termination date of May 31, 1989 with provisions for extension.
The Cholla-4 contract is a dedicated unit contract which committed
APS to build Unit 4 at its coal-fired steam electric Cholla Plant
and Edison to pay fixed charges to cover the ownership and
operating costs of the unit during the life of the contract. The
energy price is based on the contract price of coal charged to APS.
Enerqgy deliveries began‘in June 1984 at 123 megawatts (MW) and rose
to the contract capacity of 350 MW in June 1985. The fixed
contract charges are based on the operating and maintenance
expenses, working capital, ad valorem taxes and the rate of return
on the rate base allowed by the Federal Emergy Regulatory
Commission for this unit. The relevant rate base is normally
reduced each year:; however, it can be increased to account for
capital improvements elected by APS.

In October 1983 the termination date of the Cholla=-4
contract was amended to May 31, 1990.

DRA contends that during the Record Period the payments
for energy undex the Cholla-4 contract exceed Edison’s avoided cost
of the same quantity of energy by approximately $33.8 million. DRA
asserts that its calculations of excess payments are conservative.
According to DRA, gas prices are expected to remain reasonably
stable through the life of Cholla=4 contract and so these excess
payments are likely to continue. DRA maintains that Cholla-4 is
Edison’s highest priced firm energy inter-utility contract.

Edison contends that it has demonstrated that the
Cholla~4 contract was reasonable when executed and amended based
upon facts known when executed and that it is unlikely that
renegotiation or termination of the contract would benefit the
ratepayers. ‘ | '
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. Edison maintains that under the terms of the Cholla-4
contract, it can schedule the energy deliveries and has the right
to modity deliveries on an hourly basis to accommodate its system
operating conditions. Edison can also coordinate the annual
maintenance schedule of Cholla=-4 with APS to assure optimal
availability of the unit.

Edison contends that it entered into the Chella-4
contract based upon an identified need to supply a portioen of the
expected demands for capacity and associated energy on its system
for the vears 1984 through 1989. According to Edison, at the time
of entering the contract, forecasted Cholla-4 capacity and enexgy
expense was less than forecasts of available alternatives over the
term of the contract. Edison argues that the appropriate standaxd
of reasonableness requires that its actions be reviewed based upen
what was known by its management at the time the contract was
executed. Edison points ocut that DRA made no evaluation of the
reasonableness of the Cholla-4 contract or its amendments at the

‘time of execution.. In fact, Edison asserts that for the purpose of
its recommendation, DRA is not concerned with the reasonableness of
the contract. '

Edison disagrees with DRA’s recommendation that the
Cholla-4 contract should be renegotiated or terminated simply
because Edison’s payments during the Record Period were more than
‘DRA’s estimate of Edison’s aveided cost. Edison argues that DRA’s

. approach applies a new standard each year to a long-term contract,
does not consider the cost of renegotiation or termination, and
makes no attempt to analyze the contract based on conditions at the
time of execution. Thus, DRA failed to apply the appropriate
standard of reasonableness to its examination of the Cholla-4
contract. i

Edison recognizes the fact that Cholla-4 energy is more
expensive than its other inter-utility ldng—term purchase power

.“'\
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agreements. Edison claims that in accordance with prior Commission
statements, it has attempted to achieve some concessions from APS.

DRA believes that Edison opposes its recommendation
regarding the Cholla-4 contract largely because it misunderstands
the recommendation. DRA agrees with Edison’s contention that
prudence of a contract must be judged by the facts the utility knew
or could have known when it entered onto the coentract. That is
why, DRA maintains that it is not recommending a disallowance; it
is merely'recommendinq contract renegotiation or termination.

DRA also points out that its recommendation does not
require Edison to renegotiate or terminate the contract if it is
uneconomic to do so.

