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Decision 89~07~018 July 6, 1989
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
Sierra Pacific Power Company for
Authority to Implement its Energy
Cost Adjustment Clause (ECAC).

Application 88~-09-013
(Filed September 7, 1989)

In the Matter of the Application of
Sierrxa Pacific Power Company for

Authority to Implement its Electric
Revenue Adjustment Mechanism (ERAM).
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John Madariaga and James D, Salo, Attormeys
at Law, for Sierra Pacific Power
Company, applicant.

, Attorney at lLaw, and
., for the Division of
Ratepayer Advocates. .

O _PINION
I. Summaxy of Decision

This is the annual Energy Cost Adjustment Clause (ECAC)
and Electric Revenue Adjustment Mechbanism (ERAM) proceeding for
Sierra Pacific Power Company (SPPC). We authorize a net revenue
increase of $2,052,500 amnually, or 5.7%, based on an ECAC increase
of $2,684,700, an Annual Energy Rate (AER) increase of
$33,600, and an ERAM decrease of $665,800.

SPPC’s fuel and purchased power transactions and related
operations for the review period July 1, 1987 through June 30, 1988
are found to be reasonable. The company is directed to submit, for
consideration in future reasonableness reviews, reports on studies
addressing transmission outages, the out-of-service Washoe
hydroelectric plant, and adjustments to thermal efficiency
standards for the large oil and gas plants.
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IX. PBackaround

SPPC is a Nevada corporation engaged in public utility
electric operations in California and Nevada. Its principal
California operations are in the Lake Tahoe area. SPPC is also
engaged in public utility gas and water operations in Nevada.

On September 7, 1988 SPPC filed Application (A.)
88-09-013, requesting authority to increase its Energy Cost
Adjustment Clause Billing Factor (ECACBF) rates to offset an
under~recovery of $2,604,000 which it estimates would occur if the
current ECACBF rates were continued in effect for the twelve months
commencing January 1, 1989. SPPC also proposes to increase its AER
from $.00609 per kWh to $.00632 per kWh, oxr $94,000 annually. The
combined effect of these propesed increases is an overall 7.52%
revenue increase for all classes of service.

On September 13, 1988 SPPC filed A.88-09~028, requesting
© authority to raduce its ERAM rate from the present rate of $.00296
per kWh to $.00168 per kWh. The estimated annuzl effact of this
proposed reduction is $528,000, or 1.47%. This application was
consolidated with A.88-09-013. '

The Division of Ratepayer Advocates (DRA) conducted an
investigation which included an audit of SPPC’s financial records
for the record period July 1, 1987 through June 30, 1988, a review
of the reasonableness of operations during the record periocd, and a
forecast of operations for calendar year 1989. DRA accepted most
aspects of SPPC’s filings as reasonable, and SPPC accepted most of
DRA‘S recommendations, with the result that very few issues are in
controversy. The parties agree on audit and ERAM issues, and, for
this proceeding, DRA accepts SPPC’s proposed rate design and
revenue allocation. Contested forecast issues involve projected
operation dates and capacity factors of qualifying facilities
(QFs) , and required diesel oil inventory levels. Contested
reasonableness issues involve DRA’s recommended disallowances and
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reporting requirements related to record period transmission’
outages and power plant performance.

Public hearings were held in San Francisco on December 7,
8, and 9, 1988. At the conclusion of hearings the Administrative
Law Judge (ALY) determined that due to disagreement on forecast
issues affecting resource mix and energy costs, it would ke
necessary for SPPC to make a post-hearing run of a production model
which simulates system operations to forecast resource mix and
energy costs. The results of the final model run, incorperating
the ALJ’s recommended determination of the related forecast issues,
wexe received as late-filed Exhibit 13 on April 17, 1989. The
matter stood submitted on that date. Comments on the ALY’s
proposed decision were filed by SPPC and DRA. Since the changes
requested by SPPC can be appropriately accomplished by Advice
Letter filings, no changes have been made in the proposed decision.

I

IIX. ZDZEE!EEJiE&!ﬂ&

A. galiformia Sales .

~ In its original forecast report, SPPC projected total
California sales of 412.5 gWh. DRA’s forecast, derived from
econometric models for residential, A-1l, A-2, and A-3 service
classes, yields a sales estimate of 421.7 gWh, which is 2.2%
greater than the company’s estimate. SPPC indicates that while it
disagrees with the methodology employed by DRA to forecast sales,
it accepts as reasonable for the purposes of this proceeding the
end result of DRA’s estimates for all but the A-3 category of
sales. SPPC’s revised sales forecast is 418.3 gWnh.

Disagreement on the level of A-3 sales results from
different estimates of when a biomass QF (designated Project N by
the parties), currently under development at a Sierra Pacific
Industries lumber mill, will become operational. (Sierra Pacific
Industries is not related to SPPC). SPPC believes the QF will
commence ¢ommercial operations on October 1, 1989. DRA believes
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the project will be delayed until January 1990, after the forecast
period. The parties do agree that sales to Sierxrra Pacific
Industries will be lost as of the commercial operation date (COD)
of the facility, and that the sales forecast should be consistent
with the adopted COD.

As discussed below, we find that the best COD estimate
for Project N is Decembexr L, 1989. Since this date is later than
the COD estimated by SPPC and before that estimated by DRA, the
adopted sales forecast, 420.56 gWh, falls between the parties’
forecasts. ’

B. l : - Oualifying Faciliti

In its resource mix forecast, SPPC estimates that total
system power purchased from QFs will be 392.4 gWh, or 36.2% more
than DRA’s forecast of 288.1 gWh. The difference is attributable
to DRA’s modeling assumption that the CODs of four new QF projects
will be one to three months later than the dates used by SPPC, and
to DRA’s use of lower capacity factors for the majority of QFs.

1. commercial opexation Dates

For the four projects scheduled to start operations
during the forecast period, the CODs projected by the parties are
as follows:

roject —SERC . _DRA_
K=Far West II 12/31/88 2/89
L-AMOR IV 4/01/89 6/89
M=Truckee~Carson Irrigation Dist. 7/01/89 10/89
N=Sierra Pacific Industries 10/01/89 /990

Based on its experience with hundreds of contracts in
California, DRA has found that QF projects consistently experience
delays. It therefore believes that a forecast which includes new
QFs should include the likelihood that there will be such delays.
DRA also notes that while SPPC has focused on project start-up
dates, i.e., when a project starts generating some power into the
systen, the significant dates for forecast purposes are the CODs.
The contract rates become effective as of the COD. Prior to that
time, QFs are paid the lower as-available price.

‘
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DRA believes the tendency for utilities, including SPPC,
to be overly optimistic regarding QF project schedules is
illustrated by a review of forecasted and actual operation dates of
seven QF projects included in SPPC’s 1987 ECAC filing. 'Of those
seven projects, only one met its projected operation date. Two
were cancelled, and the remaining four were delayed.‘ DRA c¢oncludes
that despite SPPC’s good faith efforts to meet its projected dates,
it is realistic to factor in some delay.

SPPC asserts that each of the four projects now under
developrment has progressed to the point that such delays are no
longer likely. Additionally, SPPC notes that there are economic
incentives for the QF developers to meet their completion
schedules. For example, contracts with each of the developers of
these projects contain termination clauses providing construction
nilestones and dates for commercial operation to begin. If
commexcial operations are not established by the contracted date,
the project will no longer qualify for higher long-term QF rates.
SPPC indicates that it intends to assert its rights to terminate
these contracts if milestone dates and CODs are not met. To
illustrate this intent, the company notes that it has previously
 terminated one agreement and is currently in litigation with four
other QF projects because milestone dates were not met.

We agree with DRA that for forecasting purpeses it is
appropriate to use CODs, not initial start-up dates. Since higher
long-term rates apply once commercial operations are established,
CODs have more impact on revenue requirements than initial start-up
dates. We alsoc agree that as a general rule, based on the
experience with California QFs, it is reasonable to anticipate some
delay for most projects. On the other hand, for projects which are
already well under way, some weight should be accorded to the
judgment of QF developers and utility officials when that judgment
reflects specific, updated information about a project’s status.

It does not necessarily follow that hecause a project has
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experienced delays in its early stages, additional delays will
occur as it approaches completion. It stands to reason that the
closer a project is to completion, the more precise and reliable
estinates of a completion date can be.

