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Backarounst 
I,'· " 

This.a.ppli~ation, filed. ~y >;'he .South~;n . cali'f~rnia Ed.ison 
Company (Edison).'. on February 11, ~988 :', ~inClud~dth'~~;~'r~~ests: 

-', "', •• , • -I •• ,' r .,.,.~_ '0, • "'1, ,:" 1 •• ~,J ... ::Jt..,-L/ .. '~J":' '~'rc"'" 

(1) an increase,in,Edison~s electric rates based on increases in . 
.., " •• I,.' ,. " •••• "" '.:~_;::': " :.: ",.: \"",.-, .:.)t;.,; •• "/:,": ~~' \ .. , 

revenue requirements related to .. Edison's Ene:t:qy Cost Adjustlnent'" 
Clau~e (ECAC) ;,(2) approval ,of the reasonable~e'~s ~f E~is~ri~s' ., 

'... ~." • , " . \ , .. ,'<' .' L 

operations. for, the i9s7 reason~i~ness,,~eview 'period;a~d '. , ,.'"". 
(3) approval o't tne re~s~nableness ·Of.·itsnons1:andard:·icon~racti . ' 
with qualifying facilities "CQF)., for a',1:hre'e~Yearperi6d."·~~qin~ing'·" 
Oece~er J.~ 1984. Review of Ediso1').,,~ apPli'cation "';;,~s':"di~idea'r'nto: 
two phases: a forecast phase.t~ addr~:S~Eaison's rate lric~~a~e: ,'., .. , 

... , . <.. '- .,..... ., .. +:" • :'; ;)j,>"':~: ""') .. :' ..... "'~, ~ , 
request, ~a a "reasonableness. phase",te, consiaer"traditional" ECAC .. 
reasonableness issues. for the"ree~~d period. 1987 and"~easgri~bie~~s;' 

, • • I , " . t' .. \ ' • ,ch ' , '/'1' "', , .. ~ ""~ ""Y .. ~ ,~ ..... , ". 

issues eentered on QF nonstanaard contracts for'the period ~etween' 
DeceMer ~, 1984 and NovemJ:,er 30',,1987.' ",The 'reasonablene~~:~h~~e 

',- I -. ,,""., • , "..:",' ,: c .. J ~.~ .' . ': .. ) '>" . 

itself was split into two phases:. the first ph.ase consisting of a 
, ' , ", . • " " - ,- .'" • - " ,.:"'" .~ •• ,I~ ,:;1 •. :. :;.;, , . : , 

re~iew of the Kern River Cogeneration Company (KRCC) eontract'ana 
othe; traditio~al EcAC issues, ~~d, the, s,eeond pbase' ~o~si~t'i~~ of a 
reviewofno'nstanda'rd QF co~tr~cts.' , " " , "".;":<:~,:,, " 

. ' ~ • ' ",. " ; • r , .. ""; '.' , , f ~.,' .~" , • ..~ , +': c: '.' 
A decisl.on on the .. forecast phase was Jossued septemJjer 22, 

, • '" , .. ,," . :," .. ". "';' H.: J' ' .. 

1983 (Decision (D.) S8-09-0:31) ana., a ,d.ecisien on the KRCC, contract 
" .. ,'-'" '", .': ... '. '~. I ... I _' ,~t;", .~, 

was issued. on SeptemJ:)er 25, 1990 ,(.0.90-09-088). Rehearing' of 
, •• ~ " ,... .~ •• , _" •• '. w.' ,', ".' '. "', "', ...... "- •• ,~ ._'.~, 

.0.90-09-088 was grantea Decembe~ 27, 1990 .(.0.90-12-125) limited to' 
- ... -"., ". •• .. ~ I. \ ~: J ·If; .. ,· _ ,~:.~ _, '~.i.,':~ _:, .,'~-:: ... : ~:' ,-', ,..; I,t , 

the issue of the appropriate, amount of"aisallowance!or enter'ing , 
, .. ~ •• • " • , " , "I 'I , ..., ' .': >, , • \,. ',-::- ' .::~~; , ,>~ ... '"" , 

l.nto an llnprudent contract., .That hearl.ng lS, pendlng'. :I'hJos opJonl.on 
represents the third decisi~n in this 'appiicatio~ -~~d~·~~~/~·~~~ 'th~ ,'. 
ot.i.er traditional ECAC reasonableness issues. A fourth 'd:ec'i's'ion 

