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Decision ___ S_9_0_9_G_9_9_' _ 

Order Instituting Investigation 
on the Commission's own motion to 
implement the Biennial Resource 
Plan Update following the 
California Energy Commission's 
Seventh Electricity Report. 

" 

) 
) 
) 
) 
) 
) 

I.89-0.7-.00~ 
(Filed. "July 6, 1989) 

------------------------------) 
Second application ot Pacific Gas 
and Electric company tor approval of 
certain standard. otfers pursuant to 
Decision 82-01-103 in Order Insti­

) 
) Application 82-04-44 
I' (Filed April 21',.1982; 
) .' amended. April 28, 1922,. 
) July 19, 1982', July 11, 1983, 

.) AU9Ust 2,,198.3, _________________ ) and AUgust 21" 1986) 
). 
) , 

tuting Rulemaldng NO.2 .. 

And Related. Matters. 

) 
) 

~, 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

----------------) , 
Q~ :r N I QJ! 

I .. ~a~, 

Application 8:2-04-4 7~ 

Application 82.-03-26-

Application S.2-03-3!l 

Application 82-03-Q2 

Application 82-03-6·':{ 

Application 82-0·3-78" 

Application 82-04-21 

13y this order we deny recent protests to· the quarterly 
avoided. cost energy price po stings made ~y Southern California 
Edison Company (S·CE) and San DiegO' Gas & Electric. Company 
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(SOG&E).l We conclude that SCE and SDG&E (1) used reasonable 
assumptions and an appropriate methodology in desiqnatinq the 
incrementa~ tuel over the quarters and (1) properly excluded 
transportation-related qas charqes when oil was incremental~ 

We also solicit comments on a proposal to' convert the 
quarterly avoided. cost energy price postinq and. protest procedure 
established in Decision CD.) 8,2-12-120 to an advice letter tilinq. 

II - Intrqducc:t1sm 

Independent power producers, termed qualityinq 
facilities (QFs), sell electric power to,the utilities regulated ~y 
this Commission. Over the last d.ecade, we have issued a series ot 
decisions defininq the terms and conditions of standard otter 
contracts 'for the purcbase of energy and capacity trom,QFs. 2 The 
pricinq provisions of these contracts vary dependinq on the. nature 
ot the commitment from the QF, and the planninq time frame ~einq 
considered .. 

In this order, we address enerqy pricinq issues a!tectinq 
our short-run Standard O!ters. 3 Specifically, we cons~der 

1 See Attachment 1 tor a complete list of the protestinq 
parties, their tilinqs, and responses. 

2 For a list ot the major commission decisions on the 
development ot Standard otters, see 0 .. 88-09-026 (in Application 
CA.) 82-04-44 et a1.), Appendix C .. 

3 Standard Otfers 1, 2, and 3 are considered Hshort-runH ~ecause 
the energy price is computed. on the :basis of the purcbasinq 
utility'S existinq qeneration resources" without consideration ot 
possi~le resource ad.d.itions.Simi1arly, under Standard. Otter 4, 

~ 

(Footnote continues on ne~ page) 
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whether or not the demand charqe component of utility electric 
qeneration (UEG) qas rates should be paid to QFs when oil is 
desiqnated as the incremental fuel. In addition, we review our 
adopted me~odology tor determininq the incremental tuel~ and 
consider whether" or not SCE and. SDG&E have applied tllatmethodoloqy 
correctly'. These issues. were raised in a serles ot protests to, 
SCE's and SOG&E's recent quarterly avoided cost energy price 
postinqs. 

III. Bo,ctgxmmd 

As described in prior commission decisions, the enerqy 
price paid under Standard Offers 1, 2, and 3· corresponds to the 
utility's short-run avo,ided energy costs.. (See Section V below.) 
Onder the procedures established in 0.91109 and subsequent orders, 
the price i~ derived quarterly ~y Dultiplyin~ the utility'S 
Incremental Energy Rate (lER) times the cost of the utility's. 
incremental fuel for. the quarter, typ'ieally oil or qas ... 4 By 

"incremental" (or marqinal) fuel, we refer to the fuel that would 
be used to· serve'one additional kilowatt-hour of demand for 
electricity. 

(Footnote continued from previous page) 
QFs that come on-line before the projected on-line date of the 
avoid~le resource are paid on a short-run basis. 

4 ~he XER shows a utility'S qeneratinq etficiency at the marqin. 
It states the quantity of heat energy needed per unit ot 
electricity.. The tuel cost is measured. in dollars. per quantity of 
heat energy w Mul tiplying IER: times. fuel cost yields d.ollars per 
unit of electricity,. which is the ener9Y price paid, to· the QF .. 
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Historically, the calculations for each quarterly posting­
have been relatively straightforward and noncontroversial. The 
IERs were taken directly from our decisions in the applicable 
General Rate Case (GRC) or Ener9Y Cost Adjustment Clause (ECAC) 
proceeding~5. When oil was designated as the marginal fuel, it 
was priced at the average cost of oil purchased during the previous 
quarter. It the marginal fuel was natural gas, it was priced usinq 
the current weiqhted average gas rate charged by the local 
distribution company (LOC) for OEG. Basically, the only 
discretionary element of the quarterly po stings was the designation 
of the marginal fuel (or fuel mix). 

In Order Instituting Investigation (I.) 86-06-00S, we 
effectively unbundled gas transpo~tion and procurement services, 
and de-averaged rates. As a result, the once single volumetric gas 
rate to the CEQ customer was broken into a variety ot fixed and . 
volumetric charges, corresponding to the unbundled service 
components~6. A brief overview of the new nEG gas rate design is 
presented in Attachment 2. 

These rate design changes prompted us to reexamine the 
question of what gas costs incurred by UEG customers are avoie1al:>le 
):)y QFs. In 0.88-07-024, issued on July 8,. 1989, we addressed this 
issue. In brief, we determined that all gas charges allocated by 

sales or throughput~ including fixed demand· charges,. are avoidable . 
by QFs. As described in qreater detail below, we came to this 

.' 

5· Prior to' 1988, we upa.ated IERs in each utility'S GRC 
proceeding~ Per 0 .. 88-03-026, issued March 9, 1988, we now update 
IERs in each utility'S annual ECAC proceedinq. 

6 Prior to our determinations in I.86-06--00S, q4s prices were 
set on a total cents per them basis .ancl- incluaed the fixed costs 
of the LOC .. If a OEG customer elected. to burn 100% oil in a month, 
the LOC received no revenue·· that month • 

- 4 -



• 

• 

• 

, .,....... ...." . 
I.89-07-004 at al. ALJ/MEG/pc 

determination by evaluatinq the impact of QFs on total OEG gas 
consumption. 

On october 3, 1988, su:bsequent to our determinations in 
0.88-07-024, SCE and SDG&E filed. their preliminary avoided cost 
energy price$ for the quarter :beqinninq November 1, 1988, (November 
1988 posting). On April 3, 1989, SCE and SDG&E filed their 
preliminary avoided cost energy prices for the quarter ~e9innin9 
May 1, 1989 (May 1989 posting) .. 7 

Protests to SCE's November 1988' and Y..ay 1989 Postings 
were filed :by the Watson Cogeneration company (WeC), the 
Cogenerators of Southern California (CSC) , the calitornia 
Cogeneration Council (CCe), (collectively" wec/csc/CCC), and the 
Cogeneration Service Bureau (CSB). In addition, the Kelco Division 
of Merck & Company, Inc. (Kelco) tiled protests to· SOG&E's November 
1988 and May 1989' Postings. l'hese protests are consolidated tor 
resolution in today's order .. 8 SCE, SOG&E, and the Division ot 
Ratepayer Advocates (ORA) tiled. responses. Attachment 1 presents a 
complete listing of the protests and responses., 

7 seE and SDG&E also filed preliminary avoided energy prices for 
the quarter beginning February 1, 1989, but no protests or comments 
were filed. 

8 We note that several of these protests were improperly tiled: 
CSS's and WCC/CCC's protests to SCE's May 1989' Posting was tilecl in 
response to the tinal quarterly postinq, rather than the 
~~liminary posting. Instead of filing a motion with our Docket 
Office, Kelco mailecl a letter protesting SOG&E'sMay 1989 Postinq 
to our Commission Advisory and Compliance Division.. We will accept 
these filings, in this instance, ~ecause the issues raisecl in the 
protests are substantially the same as these partie$' protests to 
the November 1988 postinqs. However, in ordinarycirc:umstances, 
protests that are proceclurally improper will not be regardecl as 
havinq ~een t:i.mely filed, without qood cause shown., (see 
Section V.C below, tor. a· description' of: the. revisions we propose' 
today to these' posting· and protest proced.ures .. ) . 
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IV. PQsition ot the PaGies 

wcc/csc/ccc, CSB~ and ~eleo object to the mar~inal fuel 
cost component in SCE's and SOG&E's November 1988' and May 1989 
postings. Their objections tall into· two categories: 
(1) objections to' the designation of oil as the marginal fuel 
and/or (2) objections to the exclusion of transportation-related 
gas charges when oil is designated as the marginal tuel. 
Similarly, the responses o·t ORA, SCE, and SOO&E are organized 
around these two issues, as described below. 
A. IfarqiMl Puel Desi.gm¢ion 

In their November 1988 Posting's, both SCE and SOG&E 
desiqnated oil as the incremental tuel.throughout the quarter. For 
the quarter beginning May 1~ 1989, SCE designated oil as the 
incremental tuel for the first month otthe quarter. Similarly, 
SDG&E projected that oil would be on the margin tor a portion ot 
the quarter. 9 

1.. Posi:tion ot WC>I~CICCC 
wce/csc/CCC assert that SCE (and by implication, SDG&E) 

have misapplied the Commissio~'s methOdology for determining the 
incremental fuel each quarter. 10 In their view, the desiqnation 
of incremental fuel must be based on the actual· price. and supply 
conditions,. including gas availability, existing on the first day 

9 For the quarter beginning Februa:ry 1, 1989, both sex and SDG&E 
designated gas as the incremental fuel throughout the quarter. No 
protests or comments were filed .. 