While we are mindful of DRA’s experience with waiver of
termination clauses in California, we believe that some weight
should also be given to the economic incentives created by contract
termination dates which give the utility the right to offer lower
non=f£irm rates. While it is true that termination dates do not
provide assurance that a project deadline will be met, and it is
possible a utility will tolerate minor delays if a project is
included in a utility’s resource plan, the dates are not
unimportant to QF developers. If it is both technically feasible
and economically'advantageous for a'developer to complete a project:
on schedule, .2 presumpt;on is created in favor of an on~time
forecast.

We are persuaded that the QF develepers and financiers

have significant economic incentives to complete the projects on or
before the termination dates. This must be balanced by an
extensive history showing that project delays nevertheless can and
do occur. With this background, we address the COD. o: each project
separately, since we do not uniformly adopt either SPPC’s or DRA’S
forecast dates, but instead reach different results depending on
the circumstances involved.

a. ERroject K :

SPPC’s projected COD of December 31, 1988 and DRA’s
projection of February 1989 are both well in advance of the
termination date of March 31, 1989. Project K went on line at the
end of October 1988, and the contract provides that a lower rate
will be paid if commercial operations begin after December 31,
1988..
DRA’s witness personally inspected the project site and
also interviewed project representatives by telephone. He
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determined that completion of testing was not anticipated until the
end of January 1989. Since the record shows that extensive testing
is required before firm commercial operations can be established,
and testing was not due to be completed until late January, we find
DRA’s projected date of February 1, 1989 to be reasconable.

b. Rroject L

In the original forecast report, SPPC projected a
start-up date of April 1989. Based on updated information about
the project status, it revised the estimated start-up date to
January 1989. DRA assumes this project will be delayed two months
from the the April date originally projected by SPPC.

SPPC explains the revision by noting that it took a
conservative approach in its original projection. When it made the
updated estimate, SPPC found that it had progressed further in the_
development of transmission facilities needed for interconnection '
than it had originally projected would be the ¢ase. Also, the
developer stocd to enjoy a $3 million energy tax credit if it could
spin units by December 31, 1988. As of mid-December 1988 the
developer planned to spin eight of the twelve units by December 31
in order to raeceive the tax credit.

‘We believe that the developer was faced with a
significant incentive to initiate some operations by December 21,
1988, and that it was feasible to do s0. We are also satisfied
with the company’s explanation for the revised start-up projection
of January 1, 1989. We note that SPPC’s projected COD of April 1,
1989 is three months after its projected start-up date, whereas DRA
assumed a two-month interval from start-up to the COD. SPPC has in
effect assumed a more conservative ”“cushion” for delays after
initial start-up. We find that SPPC’s projected COD of April 1,
1989 is reasonable.

c. ERroject M

DRA. assumes that the COD for this project will be three

months after the July start-up date origluully projected by SPPC.
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Based on the execution of a special facilities agreement bhetween
SPPC and the developer (the Truckee-Carson Irrigation District)
after the original projection was made, SPPC revised the estimated
start-up date from July to June, 1989. It now projects a COD of
July 1, 1989 for this hydroelectric project. The contract’s
termination date is July 15, 1989.

SPPC determined from the develcper’s project engineer
that it intends to spin the units in May. The District has an
additional incentive to complete the project on schedule because
the facility’s operations are effectively limited to the irrigation
season.

In view of indications that the preoject is proceeding on
schedule, and the incentives created by the termination date and
the potential revenue loss if the facility is not operated
commercially during the irrigation season, we accept SPPC’s
projected COD of July 1, 1989 as reascnable.

d. RExoject N

This project has already experienced substantial delay.
In SPPC’s 1987 ECAC proceeding the forecasted operation date was
December 1, 1988. Based on site inspections and discussions with
the develépér's project engineexr and SPPC’s project leader for
construction of the utility’s interconnection facilities, SPPC’s
witness believes that the project will be on-~line between August
and September of 1989. He projects a COD of October 1, 1989.

DRA bases its COD estimate of Januvary 1990 in part on the
fact that biomass projects such as Project N regquire longer
construction times and longer testing periods than, for example,
cogeneration projects. DRA determined from its discussions with a
representative of the developer that commercial operations are not
anticipated until November 1989. :

In view of DRA’s experience with delays involving biomass
projects, and the developer’s projection of a COD that is one month
later than SPPC’s, we find that the company’s COD estimate to be
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somewhat optimistic. Assuming that initial operations do begin in
September, it is reasonable to anticipate a longer delay (beyond
October 1) for testing before commercial operations begin. At the
same time, however,. there are indications that the project is now
progressing to completion, and that the previous delays may no
longer be factors in the current projections. Staff’s witness
acknowledged that in evaluating the earlier delays, he was not
aware of their being caused by regulatory delays for contract
approval. We find it is feasible for the project to commence
commercial operations by the contract’s termination date of
December 1, 1989, and therefore adopt that date for forecast
purposes.
2.  Capacity Factors |

' DRA’S ‘estimated capacity factors for fourteen QF projects
are lower than the utility’s estimates in ten cases, the same in
three cases, and higher in one case. Baecause most of its capacity
factors are lower, DRA’s forecast of purchased power from QFs is
43,754 MWh less than SPPC’s. .

Ten of the QFs are geothermal projects. SPPC initially
used a 90% capacity factor for the majority of these, based on data
for only two such QFs recorded over short periods of three to six
months. In response to DRA concerns over the reliability of this
limited amount of data, the company revised its capacity factor
estimates for one hydroelectric and nime geothermal projects. SPPC
. indicates that the revised estimates are based on information
derived from project developers, and upon actual operating data for
the QFs which are on~line. .

Where data from actual operations was available, DRA
relied on recorded capacity factors for its projections. For
projects without recorded data, DRA generally used an 80% capacity
factor as representative of projects with recorded data. WwWhen a
new project was the same design as an existing project, DRA applied
the capacity factor for the existing project. DRA asserts that
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combustion turbine on line. A unit which contributes to spinning
reserve must be available to deliver load immediately. DRA
believes that because of their high heat rates and low
efficiencies, it is very unlikely that these units would be on-line
and able to contribute to spinning reserve. We are persuaded by
DRA’s analysis, and have included this convention in the adopted
model run.

SPPC modeled conventional oil and gas units as burning
gas exclusively due to forecast gas prices being belew forecast oil
prices. However, to reflect gas curtailment in December of the
forecast period, the company implicitly modeled residual oil burns
in that month by replacing the price of gas with the price of oil.
DRA explicitly modeled the units to burn residual oil during
December by inputing both gas and oil data sets and allowing the
model to dispatch only gas burns for December and only oil burns
from«danudr&'through Novembexr. This allowed the model to.reflect
the lower heat rates for oil, which in turn results in a more
accurate commitment and dispatch ¢of these units in the correct
econonic secquence, and correct calculation of burns and fuel
consunption.

' SPPC accepts DRA’s modeling convention that these units
be explicitly modeled to burn oil in December, but disagrees with
DRA’s estimate that the efficiency gain for oil burns is 5.6%. The
company used a 4.0% gain based on its own experience with its
facilities. DRA’s estimate was taken from information provided by
PG&E, and DRA’s witness concedes that 5.6% may not be the correct
number for SPPC. DRA subsequently accepted SPPC’3 4.0% estimate,
which we will adopt 2s more representative of the company’s
operations than the PG&E-based estimate.

E. DRiesel 0il Inventory

The parties have a minor difference regarding fuel oil
inventory carxying cost which stems from disagreement on the
required diesel oil inventory. SPPC burns diesel oil in its
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combustion turbines and diesel generators for emergency purposes,
and for testing the turbines. It alse uses diesel for start-up
purposes at the North Valmy Power Plant (Valmy). Because diesel
oil is an expensive resource, its use by SPPC is relatively minor.

SPPC’s inventory forecast of 6,079 barrels is bhased on
winter stocking of diesel fuel for system reliakility purposes.
The utility states that this estimate reflects a policy of topping
off diesel tanks in remote areas at the beginning of each winter
snow season.