.' .... _. _ •• I 

will ~ issued covering. the rehearing and our' review of the . - , 
'~,. ,. '. • , ' , .f""., '... ',:" • • 7:cO :,~:: :: .: 

nonstandard QF contracts fer the perl.od. December 1, 1984 through 
. ',' 

November 30, 1987 after hearings are completed. 
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The Reasonableness of the Lonq-'rer.mo.powerr , 

Sales Agreement (L'XPSA) between' Edison'" _.' 
~nd Pacific Power and Light company (PP&LJ 

Edison's witnesses testitied as follows: 
I~"'Novem.ber ~19S4-Edi's'~ni:s resource'- plan' update" identified 

a need' to ;up:ply '1 ~ 2'50 me9'~~';;tts (MW) 'of adc:1i tl:onaJ> on.;!peak:';, - .:;:,-' 
capacity and ene~gj" pur'chas~'s 't:o Irieet'the company'''s: load~' ~ :, ';: .. , '", 
requirem~ts for the nert20 years ~ ":Th.is : "need was also'·, pro:i'eeted'" \"-:­
in Edison;~'l98S resour~e plan~'" i maj'or~por1:ion- of thisaC:1diti'onal' ': 
capacity was inCluded' 'toreplac~ 710 -Mw"ot:existing' 'peaJdng' power",' :, 

.'" " .. , ,"", ". "," .," ,-, ,", . ',",,'" ,.: ' ( ,... , .. 
purchase eontracts that were' eXpirin9 by'the end' ot 1990.'" The'-need 
for additional "capacity was ;;nticipated.'to begin in 198,": and:"": ' 
continue to, the enci of the 20'::'yea~"planl'linCJ period. . In' addition', :: 
Edison desired to maximize' the' use: of thecompany~'s" pacific"':-' ," 
Intertie facilitJ.e~ in obta:in.ing.~' Pacific' 'Noi:t.h.~est(PNW)' economy,'-i 
energy 'ancito pursue cost effeeti~e'<eir.m 'power trans'actions'W±th>':·, ,', 
PNW entities: 1'; ac.b.ieve these' qoals" Edison' s6l'iciteci;~\b"ids:;:'inlate" ,. e 
1984 from2l potential ~eliers in the' western 'United states'~:'O£'::"':- " 
those sol:tcited, 16 respond~ci' and: after review pp:&I .. was'>eons'idered" 
one of th~' ~6~t prObable ~uppiiers ~ndne9'otiations":were" initiated'. ' 
PP&!.'s response to Edi~on;s requ~st' indicat'ed that'it"would:likely';,;' 
offer the lowest price for the required~; capacity and energy>:' 

As a' resul t of' those negotiations, on DecelUlier 3·i, 1985 
Edison and PP&L entereci into a . "long::"term power sales' xnemora:ndmn of 
agre~en~N . (MOA) ~~hich provid~~' th.~t PP'&r.. wouldsupp'ly' Edison: with :. 
22SM'W of firm capacity between August':1~'198'th%-ough' ',.,-'.," 
sept~ei- 30, 1988 ~nd'200 MWof firm' capacity between 'october '1, 
1938 throuqh sept~m.ber' 30, 2006 ~ The price 'was·'iixe'd-- fOr' 'th~:' .-" 
period. AUgust 1.1987 through De'cember 3i, 198'7 at $3'g per 
:neqawatt-hour (MWb.); January 1, 1988 through December 3'1,' 19S'a-- at' 
$41 per MWh,; and JanUa~l, '1989'throuqh" December' 3'l:,~ r9a:9:, at $:43"" 

. f.:','-' '. I~, • 

. ,:","", .. " 
i""',', .. 

\ " ."..... \". 
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per MWh. The price for the additional years was based on a for.mul~ 
set forth in .'~he. a~e~~ent~" :",' .".:'~'<'-" ,;-',.: ~::,'~' "-

. ',' .' - •. ' ,.' . I, .; . .~ ", -. < :. ,-., \. i'" ," J ...c. • . r~ "' .• ~ ~'. 