10 Although WCC/CSC/CCC did· not protest SDG&E·'s November 1988 
postinq, they imply that SDG&E made similar errors. (See ;r,oint 
Pro:t§st of WCC/C~C/CCC dated. Oeto~er 3·1, 1989,p. 8'1 footnote 7 .. ) 
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of the quarter. WCC/CSC/CCC argue that SCE~s use of Nprojeete4N 

prices and availabilities to· determine the marqina~ fuel directly 
violates the Commission's directives. 

Aceordinq to wcc/CSC/CCC, in designatinq the incremental 
fuel for each quarter, the utility must consider only current fuel 
price and supply conditions.. Specifically, the utility should 
compare: (1) the current increll'1ental qas price (i .. e., Tier II cost 
of gas.) and (2) the price or oil into, inventory durinq the previous 
quarter. 11 The cheaper or the two tuels, based on this 

'comparison, becomes the desiqnated incremental tuel. If qas 
curtailment exists on the first day of the quarter, the utility 
must designate oil as the incremental fuel ~hr9ugb9ut the quarter. 
conve:;-sely, it gas curtailment has endecl as of the first day of the 
quarter, the'utility must assume that gas will be available 
throuqhout the quarter. 

Applyinq these rules, WCC/CSC/CCC conclude that, for the 
quarter beqinninq November 1, 1988, natural qas,. and not oil, is 
the appropriate incremental fuel. While- not obj.ectinq to the 
incremental fuel designation in SCE's May 1989 Postin9, wee and esc 
arc;ue that, based on current supply conditions (i~e .. , qas 
curtailment), oil should be the incremental fuel throuqhout the 
quarter. 12 

2.. .Eositiqn of csB-
CSB' asserts that SCE will need, to, utilize gas as its 

incremental tuel on air quality episode days.. Therefore,. in CSS's 
view, gas should be considered the incremental fuel for some 

11 Tier II cost of gas reflects the marqinal rate--i .. e .. , the 
commodity cost of gas plus seeond tier transmission eharqes. (See 
Attacbment 2.) 

12' cce also filed a protest to- SCE's '1!J.ay 1989 Posting,. but was 
silent on the issue of the incremental fuel desi9Xlation • 
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traction ot the quarter beqinninq November l, 1988 to retlect th~se 
possible episode days. 

CSS also- argues that, even with SCE's switch to oil, a 
portion of the marqinal ener9Y price should reflect "Tier IIf' gas 
chargesal3 For the quarter beginning November 1, 1~8S, csa 
asserts that SCE will supply 2l% ot its. oil and gas requirements 
with Tier I gas:, and 79% with oil. 'I'lleretore,- CSB concludes that 
incremental gas· and oil costs should be weighted by these 
respective percentages. CSB·makes similar arguments in its protest 
to SCE's May Postin9'~ 

3.. seE's Response 
SCE ar9'1les that, contrary to- WCC/CSC/CCC's assertiOns" 

the Commission did not adopt a speci;ic methodology tor-how a 
utility should determine whether oil or gas was the expected 
incremental fuel.. According to SCE, O.82-l2-120 clearly specitied 
that utilities should use their proieeted marqinal tuel mix to 
determine which fuel is incremental • 

In support ot its projections for the quarter beginning 
November 1, 1988, SCE explains that: (1) the replacement cost of 
oil has fallen below the commodity cost of qas, and (2) the price 
of natural gas historically rises during Nove%Dl:ler, December, and 
January. SeE provides a declaration of facts and conditions to 
dOCUll1ent the~e assumptions.. In sum" SCE argues that it has use4 
reasonable forecasts ot fuel prices and qas availability to; 
determine its incremental fuel, and that wcc/CSC/CCC have provided 
no facts to the contrary. 

13 Tier I qas char~es reflect the commodity cost ot qas plus the 
Tier I gas transmiss~on rate, multiplied by projected Tier I gas 
volumes. The only difference between Tier I and Tier II- gas . 
charges is the difference in the margin recovered in the- declininq 
block structure. As described -in Attachment. 2', T'ier 'lis' higher 
than Tier II in order to recover certairl aclministrative and qeneral 
expenses • 
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In response to eSB, SCE argues that it will not take any 
Tier I or Tier II qas during the quarter. SCE I points out that 

Tier I qas is more expensive than Tier II qas.. Therefore" if it is 
more economic to' burn oil than Tier II gas f' then SCE argues it is 
even more economic to burn oil in place o't Tier I gas. 

Moreover, SCE argues that Tier I qas would not 
necessarily be incremental even if it were projected to ):)e burned 
during the quarter: 

wFor example, if Edison had a limited quantity 
of lower-cost qas tuel availa:ble which would be 
burned completely with or without QF 
production, and with any remaining needs beinq 
met by oil, then oil wo~~d ):)e the incremental 
fuel 100% of the time. H . 
Finally, SCE contends that there is no need to adjust the 

November postinq to, reflect the possibility of episode' days. 
Accordinq to SCE,. there has been, on average,. fewer than one 
episode day tor this quarter over the last decade. The effect ot 
this change in the incremental fuel costs would be lost in 
roundin9~· 

4.. ORA'S Comments 
ORA agrees with SCE that WCC/CSC/CCC have misconstrued 

the Commissio%'), I s methodology for determining the avoided cost 
energy price. ORA argues that the utility is expected to forecast 
its marginal fuel mix, but to use recorded oil and current gas 
prices in order t~ calculate the energy- price; to- QFs,.. DRA 
considers SCE's forecasts to· be based on reasonable assumptions. 
In ORA's. view, CSa,otfers no support for its asswnption tllatSCE 
will rely on Tier I gas for 21% o~ its· incremental fuel. 

14 See Response of SCE to eSB's Pr9~es;t,. dated'November 21, 1985, 
p. S·. 
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B. Gas-Related DemancLCharqes 
, ' 

In their November 1988 and May 1989 postinqs, both SCE 
and SDG&E calculated qas prices using the ""avoidable"" components ot 
current UEG rates, as determined in D.88-07-024. Specitieally, 
these included the qas commodity rate, the volumetric transmission 
rate and gas-related demand charges. (see Attachment 2 .. ) Oil 
prices were based on the average cost ot purchases. during the 
previous caiendar quarter. For illustrative purposes, SeE's 
calculations for its November Posting are presented in 
Attachment 3. 

WCC/CSC/CCC, CSS, and 1<e1co· (collectively, Protestants) 
arque that certain components of transportation-related gas rates 
should be added to' oil fuel prices when oil is desiqnated as the 
incremental fuel. 15 SCE,. SOG&E, and-DRA argue that none ot the 
gas-related costs are avoidable when oil is on the margin. 

1. ICC/esC1CCC, esB, and JSe1co 
Protestants contend that, by excluding gas-related 

demand charges when oil is the incremental tuel" SDG&Eand SCE have 
violated the Commission's orders in D.-88-07-024.. In, support ot 

15 Although their arquments are very similar, Protestants seem to 
differ slightly on what components of transportation-related gas 
rates should be includ.ed. It appears that WCC/CSC/CCC would 
include the fixed gas costs recovered in both the monthly demand 
charge (less customer-related costs) and in the Tier I rate. 
(See Joint Protest of wec/esc/eCC,. dated October 31" 1989, p. 16-.) 
esa would include the d.emand charge (less customer-related costs) 
plus, as described above,. a ""weighted average"" component of Tier I 
charges. 1<elco, does not specify which qas rate components should 
be included,. but refers generally to' wd.emand-related gas eosts"" in 
its filings. We use the tara '9'as-related.· deaaDd.",c:harg'es' Cor 
'dema.nd c:barges') to'refer, in a generic sense,. to the various. 
proposals for' i:ncl"ildiDq· t:r:aDapo:r:tation-related' gas cost&. wb.en oil 
is the incremental fuel ~ , ;' 
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this position, Protestants point to the fol1owinq t1ndinqs and 
conclusions made by 1;he Commission in 0.88·-07-024: 

a. QFs enable the electric utility t~ reduce 
gas consumption on a forecasted basis~ 

b. Under the new UEG gas rate design, all 
costs (except customer-related) are 
allocated to- the OEG customer on the basis 
of projected gas consumption (e.q~, sales 
or throughput); 

c. Except for customer-related costs, all gas 
utility fixed costs· allocated to the OEG 
customer are 100% avoidable by QFs. 