DRA recommends an inventory of 4,477 barrels. Slightly
more than half of this amount, or 2,257 barrels, is for the Valmy
plant. DRA’s inventeory recommendation for combustion turbine units
is based on a method which takes into consideration actual diesel
usage from July, 1986 to June, 1988, and which provides a margin of
safety for emergencies by adding the ~average worst case” monthly
usage over the last two years plus the ”absolute worst case” usage.
DRA statas that this effectively provides for double consideration
of emergency needs. For the Portola and Kings Beach generators,
which sometimes become relatively inaccessible in winter months,
DRA incorporated SPPC’s specifications for the nminimum number of
parrels. 'For the Valmy plant, DRA assumed that diesel oil is an
emergency fuel only to restart the plant after a forced outage.
For scheduled outages such as boiler inspections, SPPC should be
able to purchase diesel oil as needed beforehand. 7To provide for
energency reguirements at the Valmy plant, DRA used a methodology
similar to the one it used for combustion turbines.

Because of the double consideration of emergency usage
requirements, we find that DRA’s recommended diesel inventory level
should serve to maintain system reliability. Since DRA’s
recommended inventory level is an annual average; SPPC is not
precluded from seascnal stocking of additional inventory in less
accessible locations. ‘
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IV. Reagopableness Issues

DRA accepted most aspects of SPPC’s reasonableness of
operations repert for the record peried July 1, 1987 to June 30,
1988. The only areas in which DRA made recommendations are
purchased power, hydrocelectric generation, and power plant
performance. SPPC contests two of DRA’s recommended disallowances:

california
Svystem  Juxisdictiopal

Purchased Power: Emergency Puxchase
From PG&E Due to Transmission Outage $ 47,150 $ 5,172

Power Plant Performance: Valmy , "
Heat Rates 647,770 56,226

DRA also recommends that SPPC be required to submit reports
addressing certain areas of concern, as discussed below.
A. Transaission outages.

In response to a DRA data request, SPPC identified
7significant transmission outages” which occurred during the record
periocd. SPPC defined these outages as system disturbances that are’
required to be reported to the Western System Coordinating Council,
the Department of Energy, the California Public Utilities
Commission, or the Public Service Commission of Nevada, or that
interrupt sexvice to a large number of customers.

DRA believes that a particularly serious cutage on the
morning of March 9, 1988, together with five other siéni!icant
ocutages (including one later in the day on March 9), demonstrates a
pattexrn of inadequate operator training, poor preparation for
transmission trips, poor or faulty equipment, and poor timing of
maintenance procedures. DRA asserts that while there does not seem
to be a situation of extreme neglect or carelessness, SPPC should
work to improve its performance in preventing ocutages.
Acknowledging that the loss of lead and loss of customer confidence
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due to the outages may be penalty enough, DRA also recommends
disallowance of certain related expenses in the hope that this will
provide additional incentives for SPPC to implement corrective
actions. The amount of the recommended disallowance, $5,172,
represents the California jurisdictional share of a 547,150
emergency power purchase from PGLE during the morning outage of
March 9, 1988. DRA recommends the disallowance as a penalty to
signal the Commission’s concern with the operational problems which
led to the outages.

In arriving at its detarmination that the company khas not
adegquately trained system operators, DRA appears to have placed
considerable reliance on its finding that operator error caused or
aggravated two of the six significant outages. During the March 9
morning outage (which was triggered by an error on the Idaho Power,
Company system), an SPPC operator at the Valmy plant chose to use
an automatic operating mode while restoring load. Valmy Unit 2
then tripped, delaying system restoration. Although there were
certain advantages in remaining in the autematic mode, the normal
procedure for returning lead is to convert to a manual mode. The
other incident relied on by DRA occurred on September 20, 1987,
azrecting'the Tonopah area. According to SPPC’s energy control
managexr, this outage resulted when a system operator opened a wrong
switch as a result of a data entry error.

DRA‘s determination that there was poor timing of
naintenance procedures is also based on the March & morning outage.
At the time of the ocutage, a microwave communications link was out
of service for scheduled maintenance. Until the link was restored
at 10:17 a.m., system operators were forced to rely on information
relayed from power plants for indications of system status along '
the Utah tieline. DRA maintains that the microwave maintenance
should not have been scheduled during the morning peak. SPPC
asserts there was no reason to believe there would he any problens
on that date. 7There were no seasonal load’'or weather conditions
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indicating the work should not proceed. Although it acknowledges
that such work should not be scheduled during summer or winter peak
loads, SPPC notes that performing some procedures at night may cost
extra because overtime must be paid, and may involve safety
considerations. In scheduling maintenance procedures, the utility
believes that it must consider safety and economics as well as
system reliability.

We have reviewed DRA’s showing on these transmission
outages as well as SPPC’s response. We hesitate to conclude that
operator actions in the Maxrch 9 and September 20 incidents
demonstrate a pervasive pattern of erroxr which will only be
corrected with our intervention in the form of a disallowance
penalty. Nor do we conclude that the company acted unreasonably in
scheduling the microwave communication system maintenance on
March 9. While the conditions and the events leading to the
outages pefhaps warrant some concern, thaey do not warrant the
recommended disallowance. The record shows that SPPC alse
considers these outages to be matters of significant concern. We
believe the utility recognizes an ongoing need to improve system
reliability, and that it has taken reasonable steps to achieve such *
improvemenﬁs in areas such as training and investigation of the
outages.

2. Follow-Up Reporting

In addition to the purchased power disallowance for these
outages, DRA recommends that SPPC be required to report on the
following for the next ECAC proceeding:

1. Corrective steps taken to increase and
improve plant operator and system dispatch
operator training to minimize similar
failures.

-
-

Corrective steps taken to record systenm
malfunctions (e.g., repairs to strip
recorders, coordinating oscillograph timing
to a known standard, and installing a high
resolution digital frequency recorder).
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Corrective actions taken to properly set
switches and circuit breakers.

The results of studies to determine whether
it is reasonadle to provide detection of
zero voltage 3 phase faults on the critical
transmission paths.

The results of studies to determine the

costs and benefits of providing backup

communication systems along c¢ritical paths.
DRA indicates that its recommended reporting merely reiterates the
steps SPPC already intends to take, while adding the regquirement
that the Commission be informed.

SPPC notes that it has already furnished detailed “System
Disturbance Reports” for the record in this proceeding in response
to DRA’s data request. The utility obdects to further reporting
which merely reiterates the information already furnished, but
agrees to bxovide a status report in connection with the next ECAC
filing.

We will direct SPPC to include with its next ECAC filing
an updated status report which describes any follow=-up studies it
has made or actions it has taken at the time of the filing. The
report should address not only those studies and actions
specifically related to the six outages, but also these which are
related to the five areas of concern enumerated by DRA and listed
above.

B. Hydroelectric Generation-Washoe
Facilities

SPPC operates eleven hydroelectric generating units at
six plants. In recent years these plants have provided from 1.5%
to 2.0% of the total system energy requirements. With the
exception of the Washoe Plant, DRA found SPPC’S operation of the
hydroelectric plants to be reasonable for the review peried. DRA
is concerned that the company’s Washoe facility has been out of
operaticn since October 1984. Since that time, the utility has
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been evaluating the economic feasibility of rehabilitating the
Washeoe Plant.

DRA is particularly concerned with the delay of
resolution of this issue. In prior ECAC proceedings it bas raised
the concern, which we have indicated we share, that SPPC might try
to abandon the Washoe plant without adequate Justification
(Decision (D.) 87-06~009). According to DRA’s estimates, the
utility loses an average of 10,200 MWh per year while the plant is
out of ‘service, and the annual replacement cost of that lost power
(at the 1988/89 forecasted cost of fossil fuel) is $228,600. If
the plant is not returned to service, DRA indicates that it will
recommend disallowance of the then-current replacement cost of the
lost power in a future reasonableness review, unless the company
makes a showing to the Commission that it is reasonable either to .
abandon the plant or to delay its rehabilitation.

By D.88=04~016 in SPPC’s most recent ECAC proceeding, we
approved a stipulation between SPPC and DRA which required the
company to file cquarterly reports on the status of reconstruction
of the facilities. At the time ¢of the hearings, SPPC had just
recently qubmitted the first such report. DRA now reguests that
SPPC be ordered to submit a morxe comprehensive and more current
report by June 30, 1989 on the economic, financial, and physical
feasibility of rebuilding the Washoe facilities. The requested
report would include a comparison of the costs of rehakilitation
with the ‘costs of replacement power, enabling DRA to independently
judge the reasonableness of rebuilding the facility. DRA indicates
the report should be similar to a June 1985 SPPC report entitled
rruckee River Hydroelectric Facility Evaluation and
Recommendations,” and that it could be filed as one of the required
quarterly reports. SPPC agrees to provide such a raport, but
indicates that it may not be able to meet the June 30 deadline.