The MOA.provid.ed. by its terms that'it 3hall'''be~effec'tive'''' 
as of the date. of execution bYboth;parti~s and sh~:J:!teminate'" 
upon -che earlier of the effective d.ate of (1) the:aqreement:: , . 
pursuant to Section 2.2 (the:'''LTPSA) o~ (:2rSeptenl.ber'~30·; 2006. ,'The ,', 
agreement,was to be an LTPSA.based on'the terms and conditions '" ~"":,,,. 

•• ' " " . . ""', "', " • ;. • ",' , " '-1 .~) . •... i ' I • 

contained in the MOA. The MOA,provid.ed ~n the event th~t·theLTPSA 
had no't been executed by Doth' part'ies by June' 1 ~ 1'987 '; and. : the MOA 
had not been terminated earli~r, th~t':PP&L:' shal'l file the'MOA' with 
-cheFederal Energy Regulatory Commission (F'ERC) and 'that::'the . 
par'ties shall be Dound by: the t~;;s of the MOA unless' the' 'FERC . 

. " .', . ,.; 

imposes conditions upon the parties' 'performance under the:' MOA 
• c d •• 

which are unacceptAble to either party. 
At the time of entering' 'into the MOA, Edlson est'imated. 

that its savings under the MOA were' pro'jected t.o be' $129·.'million, in 
1987 dollars. Additionally, the MOA had benefits beyo'nd' the:S129' 
million savings which included: ('a) th:e power made availabler'was' 
not tied to the availability of specific' generating' units r'··:-
(b) transa.ctions under the MOA were' not 3ubj'ect.-to :aonnevi'ile Power 
Administration restrictions; . (c) the power was to be 'del;i vereCi:: to" 
Edison's system at times when the' powe'£ had the greatest: value, 
thus enhancing scheduling flexibilitYi (d') the '~ilitytoschedule' .. ' 
emergency service at contra~t pric~sf~om the PP&L 'systemi" and: 
(e) a reduction of fossil fuel generation on the Edison ·system 
which helps improve air quality in the Los Angeles :8a'sin~ 

The LTPSA contemplated by the MOA was executed in 'June 
1987. However, the pric~ of g~s and oil h~i' fallen' dramati:Cally ':; , 
between the time of the execution of the MOA and the execution of 
the I.'I'PSA. Because of 'tha'C event, Ed.:Cson"souqhtto', rene,go,~:iate; the 
price component prior 'Co signi~g the LTPSA~ A.t 'the ti~e'E~i30n had 
three alternatives: (1) continue to accept the terms" of\:t'he MOA; 

~,.I ,. ~ "'. ' 
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(2) negotiate a termina'1:ion agree~~~t; or' (3')':n~goti:~t~"::ar(': ," ~'.,-
I'" , "'-' .~)" , . - ~.~ -, •. ...,., ," ~.'\ 

improvement.to .the MOA's terms. Ed.ison decided. not 'to walk"' away' 
, • • • "'"':: I' .:'.'. ~.". '., •• ' ,.. .': ,\' .', ,,' .' ..... 

from the MOA .... because to do so might cost as much as $73 'million in 
termination dam~ges plus giving it the:reputatio~'6f a"co~pany that 
does not live up to its agreements'~" It" it' did ncith.inq; it"eXpected":';' 
PP&L to file the MOA with FERC according-to, its 'te~s~' :'Theretore;' ' .. :.' 
Ed.ison decid.ed to attempt to renegotiate' the ter.ms of the'MOA: '. 
That renegotiation resulted. in the" LTPSA. 'Between ·AU.gU~t 1986 and" : .. '.' 
June 1987, Edison and. PP&L clarified."iabgUaq~ in th~MOA a~s6ci~ted." 
with items such as billing, procedures and. aUdit·r:i.ghts'~ ~nd. ' 

,.' '. , . _. .' 

especially negotiated a new pricing provision which Edison. peI"ieves' 
is more favorable than that of the MOA. Th.e" new pri6ing was . 
expected to sa~e Ed.ison's ratepayers approximately $·16 'million in 
1987 d.ollars when compared to the MOA. The' 1987 pri~~ '~as"" red.uced· 
by $5.40 per' MWh:, the 1988 price was:r'edUeed by $5~40 p~~ MWn; and. 
the 1989 price was reduced byS5. 9 ° p~r MWh." In adcli ti~~,'.' a' price' .. 
cap in the MOA was reduced by $S p~r MWh beginning' in 199 o <t:hereby: 