Protestants observe that, unlike gas commodity rates, 
demand charges are solely a function·of annual throughput forecasts 
made in the Annual Cost Adjustment Proceedings (ACAP). Once set, 
these charges must be paid by the electric utility over the tiling 
period, even if actual gas consumption approaches zero·. While 
actual levels ot 'oil and. gas eonsumption may aftect the--level··of· -.---­
prospective demand charges, they will have no impact on the level 
of costs to be recovered. over the tiling. period.. 'therefore, 
Protestants conclude that it was the Commission'·s· intent to pay QFs 
for contri:butinq to reduced gas-related demand charqes'; even when 
oil is des1qnated as the ineremental tuel. 

Moreover, Kelco, asserts that payments made to, QFs for 
avoidable fixed gas costs are a1readX reduced when the utility 
;makes its projections of oi~ usaqe in the annual ACAP·. In Kelco's 
view" the elimination of such payments wO'Clld constitute a form of 
"double dipP'ing" and provide the utility with an unjustif;i.able 
w1ndtall. 

2. SOGiE, SCI. and ORA 
SOG&E,. SCE, and DRA argue that 0.88-07-024 dealt solely 

w1th the issue of which qas.eosts are avoidable by QFs When gas is 
the incremental fuel.. In their view, 0.8:8·-07-024, 4i<1: not aclcb:ess 
potential changes in' avoided oil costs; nor did it suqgest that the 
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change in gas rate desiqn would affect the computation of those 
costs-. SCE notes that neither Protestants., nor any other party 
providing testimony in that proceeding, addressed issues related to 
times when oil is the incremental fuel. 

Moreover, SCE, SDG&E, and ORA argue that the protests are 
a Challenge to, the Commission's existing avoided cost methodology 
and, as such, are procedurally improper. SOG&E points out that the 
commission never before included a portion of gas-related demand 
charges when o,il was the incremental fuel, even when fixed gas­
costs were rolled into· volumetric UEG rates. Similarly, DRA argues 
that the Commission's adopted definition of avoided enerqy payments 
uses only the cost of fuel that the utility would have burned. In 
ORA's view, the commission never intended to give QFs a windfall 
for charges unrelated to the avoided fuel .. 

In addition, SCE argues that the Protestant's methodology 
is analytically flawed. According to SCE, Protestant's approach 
would pay QFs for avoiding gas costs that, on a foreeast basis, 
have already been aVoided by projections of alternative fuels! 

"Oil burns avoid demand-related gas costs in 
precisely the same manner as does QF 
generation. Oil burn and QF production both 
avo·id demand-related qas costs on a forecast 
basis in SoCalGas cost allocation proceedings 
because they lower the forecast ot Edison gas 
throughput, and gas throughput is used to 
allocate demand related gas costs. ThUs., When 
o,il is the incremental fuel Edison already 
avoids the demand-related gas cost!6and QF 
generation only avoids oil costs .. " . 

Finally, if Protestants' interpretation of 0.88-07-024 is 
correct, SCE asserts that QFs wou14 be paid a price tor output that 
would exceed the utility's cost to-generate the electricity itself. 

16 Response 0: SCE to thg ~int Protest ot wcC/CSC/Ce,s:, elated 
NovemDer 15 (pp. 16, and 17) • 
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In SCE's view, this would ~e in direct contlict with Commission 
poliey to have QFs compete on the basis ot efficiency. 

v.. Qiscussion 

~here are two key issues we must resolve in evaluating 
the appropriateness of SCE's and SOG&E's quarterly avoided cost 
postings. First,. we must decide whether the mar~inal fuel 
designations are appropriate and, second, whether the prices 
accurately reflect avoided energy costs.. As described above, most 
of the disagreement among parties stems from alternate 
interpretations of our prior orders. We therefore begin our 
deliberations ~y reviewing the development of our methodolO9Y tor 
determining short-run avoided energy costs. 

Our initial procedures for avoided cost energy pricing • 
were adopted in 0 .. 91109 in Oece=er, 1979. In that decision, we 
specified that the marginal fuel price would be based on the 
purchasing utility'S fuel-~urning etficieney multiplied' by the 
averaqe cost of oil into inventory in the prior quarter.17 

In 0.82-01-103, we clarified the conceptual basis tor 
determining energy payments under our short-run standard Ofters .. 
We stated that as-available QFs receive only the incremental cost 
of producing an additional unit of electricity:18 

"The utility"s avoided energy cost at time ot 
'delivery in the as-availablE) otfer conceptually 
is based. on~ short-run operating costs. It . 
should reflect the variable cost ot providing 

17 0.91109,' mimeo·. p. 18 .. 

18 Used in the context ot 0 .. 82-01-103,. "as available offer" is 
synonymous with the term· "short-run" Standarc1 Ofter, as we define 
it in Footnote 3 above • 

.. 
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an additional unit of electricity... The 
intent o! the energy prices- is -to. capture as. 
accurately ana timely as possible the current 
marginal energy cost incurred by tho utility.~ 
(0.82-01-103, mimeo,. pp~ 30 and 3l.) 

In 1982, the potential for natural gas to be the 
incremental fuel :became apparent and, in 0.82-11-08-7, we addressed 
the issue of how to calculate short-run avoided energy prices when 
gas is the incremental fuel. By that order, we determined that the 
fuel price should :be :based on current (i.e., beginning of the 
quarter) gas prices, rather than the price of gas over the 
preceding quarter: 

"Application of the principle that energy prices 
should reflect the current marginal energy 
costs of the utility requires a slightly 
different approach to calculation of avoiaed 
energy costs for periods when natural gas, 
rather than oil,. is the utility'S marginal 
fuel. An electric utility typically stores oil 
between the time the oil is purchased and the 
time it is burned. 'rhus, calculating 
historical price of oil is appropriate. By 
contrast, electric utilities burn gas at the 
ti~e,of pu;-ch.ase from,the supp,lying ~as 
utlllty, wlth.out any lntervenlng perlod of 
storage. Therefore, avoided energy costs 
should :be :based on the current, rather than the 
historical, cost of natural gas to· the eleetric 
utility." (D.82-1l-087, mimeo·. p'. 2.) 

In D.8:2'-12-l20, we reaffirmed these pricing p.ocedures 
and concluded that basing marginal fuel prices, on the most recent 
historical quarter (for oil) or current prices, (for gas) was 
preferable to basing prices on a projeetion over the quarter: 

"In 0.82-11-08·7, the Commission ordered the 
utilities to, use current natural qas prices for 
the determination of prospective avoided 
operating costs, but to Qontinue to use oil 
into' inventory when o'il is the marginal tuel. 
We will continue to, adopt this approach for 
now, though we would consider ref!ninq the oil 
and natural ~as;price nUllll:lersto· include 
projections lnsteadot current prices. i:n'the 
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tuture. For now, we conclude that projectinq 
oil ana natural gas prices would be unduly 
complicated." (0.82-12-120, mimeo.. p. 107.) 

We also aetermined that, when gas is incremental, avoided 
energy prices should be calculated using the current rate charged 
to the UEG customer, even if that rate is higher than gas commodity 
rates. 19 

In that same decision, we addressed the issue of how 
utilities should determine whether oil or gas is the incremental 
fuel. One party sugqested that oil should be presumed to· ~e the 
incremental fuel on any day it represents 10% ot the generation 
mix. We declined, however, to adopt a particular methodology tor 
det~rmining the incremental fuel~ Instead, we directed utilities 
to make a case-specific determination: 

"It appears that the question of whether eil or 
~as is the marginal fuel will involve specitic 
1ssues that vary in each quarter. Accordingly. 
2ur APPtoAch will be to- ask ea2h utility to 
tile its proj.eeted marginal :u~l mix; in ea.s(h 
quarter and allow parties an opportunity to­
critigye these projeetions. 

"We expect utilities to· forecAst as accurately 
21.& possi~le their actual marginal operating 
costs for future quarters~ In;lydinS theit 
expecteg,-fuel mi~, and· to,provide their 
assumptions t~ interested parties." 
(0.82'-12-12'0" mimeo. pp. lOS' -and 111;- emphasis 
added.) 

19 See 0.82-12-120, pp. 109-110 for a discussion of this issue. 
At that time, the UEG rate had a "single tier" structure .. 
Beg-inning in 1985" 'O'EG rates were composed of multiple tiers. In 
O.86-08-0~3r in response to· protests to· SCE's quarterly postingr we 
addressed the issue o·t Whether the incremental (i •. e., last tier) or 
weighted average cost otqas is to be used in calculating avoided 
energy prices. We concluded that~ uncler .current procedures, the 
weic,;hted average cost should be used. • 
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Finally, in 0.82-12-120, we also adopted the requirement 
for preliminary posting, and directed utilities to provide the 
basis for prices and associated assumptions to the Commission and 
interested parties. for review: 

"We will order the utilities to file prices for 
energy payments one month prior to, the quarter 
in which the energy prices apply. These prices 
and a detailed description of the assumptions 
used to· derive them· should be filed with the 
Commission. In addition, the utility should 
make available' this information t~ interested 
parties for their review.* (0.82-12-120,. 
mimeo. p'. 110.) 

A. PeteninAti0D9t Jfarqinal Fuel Mix 

Based on the specific lanquaqe of our prior orders, we 
conclude that the utility is expected to torecast its marginal fuel 
mix, ~ut to· use recorded oil and current gas prices in determining 
the energy price paid to QFS. 20 Contrary to WCC/CSC/CCC's 
assertions, 0.82-12'-120 does not require the utility to use the 
recorded oil price in forecasting its fuel mix. Nor is the utility 
restricted to· assuming current (i .. e .. , as of the first day of the 
quarter) curtailment conditions throughout the quarter. Rather, as 
DRA notes, our adopted methodology contemplates only that the 
forecast of the f'lel mix will ~e mad..e reasonal:>ly and in good. faith. 