We share DRA’sS concern with delays in the resolution of
this issue. It has heen nearly five years since the Washoe plant
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was taken out of service, and nearly two vears since we addressed
the issue in D.87-06~005. In response to the company’s assertion
that it might not be able to meet the June 30 reporting date, we
will extend the date to July 31, 1989. This should allow DRA
adequate time for review and evaluation in preparation for SPPC’s
1989 ECAC proceeding.” We place SPPC on notice that we expect it
to meet the July 31 deadline, and that fallure to do so ¢could
possibly result in a future disallowance as recommended by DRA. If
there are circunstances which prevent SPPC f£rom making a conclusive
feasibility determination by that date, those circumstances should
be described in the report.
C. Rower Plant Performance

1. Heat Rate Adjustments for

Laxge Qil & Gas Units

In SPPC’s last ECAC proceeding we adopted a thermal
perrérmanéa standard to be used in determining the reasonableness
of operations of SPPC’s large oil and gas units (D.88~04-016). We
determined that if actual record pericd heat rates fall within 3%
of the standard, a rebuttable presumption of reasconableness of
operation of these plants is created.

'The adopted performance standard methodology included
procedures for adjusting the standard to account for circulating
water temperature, fuel type, oil tank farm and building heating
requirements, and turbine valve loop effects. DRA recommends that
an additional heat rate adjustment be made te account for the gain
in efficiency expected whenever the circulating water temperature
in the condenser cools to a certain point under the design value.

1 By D.89-01-040 dated January 27, 1989, we adopted revised tinme
schedules for processing general rate cases and energy offset
proceedings. The schedule established for SPPC’s reasonablene~
revigg proceedings provides that the DRA report will be mailed in
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To accomplish this, DRA specifically recommends that SPPC be
ordered to make a study to determine the effects of cold
temperatures on the condensers, the overall gain in plant
efficiency, and an appropriate adjustment to the heat rate
standard. DRA requests that the study be submitted within 90 days
of the effective date of this decision, and that SPPC be directed
to make the appropriate adjustment in its next reasonableness
report.

SPPC agrees to make such a study. We adopt DRA’S
recommendation, except that instead of requiring the report to be
submitted within 90 days after this decision, we will require that
it be made a part of the next reasonableness f£iling.

2. North Valmy Power Plant
DRisallowance

SPPC uses the coal~fired North Valmy Power Plant as a
base load resource. During the record periocd, this facility
produced 74% of SPPC’s internal generation. The recorded average
heat rates for Units 1 and 2 were 10,299 Btu/XWh and 10,522
Btu/kWh, respectively. By comparison, the design values were 9,791
Btu/kwh and 9,951 Btu/kWh, respectively. According to SPPC, ’
7{tihis indicates that hHoth units operated well during the record
period.”

DRA evaluated the thermal performance of the Valmy plant
by comparing these deviations from design heat rates with
historical average deviations. For Unlit 1, the record period
deviation was 5.19%, while the deviations in the three prior record
periods were 3.02%, 3.47% and 2.32%, or an average of 2.94%. For
Unit 2, the record period deviation was 5.74%, while the deviation:c
of the two prior record periods were 6.70% and 1.25%, Or an average
of 3.98%. (Since Unit 2 is relatively new, only two prior record
periods were used for the comparison.)

DRA is espscially concerned with the thermal efficiency
of the Valmy plant because of its importance as a base load
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resource. It asserts that there was “an unacceptable increase” in
the heat rates of both units in the record period. According to
DRA:

*Had the units performed closer to historical

average deviations, the total system savings to

ratepayers would have been $647,770. The

estimated savings for the California ratepayers

would have totaled $56,226. Therefore, DRA

finds that the thermal performance of the North

Valny units was not reasonable for the record

period and requests that SPPCo be disallowed

$56,226."

Although the parties have reached substantial agreement
on a thermal performance standard for the large ¢il and gas plants
over the last several ECAC proceedings, they have not reached a
similar agreement for the ccal plant. SPPC believes that the
recoxrd period deviations of 5.19% and 5.74% indicate reasonable -
operatiqna;'and a company engineer who is responsible for
efficliency monitoring and performance testing is of the cpinion

that deviations of as much as 7% to 8% are reasonable. For

internal purposes, SPPC uses a gquideline providing for deviations
of up to 700 to 800 Btu/kWh. DRA on the other hand believes that a.
standard which is based on the historical performance ¢f each unit
is appropriate. This standard currently allows a 2.94% deviation
from the design heat rate for Unit 1, and a 3.98% deviation for
Unit 2.

We f£ind the increases in the record period heat rates o
be somewhat troubling, but there is nothing in this record (other
than the historical performance record) demonstrating that the coal
plant heat rate deviations in the 5% to 6% range were unreasonable.
The performance record used by DRA reflects just three data points
for Unit 1 and twe data points for Unit 2, and alone is not
sufficient to justify such a conclusion. In the case of Unit 2,
one of the two historical record year deviations was 6.7% for
1985~86, or approximately 1% greater than the value which DRA
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considers unreasonable for this proceeding. We did not find that
anount of deviation to be unreasonable in the reasonableness review
for that year. We note that the DRA approach will presumably allow
a greater deviation in the next reasonableness review because the
historical average will then reflect this year’s much higher
values.

The higher heat rate in the 1987-88 period appears to be
explained at least in part by the burning of ccal with a lower heat
content, unavoidable equipment failures, and high locad factors.
SPPC estimates that the burning of Black Butte coal during the
record period resulted in a 2% to 3% deterioration in the heat
rates. Also, performance testing to identify causes of reduced
efficiency better was delayed by SPPC because it could have
adversely affected plant operations. .

While we £ind fault with the historically based
performance standard used by DRA, we are not yet prepared to accept
SPPC’s contention that actual heat rates within 8% of design values
are reasonable (nor are we prepared to say that for the future
deviations in the 5% to 6% range will necessarily be found
reasonable). We have previously adopted a performance standarxd,
which is édbject to various adjustments and periocdic refinement,
for evaluating the reasonableness of gas and oil plant operations.
Because the Valmy coal plant represents a significant component of
SPPC’s systam, a valid thermal performance standard for that
facility is at least as important as it is for oil and gas plants.
A3 they have already done in developing a workable oil and gas
plant standaxd, the parties should pursue a cooperative effort €o
develop a comparable standard for the Valmy plant.

V. Audit Report

DRA’s Energy Auditing Branch conducted a review to
determine the reasonableness of recorded data underlying the ECAC
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and ERAM balancing accounts as well as related data contained in
SPPC’s applications. The parties generally concur on the issues
addressed in DRA’s audit report (as revised during the hearings),
including all issues relating to the ERAM application
(A.88-09~028). The following recommendations were proposed by DRA
and agreed to by SPPC:

1. That removal of $1,171 plus related
interest from the ECAC balancing account be
reflected in the ECACBF rates. For this
proceeding and in the future, fuel oil
inventory carrying costs will be recovered
only through the ECAC rates rather than
both the ECAC and AER rates on a 78%/22%
basis. .

That a similar removal of 5325 plus related
interest be reflected in the ECACBF rates.
This adjustment reflects the use of the
lower of adopted or average fuel oil
inventory price, instead of just the
average, to compute inventory carrying
costs.

That SPPC be directed to file a revised
preliminary statement to reflect the fixed
fuel oil inventory carrying cost '
methodology set forth by DRA in this
proceeding.

That $874 be disallowed from the ECAC
balancing account due to an expected refund
from SPPC’s fuel oil suppliers.

That the current Valmy plant surcharge be
discontinued upon amortization of the
related balancing account.

That the ERAM rate decrease proposed by
SPPC be increased by $7,724 £0 5535,724.
This revision reflects an adjustment to
base rates which incorporate authorized
base revenue changes and DRA’s current
sales forecast data.