, ~ . . . .. .',' , 

limiting Edi7>0n's financial exposur~. , ., 
The LTPSA provides Edisonwi:th a .. 20-yearfir.m, re11able 

source of peaking/intermediate capacity and associated 'energy'ter 
the period AUgUst 1, 1987 through septe~ei 3'0, 20'06~ 'I'h~·r..TPSAis·" 
a reliable resource because the p~rchase is·backed. by the e'ntire 
PP&L system. Oel.ivery is not contingent upon the" avail';bi1'ity of 
one generating facility or a small setofgeneratingt'a~,iiities~" 
with this assurance of reliability, the value of the capacity and 
associated energy is enhanced. Ediso'n 'est'imate~that~ :'th~' ~avings .... ,' 
of the LTPSA over its term would be. approximately $197' million in 
1987 dollars. 

2. ~e Division of Ratepayer 
Advocates' (DBA) Evidence 

. ., 

ORA's witness tes~ified as follows: 

'.",', 

ORA l:>elieves that Edison Should.' sUffe'r 30$::3 ml1ii~ri: . 
disallowance l:>ecause Edison was imprudent in entering into the MOA 

- 5 -



and the L'l'PSA '. . ORA.' s' posit:i'o'n:, :is' ':th." t ' :only' :·tuJ:ly executed (' 
.'" . ',. ~"",,,,, ... ". '. " ' ~' ... ::' ,,",,: ~:. ;:"., ~~, ~",,:.' . , , _ ..... 

contracts are considered fir.n-cOlnmlt:ments".andtherefore:.belong in a .......... ',.,", .. - .. ,\., 
utility's resource plan ~ecause onlY' "ful"ly~;executed, contracts can 
provide assurance of actual. ,prices, terms,andconditio~ and also 
J:lecause allowing nonfully:exeeuted oontractsin' theuti·J,;:i ty' S 

resource plan: ~may invite, ~~gam'inq~' ,by, :ihe: ~U:t.iiit:y,. sgue~z:ing QFs out 

of the competitive process. ORA believes that the MOA·was not a 
fully executed' contract .. , ' '-. "', '," .~,. "'.:~.. 1'"./,,:' "':, .... -.:~: .. '.,:~ .... -;:. 

Edison .was imprudent' 'in'~executlng' the) ,'LTPSA "because the 
assumptions that 'Edison m~de w~;e; 'f~'r '~e in6s~: "p-:"l:t f ·~~easonable. 
Edison determined that the ·tTPS~ :had?-", net' present·:value' (npv) 
benefit of between $l98 to $28'9·~illion~,:ori~:':the.:::f.~~il~wiri~. 
assump:tions.:. 

• . i,·. '.',.: \ I; -, "",': ... " '. " , ~ \ j , .~ 

o . Purchase costs based on the contract' prices - ,. 
!or'-l987'-19"S~·,andPP&-L·rs·:·forecasto~! ' ~ ." ·~.~::;c:o ' " ,-

,.contract ,prices.-for- 1990-200o" .. dated .. ",~" 
Jun~. 19, 198,7. ... . " . "'~'" . 

" ' ,:" ' .. ', .. " ' ''' • f '," '/:. ;"", 

o Alternative energy costs.:" Fuel CO s,:!:s, .. :from· 
an Edison forecast of average' gas prices,' , 
d.ated. April l3, 19:87;' I.rieremental~Energy -
Rates (IER) from an Edison forecast, dated 
January 20, 1987. 

. " ~ 

o Alternative capacity 'costs:" combustion"· :.' 
turbine costs from':Edison's General Rate 
case (GRC) filing~ 'an Energy, Reliab·il.ity 
Index (ERI) with Eaison's valuation of the 
LTPSA~capaeity; a per!orm~nce· adder, or 18-%'. 

o 'l'he California Oregon Transmission,Projeet 
(CO'!' Project) is on line by 1991, wh.ich.will 
permit exchanges. 