Di N

It is clear from the record that for the Record Period
payments for energy under the cholla-4 contract exceed Edison’s _
avoided cost of the same quantity of energy by $33.8 million. ‘ \/'.
Therefore, purchases of enexrgy from Cheolla-4 were not cost-
effective during the Record Period. We recognize that the enexgy
purchases from Cholla-4 have been cost-effective in the past, but
the future cost-effectiveness of the Cholla-4 contract is dependent
on the price of fossil fuel and cannot be predicted with certainty
at this time. , ‘

‘ We note that Edison has met with APS on three separate
occasions in 1986 to renegotiate the contract with APS. The exact
nature of Edison’s attempt to renegotiate the contract is not
clear. However, we do know that APS declined to discuss
renegotiation of the contract. ‘

We share DRA’S concern about the high cost of energy from
Cholla-4 and reiterate our position that for long-~term contracts a
utility has the duty to monitor and assess the value of the
centract from year to year throughout its remaining texm and to
take every reasonable step to protect the interests of the
ratepayers. In Keeping with our policy regarding long-term
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contracts, we require Edison to assess the cost of terminating the
Cholla-4 contract and, with its mext ECAC filing, provide a
complete description of its efforts to renegotiate the contract and
a report on the cost of such a termination. Edison’s report should
contain its analysis of the economic benefits to the ratepayers

supporting whatever decision it makes regarding the Cholla-4
contract.

A summary of DRA’s position regarding the remaining
reasonableness phase issues is as follows:
. } R N

Accord;ng to DRA’s analysxs, Edison’s
hydroelectric generation expenses during the
Record Period were reascnable.

Coal Generation -

DRA found that Edison’s expenses for cocal and
gas burned at Mohave and at Four Corners during
the Record Period were reasonable.

Nucleaxr Genexation and Price

DRA found nuclear generation and costs during
the Record Period to be reasonable except for
replacement energy expenses for an eight-day
period for SONGS Unit 1 discussed earlier.

DRA also recommended that the reasonableness of
uranium ore costs be subject to the
Commission’s decision in Order Instituting
Investigation (I.) 85-05-002. D.87-10-042 in
that proceedlng found Edison’s purchases of
uranium ore to be reasonable.

In addition, DRA recommends that no final
judgment be made on the reasonableness of any
replacement fuel costs for SONGS Units 2 and 3
until the reasonableness review of SONGS Units
2 and 3 post commercial operating date costs
have been completed.




A.87-02-019 ALJ/AVG/xrsy *

Puxchased Power

DRA found that Edison’s expenses for economy
energy purchases for the Record Period were
reasonable. For firm purchased power expenses,
DRA does not recommend any disallowance.
However, DRA recommends that the Commission
order Edison to renegotiate or terminate the
Cholla-4 contract as discussed earlier.

Cogenexation

As stated previously, review of Edison’s
purchases from cogenerators for the 1985 and
1986 Record Periods has been deferred to be
held in Edison’s pending ECAC proceeding
A.88=02-016.

DRA found Edison fossil plant outages for the
Record Peried to be reasonable.

The Commission indicated an interest in the
heat rate performance of Edison’s fossil fuel
units and in D.86-04-059 recommended that
Edison adopt a2 heat rate deviation method
similar to that adopted for Pacific Gas and
Electric Company (PG&E). In oxder to evaluate
heat rate performance, Edison proposed an
Efficiency Deviation Method. This method
serves as a performance standard and provides a
measurement of the improvements in heat rate
efficiency.

The Efficiency Deviation Methed is based on
changes from historic performance utilizing
individual unit hourly operating information to
establish theoretical fuel consumption. This
theoretical fuel use is then compared against
actual fuel consumption to determine deviation
from theoretical.

DRA agreed that the Efficiency Deviation Method
is a reasonable approach; however, DRA believes
that heat rate improvement should be measured
in BTU/kWh and not by the percentage method
used by Edison. .
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Edison and DRA subseguently agreed to use the
1984 and 19385 recorded system heat rate data,
including Redondo Units 7 and 8, as the base:
for the Efficiency Deviat ion Method. Edisen
provided tables whickh reflect both the
percentage and BTU/XWh deviations from the
recogded 1984 throucgh 1985 base heat rate
standaxd.

N CNSes

DRA agreed that Edison’s natural gas expense
was reasonable.
mp! Qi'! MQaﬁg

in D.oz-06-021, the Commission ordered 2
disallowance o2 10 pe:cen: of the Chevron
Optien Ag:eemeﬂ* Demand charges which were
$520,000 for the Recoré Period. DRA agreed
chat Edison’s August 1586 Low Sulfur Fuel 0Ll
burm of 993,000 barrels was reasonable and that
Edison’s fuel oll carrying charges were
reasonanble.