The rate changes suthorized in this decisidnﬁincoz,orate .
Recommendations 1, 2, 4, and 6, with an adjustment to the ERAM
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decrease to reflect the sales level adopted in this decision. We
will direct SPPC to file the revised preliminary statement referred
to in Recommendation 3. By Recommendation 5, DRA simply intends to
place the company on notice that the Valmy surcharge should be
discontinued when appropriate. SPPC agrees to do so. The
recommendation requires no action in this proceeding.

]

Vi. Rate Changes

Summaries of the adopted ECAC, AXR, and ERAM rate
calculations are included in Appendix A. SPPC notes in the
application that mid~-month rate changes are confusing and
administratively inconvenient. We will therefore provide that the
adopted rate changes may be implemented onm the first of the month.
Since SPPC originally requested that the implementation date be set
for April 1, we will make the order effective on the date it is
signed. , '
The issues of revenue allocation and rate design were
uncontested. We will adopt the System Average Percentage Change
methodology used in Sierra Pacific’s last general rate case for
revenue allocation to customer class and rate design for each
tariff schedule. In accordance with D.88-10-062 which realigned
residential rates to comply with SB 987, we will maintain
residential baseline rates at 87% of system average rate.
rindi e pact _

1. Sales to Sierra Pacific Industries will be lost as of the
commercial operation date (COD) of a biomass QF (Project N) under,
development at that company’s lumber mill.

2. Based on a December 1, 1989 COD for Prcject N, the
adopted sales forecast is 420.56 gWﬁ.

3.,) O0f the seven QF projects included in SPPC’s 1987 ECAC
£iling, only one met its projected operation date. Two were
cancelled, and the remaining four were delayed.
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1l. Project N has already experienced substantial delay, and
commercial operations are not anticipated by the developer until
November 1989.

12. SPPC’s COD estimate for Project N is somewhat oo
optimistic, but because of indications that the project is now
progressing to completion, and that the previous delays may no
longer be factors in the current projections, it appears to be
feasible for the project to commence commercial operations by the
contract’s termination date of December 1, 1989.

13. DRA’s estimated capacity factors for fourteen QF projects
are based on recorded data.

14. The agreed~on fuel oil prices are $16.05 per barrel for
residual oil and $26.90 per barrel for diesel oil.

15. SPPC agrees to a forecasted price of $17.69 per MWh for .
Northwest Economy power.

16. The parties agree on the use of the PROMOD production
simulation model. ,

17. Combustion turbines at Tracy and Winnemucca have very
high heat rates of 15,000 and 17,000 Btu/kWh, respectively, and it
takes approximately ten minutes to bring them on line. ]

18. ‘A unit which contributes to spinning reserve must he
available to deliver load immediately.

19. It is very unlikely that the Tracy and Winnemucca units
would be able to contribute to spinning reserxve.

20. SPPC’s estimated 4.0% .efficiency gain for oil burnc
compared to gas burns is based on its own experience with its
facilities. '

21. SPPC durns diesel oil in its combustion turbines and
diesel generators for emergency purposes, and for testing the
turbkines. It also uses diesel for start-up purposes at the Valmy
powexr. plant. '

22. SPPC’s inventory forecast of 6,079 barrels is based on
winter stocking of diesel fuel for system reliability purposes, and
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reflects a policy of topping off diesel tanks in remote areas at
the beginning of each winter snow season.

23. DRA’s recommended inventory of 4,477 barrels takes into
consideration actual diesel usage from July 1986 to June 1988, and
provides a margin of safety for emergencies which should sexve to
maintain system reliability.

24. SPPC is not precluded by the DRA inventory methodolegy
from seasonal stocking of additional diesel inventory in less
accessible locations.

25. DRA recommends a disallowance of $5,172 for an emergency
power purchase from PGLXE during the morning outage of Maxch 9,
1988. .

26. During the March 9 morning outage, an SPPC operator at
the Valmy plant chose to use an automatic operating mode while
restoring load. Valmy Unit 2 then tripped, delaying system
restoration. The normal procedure for restoring load is to convert
€60 a manual mode.

27. A September 20, 1987 outage affecting the Tornopah area
resulted when a system operator opened a wrong switch as a result
of a data entry erxror.

28. 'At the time of the March 9 morning outage, a microwave
communications link was out of service for scheduled maintenance,
forcing system operators to rely on information relayed from power
plants for indicatiens of system status along the Utah tieline.

29. There were no seasonal load or weather conditions
indicating the communications maintenance work should not proceed.

30. In scheduling maintenance procedures, the utility must
consider safety and economics as well as systenm reliability.

31. The conditions and the events leading to the transmiszsion
outages do not warrant the recommended disallowance.

32. With respect to the transmission outages, SPPC agrees ¢o
, provide a status r~port which describes any zollowbup studies it
bas made or actions it has taken with its next ECAC £iling.
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33. SPPC has been evaluating the economic feasibility of
rehabilitating the Washoe Plant since it went out of service in
October 1984.

34. The utility loses an average of 10,200 MWh per year while
the Washoe Plant is out of service, and the annual replacement cost
of that lost power (at the 1988/89 forecasted cost of fossil fuel)
is $228,600.

38. DRA requests that SPPC be ordered to submit a
comprehensive and current report, by June 30, 1989, on the
economic, financial, and physical feasibility of rebuilding the
Washoe facilities.

36. DRA recommends that SPPC be ordered to make a study to
deternmine the effects of cold temperatures on the condensers, the
overall gain in plant efficiency, and an appropriate adjustment to,
the heat rate standard for the large oil and gas plants.

37. DRA recommends a disallowance of $56,226 due to high heat
rates at the Valmy plant.

38. The average heat rates for Valmy Units 1 and 2 during the
record period were 10,299 Btu/Xwh and 10,522 Btu/kwh, respectively,
or 5.19% and 5.74% greater than the respective design values of '
9,791 Btu/kwWh and 9,951 Btu/kWh.

39. For Unit 1, the deviations in the three prior record
periods were 3.02%, 3.47% and 2.33%, oxr an average of 2.94%. For
Unit 2, the deviations of the two prior record pericds were 6.70%
and 1.25%, or an average of 3.98%.

40. SPPC believes that deviations from design heat rates of
as much as 7% to 8% are reasonable.

41. DRA believes that a standard which is based on the
historical performance of each unit is appropriate. This standard
currently allows a 2.94% deviation from the design heat rate for
Unit 1, and a 3.98% deviation for Unit 2. _

42. The performance recor:” used by DRA reflects three data
points for Unit 1 and two data points for Unit 2. In the case of
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Unit 2, one of the two historical record year deviations was 6.7%
for 1985-86, or approximately 1% greater than the value which DRA
considers unreasonable for this proceeding.

43. The historical standard will allow greater deviations in
the next reasonableness review because the historical average will
then reflect the much higher values experienced in the 1987-88
period.

44. The higher heat rate in the 1987~88 period appears to be
explained at least in part by the burning of coal with a lower heat
content, unavoidable equipment failures, and high load factors.

45. Burning of Black Butte ccal during the record periocd
resulted in an estimated 2% to 3% deterioration in the heat rates.

46. Performance testing to better identify causes of reduced
efficiency at the Valmy plant was delayed by SPPC because it could,
have adversely affected plant operations.

47. coal plant heat rate deviations in the 5% to 6% range
have not been shown o be unreasonable.

48. SPPC’s fuel and purchased power transactions and related
operations for the review peried July 1, 1987 through June 30, 1988
were reasonable. ’

49. 'The parties have reached agreement on the issues
addressed in DRA’s audit report, including all issues relating to
the ERAM application (A.88-09~028). The rate changes authorized in
this decisicon incorporate these agreements.

£0. The agreed-upon ERAM rate decrease of $53%5,724 reflects
DRA’s sales forecast data, and should ‘be adjusted to reflect the
sales level adopted in this decisien.

51. Summaries of the revenue requirement calculations and the
ECAC, AER, and ERAM rate calculations are included in Appendix A.

52. The ECAC and AER rate increases shown in Appendix A are
justified.

53. Mid-month rate changes are confusinrc and administratively
inconvenient.
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54. SPPC’s recommendation to use the System Average
Percentage Change methodology for revenue allocation and rate -
design is undisputed.

55. The Conmission determined that SPPC’s residential
baseline rate should be set at 87% of system average rate in
D.88~-10=062.

