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Decisicn 91-04-070 Apr;.l 24, 3_991 APR25 199"

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SIAIE OF CALIEQRNIAT:

In the Matter of the Application of"

SOUTHERN CALIFORNIA EDISON COMPANY

(U=-338-E) for Authority to Increase

its Authorized level of Base .Rate o Appllcatmcn 90=- 12-013:.p
Revenue Under the Electric Revenue (Flled December 7, 1990)
Adjustment Mechanism for Sexvice W
Rendered Beginning January L, 1992
and to Reflect this Increase in,
Rates.

o ‘ S 1lg9-12-025" .
And Related Matters. - T "‘(Fxled December 18,: l9°9)i

Lo TA9L-02=07¢ T N
- (Filed. February 21, 1991y

This dec;s;cn den;es the reque t of Southern Cal;fcrﬂ;a_I
Edison Company (Edison) that the Commission e;ther establlsn -
maximum reasonable costs pursuant to Public Ut;lztxes (PU) Code
§ L005.5 ox adopt . es stimates of the reasonable ccst of the two
projects described in this appl;catxon and autnormze thelr ]
inclusion in rate base. Instead Edison is authorlzed ratemakzng
treatment for the two prcjects under the Major Add;t;ons Adjuscment
Clause (MAAC) now included in Lts tariffs. Issues regard;ng k‘ ‘
melementatlcn of the MAAC procedure wzll be llt;gated Ln thz- ‘ -
proceeding. -
Bagkaround

Small capltal prcjects constructed by electr;c utlllcles:
are usually included Ln rate base cn a forecast basxs, emther ;n -
general xate cases (GRCs) or as part of attrition year allcwance
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Large capital projects are most often handled us;ng the MAAC o
procedure, which allows the Commission the time necessary o review
the reasonableness of a project’ s,costs after it is completed and
in operation. Edison, San Diego Gas . & Electric Company,_and l
Pacific Gas and Blectrzc Company lnclude MAAC procedures in: thear
tariffs. . I ~g_3
Timing is ecxucial to the rev;ew QL. large—projects.
without the MAAC procedure a utility would be unable to earm a
return on its investment while awaiting a_Commission decision on
reasonableness. Prior to a project’s commercial operation date
(COD), the utility accrues an allowance for funds -used during
construction (AFUDC), which is essentially the capitalization of
interest charges on construction costs. At COD, the utility ceases
accruing AFUDC and should begin to earn-a return on-its--investment .
by including reasconable capltal costs Ln rate base. However,
Commission review of reasonableness can be lengthy. After a
decisieon is eventually issued, the Commission cannot then allow the
retrospective recovery of return on investment, because” domng so
would be unlawftul retroactlve atemaklng.' The MAAC" procedure
allows the utility to earn a falr return on lts lnvestmont whlle
the Commission is dellberatlng. o S
The MAAC procedure works by establlshlng a ‘deferred debit
account at COD and settlng anter;m rates subject £o refund. On the
debit side of the account, the utlllty books the £ull investment- "
related revenue requirement for the new plant as if all capltal o
costs were prudent. Interim rate revenues go on the credit side of
the account. When the Commission issues a reasonableness decmsaon,
the revenue regquirement debits cease, and prudent capital cost are
put into rate base. The prior account debits are adjusted’ PR
*etroact;vely te reflect any dlsallowance meosed and’ tne account
balance is amortized in rates over a perlod determlned by *he - '
Commission. ' - S
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1992 GRC. In Applmcatlcn (A.) 90~ 12-018, Bd;son,reques;ed;specze; -
ratemaking treatment forthe capital costs of two projects:
described in the applicatieon. If Edison’s request is granted, MAAC. -
treatment and reascnableness reviews would not be necessary. - The ..
two projects are: (1) Edison’s share of the Califormia-Oregon. -
Transmission” (COT) project, and  (2) the installation of selective . .
catalytic reduction (SCR) equipment at Edison’s Alamitos Unit No. 6
power plant (Alamites 6). L .