As tals suxmazTy indicates, there iz agreement that
_ eperations during the Record Peried, except as discussed
ax»lier, were reasonable. We concur with Edison’s showing and the
DRA/S a“h_vs_g.
v oy =t 1adon

EZdison and DRA have filed comments on the ALJ’s propesed
decision. They have also filed reszonses to each other’s comments.
Based on our review, we believe tha:t the following rodifications to

<he decisien, other than correction of typcgraphical exrrors, should

ze made:

-. Tlacktive Dates for Revecation of the

CPI> ané Adepticn of ““e ‘ccnom;c
Medisier to the Nuclear Tni

IAceﬁtlvngP*o¢°dyhe

Tae Propes ed Cecision revekes the CPRIP on the efie =ive
caze 0f the cxder. The proposed decision alse adopts an Econenic
Medifier te the Nue lear Unit Incentive Procecdure.

/
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Edison points out that since the CPIP and the Nuclear
Incentive Procedure are included in its tariffs, it will need to
file advice lettexs to remove the CPIP and add the Economic
Modifier to the Nuclear Unit Incentive Procedure. Therefore,
Edison recquests that the ordering paragraphs be modified to allow
it five days after the effective date of the order to file the
advice letters. Edison also requests that any reward or penalty
under the existing CPIP and the Nuclear Unit Incentive Procedure
should be calculated using the existing procedures until the advice
letters are filed.

We agree with Edison’s request and accordingly will
modify Ordering Paragraph 1 as follows:

#1. The Coal Plant Incentive Procedure (CPIP)
for Southern California Edison Company’s
(Edison) Mohave Generating Station and rour
Corners Generxating Station shall be revoked.
Edison shall file revised tariffs implementing
this order within five days of the effective
date of this decision. The revocation of the
CPIP shall be effective upon filing of the
revised tariffs.”

We will also add the following ordering paragraph to
adopt the Econcomic Modifier to the Nuclear Unit Incentive
Procedure:

#Edison’s Nuclear Unit Incentive Procedure shall
be modified to establish an additional economic
Meodifier when it is necessary to change a SONGS
Unit’s refueling outage schedule to meet the
system reliability needs of one or more SONGS
parties. Edison shall file revised tariffs
implementing this order within five days of the
effective date of this decision. The
modification of the Nuclear Unit Incentive
Procedure shall be effective upon filing of the
revised tariffs.”

The Cholla 4 Contract
DRA recommends that with respect to the Cholla-4
contract, the decision should add the following language:
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#any decision to revise or terminate the

Cholla~4 contract, or to continue it unchanged,

shall ke in the economic interest of Edison’s .

ratepayers.”

DRA believes that this message is strongly implied by the
proposed decision. However, DRA requests that it be made explicit.

We agree with DRA and accordingly add the following
language to the first paragraph on page 1l4:

#Edison’s report should contain its analysis of

the economic benefits to the ratepayers

supporting whatever decision it makes regarding

the Cholla-4 contract.”

The proposed decision orders Edison to file a report on
the cost of terminating the Cholla-4 contract with its next ECAC
filing. Edison requests that this information be held in
confidence otherwise it would adversely affect Edison’s ability to
obtain concessions from APS in further discussions regarding the
Cholla-4 contract.

r

We believe that Edison’s request, if appropriate, is

preﬁature. Therefore, we will not grant it.
indi ¢ £

1. DRA finds Edison’s expenses for coal and gas burned
during the Record Period at Mohave and Four Cormers to be
reasonable. :

2. DRA recommends that for the Record Period, Edison be
granted a reward of $7,881,737 under the CPIP .

3. DRA recommends that the CPIP be revoked until such time
that conditions warrant reinstitution of this incentive program.
In the altermative, DRA recommends that the CPIP apply only to
Mohave.

4. Edison agrees with DRA that the CPIP be revoked for bhoth
Mohave and Four Corners. '

5. fThe CPIP has achieved its objective of improving coal.
plant performances. ' |




A.87=02-019 ALJ/AVG/xrsx *

6. DRA and Edison have filed a Stipulation and Agreement
which settles DRA-recommended disallowance for replacement energy
during a SONGS-1 outage in November, 1986.

7. The Stipulation and Agreement recommends that the
Comnmission adopt a disallowance of $798,682 (plus interest at the
ECAC Balancing Account rate from June 1, 1986 to the effective date
of this order) to Edison’s ECAC Balancing Account.