Songlusions Of Xaw
1. Sales and resource forecasts reflecting the following QF
commercial operating dates should be adopted:

Pxoject —S0D

K~Far West II 2/01/89
L=-AMOR IV 4/01/89
M=~Truckee-Carson Irrigation Dist. 7/01/89
N-Sierra Pacific Industries 12/01/89

2. DRA’s estimated capacity factors for the fourteen QF
projects in the resource forecast should be adopted.

3. Fuel oil prices and economy energy prices forecasted by
DRA and accepted by SPPC should be adopted. ,

4. It is appropriate to use the PROMOD production simulation
model to forecast resource mix and energy costs without the
contribution of combustion turbines to spinning reserve and with a
4.0% efficiency gain for oil burns.

5. DRA’s recommended diesel oil inventory level of 4,477
barrels should be adopted.

6. DRA’s recommended disallowances for transmigssion outages
and for heat rate increases at the Valmy coal plant should not be
adopted.

7. SPPC should be authorized to file the ECAC and AER rate
increases set forth in Appendix A.

8. SPPC should be authorized to file the ERMAM rate decreases
set forth in Appendix A.

9. SPPC should be ordered to submit reports addressing the
status of efforts to remedy transmission outages, the feasibility
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of rebuilding the Washoe plant, and adjustments to oil and gas
plant heat rate standards to consider potential efficiency gains
due to cold ambient temperatures.

10. SPPC should be ordered to file a revised preliminary
statement to reflect the fixed fuel oil inventory carxying cost
methodology set forth by DRA in this proceeding.

11l. The applications should be granted to the extent provided
by the following order.

12. Because there is an immediate need for rate relief, the
order should be made effective today.

QRDER

IT IS ORDERED that:

1. Sierra Pacific Power Company (SPPC) is authorized and
directed to file, in compliance with General Order (GO) 96=A, on or
after the aeffaective date of this order, and at least 5 days prior
to their effective date, revised tariff schedules incorporating the
ECAC and AER rate increases set forth in Appendix A.

2. SPPC is authorized and directed to file, in compliance
with GO 96-A, on or atter the effective date of this order, and at
least S days prior to their effective date, revised tarifs
schedules incorporating the ERAM rate decreases set forth in
Appendix A.

3. SPPC shall preparc a report which addresses the status of
efforts to remedy transmission outages problems, including any
follow=-up studies it has made or actions it has taken as of the
time of the filing. The report shall address any actions and
studies undertaken which are specifically related to the six
significant outages reported in the 1987-88 record period as well
those which are related to the five areas of concern enumerated by
DRA and listed in the opinion. The report shall be submitted as
part of the next ECAC filing. ‘ a |
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4. By July 31, 1989 SPPC shall submit a report which
addresses the economic, financial, and physical feasibility of
rebuilding the Washoe hydroelectric plant. The report shall be
subnmitted to the Director of the Commission Advisory and Compliance
Divigion with a copy to DRA.

%. SPPC shall prepare a report which addresses studies to
deternine the effects of cold temperatures on the. condensers, the
overall gain in plant efficiency, and an appropriate adjustment to
the heat rate standard. The report shall be submitted as part of
the next ECAC filing.

This order is effective today.
Dated JUL 61989 . &t San Francisco, California.

G. MITCHELL WILK

Prosident
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN B. OHANIAN
PATRICIA M. ECKERT

Commicsioners.

I CIRTIFY THAT THIS DECISION
WAS APPROVED BY THE ASOVE
CO/* fu !C'\”PS TODAY

‘m.,..,. wu.n....r, ::m\.u'nvo irvctor

Y
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SIERRA PACIFIC POWER COMPANY
Electric Department = Total Compary
ADOPTED- ENERGY COSTS
ECAC Forecast Period January 1, 1989 to. Decomber 31, 1989
Purchases/ Average Yotal ECAC AER
Type of energy Generation. cost costs costs 1/ costs 1/
(Guh): x (conts/Kuh) (000’8 of 3)  ((00’/s of 3) (000’8 of 3)

Cost Plants = Valmy Unft #1 and #2- 1,8%6.3 33.5% 2.02 237,552.0 529,290.46 8,261 4
Steam Plants 341.3 6.2% 2.92 9,989.0 7.4 2,197.6
Hydrostectric Plants 9.7 1.1% 0.00 0.0 0.0 0.0
Gas Standby Charge 144.0 112.3 3.7
Other fusl costs 60.4 ‘6.8 3.2
Purchased Electric Energy.

Idaho Power Company 451.3 8.2 1.18- 5,352.0 L1746 1,177 4

Utsh Power & Light &22.0 11.2% 3.08 19,136.0 14,926.1 4,209.9

Cogeneration. & other QFs 3.8 6.0% ST 19,0%0.0' 14,850.0 4,190

Pacitic Northwest 1,073 3.5 2.4k 45,701.0 35,546.8 10,0562

PCLE Standby Charges 180.0 140.4 39 .4
ofl trventory Carrying-Cost (100X ECAC) 7.1 257.1 0.0 ¥/

TOTALS ' 5.5%6.5 100.0% 2.48 $137,421.7 $7107,265.0 £30,175.1
Allocation- to Californfa Jur{sdiction. R4 22,558.7 2/

311,652.7

30,0954

1/ ECAC comts are 78% of Total costs and AER costs are 22X of Totsl Costs, unless otherwise specified.

2/ Jurisdictional{zed at California sales of

8.48% ot 4950.96 Guh. Systom sales.

3/ 188,076 barrels of Resicual Oil at $16.05. per barrel and 4,477 barrels
of Diosel OfL at 326.90 per barrel at a Sankers Acceptance Rate of 5.19% p.a.

420.56

Gwh which s
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APPENDIX A
SIERRA PACIFIC POWER COMPANY
Electric Department = California Jurisdiction
ADOPTED: CHANGES N ECAC, AER AND- ERAM REVENUES
ECAC Forecast Period Jamary 1, 1989 10 December 31, 1989

Revenues
(000’8 of 3)

uniform rate
at forecasted:
' sales
{cants/Xuh):

ECAC REVENWES

Adopted. ECAC costs
Add:  Recorded ECAC undercollection as of 5/1/89

ECAC costs amortized over the forecast period
Uncollectibles & Franchise Fee Factor 2/ 3/

Adopted ECAC revenus requirements for the forecast period’
Less: ' Present rate ECAC reverues at rates effective on 5/1/88

9,093.4
1,213.0

10,306.4

1.014302 +

10,453.8
7,771.0

Change 1n ECAC revenues.

AER REVENUES

Adopted AER costs
Uncollectibles & Franchise Fee Factor

Adopted AER Fev. reqr. for the forecast period
Less: Present rate AER revenues at rates effective on 5/1/88

£2,682.8

32,558.7
1.014302

2,505.3
2,561.2

Change 1n AER revenues

ZRAM REVENUES
Authorized Base Revenue Amount effective 5/1/88
Add:  Recorded ERAM undercollection as of 5/1/89 (incl. FR&U)

Adopted ERAM ravenue requirements for the forecast period
Less: Present rate rev. at existing base rates (excl. Valmy bal. rate)
Less: Present rate ERAM DI (l{ng factor reverues

”‘DO'

m,muo
306.3

24,128.3.
25,550.0
1,264.9

Change 1n ERAM reverues

(666.5)

TOTAL CNANGE IN ECAC, AER AND ERAM REVENUE

1/ Computed at adopted.Cal{fornis Jurisdiction sales of
2/ . Adopted: {n. the last GRC proceeding, A.85-05-017, 0.86=02050..
3/ Computed at FFRY-of 1,41% which translates o » factor of 1.014302

420.56- Guh.

2,050.3
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SIERRA PACIFIC POWER COMPANY
Electric Department - Califomta Jurisdiction

SUMMARY OF REVENUE CHANGES

Forecast Period January 1, 1939 to December 31, 1989

Present

rate
revenues
(000’8 of %)

Revenue

Adopted.
Reverus

change Requfirement
(000’3 of 3) (000’s of $) (cents/Kwh)

Average
Rate 1/

Previously suthorized base rates
Clectrical Revenus Adjustment Mechan{sm
(ERAM) DiLLIng ?sctor

Subcotal ERAM revenues
Valmy belancing sccount rate reverues

Enargy Coat Adjuatment Clause (ECAC)
Offaet. Aate
Balancing. Rate

¢

Subtotal ECAC rate revenuss
Anruial Energy Rate (AER)

Conservation Financing Adjustment

25,550.0

1,269

272.0

(957.8)

3,82.0

307.0

S.660 2/

0.0 V¥

26,794.9

660.3

9,057.9
€1,286.9)

(665.8)

2,129.0.