I • ' '.''" ",. I" ",' ., ..... , 

o A cost of capital o·f'·12~6S%. . ,- .,.., 

• i ' ,.t, c t ~ 

ORA dia not agree with many 'of Ed'ison's·assumptions and 

based. its evaluation on the to·llowing eh..lng'$$.to Eaison's . 
'. ',- " . ' 

assumptions: ,.(/." 

- 6 -
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o ,Do not consider ,the, $2~89, mlllion npv, ~ecause . ,,,.-. ' 
it is ]:)ased on the 1985 'S~.O.- '2 'capacity'''' .. ' .... ',<".~' ..... ' 

price which 'd.oes:riot warrant"consid.eration " ': , .::, '".": .::" .. :.~ 
·as a. 1987.assumption~,~. '0;': .-' ," ""'. ~:, '" ,. 

o A::i"su:me the COT Project· does -not·'·eome ·on line" 
during . ,the life ;o,f the contract. (This,.,. 
scenario was presented in Edison"s JUl'le 2'3'," 
198:7' spreadsheet resulting· ·in a' $174-'.million;: 
npv.)· ..... '" "',.' .">. , ..... 

o Alternative capacity costs: Remove;;the'18~,' ;;::.::.:­
,·performance adder: calculate .ERIs usinC;1 the " 
GRC Re.sourc~, Plan,. val uinq LTPS~' e:a.pacl. tY. . 

0- Alternative ·energy ,co;sts: Use DRA's., '.,' 
:foreeast of Edison I s incremental gas costs';" 
dated March 1'1,' '1987. ;'. ' ... " ,',' ; .,:.: 

Under these assl.1lnptionsORA: proj,,~cts a -$:32 (negative) million:npv 
for the contract life:. FUrthermore,. . the' ye~riy,npv<d~:e~ not turn 

• " .J _" ,I' ,,' 

positive until the tenth yeal:" of' the purchase; and.': is ;'l&S$ than $:3 
• " j, ~ .~. 

million npv benefit per year through the eontract term. " Based on 
the evidence, Eclison was ilnprudent' to- execute the'LTPSA;\ .: 

Other evid~~'~e Of.the ~6nd6s-2' effedti~~.Ties'~:(i! the LTPSA 

are: 
.. .... 

2. 

. '. ., ,,-.' 

" " 
-,' '/' 

In November 1987 the com:m.issiondeterm~neC:i· 
that. no- Standard. O,ffer, (S .. 0_.).4 contracts, 
lje made available ·and. continued the' . 
suspension of S.O·. 2, contracts. 

,Edison's fall 
Edison has no 
PP&L contract 
1996. 

1986- resoUrce .plan. sliQWS that 
identifiable need for the 
or, other:rGsources until 

'. ,- ., I 

:3.. In July 1987 Edison stated. th~t "even'\lnd'~r 
the most optimistic scenarios, the 
oversupply situation may not diminish until 

. well into the 1990$0." 

4 • In the short' run . it' is' expected to be" 
cheaper to run oil and. gas units rather 
than purchase und.er the PP&L eontract. 

- 7 - .' 
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•• ',. ;' r·· 

,' .. ,-. ,- . 
. '"1 __ ",, I 

5. - For th~' forecast per-i6d:~the ',PP&L 'pu:i:ch.ase 
is expected to be $ 2 to" $11 "'mill i'on ' ~bove 
the cost of runninq Edison's" oil, and gas. 
units. '" ,'-, -' " 

6. For the four months durinq, the record 
period tor wh.ich' the L'I'PSA 'was in effeet~ 
the PP&L purchase was an estimated' $5- " 
million above Edison's incremental costs . 

• "'! ' ' 

• - J"\~' .' " ,,' 
(' _ '",' -, ... " >- '-;, .: .. i" 

To- determine the disallowance ORA compared.·the~~&L.:::,,' -,' 
purchases with the market price for,alternative,tirm capacitY"and 
associated energy. ,ORA, to be conservative;. used a $23.5MWh .. price 
as the basis for the disallowance calculation. 'I'he" price was based 
on a PP&L contract with portland General Electric (PGE)" for 200 MW 
of firm capacity with associated firm:enerqy"takeor;pay for,a, 
minimUlD. 25,000 MWh, effective August- 2-4 throuqh September, 25, 1987. 
The difference in price between what; Edison, paid PP&L:_andwhat::they,.­
would. have paid. PGE for the same energy through the. periods .. August", 
September, October,. and Noveml:>erof1987 was $:3,268,800. 