, 
As we stated in D.82-12-120, the question of whether oil 

or gas is the marginal fuel involves specific issues that vary in 
each quarter. Consistent'with. our directives in 0 .. 82-12-120, both 
SCE and SOG&E have explained the reasoning behind,their 
projections, and provided the Commission" and interested parties 

20 As illustrated in Attachment 3, the forecasted fuel mix is 
applied: to' the recorded oil and current gas prices to- derive 
wei9'hted' avera9'e avoided energy costs· .. 
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~ with their underlying assumptions. 21 As SCE, SDG&E, and ORA point 
out,. none ot, ,the Protestants otter any factual bases tor 
challenqinq these projections.. We there tore conclude that SeE. and 
SDG&E have determined the marqinal fuel mix in a manner consistent 
with our prior orders, usinq reasonable projections of.tuel prices 
and availabilities. 22' 

• 

• 

B. Gas-Related DeJaonc:LCharqes 

As described above, quarterly avoided cost energy prices 
are based on a torecast of the incremental fuel (or fuel mix) over 
the quarter. In the past,. it the incremental fuel was qas, it was 
priced usinq the current weiqhtedaveraqe OEG rate~ If the 
marginal fuel was oil, it was priced at the averaqe cost of oil 
purchased durinq the previous quarter, At no· time did avoided oil 
costs include components other than the cost of oil. 

In their protests,. WCC, CSC, CCC,. CSB,. and Kelco- arque. 
that D.88-07-024 modified this methodology.. Specifically, they 
believe thit certain components of transportation-related gas rates 
should now be added to oil fuel prices When oil is designated as 
the, incremental fuel. SCE,- SDG&E, and DRA arque that D.88-07-024 
only addressed the issue of what qas costs are avoidable when qas 
is on the marqin. 

21 In addition to the information presented in the quarterly 
postinqs,. see Response of SCE to Joint WCC/CSCI,C> PX2test, dated 
November 15-, 1988, Attachments 1 and 2'r Joint ptotest ot 
HCC1CS~/CCC, dated October 3'11' 1988, Attachment B, Data Request 
No .. 2, Response of SDG&E to Protest by Kel.cp., dated May 10, 1989, 
E~it B. 

22' Ourfindinq of reasonableness· today relates only to, the 
projeetion otmar9'inal fuel. mix for the 'posting-s'in, question. The 
reasonableness ot a utility"s. tuel purchase decisions. is addressed 
in our ECAC proeeedin9's.~ 

It 
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In order to evaluate these two interpretations,. we turn 
now to the specific lanquaqe and directives in 0.88-07-024. ~ 
noted :by Protestants, 0.88-07-024 unequivocally states that certain 
qas-related fixed costs are 100% avoidable by QFs, even when they 
are recovered through fixed monthly demand charges: 

HWe do· qas cost allocation in annual proceedings 
for each LOC- To the extent that the adopted 
gas requirements forecast for a OEG customer is 
reduced by one therm, that customer will avoid 
an increment of each functionalized cost 
allocated by throuqhput. Since all cost 
categories except customer-related costs are 
allocated by throughput,. we conclude that 
additional QF energy will cause a prospective 
reduction in the UEG allocation, and the OEG 
customer will thereby avoid some portion of all 
components of its gas costs e~eep~ the 
customer-related costs...... 'I'he fact that" once 
allocated, UEG demand charges are fixed and 
unavoidable for a year does not contradict our 
conclusion that these costs are reduced (and to 
that extent 'avoided') by forecast QF 
generation during that year • 

HQFs enable the electric utility to avoid gas 
consumption. This causes the utility to· incur 
lower commodity charges (paid on a volumetric 
:basis,) and lowers the allocation to· the utility 
of gas system fixed costs·. However, the :fixed 
costs are not paid on a volumetric basis; 
instead, they depend ona forecast of OEG 
consumption in relation to total system 
throughput .. " (0.88:-07-024, mimeo. pp-.. 18- and 
19: emphasis in original.) 

However, we note (as does SCE, SDG&E, and ORA) that 
0.88-07-024 does not state in the discussion, findings of fact or 
conclusions of law, that these fixed costs are "100% avoidable" 
when oil is on the margin. Nonetheless.,- Protestants argue that 
their interpretation lO9ica11y follows from our rationale for 
designating portions of fixed gas charges as 100% avoidable. 

. A closer read inC] of -0.8'8,-07-024 provides., furtl:ler 
insiC]ht regarding our intent.. As noted 1:Iy SCE and ORA,. we were not 
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silent in acknowledging that oil could sometimes be the incremental 
fuel: 

WOEG gas costs generally provide the basis for 
computing prices for QF energy at this time. 
We stress that this results solely from 
economic dispatch, given existing utility 
systems and :fuel mixes,.. In other words, gas 
has not been administratively ordained to· be 
the avoided fuel. We have long recoqnized that 
both the fuel and the fuel price factored into 
the avoided-cost formula could vary over time." 

. (D.88-07-024, .p. 2.) 

Nor were we silent concerning our intent t~use the 
conceptual framework and formulas established in 0.82-01-103 and 
0.82-12-120 for calculating avoided cost energy prices. For 
example, on page 2 of 0.88-07-024, we define the energy payment 
formula as follows: 

" ('1') he energy price for QF generation equals the 
purchasing utility'S fuel-burning efficiency 
(expressed as British thermal units per 
kilowatt-hour) multiplied by the cost ot fuel 
thAt the utility woulg haye butped to repla~~ 
~ch generation." (D.88-07-024, mimeo. p_ 2: 
emphasis aclclecl.) 

Moreover, in summarizing our determinations we 90 on to explain: 

And 

WWe believe that a QF that enables the OEG 
customer to use one less therm t~re~y avoids 
~be costs associAted with that th~tm, which 
under our rate' clesiqn are all of the gas 
cbarges except the customer charge." 
(0.8'8-07-024, mimeo-. po. 18; emphasis added.) 

finally, in our concluding paragraphs we state: 
"The electric utilities and ORA apparently 
antieipate4 that many gas utility fixed costs 
in an unbundled rate design would be 
unavoidable by QFs... However, under our new gas 
rate design, the UEG customer (and the consumer 
of its eleetric qeneration) 'sees.I' most of 
these costs asvaryinq with qas consumption 
even though they recover embedded- costs· of the 
LDC, and the, charges, once set, are fixed for 
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one year. ~nerally, the yariaRle energy cost§ 
of electric generation. whether the charges at~ 
~ommodit% or demand-rel~ted. are ~oidable by 
QU. 

"Tbat these cbanges in gas rate design have 
only a small ettect on avoidable gas costs is 
not really surprising. Logically~ the pt1ma~ 
f~ctors that determine an eleettic utility'S 
energy expense~ a;$ economic dispatch of 
generation t~i1ities ..• and changes in the 
electric utility fuel mix over tim,. The 
shQXt-rnn avoided energy cost pricing mechanism 
screated in D.82-01-103 and D.82-12-120 z:~f'lects 
these tactQrs prQmpt1y and aceuratelY." 
(0.88-07-024, p. 22; emphasis, added.) 

In sum, the plain reading of 0.88-07-024 within the 
context of our prior orders does not support Protestants' 
interpretation. We did not change our long-standing practice of 
basing avoided cost energy prices on the variable costs of the 
incremental fuel. Rather, as explained above,. in 0.88-07-02'4 we 
clarified which components, of our new unbundled gas rate desiqn 
comprise the variable costs of gas. As such, these costs are 
avoided by QFs when gas is designated to· be the incremental fuel. 

In eone1usion, we finel that SCE and SOG&E have complied 
with our adopted methodology by reasonably forecasting the 
incremental fuel mix over the quarters in question, and by applying 
the correct fuel prices to· the energy payment formula .... 
Protestants' motions to- adjust the quarterly avoided cost energy 
prices are therefore denied. 

Our denial of these motions is not: intendecl to, prejudge 
the methodological issues raised by Protestants. As described 
above, parties- disagree over the theoretical correctness ot the 
various methodologies presented. However, this is not the proper 
forum for litigating the merits ot these arguments. 'l'be protest 
procedure established' in 0.,8:2-12-120 only eontempl:ates motions 
challenging the' assumptions underlying, the utili ties-'. forecasts and 
fuel pricing r nottbe coneeptual robustness of our adopted· 
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methods. As we stated. in 0.88-07-024, we plan to revisit our 
ad.opted method. on avoid.able qas costs after we have completed. our 
analysis ot gas marqinal costs.23 Pursuant t~prior orders, any 
changes to- avoided cost pricing methodologies, including those (in 
effect) proposed by Protestants,. are to- be considered in our 
Biennial Resource Plan Update (BRPU)24 proceedings. 
c. Modifications to oar 

Adopted Posting Procedures 

In addition to addressing the issues raised by 
Protestants, we also take this opportunity to· review, and revise 
our proce4ures tor resolving d.isputes over quarterly avoided cost 
postinqs. 