660.3

2,28.5
1,832.2

5,737

0.157 ¥/

T,m.O'

2,561.2

°o°'

10,455.7

2,506.9

0'0

2,486-

.17 ¥/

0.000

TOTALS.

PERCENTAGE INCREASE

1/ Computed at adopted Californfa juris. ‘sales of

'

2,052.8.

5.76%

420,56 Guh.

2/ In lieuw of changing both base rates and the ERAM billing factor, Sierra
Pacit{c Comperry may retain axiating base rates and reduce the ERAM billing
factor from 0.296. cents/Kuh. 50-0.138 cents/Kuwh as the chenge in Dese rates -

is insignificant.

3/ Rounded-0ff to the nearest 0.001 cents/Xwh.

17,859.8
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CACD/sl /1
SIERRA PACIRIC POWER COMPANY
Electric Department - Californie Jurisdiction
ADOPYED SYSTEM AVERAGE PERCENTAGE CHANGE REVENUE ALLOCATION
forecast Perfod: January 1 to Oecember ST, 1989 1/

PRESENT SAPC AVERAGE
SALES  RATE REV ) RATE
CUSTOMER GROUP CGWH) (300079)  (3000/m) INCR. (8/XWH)

RESIDENTIAL
COMMERCIAL

A=

A2

A=3
AGRICULTURE

STREETLIGHTS

TOTAL 37,801 7%  0.09

1/ Streetiighting facilities charges have been.excluded from the revenus
aliocation process.. Nowever, 'that amount has Deen-added to the figures
fn:this table to obtain. the correct percentage {nCresses and aversge rate
calculations.. ‘ ‘

'

CEND APPENDIX @)
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becision 89 07 018 JUL 61989 LUJ u._uuu _al:
. BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE QoF CALIFORNIA

In the Matter of the Application of
Sierxa Pacific Power Company for
Authority to Implement its Energy
Cost Adjustment Clause (ECAC).

Application 88-09-013
(Filed Sceptember 7,049qga

Vicet

)

)

)

) |

g ._'JUL 7 1983
)

)

)

)

In the Matter of the Application of
Siexrra Pacific Power Company for

Authority to Implement its Electric
Revenue Adjustment Mechanicm (ERAM).

Applzcat;on/ea 09~022
(Filed Sepfember 12, 1929)

John Madariaga and James . : A
at Law, for Siocrra Pacifl
Company, applacant.
Wols , Attoyney at Law, and
, for the Division of
Ratepayer Advocates.

This ig the annual/Encrgy Cost Adjustment Clause (ECAC)
and Electric Revenue Adjusthent Mechanism (ERAM) proceeding for
Sierra Pacific Power CompAny (SPPC). We authorize a net revenue
increase of $2,052,500 ahnuvally, or 5.7%, based on an ECAC increasce
of $2,684,700, an Annuyl Energy Rate (AER) increase of
$33,600, and an ERAM decrease of $665,800.

SPPC’s fued and purchased power transactionz and related
operations for the freview pericd July 1, 1987 through June 20, 1982
are found to be rgasonable. The company is directed to submit, for
considerxation in/future reasonableness reviews, reports on studies
addressing tranémission outages, the out-of-service Washoe
hydroelectric plant, and adjustments to thermal efficiency
standards for the large oil and gas plants.
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II. RBagkaround

SPPC is a Nevada corporation engaged in public utility
electric operations in California and Nevadd. Its principal
California operations are in the Lake Tahge area. SPPC is also
engaged in public utility gas and water/foperations in Nevada.

On September 7, 1988 SPPC fjled Application (A.)
88-09~013, requesting autherity to
Adjustment Clause Billing Factor (FCACBF) rates to offset an
under-recovery of $2,604,000 whi it estimates would occur if the
current ECACBF rates were contifiued in effect for the twelve months
commencing January 1, 1989. PC also proposes to increase its AER
from $.00609 per XWh to $.00632 per kWh, or $94,000 annually. The
combined effect of these pYoposed increases is an overall 7.52%
raevenue increase for all Llasses of service.

On September A3, 1988 SPPC filed A.88~09-028, raquestlng
authority to reduce itA ERAM rate from the present rate of $.00296
per kWh to $.00168 pgfr kWh. The estimated annual effect of this
proposed reduction As $528,000, or 1.47%. This application was
consol;dated with /A.88-09~013.

'The Difision of Ratepayexr Advocates (DRA) conducted an
investigation ieh included an audit of SPPC’s financial records
for the record period July 1, 1987 through June 30, 1988, a review
of the reasoffableness of operations during the record period, and a
forecast offoperations for calendar year 1989. DRA accepted most
aspects off SPPC’s filings as reasonable, and SPPC accepted most of
DRA’s regbommendations, with the result that very few issues are in
controversy. The parties agree on audit and ERAM issues, and, for
this pfoceeding, DRA accepts SPPC’s proposed rate design and
revenfie allocation. Contested, forecast issues involve projected
operxftion dates and capacity factors of qualifying facilities
(QFf's) , and required diesel oil inventory levels. Contested
rohsonableness issues involve DRA’s recommended disallowances and
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reporting requirements related to record period transmission
outages and power plant performance. '

Public hearings were held in San Francisco;gn December 7,
8, and 9, 1988. At the conclusion of hearings thé/xaministrative
law Judge (ALJ) determined that due to disagreement on forecast
issues affecting resource nix and energy costs,/gt would be
necessary for SPPC to make a post~hearing rﬁy/az'a production model
which simulates system operations. to forecast resource mix and
energy costs. The results of the final Fé&el run, incorporating
the ALY’s recommended determination of jthe related forecast issues,
were received as late=filed Exhibit 1% on April 17, 1989. The
matter stood submitted on that date "

III. Xorecast Issues

A. california Sales
In its original £9recast report, SPPC projected total

California sales of 412.5 . DRA’s forecast, derived from
econometric models for residential, A~l, A-2, and A=~3 service
classes, yields a sales estimate of 421.7 gWh, which is 2.2%
greater than the compayy's estimate. SPPC indicates that while it
disagrees with the methodology employed by DRA to forecast sales,
it accepts as reascnable for the purposes of this proceeding the
end result of DRA’s/estimates for all but the A-3 category of
sales. 8PPC’s revised sales forecast is 418.3 gwh.

Disagredment on the level of A-3 sales results from
different estimates of when a biomass QF (designated Project N by
the parties), rrently under development at a Sierra Pacific
Industries lumber mill, will become operational. (Sierra Pacific
Industries is Mot related to SPPC). SPPC believes the QF will
commence commercial operations on October 1, 1989. DRA believes
the project will be delayed until January 1990, after the forecast
period. The parties do agree that sales to Sierra Pacific
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Industries will be lost as of the commercial operaqiéh date (COD)
of the facility, and that the sales forecast should be consistent
with the adopted COD. //

As discussed below, we find that the/ﬁest COD estimate
for Project N is December 1, 1989. Since thié date is later than
the COD estimated by SPPC and before that estlmated by DRA, the
adopted sales forecast, 420.56 gWh, ralls/ietween the parties’
forecasts.

B. .

In its resource mix.rorecaétﬁ SPPC estimates that total
system power purchased from QF’s will be 392.4 gWh, or 36.2% more
than DRA’s forecast of 288.1 gW§, The difference is attributable
to DRA’S modeling assumption that the COD’s of four new QF projects
will be one to three months later than the dates used by SPPC, and.

to DRA’S use of lower capac%;y factors for the majority of QF’s.