At the January l1ll, 1991 prehearlng conference, Toward
Utility Rate Normallzet;on (TURN) mentioned Edison’s requested
ratemaking treatment in dzscussmon of scnedulzng “TURN suggested
that the Administrative Law Judges (ALYS) solicit comments from the
parties before deciding whether an evidentiary phasejon“prcject
costs is necessary. ‘ SR : : , :

In a February 1, 1991 rullnq follcwlng the prehearmng
conference, the ALTs ordered comments on Edison’s. request. Timely
comments were filed by Edison, the Division of Ratepayer Advocates
(DRA) , -and- TURN. ‘ o S ‘ N
Iﬂﬂl B!!EDQIJ'EI . . L : . R L T s

PU Code § 1005.5(a) deals with major capital projects by .
energy utilities, regquiring in part that: A e

"Whenever the commission issues to an electrlcal
or gas corporation a certificate authorizing
the new construction of any addition or an
extension of the corporat;on s plant estimated -
to cost greater than fifty million dollars
($50,000,000), the commission shall specify in
the cert_f;cate a maximum cost determined %o be
reasonable and prudent for the fac;l;ty.?

Edison anticipates that if the Commission grants:-a. Cert;f;cate QF
Llic Convenience and Necessity (CPCN) for.the¢COTﬂp:QJec;, the .

authorizing decision will adept a maximum cost for Edison’s .share.

of the capital costs, based on cost-effectiveness analysis. It i
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this amount, yet to be adopted“bynthe“cOmmission;athathdiscn asks
to be included in rate base in the.GRC. R -

DU Code § 463 requires that-in setting rates .he S ‘
Commission shall disallow direct and indirect costs resulting . from,.
unreasonable errors and omissions. in the construction of.plant -
additions costing more than $50 million. - The section explicitly .. -
does not prohibit setting rates on a basis other-thanyccnventianal,,”
rate-cf-return ratemaking. - S ‘ : _—

PU Code § 463.5 allows the Commission further d;scret;cn,,f
is setting rates for capital projects, stating:

rSection 463 does not require the commission- o
undertake a reasonableness review of recorded
costs to determine the reasonableness of the
costs of each item of any electrical or gas
¢corporation’s plant which costs, or is
estimated to have cost, more than fifty million
dollars ($50,000,000) where the commission
either has establ;shed a maximum reasonable
cost pursuant to Section 1005.5 or has adopted
an estimate of the reasonable costs. in any
proceeding.” _ ,

PU Code § 463.5 became effective on January 1, 1989 and has not

been invoked or even discussed in any Commission decision-since
then. - ' ' E ) SRS

Edison asks the Comm;ss;on £0. use the authorlty qranted
in PU Code § 463.5 to lnclude the capltal costs of the COT‘prOJec'
and of the Alamitos 6 axr qual;ty zmprovements in Edmson's rate
base, without *easonableness reviews. . . CLT

Edison estimates that its share of COT project capztal
costs will be about $100 million. The current estimate of COD for
the project is December 1992, neax the end of the GRC test .year.-
The COT project is the subject of Edison’s A.90-08=067, which seeks
a CPCN for the project. That matter is now submitted, and.a..
propesed decision by the assigned ALY has been recently mailed..
Edison cites the pending COT project decision as a source for the
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”max_mum “easonable cost pursuant To Section 1005.5,” thus’
qualifying the COT pro:ect costs for 1nclus;on in' rate base - atthe -~
CoOD. . ' : Cead e

Bdlson requests that the Commission ‘adopt in ‘the' GRC:an:
est;mate of reasonable costs for the Alamitos 6 project, -and then:
include those costs in the rate base adepted for attrition vear .
1993. Edison has selected the Alamitoes 6 project in order -to:
comply with South Coast Air Quality Management District (SCAQMD)-
Rule 1135, which reqﬁires installation of SCR technology at a 480
megawatt (MW) Edisen power station. In the GRC, Edisen estimates
Alamitos 6 capital costs to be $56 million, including construction .
overheads, AFUDC, and a 15% contingency charge on direct costs.
Edison’s estimate of COD is December 1993, at the end of ‘the first: -
attrition year following the GRC test year. e

Finally, Edison requests that if the Commission’ chooses
not to invoke PU Code § 463.5, then Edison should be authorized: the .
same MAAC treatment that was adopted for four capital projects in -
Edison’s last GRC in Decision (D.) 87-12-066 (A.86=12-047). -In °
that proceeding the Commission adopted a joint propesal by Edison
and the Public Staff Division (predecessor to the DRA) which
covered many ratemaking issues, 'includihg MAAC interim rates: set at
75% of the estimated lnztxal revenue requ;rement for the-four:
projects. v S K S
positi r the } . e