In D.82·-12-120, we ordered the utilities to tile a 
preliminary posting- of avoided cost energy priees one month prior . 
to the quarter in which the prices went into· effect. It DRA or 
interested parties O])jec:ted to the proposed prices, they were to 
tile a protest or motion to adjust the price formally with the 
Commission. The motion or protest was to, De served on all parties 
to A.82-04-44 et ale If no action was taken by the Commission by 
the time· the quarter began, the posted utility prices: were to 90 
into e!tect_ However, the prices could be adjusted upward (but not 

23 See 0 .. 88-07-024, p .• 21. S~sequent to our issuance ot 
0.88-07-024, we extended.· the filinq deadlines for these marginal 
cost studies to the end. of May 1989. (See 0.8"8-12-086.) 

24 The current BRPU cycle beqan on July 8, 1989: (in I.89-07-004), 
the date of final adoption of the california Energy Commission's 
seventh Electricity Report .. A ,new BRPcr: cycle' will. be initiated, 
followinq the ad.option of each subsequent Electricity Report ... 
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downward) and applied retrospectively it the Commission later 
reached a determinati~n that the prices were too 10w.2~ 

As originally designed in 1982,. this procedure 
automatically reters all protests and motions to- an administrative 
law judge for review prior to Commission consideration. However, 
we now regularly use the advice letter procedure under General 
Order (GO) 96-A tor routine compliance matters involving the 
posting of rate schedules or contracts. Since we are well past the 
infancy stage of our OF program" we believe the advice letter 
procedure is well suited to the quarterly postings ot avoided cost 
energy prices.. 

We therefore propose modifying the quarterly posting 
procedure established in D.82-12-120 as follows. First,. SCE, 
SDG&E,. and Pacitic Gas and Electric Company (PG&E) would be 
required to file quarterly avoided cost energy prices by advice 
letter (rather than by compliance tilings) 30 days prior to the 
first day ot the qu.arter., Quarterly tilings would be made by 
advice letter regardless ot the magnitude or direction of the 
change in avoided cost energy prices. As in the past" the quarters 
would begin on February 1,. May 1, August 1, and November 1 of each 
year.. SCE " SDG&E, and PG&E would be required to mail a copy of the 
advice letter to- all parties of record in the most current BRPU 
proceeding and-to, other interested parties having requested such 
notitication.26 consistent with GO 96-A, ORA and interested ' 
parties would have the opportuni~y to- protest the posting within 20 
days after the date of filing. The utility would be required to 

25 See 0.82-12-120, mimeo. pp. 110 and 111, and 0.86-08--053, 
p. 3. 

26 This consolidated:applieation proceeding' was- effectively 
closed, on July 7.1 198,9. (See 0 .. 89-07-026·.) The service list was . 
transferred to· I.89-07-004, ou~ eurrentB~ cycle. 
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respond in writing to any protest within 10 business days atter its 
receipt. 

In all other respects, the procedures established in 
0.82-12-120 would remain unchanged., Utilities would still be 
required to file (as part of their advice letter) a detailed 
description ot the assumptions used to' calculate the posted prices, 
and make this intormation available to interested parties tor 
review. Protestants would still need to' clearly specity the 
concerns that prompted the protest, and recommend a resolution of 
those concerns.. If no- action is. taken by the Commission, the 
prices go into effect on the first day of the quarter (i.e ... , 30 
days after filing). The Commission would reserve the right t~ 
ad.just prices upwards (but not downwards), it deemed appropriate. 
EXCf~pt as noted a):)ove, all provisions of GO 96-A would. apply to 
thefie quarter~y advice letter filings. 27 

Attachment 4 presents proposed revisions. to D.82-12-120, 
along the lines of the changes described above... We invite written 
comments on this proposal. After consid.eration of the filed. 
comments, we will issue an order notifying all parties of record. in 
this proceed.i-cg and I.89-07-004 of revisions-,. if any,. to, the 
posting- and protest procedures adopted in 0.82'-12-120. 'I'o be 
considered, comments :must, be filed at the Commission's Docket 
Of tic a no later than Octo):)er 3·1, 1989,. and. served. on all parties of 
record in A.8:2-04-44·et al .. and 1.89-07-004. 

2'7 Under GO 96-A, notice is regularly 40 days. in advance of the 
eftectivepric:e' change.. Protests. must be received, 'no- latter than 
20 clays. atter the advice letter tilinq and the utility must. respond 
in writinq to any protests within S·business, days. atter its 
receipt.. . .. . 
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lindinqs ot Faqt 

1.. On. October 3, 1988, SCE and SDG&E filed their preliminary 
avoided cost energy prices for the quarter beginninq November 1, 
1988 (November 1988 postinq) .. 

2. On April 3, 1988, SCE· and SOG&E filed their preliminary 
avoided cost energy prices for the quarter beginninq May 1,. 1989 
(May 1989 Postinq). 

3. Protests to SCE's and SDG&E's NovelJlber 1988 and May 1989 

PostinCj's were filed by WCC, esc, ccc, CSB, and 1(elco,I' (colleetively 
Protestants) .. 

4. Responses to the protests were tiled by SCE, SDG&E,. and 
ORA. 

5. Protestants object to the d.esignation ot oil as the 
~ar9inal fuel an~ to the exclusion ot transportation-related gas 
eharqes when oil is designated as the marqinal tuel. 

6. WCC/CSCICCC interpret D.12-02-120 to require the use of 
*current* tuel price and supply conditions tor desiqnatinq the 
incremental fuel.. Based on this interpretation, wcc/CSC/CCC arque 
that gas should be ineremental for the quarter beginninq 
Novem):)er 1, 1988. 

7. csa asserts that Tier I gas will be incremental 
for 21% of the quarter beqinninq November 1, 1988.. Similarly, csa 
argues that Tier I gas will be incremental for some portion of the 
quarter beginning May 1, 1989. 

8·" SCE and SOG&E useel record.ed oil and current qas prices. in 
eletermininq the energy priees to QFs over the quarters in question. 

9 .. 'In their tilinqs, responses to· protests and. d.ata 
requests,. SCE and SOG&E provided an explanation of their projected 
fuel mix and underlying assumptions. 

10. None of the Protestants provide facts to· challenqe SCE's 
and SDG&E' s pro:rections, ot marqinal tuel mix or underlying-. 
assumptions" . 

- 24 -



• 

• 

" • 

I.89-07-004 et ale ALJ/MEG/pc' 

11. Protestants assert that, by excluding transportation­
related gas costs when oil is the incremental fuel, SCE and SDG&E 
have violated our directives in 0.83-07-024. 

12. In 0.91109, issued in Oecember, 1979, we specified that 
the marginal fuel price to short-run QFs would be based on the 
purchasing utility'S fuel-burning efficiency multiplied by the 
average cost of oil into- inventory in the prior quarter. 

13. In 0.82-01-103, we determined that QFs under short-run 
standard offers receive only the variable cost of producing an 
additional unit of electricity. 

14. In 0.82-11-087, we determined that the gas price should 
be basecl on current (i. e ., beginning of the quarter) gas prices,. 
rather than the price of gas over the preceecling quarter. 

15. In 0.82-12-120, we specified that the utility is expected 
to forecast its marginal fuel mix, but use recorded oil and current 
gas prices in determining the energy price to- QFs. 

1&. In 0.88-07-024, we clesiqnated all gas costs allocated by 
sales or throughput as 100% avoidable by QFs, regardless of Whether 
those costs were recovered through volumetric or tixed charges. 

17.. 0.88-07-02'4 does not state anywhere in 1;he discussion, 
findings of fact, or conclusions of law that gas-related volumetric 
or fixecl charges are 100% avoidable when oil is on the margin. 

18. In 0.88-07-024, we acknowledged that gas is not the 
administratively ordained avoided tuel and that oil can be 
incremental under certain conditions. 

19. In 0.88-07-024, we refer to the energy pricing' concepts 
and formulas· adopted in 0.82-01-103· and 0.82-12-120,. in Which the 
avoided cost of fuel contains only the variable cost components 
associatecl with that fuel. 

20. The quarterly postinq procedure adopted in, D.,82-12-120 
automatically reters all protests and· motions to' .an Administrative 
Law Judqe for review prior to- commission consideration. 
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21. The Commission reqularly uses the a~vice letter procedure 
under GO 96-A tor routi~e compliance matters involvins the posting 
of rate schedules or contracts. 
«;on,c1usions ot kW 

1. SeE and SOO&E have determined the marSinal fuel mix. for 
the quarters beginning Nove~er 1, 1988, and May 1, 1989, in a 
manner consistent with our prior orders,_ and usins reasonable 
projections of fuel prices and availabilities. 

2. Onder our current procedures, the avoided cost of fuel 
should contain only the variable cost components associated with 
that fuel., 

3. SCE and SDG&E have properly excluded gas-related 
transportation costs from-avoided cost prices when oil is 
designated as the marginal fuel. 

4. In order to, expedite the receipt and review of -comments 
on our proposed modifications t~ 0.82-12-120, this order- should be . 
effective today • 

ORDER 

IT' IS ORDERED that: 
1. The protests and motions of Watson cogeneration company, 

the Coqenerators'of Southern calitornia~ the california 
cogeneration council, the Cogeneration Service Bureau" and the 
Keleo, Division of Merck & Company, Ine., described more fully in 
Attachment 1 to this. order, are hereby'denied ... 
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2 .. All interested. parties :may tile written comments on our 
proposed mo~ifications to D.82-12-120, presented in Attachment 4 to 
this order. An original and. t"..relve copies of the comments lIlust be 
filed at the commission's Docket Office and served 'on all parties 
of record in A .. 82-04-44· et al. and. X'_89-07-004 by October 31, 1989. 