8. The Stipulation and Agreement is a reasonable settlement
of the SONGS-1 outage issue and is fair to Edison’s ratepayers.

9. There is no opposition to the Stipulation and Agreement
regarding the SONGS-1 outage.

10. DRA and Edison have agreed to use the 1984 and 1985
recorded system heat rate data, including Redondo Units 7 and 8, as
the base for the Efficiency Deviation Method.

11. DRA agrees that the Edison proposed Efficiency Deviation
Method to evaluate the heat rate performance of Edison’s fossil
fuel generating units is reascnable.

12. Edison proposes to establish an additional Econemic
Modifiexr to the Nuclear Unit Incentive Procedure when a SONGS
Unit’s refueling outage schedule is changed to meet the system
reliability needs of one or more SONGS Parties.

13. Adoption of the proposed Economic Modifier to the Nuclear
Unit Incentive Procedure will not have adverse impact on Edison’s '’
ratepayers. |

14. There is no opposition to Edison’s proposed modification
to the Nuclear Unit Incentive Procedure.

15. DRA recommends that Edison be ordered to renegotiate or
terminate Cholla-4 contract with APS mainly because the cost of
energy from Cholla-4 exceeds Edison’s current avoided costs.

16. Edison disagrees with DRA’s recommendation regarding-the
Cholla-4 contra;t.‘ \

_ 17. The Cholla-4 contract was reasonable when executed and
amended.
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18. Edison has attempted to renegotiate the Cholla-4
contract. )

19. Other than the issues discussed in the preceding findings
' of fact, DRA finds Edison’s operations during the Record Period to
be reasonable.

, 1. The CPIP for Edison’s Mohave and Four Corner plants
should be revoked.
2. Edison should be awarded a reward of $7,881,737 under the
CPIP.
3. The Stipulation and Agreement filed by DRA and Edison
should be adopted.

4. Edison’s ECAC Balancing Account should be reduced by
$798,682 (plus interest at the ECAC Balancing Account rate from
June 1, 1986 to the effective date of this order) to account for
the replacement energy during SONGS-1 ocutage.

5. ©Edison should continue to try to achieve concessions from
APS regarding the Cholla=-4 contract and should file a report
describing in detail its efforts to do this. Edison should alse
file a report on the cost of terminating the Cholla-4 contract with
its mext ECAC filing. |

6. Subject to the observations made by the Commission as set
forth here, Edisonfs operations during the period December 1, 1985
to November 30, 1986 were reasonable.

QRDER

IT XS ORDERED that:

1. The Coal Plant Incentive Procedure for Southern
California Edison Company’s (Edison) Mohave Generating Station and
Four Corners Generating Station shall be revoked. Edison shall
- file revised tariffs implementing this order within five days of
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the effective date of this decision. The reveocation of the CPIP
shall be effective upon f£iling of the revised tariffs.

2. Edison’s ECAC Balancing Account shall be reduced by
$798,682 plus interest at the ECAC Balancing Account rate from
June 1, 1986 to the effective date of this order. '

| 3. Edison shall be awarded a reward of $7,881,737 under the
Coal Plant Incentive Procedure and its ECAC balancing account shall
be adjusted accordingly.

4. Edison shall continue to try to achieve concessions from
APS regarding the Cholla-4 contract and shall file a report in its
next ECAC proceeding describing in detail its efforts to do this.
Edison shall also file a report on the c¢ost ¢f terminating the
Cholla-4 contract with its next ECAC filing.

5. Edison’s Nuclear Unit Incentive Procedure shall be
modified to establish an additional Economic Modifier when it is
necessary to change a SONGS Unit’s refueling outage schedule to
meet the system reliability needs of one or more SONGS parties.
Edison shall file revised tariffs implementing this orxder within
five days of the effective date of this decision. The modification
of the Nuclear Unit Incentive Procedure shall be etfect;ve upon
filing of the revzsed tariffs.

6. This proceedlng is cencluded.

This oxder. is effective today.
Dated ___ JUI_ 81988 ., at san Francisco, California.

&?mmossloner Frederick R Duda
ng necessardrabsem. did- not
D&ﬂtmxnem

. \\ k ’A)‘,,..‘ .
| CERTIFY THAT ™S o’z—:c:sm\:
WAS APPROVED 'BY' THE “ABOVE
CONMMS&C»GRS'RDDAY

{Jm

Vlcfor Woaizser, Exocutive Uniesior

»
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.lower limit of the null zone, Edison is penalized. Ediso/né
entitled to a reward if the coal plant gross capacity factor
exceeds the upper limit of the null zone.