Edison believes that PU Code § 463.5 provides the -
Commission w;th adm;n;stratmvely efficient alternatives to "
subsequent reasonableness reviews. The COT project CPCN-proceeding:
will provide a cost-effectiveness cap which would satisfy PU:Code . -
requirements, assuming a CPCN is issued. "According to’ Edison, this.
is administratively ef‘mcxent because the same issues would not
have to be rel;t;gated in a reasonableness review. ST
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Edison ‘believes that nmany o: the consxderatlons typ-cal
in reasonableness reviews would not be at Lssue for the Alamztos 6 5
project, because it will be undertaken under order fron the SCAQMD.;_

No maximum cost has.been approved.by the Commission, but PU Code o
§ 462.5 allows the utility to forego a reasonableness rev;ew if the
Commission adopts an estimate of reasonable costs. Edison has o
provided such an estimate in its GRC applmcat;on, and asks ‘that it

be tested and approved in this proceedlng.ﬁ' B ‘tv

If the Commission elects MAAC treatment for the two
capital projects, Edison would remove the revenue requirenent
associated with the projects from the GRC, and follow MAAC | |
procedures. Edison asks that the spec;flc procedures adopted Ln )
Appendix A to D.87=12-066 also be adopted in tnms GRC. o

oRA PR

DRA strongly opposes 1ncluszon of the COT project and
Alamitos 6-capital costs in rate base under the terms of PU Code
§ 463.5. DRA.-points out that . the many uncertalntn.es su.rround:.ng ‘ ' .
the costs of both projects make them unsu;table for treatment under N
§ 463.5. :

For. tne COT pro:;ec:tr DRA f;rs‘ c;tes tne uncertalnty of
project costs: the.Commission has not yet sxgned a CPCN declsmon,pr
the final power rating for the transmasslon lzne has not yet been
determined: and the Commission’s cost cap may be on a cost per wo
basis rather than a total cost basis. "

Second, it is unclear when the pro:ect wall go lnto
operation. The adoption of a COT project rate base amount requires
estimation of a COD, and DRA claims there are too many var;ables to N
forecast a COD with the necessary accuracy. DRA Lllustrates ‘this
point using twe of the MAAC projects authorlzed Ln the last GRC.‘
(1) a high voltage, direct current transma szon llne upqrade, aud
(2) a transmission line between Ed;son 5. Devers sw;tchlnq s.atlon
and the Paleo Verde Nuclear Generating Statlon in Ar;zona.w The ,
direct current project went inte service four. months late, and the

I
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Devers-Palo Verde line ls stmll not Ln serv1ce ‘nine menths after
the pred_cted COD. ' o A P

According to DRA, there are also’ s;gnlfzcant Damnote
uncertainties surroundmng the Alamitos 6 profect.  There are'no~”
completed projects which use “SCR” technology on thescale - -
anticipated at Alamitos 6, and DRA is concerned that cost estimates
in scaling the technolegy up to 480 MW could be -inaccurate.  ‘The -
project completion date is also uncertain. AEdison'S”werkﬁpapers-in
this proceeding show a project CoD of February 1994, past the
December 1993 date in Edison’s appl;catlon.' In either event, the
construct;on period is teo long to predict-when project costs would
go into rate base. DRA states that if the costs of the Alamitos 6
project were left in the GRC, more time would be requzred for DRA
analysis than is presently scheduled for ‘the revenue requlrement
phase of the GRC. ' ’ IR ST LT

DRA supports MAAC treatment for- the projects,-but -not-
under the terms adopted for other’ pro;ects in Edison’s” last GRC.V

IURN | _ '

TURN believes that Edison’s recommended approach would
deprive the parties and‘the Commission of any real oppertinity to = -
review the prudence of the construction costs of the two- projects;?

According to TURN, Ln the COT project ‘proceeding
(A.90=-08-067) no evidence’ was presented on the ‘reasonableness-of-
the construction cost estimates because the project  is-being- -
constructed not by requlated utilities, but by a consortium of
municipal utilities known as the Transmission Agency of Northexn
California (TANC). The litigation of a maximum- construction cost
will not establish that the expenditure of this maximum amount or.
any lesser amount is reasonable. That can be detérmined only
through a review of actual costs after the project is completed.
TURN argues that Edison’s proposal would s;mply*assume that actual
expend;ture w;ll equal the adopted cost cap, and that this ameunt
should be recovered in rates. Such an assumption is unwarranted.
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With regard to.the Alamites 6 project ne review of
construction costs has taken place to date. TURN belleves that
review of cost estimates in this proceedang_would‘not_pewan‘ '
efficient use.of GRC hearing time. . . 7"

two projects, to protect both Edlson and Lts ratepayers.: Tne _
Commission should adopt. est;mates.of costs Ln the GRC only for the
purpoese of implementing MAAC.procednres.