This order is eftective today. 
Dated. SEP 2 7 1989 , at S~ Francisco" califo:r:nia. 
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G. MITCHELL WILK 
Presid.ent 
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Commissioner Frederick R. nuda, 
beinq.neeessarily absent, did 
not participate • 

, CERTTIF'(.,~rHAT-T!--llS DECiS!ON 
WAS APp?'OVEZr·~;/ ";H!; ABOVE 

• ........ "',~.... , I 

CO~ijSS;ONE:\$ TODAy. 

!//J::~'::'.:'.<:~-. ·m":~~.~'~ . " . - ~ , /' ".. . ':., .. 
. . , 

WESLEY F~Nki;~!Ad:n9,~ulive OiteclO' 
. "':.:.~ 



• 

, 

~1 
Pagel 

'!he t'ollowing' list ot' :i.nterestec1. parties t'ilEd protests/lIIOtions :ill 
response to southern calit'ornia Edison CCmp1m'f' $ (SCE) and san 
Diego Gas & Elec:tric CCmp1m'f's (Stx;&E) NovemDe:r' 1988 and May 1989 
Postin;Js: 

Cogenerators of southern cali!ornia (CSC). 
caJ.ifo:mia Cegeneration Council (cce) 
Coqeneration service Bureau (CSB) 
Kelco Division of Merck & ~~ Inc .. (I<elco) 
Watson Cogeneration ~ (WCC) 

SCE, stC&E, an:l the Division ot Ratepayer Advocates (ORA) respon:1ed 
1:0 these fllin;Js, as outlined below .. 

l".iJ.3ng& :in Be:spcmse to SCB's Avo:idecl" 0Jst EDeI:gy 
'0'ige§ ms.tve lfc:JvEId)er 1, 1988 to Jm!'XY 30, 1989: 

1. Joint Protest of wa::/CSC/CCC to SCE's Quarterly 
Postin; of qualify:in; facility (01) Payments­
Motion to Mj~ SCE's Avoided." Ene:r:gy Price 
caJ.OJlation and Request tor Hearing <Voint 
Protest of WCCLCSC/CCC) , dated 0Ct0l:>er :31~ 1988 

2. Motion of CSB in P.rotest of $CE's Avoiaecl Cost 
Enel:gy Prices, dated. November 4, 1988 .. 

3.. Response of sa: to the JoirxC Pretest ot 
WCf:,/CSC/CCC, datec1 November 15, 1988. 

4. Response of tRA. to the Motion of CSB in Pl:Otest 
of SCE's, Querterly Postin; ofOJ' Payments, dated 
Noveld:ler 21" 198~ .. 

5. Response of seE to the Motion of the CSB, <:1ateci 
NQV'ember 21, 1988 .. 

6. Reply of CSB- .in Protest ot SCE's Avoidecl CQst 
EneJ:gy Prices,. dated December 1, 1988. 
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~. in Iap:ne to SOO&'E's Avoided Cbst Ene:I:9Y 
Prices Ettective 'tkNmtm: 1. 1988 to J;mpmr,o. l.989: 

1. Protest of Kelco to $tG&E's Quarterly J?Qst.:i.rq of 
0'1 Payment:s-Mation to Mjust St'G&E AVOic:1ecl' 
Enexgy' Price calculation and ReqIJest for Hearinq, 
datec1 NovBlber 14, 1988. 

2. Response of stG&E to Motion, ReqIJest for Hearinq 
and Protest of :Keleo,. dated November 29, 1988. 

3. Response of t'PA to· Protest of l{elco to stx,';&E's 
Quarterly J?Qst.:i.rq, datec1 NovE!l'lbn" 30 I 1988. 

4. Response of seE to the Protest of Kelco' to 
stG&E'$ Quarterly J?Qst.:i.rq, date:l November 30, 
1988. 

5. Reply of I<elco to Responses of StC&E, SCE, an:l 
~, dated. December 20, 1989 • 

Pi'ings in Respcmse to seE's Past:i:nq fer Avoided· Q:Ist 
~JXices Ettectiye &y 1. 1989" to JulyAJ,. 1989: 

l. Protest of CCC to SCE's P.r:el:i.mil'lal:y" Avoided cost 
Enel:W" Pricm; for COqenerators- and Small Power 
Producers,. dated· April 28·, 1989. 

2. Motion of CSB in Protest to SCE's Avoided. COSt 
Energy Prices, dated May 8, 1989. 

3. :Protest of wee and esc to SCE's. Avoided Cost 
Priein; Updates, dated May 10,. 1989. 

4. t'PA's tetter ~ ~ons of the ccc ~ CSB 
in P.rot:est to SCE's. Avoided cost ~ Prices, 
dated May 1.2, 1989. 

5. Response of SCE to· the Protest of co: to 
P.rel:i.mil'lal:y" AVoiaecl Cost Ene%9Y P.ric:in;, dated 
May 15·, 1989~ 

6.. Respanse of seE to· the Motion of CSB,. d.ate:i. 
May 23·, 1989. 



• 

, 

I.89-o7-o04 et lIl. 'JIJ,;J fMEIl,/pe .. 

~'1 
Pag'e3 

7. Response of SCE to the Protest of wee and esc, 
dated May 25, 1989. 

FiJ.irJ:;rs in Req:aw;e to· sa;&E's Pcst:iD;J tar Avoidecl CQst 
Ene!:gy Prices Effective It!Y 1. 1989 to JUlY 31.l989: 

1. Kel='s P.rot:est to· so:;&E's ~ly Postlng',. 
Letter to DemlJ. Evans· of the CO!!!l!ljssion's 
M:visory and caq;,liance Div:l.sion, dated· ApriJ. 19, 
1989 

2. Response of SJX;&E to· Protest by I<elco, dated May 
10, 1989 

(ENDOF~l) 
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Oyeai" Of PEG Gas Rate Design 

In Order Instituting Investigation 86-06-0050, we 
developed a new gas rate design, which, in effect, unbundled the 
traditional combination service provided by the qas. distr~ution 
company (generally referred t£ as local distribution companies or 
LDCS) , and de-averaged rates. 

More specifically, the new gas rate design distinguishes 
between commodity and t;ODsportation-related gas CO&ts. Commodity 
costs represent the portfolio- price of gas--i.e., the price of the 
"gas molecules" being transported by the Lee. These are paid by 
the utility electric generation (UEG) customer on a volumetrie 
basis (i.e., per therm). 

Transportation-related costs consist ot transmission, 
distribution, storage, administrative and general (A&G)." and other 
non gas costs of the LDe. These costs are estimated and allocated 
to customer classes on an annual basis, in our Annual Cost 
Adjustment Proceedings (ACAPs). They are allocated using either 
gas th;Qughput or eustomer-;~lated factors, and recovered in rates 
through a combination of fix~a and volumetric charges: 

1. CUstomer Charg§s. Customer charges recover 
specifically assignable customer costs, 
such as billing., meter reading, etc. They 
are allocated to the UEG customer based on 
the number and type of UEG facilities 
connected to the gas delivery system. The 
customer charge is a fixed monthly amount. 

2. ~ Charges- Demand charges also 
recover a portion ot the LeC'S fixed costs, 
most of which are "demand-related" (e.g., 
transmission, distribution, storage)., 
However, unlike customer costs" the fixecl 
costs recovered through demand charges are 
allocated' based onprojeetecl gas throughput 
to the O'EG customer. In other -..,orcis, the 

1 See O .. 86-12~009 and 0.87-12-03,9. 
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higher the projected gas sales t~ the OEG 
customer, (as determined in the ACAP), the 
higher the fixed cost allocation, and vice 
versa. LOe's recover these costs by 
charging OEG customers a fixed monthly 
demand charge. 

3. Yollmetric Transmission Charges. 
Volumetric transmission charges are 
designed to· recover line losses, franchise 
fees, and a portion of A&G expenses.. In 
principle, volumetric rates (as opposed to 
demand charges) are used· to· recover the 
fixed costs considered within the Loe's 
eontrol. These costs are allocated to the 
UEG customer based on projected gas 
throughput, and recovered on a per therm 
basis. . 

The volumetric transmission charges. are 
structured as two-tier, declining: block rates. Tier II 
is set to recover all costs· except for the A&G component •. 
Tier I is. set residually (and usually higher) to· capture 
the remaining fixed' costs •. 