In D.86-04-059 Edison was authorized to regord the reward
earned under the CPIP for the 1984 record period. The decision
also ordered a reexamination of the CPIP bhecause gﬁe coal plants
have regularly exceeded the gross capacity factor’ standard.

Pending receipt of the study, the null 2zone was/éxpanded from +3%
to +8%. _,/

Edison filed an application for rehearing of D.86-04-059
with respect to the modification of the CPIP null zone for the 1985
record period. D.86=08-035 denied a rehe;fing of D.86=-04-059,
however, it did not foreclose Edison from raising this issue in
A.86-02-011 or seeking judicial review on that issue. D.87-08~081
also in A.86-02-011 concluded that the expanded null zone of +8%

should be applied prospectively from the effective date of
D.86=-04—059. /

. 'The reward for the Recor'd’/'Period is computed by applying
a null zone of +8% to coal plant pérformancé after the. effective
date of D.86-04-059. The gross cgbacity factor for Edison’s coal
plant exceeded the upper limit og/the null zone during the.Record
Period. Therefore, DRA and Edison agree that Edison should receive

a CPIP reward for the Record Periocd computed as follows:

Mohave D‘nit' 1 4 -0m
Mohave Unit 2 : 7717.566
Four Cormers Unit 4 2,570,178

Four Corners Unit 5 4,993,993
Total ' . $ 7,881,737
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improved coal plant performance.

We now believe that the current narrowing ¢f the price
differential between coal and gas/oil has greatly reduced the
benefits of the procedure. Therefore, we will revoke the CPIP
for Mohave as well as Four Corners effective ;mﬁédiately.

It should be noted that the CPIP will remain in effect
until the effective date of this order. ?lerefore, the performance
of Edison’s coal plants will remain subi?ct to the provisions of
the CPIP from the end of this record period (November 30, 1986)
until the effective date of this ordgx{ This resolution of the
issue will apply to all Edison’s ceal units including Mohave
Units 1 and 2 which suffered an oeﬁage due to the June 9, 1985
. accident. The Commission has instituted an investigation of the
accident in X.86-04-002.

Economic Hgditier to the
v

and benefit sharing between Edison and its ratepayers‘fzgm the

, / . .
‘Edison proposes to establish an additional Economic

Modifier to its Nuclear U,'t Incentive Procedure when it is
necessary to change a SONGS Unit’s refueling outage schedule to
meet the system reliability needs of one or more SONGS Parties.
This Economic Modifiexr/would provide for an adjustment to the
caleculation of the chentive Period Gross Capacity Factors
applicable to the SONGS Units 1, 2, and 3.

on Februaé:'y 26, 1987, Edison, SDG&E, the City of Anaheim,
and the City of Ri@erside executed the Second Amended San Onofre
Operating Agreeﬁggt (Operating Agreement) and the San Onofre
Refueling Exchange Agreement (Refueling Agreement). The Operating
Agreement setg/forth the manner in which SONGS Units will be
operated for the benefit of all SONGS Parties. The Refueling
Agreement governs exchanges of energy and capacity between SONGS
Parties whgn a scheduled refueling outage date is changed by the
election of one or more of the SONGS Parties. The effect of the
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Vd
.recommend any disallowance related to the Cholla-4 contract.
Edison opposes DRA‘’s recommendation.

In February 1980 Edison agreed to purchase electricity
from APS under the Cholla-4 contract. The contra%’ had a
termination date of May 31, 1989 with provisions /for extension.
The Cholla=4 contract is a dedicated unit ccn%;act which committed
APS to build Unit 4 at its coal-fired steamlﬁiectric Cholla Plant
and Edison to pay fixed charges to cover the ownership and
operating costs of the unit during the l%:é of the contract. The
energy price is based on the contract g;ﬁce of coal charged to APS.
Enexgy deliveries began in June 1984 at 123 megawatts (MW) and rose
to the contract capacity of 350 MW ln/June 1985. The fixed
contract charges are based on the operating and maintenance

expenses, working capital, ad va%péem taxes and the rate of return
on the rate base allowed by the Federal Energy Regulatory
Commission for this unit. Thﬁ/relevant rate base is normally
reduced each year:; however, it can be increased to account for
.cap:.ta]. improvements elected/ by APS. :
‘ In October 1983 the termination date ot the Cholla-4
contract was amended to Md§ 31, 1990.