e

rate base under the provisions of PU Code § 463 .5, for tne
following reasons: (1) inclusion of cap;tal costs Ln rate base at
their maximum cost-effective level is unreasonable in these ; B
¢ircumstances, (2). uncerta;ntles concernmng the Lssuance of a CPCN
for the COT project and the CODs for both projects are substantlal

'

(3) the administrative eff;c;encxes clalmed by Edis on are man;mal,

and (4) MAAC procedures will. adequately protect both Edlson and zts _

ratepayers.
The main issue is the polxcy decxsxon whether to add
capital costs to rate base without reasonableness revzews.‘u
Although PU Code § 463.5 would. allow the Comm;ssxon to enter ,
reasonable maximum costs for the COT project inte rate base, tnat
choice is unappealing when a planned project is lzkely to be the
best resource option available to a utility. Unless the resource
planning decision turns out to be wrong, spec;flcally because an
alternative resource could have been bu;lt less expens;vely, the
inclusion of maximum costs in rate base guarantees that ratepayers

will support more rate base than is necessary. Inclusaon of the

COT project costs in rate base at. thelr approved maxlmum level is
unreasonable.

effectiveness analysis, then reliance on PU Code § 46;.5 maght make

We will deny Ed;son s request to anlude cap;tal costs *n )

If it seemed llkely that actual construct;on costs would B
be nearly equal to the reasonable maxamum costs developed bv cost- o
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nore sense. We -leave the remaining posaszl;ty, that..§ 463.5
should be invoked because actual. costs exceed cost—effect;veness e
limits, for another time. . . - . . e w a

We are convinced by DRA!s.arguments that the'I"e .
uncertainties of approving Edison’s request are ;ubstant;al.,'if‘”
would be premature to authorize inclusion of COT project costs in
rate base before the Commission .has granted a CPCN, and before the
reasonable maximum costs are actually kKnown. In add;tlon, the
uncertainties in estimation of CODs for both the COT and Alam:.toc 6
projects unreascnably favor Edison.. In the real werld H
construction delays are more likely than schedule ;mprovements.
Early adoption of rate base amounts would also give Edison 2
perverse incentive to delay capital spending. o

In one sense the inclusion of capital. costs ln rate base
without review would be admln;strat;vely effmczent, because no ,
Commission effort would be .required. However, that approacn ‘ ‘
ignores the Commission’s duty - -to ensure that utlllty rates are
reasonable. The issue is whether the risk that utxl;ty rates m;ght '
not bhe cost-based is justified by the reduced adm;n;stratlve
effort. In this instance, the .answer LS no. The CPCN proceedlng
foxr the COT project nmight reselve some issues that. would later
appear in a reasonableness review, but the purposes of that
proceeding and the GRC are markedly different.  As TURN po:.ntc ou
the CPCN proceeding concentrates on estimates of costs fox the COT
project and its alternatives as prepared by TANC, nex, by Edlson.
The eventual CPCN decision, if a.certificate. is Lssued need find
only that the cost estimates for the least expensxve alte*nate To ;
the COT project are reasonable maximum costs for the COT project.wm
The Commission’s reasonableness reviews are typ;cally more thorough
than prospective cost-effectiveness reviews of the type found in
the COT project cerxrtification proceeding. A reasonableness review
would relitigate very few issues from A.90-08-=067.
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The Commissien has never reviewed the costs of the
proposed'Alaﬁites 6 modifications. Any efficiencies'that nght be
gained by l;tlgatlng cests in the GRC, rather than in-a ' i
reasonableness review, would be at the expense’ of a thorough review
of actual costs. Edison’s claimed administrative efficiencies
would be due to reducing the scope of review, not to- eliminating .
duplication. In any case, such efficiencies would be minimal.