ORA is of the opini'on-that:Ed.ison'S enterinq:into, the MOA 

was unreasonable because: 
1. Edison's capacity ne'eds"were significantly different 

~y the time they signed the MOA (December 31, 1985) compared to 
when they made .the determinationotneed (late 1984)~' 'In fact, th.e 

, .. ~ . " . 
capacity situation had changed. by May ct.· 1985,. An Edison memo from 

that period states: 
~ < • ' ,': ' 

"In the November 27, 19-84, Beso~rce Plan ' 
Update, Electric System Planninq.identi!ied. 
a need. to supply 1,250 MW of additional 
'on-peak' capacity and energy 
purchases ... Since th.e time in wh.ichthe 
above purchase requirement and purchase 
schedule was formulated,Eciison's base 
loaded resource picture has changed 
dramatically due to the unprecedented 
amount of OF contract executions. This 
activity in the OF area has placed Edison 
in a position of negotiatinq tlexi~ility 
(emphasis added) which Edison can use to 

- 8,-- ' 
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~" .. , 

achieve. the .. best purchase,. agreements_ at ,the 
lowest possiDle price." - .. ........ .. . '. 

. ... '"" ... ' 

2. In May' of 1995 ~ .. Edison' 'st~ted in the O:t:d.er 
Instituting Rulemaking (OIR) 2 proceed.ing that "Adequate resources 
are currently committed or under .contra~~ to m~et Ed1s.on's' needs 
until the mid.-l990s."· '.' . 

3. 'the recommended strategy and. tne'awareness of the 
other options outlined in the Edison: memo, were a· reas,oJl;~le 
approach"'to ·take at that juncture.' " The important,. feature: of:· the .. 
strategy was to 'maintain "negotiating flexi:bility.". : Since ~the need. 
for capacity was d.iminishing,. if not· eliminated:' until·.the-: ',i'~ 

mid-1990s, Edison was in a position to'bargain .for cost:.e·f.fective 
pu.rchases, . if dny cornmi tments' ow-ere to be made at, all ... : "'.,': 

4 • Edison's capaei ty . surplus continued to,: become, . 
evident. In April of- 1986, in· its recommendation:·.·to',.continue~ the 

su.sp~nsi6n of S.O. 2; Edison stated.: "" 
It Ed.ison has suf f icient resources to. meet: -its': .'. 
capacity needs to· the, mid.-1990.' s ... 

"The existing S.O. 2 capacity payment ·table.':,;~ 
d.oes not reflect Edison's current capacity 
need and, thUS, overvalues new OF capacity.'·' 

, " 

"The existing 5-.0. 2 capacity payment table 
prices, if adju'sted to reflect neeci', would' 
be reduced lS to- 9'0, percent~ 

"Continued. availability of S.O. 2 wou:ld. ,.,' 
expose the ratepayer to. capacity ... \' 
overpayments.~ . 

5. In that same recommendation, Ed.i:son expl'ained how the 
capacity value adopted in Oecember of 198'4 was.'·out·.6'f ·d.ate by April 

~ , ,~ ._ c! ~ • \', ,. " ~ 

of 1985, during which time approxi.m~telYl ,.lOO ~,of QF capacity 
was contracted. As of 'April 1996,. Ed.:lSonexpecteci'a.:.capacity 
surplus of approximately 700:MW during mid-1987: to 19:91, and an 
approximately 500 MW surplus d.uring 1991 to :199-3· ~·.'Tl'i.e surplus 

,. ~\ 

d.iminishes around 199 S· . '. ," ..,', 

- 9 ,:- ' 
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6. Between' the::suspension' of, Interim'·:S·~0· .. ,4>:on. April l8, 

1985, and the e~~cuti6n:~f_·~he" ... ~OA;::cDeceInber~;31·;': 19S5Y;-'Edison 
• • , ',. '. "'J ,', •• ,,' '.,',110..-' .. -1 

executed 333 MW': of QF contracts~.,giving' it':a totaJ.,~of· approximately 
1,433 MW of QF' capacity u~der: fixed. capacity·.'arrangemen~s·:~·:: 

, • - •. I' ,_,.1 ....... 