(END OF AT'l'ACBMEN'l' 2) . 
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. 
Fran: SCE's ~1:ilnj,ml:y Ayoided cost Epel;gy Pricim 'Qpdate, dated october 3, 1988: f.ar NovE!lb!r 1, 1988- to JlJDJ1Jrf 31, 1989 

(tUirg. attached) 

Avoided Energy cost • 

('I'J.: (Gas Price x Ht. Rate x lit. Rate Conversion Factor) + '1'2 (Oll Price x Ht. Rate x lit. Rat.e Cx:Itw - Factor) + variable 
x Line toss- Factor 

Where Tl • proportion of. time \oklen gas is expec:ted. to be avoic1ed 

'1'2 • p:r:oportion of. time When oU is expec:ted. to be avoided 

Gas Price • (Demand ct.q .. + Tier I unit cost x Tier I Vo11.1lDe + Tier II t1nit cost x Tier II Vo11.1lDe)J1):Ir.al voluuwr 

~ Ch;J. • F4is0n's AnnUal Demand Olg. - EcHson's Prtportion of. UEX;. Olstcmer-Related Costs 

FLiison's AnnUal Oeman:l C1'laXge· , 12 different lXart:hly ehal:9es given on S9CalGas' Rate Sc:hedl1le ar-6o 
• '$150,.035,000 

. 
Edison's Proportion of. ua:;. customer Related COsts -

cum· customer Related Costs, which. oome] (Edison's SC:h. GT-6O Oemard ~. J 
(fran SoO:al.'s 'WOrkpapers. support:irq J [ J 
(its. A.L. 1767-A, 3rd SUpplement 1:hxcU;h J x ( J 
(well SCh .. Ql'-60 was filed J ['t1m'1'Qt:al Sch.. GT-6O Deman1 Olg. J 

- $3,277,000 x $150,035,000 • $2,671/000 
$184,065,000 

Dem&'Xl O'lq. - $150,035/ 000 - $2,.261,,000 • $147,364,000 
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Tier I Unit Cost - Sell. QJ-60 Non-core Procu:rement CbaXge & Sell. GN-60 Tier I Transmission 0laxgeS 

- $0~23795/thetm + $0.OSll8/thetm - $2.89/10& Btu 

Tier II unit Cost - SCh. GN-60 Non-COre P.r:"ocW:ement O"q", & Sc:h. GN-60 'l'ier II 'l'rdl'lSmissial 0laxgeS 

- $0 .. 23795/thexm + $0.01447/tbimn - $2.52/10& Btu 

Tier I Volume - 12' different monthly volumes qiven in SCh. GN-60 - 41,107 x 10
9 

Btu 

Tier XX volume - (Volume aCloptec1in D.88-09-o31 (Fdjson's ECAC) J - Tier X Volume 

- 195,155- x 10
9 Btu - 41,107 x 10

9 Btu • 154,048, x 10
9 

Btu 
" 

Gas Price - ($l47 ,364,000 +~ x 41,107 x 109 Btu + ~'X 154,048 x 10
9 

Btu] 9 • 
( 10 Btu . 10 Btu )/(41,107 + 159,048) x 10 Btu.' 

• $141,364,QQO + $118,799,OQQ + $388,201.000 .;. $3.35/10°' Btu 
$195;155· xlO Btu 



• 
~'3 

Page 3 

Heat Rate - 11,271 Btu~, t.or w.inte'r' mid--pe8k 

Note: Adopted in D.88-o9-o31, EcUson's ECAC proceedirq 

Heat Rate Conversion Factor - 0.9524 

oU Price • Ava, cost • S16,60~1 • $2.72/10
6

.' BbJ. 
Avg. Ht. Content 61 X 10 Btujbarrel 

Variable O&M - $0.003fl<S4h (dete%mined in GRC) 

Line Loss Factor • 1~024~; zr:vq ... of: trMsmission & prjJlm:y' 
(dete%mined .in aRC) 

Avoided. EneX9Y COst • [Tl (Gas Price, etc.) + T2 (Oil Price x Ht. Rate x Ht. Rate Ct:1rN.. ~ -+ variable 6&M:J 
x Line toss Factor ~ 

-( 
( 

o + 1.0 ($2612 X 11.271 Btu X 0.09524) + ~.QQ3) l .. 0245 ': 
(lO Btu ~ l<Wh ) 
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Southllm- Cat/fomlll Ed/son Ccmpllny 

,.. O. 110. Il00' 

22_ W",IoNUT GI'OYC AVe .. ",c 

"O&C/II""o. CA"'''QIII''''',1 '1"70 

A vOmED COST EN'£R.CY PlUC'JNC U'PO ... tt 
FOR COO1i!'iUAnON AN'Q SM6tr POWER PRQPUC1JQtf 

OCTOBER. 1988 

Encloscd i.s th= aCOOO!ei ul)4ace or the CllCr&Y price SChedules erCeC'Ci.ve N<>vember 1 .. 1983. through. 
,bll\W'y 31. 1989. Cor eloctri=.l C/lU'chases CtOIXl Qualli'yiu, FacilLc.i.es toate<1' iG· E4i.son·s ~ice 
arC'- PW".nW:lC to' Sa..ad.u(1 OCfer at14 other COCtr.u:t!. The C/UI'j:)OM or th.is rWc, is co ~it the 
Co~ioc sQ/f aDd- illtereste4 pvties to· COlXlmeot OD bow the Prices were 4eriv«1. tA- the ('Year 
there are Objections to the prooose4~ prices. :a motion- to adju,S( the- Price my be r1le4 with the 
Commi.uioa. LA the Cloaoa., the scecinc eOllcem" alUSC be' stated and- a recolDlllAlc.ded soll.1tioa 
susge~e(1. The Commi.uioA will deei~ on wlu.t ac:ioo tlsere Ls to'l)e QJceI1. Absent ColXlm.wioa 
zctioa. tI'l.i.s mecbo<101ogy will be- "til.i.u4 co determioe the Novecber 19&3. eccrJY "rices. 

£':·,::'3fj .... P'Uc'''~S 
The fOlIowial; prooose<1 ene16Y Prices reflect tile e:coee-.«i U.1e or oil as E~A'S iDeremeaaJ (ueI. 
T'"e oil ;:riee- i.1 $:'1: ~r cg,llliotl anr~ These prie= ate .,~!.imiAaty '-11(1 will' be tiaaJ.iud usUzg 
c!.:I.c obc.i:eC 0:1 !'oiOVC::1/)e:, 1. 1933. tl:e- e{(ec:r.ive ct:ue of tn4!' N¢ ... ~bcr 1983-1au\W7 1989 a'loie~ :o~t 
e::te:6:1 "rice- uOdate. :u cl..iJcus.sed iJ1. :be :lC:lch.ed avoided. e~t e:J.e1'JY P:lyme!lc sQ.e(lu,le ~~ 
Q!C"~ce:l. $1:1te:e::1t • 

"0 ? P?S;;:? 
Avoided Cost :E~r;y Prkc­

~I,I"-:"'''''! J~'1~ .. lit:,,·: ... , 3' 10 ".0 

'Mlc-P~ 
Or!.Pe:Jk 
S~~!'·O((-Pe:Llc 

Time Period WeighCed ",venie 
• V.oJI,ICS ~:celuC!e lc1ju:ce::lI:s (Of ~e lo-s.se:. 

Winre:--
(£-"::/\0;':1,11 , 

J.: 
2.oS 
2.* 

oZ.! 

I!~ oe3!6QS f"'~ Qf1'At.tEmJG E"QT l"rn"S 
n.e- :u::.cer "=00' sluJl eoccmC:Ke at 1::'-01 :&om. 011 the !"'1Z':t Sux::aay in. Iv.ae '-!ld eollnnl.1e' u:til l::'~ I 
:I,.~ 011 Ule fu:t" SU:lc!.:l.y ill- October or cch. 'Ie'JL. The · ... ~ter 'e:J:OIl ,!taU eom=ellCe at 12.~1 10m. oc 
t!:e ru:. Sunaay lD. Oe!Qbe: o( e~'l- 'lev ~d. eonr.i.aue Wltil 12..~1 a.m. or the fu:t Sulld.ay i.a lu:e 
of' the {olIo"lt'iz:li 'Ie-Jr~ 

Summc:: Oa.-Pe:I.k 1::00 P'.M.~:OO P.M. weekdays c:ceegc holidays 
MId-Pt.\k 3:00 A.M" .. 12.:00 P;.\! .. 6:00 P.M.-ll;OO P .. ~ weekdays OJCCe1)C holldays 
OC(-Pe:Llc: AU other hour:s 

Willte:: Mlc1 .. Pe!lJc: a:oo A.M. - 9:00 P;M. weekdaY' except boUc1ays 
orr·peo:k All' hoW'3 aot Uzdudcd ia- the Mid .. Peak aud. S"I)et-ot't"P=k ti=- Pft'iod.s 
Super..oC1"-Pe2Jc 12.:00 ... M. .. 6:00 A.M.. e'YC!1d.ay . 

G'ENFRAt 

If )'ou requiro Cunber a:uimnce in USill. the- enclosed. Qpacity. or .uetIY payment schedules. or 
would lllce co· receive copies o( our stl.l:i42tc1 orters .. !)laM 41tocr your UuiWt1es. CO'Southern 
C31itoruia Ec1l1oa- ComP&Q.Y. Coge.nen.tioa aad.- Small Power eev.lo"meat. p. O. Bolt 100. Rose~ 
C31i{Onlia .91770~ or-tel~hon~ (3t3)- 30:"1419. 
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SOOTH:!RJll CALlFOR.NlA mlSON' COMPANY 
~Qm~ !:M"r ~ax l!"t'MQ!I ~ULE Ii: ~o.L~talJ~t! 
Proj«:fed-oo-Oaoblft' 1.190 Cor ~ 1. 1911 - Juurr 31,,19'9 . 