With no administrative efficiencies found, ‘our cholice of
the best proceeding to review Alamitos 6 costs-is one of
convenience. We choose to authorize conventional MAAC treatment,
rather than add Alamitos issues to-an already amb;tzous GRC ~
schedule. o S

With regulatory treatment under PU Code § 463.57 new
precluded, Edison requestg MAAC treatment under the terms approved
in its last GRC. We will authorize MAAC treatment in principle,
but ‘we cannot order the specific terms approved in D.87-12-066.
Details of the projects in the last GRC do net match the deta;ls of

the COT and Alamitos 6 projects.

Instead, we will reserve a block of GRC hearing time to
litigate the details of MAAC treatment of the COT and Alamitos &
projects. For each project the parties should address the issues
resolved by Appendix A in D.87-12-066+ (1) in-service criteria to -
determine COD, (2) estimated COD, (2) estimated capital costs, (4)
estimated investment-related revenue requirement, (5) interim rate -
level, (6) effective date of interim rates, (7) ‘tariff language,
and (8) treatment of noninvestment-related expenses. - “Tf hearings
are necessary, the assigned ALY shall ensure that the iﬁsuesfa:e‘ﬁ
anorporated into the GRC‘hearzng schedule. ) S T
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Findi :

1. In A.90-12~ -018 Edisen requests that the Comm;ssxon e;ther 3
establish maximum reasonable costs pursuant to PU cOde § 1005 5 or
adopt estimates of the. reasonable cests of the COT and Alam;tes 6
projects, and authorize their 1nclus;on ln rate base pursuant to‘

PU Code § 463.5. '

. 2. DRA and TURN oppeose Edlson 'S request and recommend MAAC
treatment of the two projects. " A
3. The administrative. efficiencies of the requested rate

treatment of the two projects under PU Code § 463.5 are minimal.

4. For the COT project, the COD, reasconable maximum costs,
and granting of a CPCN are uncextain. e

5. For the Alamitos 6 project,,the COD and costs of scallng
SCR technology up to 480 MW are uncertaln.

6. Allowing major capltal prejecta 1nto rate base usxng -
estimates of . future CODs would g;ve Edzson a perverse anent;ve to 
delay capital spending. -

7. It.is unreasonable to allow COT pro:ect cap;tal costs
into rate base at reascnable naximum costs.

8. It is unreasonable to allow Alamztes 6 project cap;tal
costs into rate base by review of estzmated capztal costs Ln th:.e
proceeding.

9. Edison’s request for ;nclus;cn of the cap;tal costs of
the two projects in rate pase pursuant to PU Code § 463.5 should be
denied.

10. MAAC procedures will adequately protect both Edison and
its ratepayers against unreaseonable rates related to the tweo
projects.

11. The COT and Alamitos 6 projects should be treated under
Edison’s existing MAAC procedure.

12. This proceeding should address the eight MAAC
implementation issues listed in this decision and any other issues
necessary to implement MAAC treatment of the two projects.
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- J . E I W e G e e ] e ]
- 1. Bd;sen's request tc ;nclude the costs of the- COT and-
Alamitos 6 pro:ects in rate base at this time should be ‘denied.-
2. Ed;son should be authorzzed to ;nclude the two projects i

under the MAAC in its tarlfrs. ' R S
3. This oxder should become effective on the date szgned

because scheduling of MAAC issues in “the GRC should beg;n premptly

IT XS ORDERED that:

1. The request of Southern Ccalifornia Edison Company -
(Edison) that the Commission either establleh maximum reasonable
costs pursuant teo Public Ut;lmtxes (PU) Code § 1005.5 ox” adopt '
estimates of reasonable co sts of two proaects (Edison’s- share of
the California Oregon Transmission project, and installation of
selective catalyt;c reduction equlpment at Edison’s Alamitos-Unit
No. 6 power plant) and include those costs in rate base pursuant to
PU Code § 463.5, is den;ed. ‘ B

2. Ed;son shall remove the xnvestment-related revenue
requirements associated with the two projects from this proceeding.

3. Edison is authorized to include the two projecto under
the Majer Additions Adjustment Clause’ (MAAC) Ln its tarlffs.-
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4. Issues necessary to implement MAAC treatment of the twe
srojects shall be censidered in this proceeding.
This order is effective today.
Dated April 24, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President
G. MITCHELL WILK
JOHN B. QHANIAN
DANTEL Wm. FESSLER
NORMAN D. SHUMWAY
commissioners

| CERTEY THAT THIS DECISION
WAS 5PPROVED BY THE ABOV'
<39hﬂ%fSMDN“RS"NJDAN