DRA contends Spat during the Record Periocd the payments
for energy under the cgolla-4 contract exceed Edison’s avoided cost
of the same quantity ?f energy by approximately $33 million. DRA
asserts that its calculations of excess payments are conservative.
According to DRA, gdé prices are expected to remain reasonably
stable through the/life of Cholla-4 contract and so these excess
payments are likely to continue. DRA maintains that Cholla-4 is
Edison’s highest /priced firm energy inter-utility contract.

Edison contends that it has demonstrated that the
Cholla—-4 contrdEt was reasonable when executed and amended based
upeon facts knd@n when executed and that it is unlikely that
renegotiatio /or termination of the contract would benefit the
ratepayers.
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agreements. Edison claims that in accordance with prior Commission
statements, it has attempted to achieve some concessions from/iPs.

DRA believes that Edison opposes its recommendg;iéﬁ
regarding the Cholla-4 contract largely because it misupderstands
the recommendation. DRA agrees with Edison‘s contengiéh that
prudence of a contract must be judged by the facts the utility knew
oxr could have known when it entered onto the cog;ract. That is
why, DRA maintains that it is not recommending 2 disallowance; it
is merely recommending contract renegotiation//r termination.

DRA also points out that its recommendatlon does not
require Edison to renegotiate or term;nate the contract if it is
uneconomic to do so.

54 .

_ It is ¢lear from the reco d that for the Record Period
payments for energy under the Cholla-a contract exceed Edison’s
avoided cost of the same quantzty of enexgy .by $33.7 millioen.
Therefore, purchases of energy/from Cholla-4 were not cost-
effective during the Recoxrd Reriod. We recognize that the energy
purchases from Cholla-4 nave been cost-effective in the past, but
the future cost-effectiveness of the Cholla-4 contract is dependent
on the price of fossil fuel and cannot be predicted with certainty
at this time. .

. We note that Edison has met with APS on three separate
occasions in 1986 to/renegotiate the contract with APS. The exact
nature of Edison’s Attempt to renegotiate the contract is not
clear. However, we do Xnow that APS declined to discuss
renegotiation of /the contract.

We share DRA’s concern about the high cost of energy from
Cholla-4 and rezterate our position that for long-term contracts a
utility has the duty to monitor and assess the value of the
contract fr?p year to year throughout its remaining term and to
take every reasonable step to protect the interests of the
ratepayerj/ In keeping with our poliéy regarding long-term

/
/
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.contra.cts, we recquire Edison to assess the cost of terminating ‘he
Cholla=4 contract and, with its next ECAC filing, provide a
complete description of its efforts to renegotiate the coptract and
a report on the cost of such a termination.

A summary of DRA’s pos;tlon regardxng the remaining
reasonableness phase issues is as follows:

1. Hydroelectric Generation

According to DRA’s analysis, Edisorn/s
hydroelectric generation expenses during the
Record Period were reasonable.

Coal Genexation
DRA found that Edison’s expenses for coal and

gas burned at Mochave and at/Four Cormers during
the Record Period were reasonable.

Nuel . ¢ 3 pri

DRA. zound nuclear genefét;on and costs during
the Record Period to be reasonable except for
replacement energy expenses for an elght-day
period for SONGS Unit 1 discussed earlier.

DRA also recommended that the reasonableness of
uranium ore costs/be subject to the
Commission’s deci sion in Order Instituting
Investigation (I.) 85-05-002. D.87-10-042 in
that proceedlng’round Edison’s purchases or
uran;um ore te/be reasonable.

In add;t;on,/DRA recommends that no final
judgment bejmade on the reasonableness of any
replacenent/fuel costs for SONGS Units 2 and 3
until the rieasonableness review of SONGS Units
2 and 3 post commercial operating date costs
have bee7/completed.

Purchased Powex

DRA.zouéd that Edison’s expenses for econonmy
enerqgy/ purchases for the Record Period were
reasonable. For firm purchased power expenses,
DRA does not recommend any disallowance.