1. Sommercial oOperation Dates
’ For the four pyfﬁects,uchqdulad to start operations
during the forecast pericd, the COD’s projected by the parties are
as follows:
, Project —SERC ~DRA_
K-Far West II / 12/31/88 2/89
L~AMOR IV 4/01/8% 6/39
M=Truckee-Carson Irrigation Dist. 7/01/89 10/89
N-Sierra Pacific Industries 10/01/89 1/990
Based gé its experience with hundreds of contracts in
California, DRA/has found that QF projects consistently experience
delays. It thererore believes that a forecast which includes new
QF’s should include the likelihood <that there will be such delays.
DRA also note@ that while SPPC has focused on project start-up
dates, i.e. /’when a project starts generating seme power into ‘the
system, theISLgnztlcant dates for forecast purposes are the COD’s.
The contraét rates become effective as of the COD. Prior to that
time, QF’ are paid the lower as-available price.
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the project will be delayed until January 1990, after the forecast
period. The parties do agree that sales to Siexra Pacific
Industries will be lost as of the commercial operation e (COD)
of the facility, and that the sales forecast should be consistent
with the adopted COD.

As discussed below, we find that the besy COD estimate
for Project N is December 1, 1989. Since this dxte is later than
the COD estimated by SPPC and before that estixated by DRA, the
adopted sales forecast, 420.56 gwh, falls befween the parties’
forecasts.

B. Purchased Power: Oualifving Fa en

In its resource mix forecast,/SPPC estimates that total
system power purchased from QF’s will/be 392.4 gWh, or 36.2% more
than DRA’s forecast of 288.1 gWh. 7Phe difference is attributable
to DRA’s modeling assumption that f£he COD’s of four new QF projects
will be one to three months latey than the dates used by SPPC, and
to DRAs use of lower capacity Lactors for the majority of QF’s.

1. LT e X 3 - UDEY & ) PR C L.

For the four projefts scheduled to start operations
during the forecast period/ the COD’s projected by the parties are
as follows:

Rroject ~—iEEC -DRA_
K-Far West II 12/31/88 2/89
L-AMOR IV 4/01/89 6/89
M-Truckee-Carsqfh Irrigation Dist. 7/01/89 10/89
N=Siexrra Paciffc Industries 10/01/89 1/90
Based of its experience with hundreds of contracts in
California, DRA Jias found that QF projects consistently experience
delays. It thefefore believes that a forecast which includes new
QF’s should irfclude the likelihood that there will be such delays.
DRA also not¢s that while SPPC has focused on project start-up
dates, i.e.f/ when a project starts generating some power into the
system, e significant dates for forecast purposes are the COD’s.
The contract rates become effective as of the COD. Prior to that
time, QF/s are paid the lower as-available price.

-4—
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DRA believes the tendency for utilities, including SPPC,
to be overly optimistic regarding QF project schedules is
illustrated by a review of forecasted and actual operation dates of
seven QF projects included in SPPC’s 1987 ECAC filing. Of those
seven projects, only one met its projected operation date. Two
were cancelled, and the remaining four were delayed. Dnﬁypdhcludes
that despite SPPC’s good faith efforts to meet its proj ed dates,
it is realistic to factor in some delay. ,

SPPC asserts that each of the four proje now under
development has progressed to the point that suck delays are no
longer likely. Additionally, SPPC notes that Lhere are economic
incentives for the QF developers to meet thedr completion:
schedules. For example, contracts with e of the developers of
these projects contain termination cla
milestones and dates for commercial opération to begin. If
commercial operations are not establdshed by the contracted date,
the project will no longer qualify/for higher long-term QF rates.
SPPC indicates that it intends td assert its rights to terminate
these contracts if milestone dxtes and COD’/s are not met. To
illustrate this intent, the gbmpany notes that it has previously
terminated one agreement is currently in litigation with four
othexr QF projects because/milestone dates were not met.

We agree with/DRA that for forecasting purpeses it is
appropriate o use COI¥s, not initial start-up dates. Since higher
long-term rates apply once commercial operations are established,
COD’s have more impact on revenue requirements than initial
start-up dates. Ne also agree that as a general rule, based on the
experience with/California QF’s, it is reasonable to anticipate
some delay for/ most projects. On the other hand, for projects
which are alrfeady well under way, some weight should be accorded To
the judgemeht of QF developers and utility officials when that
judgement/reflects specific, updated information about a project’s

It does not necessarily follow that because a projeci has
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somewhat optimistic. Assuming that initial operations do bedin in
September, it is reasonable to anticipate a longer delay fbeyoend
October 1) for testing before commercial operations begin. At the
same time, however, there are indications that the project is now
progressing to completion, and that the previous
longer be factors in the current projections.
acknowledged that in evaluating the earlier ays, he was not
aware of their being caused by regqulatory gélays for contract
approval. We find it is feasible for the¢/project to commence
commercial operations by the contract’s/termination date of
December 1, 1989, and therefore adopt/that date for forecast
purposes. a
2. Gapacity Factors

DRA’s estimated capaclty factors for fourteen QF projects
are lower than the utility’s gtimates in ten cases, the same in
three cases, and higher in ohe case. Because most of its capacity

factors are lower, DRA’s fhrecast of purchased power from QF’s is

43,754 MWh less than SPPZ’s.

. Ten of the Qjfs are geothermal projects. SPPC initially
used a 90% capacity fActor for the majority of these, based on data ’
for only two such Q
months. In responde to DRA concerns over the reliability of this
limited amount of data, the company revised its capacity factor
estimates for ofie hydroelectric and nine geothermal projects. SPPRC
indicates that/ the revised estimates are based on information
derived from/project developers, and upon actual operating data for
the QF’s. whlch are on~line.

ere data from actual operations was available, DRA
relied off recorded capacity factors for its projections. For
without recorded data, DRA generally used an 80% capacity
When a
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4. For the four QF projects scheduled to start operations
during the forecast period, the COD’s projected by the
as follows:

Exoject

K-Far West II

L~AMOR IV

M=Truckee~Carson Irrigation Dist.
N=-Siexrra Pacific Industries

5. Contracts with each of the develXopers of the four
projects at issue contain termination cfauses providing
construction milestones and dates for/commercial operation to
begin. If commercial operations aryf not established by the
contracted date, the project will/he longer qualify for higher
long-term QF rates. '

6. The closer a QF project is to completion, the more
precise and reliable estimatds of a completion date can be.

7. The QF developery and financiers have significant
economic incentives to cofiplete the projects on or before the
ternination dates, yet Aelays can and do occur.

8. Extensive tgsting at Project K, required hefore firm
commexcial operationé can be established, was not expected to be
completed until la¥e January 1989.

9. The deyeloper of Project L planned to spin eight ¢f the
twelve units by/December 31 in order to receive a $3 million enexrgy
tax credit. e developer was faced with a significant incentive
to initiate gome operations by December 31, and it was. feasible to
do so.

he contract termination date of the Project M _
hydrocelegtric project is July 15, 1989, and the developer has an
additiofal incentive to complete the project on schedule because
the fadility’s operations are effectively limited to the irrigation
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$54. SPPC’s recommendation to use the System Aweragf//
Percentage Change methodology for revenue allocation and rate
design is undisputed. ,

55. The Commission determined that SPPC’s rﬁpidential
baseline rate should be set at 87% of system average rate in
D.88~1.0=062.
conclusions of Iaw

1. Sales and resource forecasts reflecting the following QF
commercial operating dates 'should be adoptéd:
Exoject LoD __
K-Far West II 2/01/88
L-AMOR. IV 4/0L/89

M=Truckee~Carson Irrigation/Dist. 7/01/89
N=-&ierra Pacific Industrie 12/01/89

2. DRA‘s astimated capacity/ factors for the fourteen QF
projects im the resource forecast’ should be adopted.
3. Fuel o0il prices and‘acénamy energy prices forecasted by

DRA. and accepted by sppc should be adopted.

4. It is appropriate td{use the PROMOD production simulation
model to forecast resource mix and energy costs without the '
contribution of combustion dﬁrbines to spinning reserve and with a
4.0% efficiency gain for oll burns.

5. DRA’S reccmmeand diesel oil inventory level of 4,477
barrels should be adopted.

6. DRA’s recomm%pded disallowances for transmission outages
and for heat rate increases at the Valnmy ¢oal plant should not be
adopted. ; *

7. SPPC shoul/ be authorized to file the ECAC and AER rate
increases set zorthjin Appendix A.

8. SPPC sha:}d be authorized to file the ERAM rate decreases
set forth in Appen/ix A.

9. SPPC should be ordered to submit reports addressing the
status of efforts/to remedy transmission outages, the feasibility