. ttDPY' CALon.ADON 
On .. :eat tdid-t=1I: CW::-t=Jc Sllflm'~ -tall: 

Tt (Propordoo or time ps-;, 
'''1*Ud 10 be a"lOid.ed.) o· .0 0- 0 

n (Proporc.ioo· or am. oil is 
.' .. ~ '"peaed. co 1M a'¥oid.d:) 1.0 . i.o· 1.0 1.0 

(iu Price (S/MilJ.ioo BN) '3.3$ 3.3' 3.3$ 3.35 
. Oil Pric. (SlMlUloo BM 2.72 2.72 2.72 2.72 

Hc:at Rata (BN/kWh, blUed 00' p:J)- Attm" SwDmet 1529$- 911A Ii.Z2 
Wiacer 10019 

11271 .". 103& 
Annl.L2J 

Heat Race Coo'¥enioa Fxto~ 
Cias Fuel 1.000 1.000 1.000 1.000 
Oil Fl&eL .9,l4 .9524 .9,:4 .9$24 

Line Loss F~ol"$ 
TI'IoASm..i..t.1ioa 1,0%3 1.0:3 1.023 1.023 
1"ria:~1 . 1.026 1.0:6 1.0:6 1.0:6 

V~tll' OJtM (c/lc',1/'b) 0.3 0.3 O.~ 0"' 

- See 4x,l~tiOJ:l rot' Heat lUee OQ pale 3 of 3, 

Av?i"' .... "=' •• "".,-."' .... ..-",,. •• ' ..... :lI'fII. 

l Tt x (cas pr.ce It He'" lUte It H~ ~C4 Coa\lmioc- Fa.:-.ot') • n It (Oil ?rice It Heu F.:I.te 
x }ok"t~ R.aur Coc\lc"jOQ F:I.C';cr) • Var.lble O.t:M 1 x Line-x..,,~ r:r.c:::)r 

9410 
9'163 

y:3 p':e- - rr Zl.S W'!f'C! I'to;~ed !O bot tb ~C':'e=e:;=.l !:.:.al.. ic ,r:.=: 'IIQ1J!.:: )e :;j,:i5 ;>e: ::l:;ic:c 3:-.: 
b:J:e\1 01: t.':.:- w"i;!".:::c .l't'e~8e ,rice. o( J,U' :LJ o( ec-.o~:, I •. 1$83 •. ::'::'~:=e by dj\lit!i:l, :!:e toa,L 
c!\Ui~ by c:\~ toel volume: ~. c1e':l.ile<1 belo~ 

VOtt.~· RAm C:~C:;ES 
IIi" :"':1 J:ls::' S~:::j::"I"':I :3Q I;: ... ·' ....... ", .. l 

0em3.:lc1 a.:u.e- 1 .- ·64 (1) 
41,;07 (:) -(3) ... oJ 

Tiel' [ 
t~2 (3) 113.799 

Ti~r{; I~",~a oJ .. j33':01 

ToCIJ 
- ... _--- (4) 
19:,J.~$ 6:",.j~ 

(I) ClUeolXler re~ted c!w'i= are <1educ:teod. (rom ::c1i.:.cn'~ a=~ ~::lUd. Q.:uze PW":!1W1t :0 CX:C 
Oecisioll No~ 33-07-0::4. Cuscomer reJ.a~ e~= ate. deri't'eC. (rem Sou~em- Call!'o~ Ct.s 
CCII:1J:1:1.C1Y's ~fe de:lsn ~orkpll;)m IUlderlyilll the A4vice t.~e:" No. 1767-A.,Thitd Sl,lp~le::~QJ. 
<.Utec1 April :9, 198a. 

C~cu~tioa i.1 <1eaik4 loS' (oUo....,; 
E4l"oo's ?1'CIJ)Ortioa or ClUtomer Re1a.CCId C050 - (SI50,035/S13".065) "S'3':'77 • s:.o71" 
Ed.i.:lon·s Aml.ua1 t)ezu.ac1 0:IrJ. - SUO,O" - S2,671 • Sl''10364 

(2) Based On Soucum'Cal.t(ont.ia (iu'CDmpany's ,4"dvi" Letter No. 1124 d.arec:l'~umber 26. 1981. 

(3). Noa-coro weill1ced a.ven •• ~t.o( JIS blUeC1 Oil· Southml·C&U!ol'llia (iu,ComPIIDY' Mvice Lftr.er 
No. 18%4· ot $2.319:S/Millioa- BTtT~ Addla, this- COSC o( PI U) tJIo· (iN~·1IW'Ii: tllod· i.A Sout.bcm 
OJ1tor=.ia Gu C'ompaay'sAc1vice·1.merNo._ 1324yiel4.s til. (OlJowUlJ: ' • 
Tier 1:- $2.3795, ... $~·U8 - S2.a9 
Tier Ir: S2.379:S',. S.1-447 '. s:u: 

(4) Al10pted In- CPUC Decisioa· No. 11-09-031. 
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gil Price of S2.72 per &r:I.illlotl. BTtf is derived by diYicWl, the weiabted avenal: oil c.ost by me aVer.&le 
heat ~afeat o( me oil U 4ctilled below: 

Avenae COSt .. S16.60/batrel 
Av~,e bftt coacel!lt .. 6.1 IDil1iOQ· STtT/b.n"el 

Pur:IlWlt to- QUe adopted meUiodoIoly (CPUC Decisioll Nos. &l-01-103. 12-11-oa7. aA4 32-12-120) 
the price o(oil· is based 011 the .veraae cost or pun:1weI dlll'iAl ~ Pt'e'Iious c::aJec4ar qua,rcer. Sioce 
00 oil plltClWes were made- <lutias the pteYio"" Quarter. «be,oil price is baed OQUIe .~Ie' cost o( oil 
4eliveriae,,~~ dutic.a OQo~. 19&8. This erom2ce will be UCldatec1 oe· N4vembft' I. 19&3. based oa 
acnW 4aCl. E4i:r01!l beJ.Wyu dW· capt\ll'eS me locot or chcr CPUC decWoDS which staco that me =ost 
tecel)t oil· putehasos ate co be \&Sed U aD e:stimac.o or CWT01lt oil prica. 

Hat Rate is the i.oeretUeaQ! enera)' race u· adopted. lo £4i.Jo1l·S El!letl)' Cost Adjustment Cla\I.M (ECAC) 
Dee.i.sioa No •. aa-09-031. 

TeebAic:a1 orrors haye boon'l1Oted iA the Heat Rates .pte<1 lA· CPUC Decision No. 33 .. 09-031., '9IfI 
uD<1onQad thac the Divisioa or Rac.opayer AdvOQ~ is workIDl co· eorTOC'C these errol"3. prior co. 
November 1. 19&1. the e{(~ve date o( the ISvoidec:S COlt J)OIti.aa. 

. . 
The Heat Ram ate expOCte(l· to be revised. If- (ollows: 

Heat Rate:s (BN/kWh- bISeCt 011· JaS) 
SUI:I:Imer' 
Willen' 
Aan\l&l 

1$29~ 9184 
11371 

Avoided Coat EMra)' Prices 
Novmbcz: 1 1985 - hOuaa' 3t 1989 

Mi<1 .. ?e2,k 
Of't' .. Pe:I.k 
Suoer .. Of't' .. Pesi: 

WiAc.ol' 
(mr:r/kWbl 

3.2 
2.6 
2.4 

2.8 

Aymu 
10019 

323!S 963-4 
97~3 

Hat B~z: Conv=cis:m E3wracl.jwo tho- a4op(O(l U1C1'emel1Q1 au Heat R:l.ce.s (01' oil-ruel e(Ciciellty 
improvement wb.el1 oil is me. aYoided (ueL. 

Line-to,! FaC'iQr is· an a.4jUSta1el1t to re£lClC't:a.ny Ilirepco Ua.e losses avoi<1ed.. Cummdy. to< at 1.0:3 
ud 1.026 for Tr:uumi.sslol1. Uld Primuy'Disaiblltlol1 voltalo lfIveb .. respectiyely .. per ePCC Decision No. 
87-12-066~ 

(END OF A~~ACHMEN~ 3) 
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EXQpoSedModiti~ions to Decision 82-12-120 

2. Ordering- Paragraphs 12(f), (q), and (h) of 
Decision 82-12-120 are replaced with the followinq: 

f. Pacific Gas and Electric Company (PG&E), 
Southern California Edison Company (SCE) 
and San Diego· Gas & Electric Company 
(SOG&E) shall tile prospective avoided cost 
energy prices quarterly ~y advice letter, 
30 days'prior to the first day of each 
quarter (i.e., Fe~ruary 1, May 1, Auqust 1, 
and November 1). Included with the ~ilinq 
shall be a clear comprehensive description 
of how the prices were derived, in order to 
permit interested parties to· comment on -
them.. Gas prices for avoided energy costs 
shall be tentative and finalized usinq the 
price in effect on the effective date of 
the price chang-e • 

g- On the date of filing, PG&E~ SCE, and SDG&E 
shall mail a copy of the advice letter to 
all parties of record in the most recent 
Biennial Resource Plan Update proceeding 
and to' other interested parties having 
requested· such notification. Interested 
parties Shall have the opportunity to 
protest the advice letter wi thin 2'0 days 
after the date of filinq. Protests must 
clearly specify the concerns that prompted 
the protest and recommend a resolution of 
those concerns. The utility shall have the 
opportunity to respond in writinq to any 
protest within 10 business· days after its 
receipt. 

h. Absent Commission action, these price 
offers shall take effect on the scheduled 
effective date (i.e-, the first day ot each 
quarter). If the Commission later 
determines that the prices were too- low, 
they.may be adjusted upward (but not . 
downward). and applied retrospectively •. 
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Except as otherwise provided in 
this decision r all provisions of General 
Order 96-A,will apply'to,these advice 
letter filings. 

(END OF AnACBMEN'l" 4) 