4
4
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However, DRA recommends that the Commission
order Edison to renegotiate or terminate the
Cholla-4 contract as discussed earlier.

Cogenexation

As stated previously, review of Edison’s
purchases from cogenerators for the 1985 /and
1986 Record Periods has been deferred to be
held in Edison’s pending ECAC proceeding
A.88-02-016.

/
DRA found Edison fossil plant outages for the
Record Period to be reasonable./

The Commission indicated an imterest in the
heat rate performance of Ed¥son’s fossil fuel
units and in D.86-04-059 recommended that
Edison adopt a heat rate deviation method
similar to that adopted for Pacific Gas and
Electric Company (PG&E). In order to evaluate
heat rate performance, [Edison proposed an
Efficiency Deviation Method. This method
sexves as a performance standard and provides a
measurement of the improvements in heat rate
efficiency.

The Efficiency Deviation Method is based on
changes from historic performance utilizing
individual unit /Mhourly operating information to
establish theoretical fuel consumption. This
theoretical fuel use is then compared against
actual fuel consumption to determine deviation
from theoretical.

DRA agreed/that the Efficiency Deviation Method
is a reasonable approach; however, DRA believes
that heat/ rate improvement should be measured

in BTU/kWh and not by the percentage method
used by/Edison.

Edison and DRA subsequently agreed to use the
1984 s/and 1985 recorded system heat rate data,
inclhading Redondo Units 7 and 8, as the base
for/the Efficiency Deviation Methoed. Edison
provided .tables which reflect both the
percentage and BTU/kWh deviations from the




A.87-02-019 ALJT/AVG/rsr *

.
-

Edison and DRA subsecquently agreed to use’ the
1984 and 1985 recorded system heat rate data,
including Redondo Units 7 and 8, as the base
for the Efficiency Deviation Method. ” Edison
provided tables which reflect both the
percentage and BTU/XWk deviations from the
recorded 1984 through 1985 base heat rate
standard.

Natuxal Gas EXpenses

- DRA agreed that Edison’s natural gas expense
was reasonable.

Fue) 0il Expense
In D.87-06-021, the Commission ordered a
disallowance of 10 percent of the Chevron
Option Agreement Demand charges which were
$580,000 for the Record Period. DRA agreed
that Edison’s August 1986 Low Sulfur Fuel 0Oil
burn of 993,000 barrels was reascnable and that

Edison’s ruel oil oarrylng charges were
reasonable.

’
]

'v'
- - I'/
As this summary inéicates, there is agreement that
Edison’s operations during the Record Period, except as discussed
earller, were reasonable., We concur with Edison’s showing and the
DRA’s analysis. f
Edison and DR#lhave filed comments on the ALY’s proposed
decision.‘ Based on-ou;/review, we believe that the follewing
modifications to the decision, other than correction of
typographical errors, /should be made: '
1. Eftectxvé Dates for Revocation of the
CPIP and Adoption of the Economic
Modifier to the Nuclear Unit
Medure
The proposed decxsmon revokes the CPIP on the effective
date of the orderJ/ The proposed decision also adopts an Econom&c

Modifier to the Nuclear Tnit Incentmve Procedure.

)/wl




recorded 1984 through 1985 base heat rate
standaxrd.

Natural Gas Expenses

DRA agreed that Edison’s natural gas expense
was reasonable.

Fuel Qil Expense

In D.87=-06-021, the Commission oxrdered a
disallowance of 10 percent of the Chevron
Option Agreement Demand charges which were
$580,000 for the Record Peridd. DRA agreed
that Edison’s August 1986 Low Sulfur Fuel 0il
burn of 993,000 barrels was reasonable and that

Edisen’s fuel oil carrying charges were
reasonable.

o .
’ As this summary indicates, there is agreement that

Edmson's operations durzng the Record Period, except as discussed
earliex, were reasonable. e concur with Edison’s showing and the

. . DRA’S analysis.

», ]

1. DRA finds Edison’s expenses for coal and g&s burned
during the Record Perzd& at Mohave and Four Corners to be
reasonable.

. 2. DRA recommends that for the Record Period, Edlson be
granted a reward oﬂ/$7 881,737 under the CPIP .

3. DRA re??mmends that the CPIP be revoked until such time
that conditions warrant reinstitution of this incentive program.
In the alternative, DRA recommends that the CPIP apply only to
Mohave. .

4. Edason agrees with DRA that the CPIP be revoked for both
Mohave and Four Corners. .

5. The CPIP has achieved its objectlve of improving coal
plant performances.'
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. 6. DRA and Edison have filed a Stipulation and Aqreem/ent
which settles DRA-recommended disallowance for replacement energy
during a SONGS-1 outage in November, 1986.

7. The Stipulation and Agreement recommends that the
Commission adopt a disallowance of $798,682 (plus/interest at the
ECAC Balancxng Account rate from June 1, 1986‘}o the effective date
of this order) to Edison’s ECAC Balancing Account.

8. The Stipulation and Agreement is /reasonable settlement
of the SONGS-1 cutage issue and is fair to Edison’s ratepayers.

9. .There is no opposition to the/Stipulation and Agreement
regarding the SONGS~1 outage.

10. DRA and Edison have agree to use the 1984 and 1985
recorded system heat rate data, includlng Redonde Units 7 and 8, as
the base ror the Efficiency Devxatlon Methed.

1l. DRA agrees that the Ed;son proposed Efficiency Deviation
Method to evaluate the heat rate performance of Edison’s fossil
fuel generating units is ree;onable.

12.. Edison proposes to establish an additional Economic

.Mod:.f:.er to the Nuclear ':7/:.1: Incentive Procedure when a SONGS
Unit’s refueling outage 3 hedule is changed to meet the systen
reliability needs of one or more SONGS Parties.

13. Adoption of the proposed Economic Modifier to the Nuclear
Unit Incentive Procedé;e wxll not have adverse impact on Edison’s
ratepayexs.

14. There iS/no-opposition to Edison’s proposed modification
to the Nuclear Unit Incentive Procedure.

15. DRA recémmends that Edison be ordered to renegotiate or
terminate ChollaL4 contract with APS mainly because the cost of
energy frem Cholla-4 exceeds Edison’s current avoided costs.

16. Ed;sén disagrees with DRA’s recommendation regarding the
Cholla-4 contract.

17. The Cholla-4 contract was reasonable when executed and
amended. /




A.87-02=-019 ALI/AVG/rsY

v

. 18. Edison has attempted to renegotiate the Cholla-4
contract.

19. Other than the issues discussed in the preceding findings
of fact, DRA finds Ed;son's operations during the Record Period to
be reasonable.

Conglusions of Law
1. The CPIP for Edison’s Mohave and Four Corner plants
should be revoked. ///fn
2. Edison should be awarded a reward of/$7,881,737 under the
CPIP.
3. The Stipulation and Agreement filed by DRA and Edison
should be adopted.
4. Edison’s ECAC Balancing Acco should be reduced by
$798,682 (plus interest at the ECAC Balancing Account rate from
" June 1, 1986 to the effective date of this order) to account for
the replacement energy during SONG?rl outage.
5. Edison should continue to try to achieve concessions from
.A.Ps regarding the Cholla~4 contr/a/ct and should file a report
describing in detail its efforts to.do this. Edison should also
file a report on the cost of térmxnatxng the Cholla-4 ccntract with
its next ECAC filing.
6. Subject to the cbsarvations made by the Commission as set
forth here, Edison’s operat;on3~dur1ng the period December 1, 1985
to November 30, 1986 were reasonable.

/ canes

IT IS o “that: .
. The Coa Plant Incentive Procedure for Southerxrn
California Edisor/ Company’s (Edison) Mohave Generating Station and

Four Corners Ggperatzng Station shall be revoked on the effective
date of this order.




A.37-02=019 ALJ/AVG/rsr

L3

. 2. Edison’s ECAC Balancing Account shall be reduced b
$798,682 plus interest at the ECAC Balancing Account rate from
" June 1, 1986 to the effective date of this orxder.

3. Edison shall be awarded a reward of $7,138,400 under the
Coal Plant Incentive Procedure and its ECAC balancing account shall
be adjusted accordingly.

4. Edison shall continue to try to achieye concessions from
APS regarding the Cholla=-4 contract and shal:/:ile a report in its
next ECAC proceeding describing in detail itg efforts to do this.

Edison shall alsec file a report on the cost/of terminating the
Cholla~4 contract with its next ECAC-riliﬁg.
S. This proceeding is concluded. /.
This order is effective today.
Dated , at/San Francisco, Califormia. -