Clearly, Edison' sneed forcapacityhad:~:d.iminished.·.:: The .. prudent 
course for Edison'~totakewas to:ei~her us~ 'these ch~n~.~d·<. 
conditions in further bargaining with:.PP&L,. or not .. p~r:~~~:'~n 
interutili ty contract. " ' ... " .' . 

. , .. ORA:' asserts that· Edison! S:' $59'3: . million ·(.nominal·) 'cost 
effectiveness: analysis' 'of the::MOA is:::£lawed.' 'Edison::'s key:· -~: .. ;: ::." ., ... 

assumpt'ions- were:: " . ...... ..,,,' ',':::: ':, :.: .. :.::\/.' .. :.: > .... , 

o . Alternative=-capacity,costs.:basedon.:,S·.O._,2 .. ;- ,:'.',:. 
capacity payments, effectiye January 1,., .. _ ... ", 
19~5, plus an 18% performance'adder. . ',' 

"':,',,:1 : 

o 

o 

'. ",' 

Alternative energy costs using heat ra~es. 
and average gas costs wh~c~ are ' 
'undocumented. " '.-; , , ' . ". , " , '" / .. ' ,~,; ',: ;.> J" •• -

The COT Project is on' line by' 199'1, '. '. 
prov'iding exchange benefits .,~: " ":,~:,'.: :.::<: 

ORA's criticism is based on: 
The 5'. '0'. 2., capacity: paYments .are~ not. the,_p,~o~"~r c,' 

al ternative to compare to this purchase -. F'irst,' S.O-.• ~> 4. was 
suspended at th~~. time of' the .,MOA, ,and Edison "s capaC'~ity~ payments 

, .. . ' , ,.< c,. u > •• ' , ••• .,:. \ c, •• ~ ,_ ".~ \. 

for S.O. 2 and 5.0. 4 are the' same. ,.' Sec.ond,' Ed.ison'3'·April 1986 
testimony demons't.rates that by" April, .. o.f. 1.9,85, any addi,tional S.O. 2 

, J J • '.,< '. .., _" ,."," :. 

capacity payments would' result in' excess CO'3-t5 t.o· ra-cepayers. And 
finally, the most realistic'pe'aking 'capac~ty a'ltern"iive was, and 
still is, refurl:>ishment :of Edison's oil/gas' .units '.,'>:, ." 

Wi th t.he ev icien't. uncerta:in ty o.f Ed.ison""s· "c'apac i ty needs, .. , . ,.' . '. "'" .... : .. 
it would have on~y been prudent to execute the MOA with a 
nonbinding escape clause. A.. c'la\lsetilat is in the ,MOA, as ~mend.ed. 
by Amendment No~· 1, May 7 f 1'9',8:6, st~teS': 

.,:" 

- 10- " 
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' ..... " 
.,.~I. .. : • .t\ 

"2.:3 Near-Term: Sales., In, the, ,event. ,that ,the, ,r: 
Agreement is,not executed.,oy both parties by' 
June 1~ 1986~' Ed.ison may terminate the Pow-et" 
Sales Contract between Pacific', .and. .Ed.ison o:e~::::, 
even d.ate, herewith by giving thirty (30) days,', 
written notice to Pacific. In no ev&ntmay 
Ed.ison terminate'such contract .before July 11:~, " 
1986. In the event of such termination by 
Ed.ison; Pacific may terminat.e this memoranc:lum·' 
at any time prior to June 1,. 1987,.cy giving 
written notice thereof to Edison." 

.. " ... 
........ '. "., 

, The escape mechanism would r only' allow Edison. to:. ~ancel 

the short-term Power sales Contract ,(PSC). There was· no· guarantee: 
that PPScL would. then cancel the MOA. In tact, it cond..itions.were 
such that it made economic sense for,"Edison' to cancel" th.e .' 
relatively low-priced. ($2S~ 7/MWb) PSC,' it-would likely':'not make 

, . '. • ' , ; , , . J , '._' ,,~:. t.' '.~ • 

economic sense for PPScL to cancel the MOA. Without any out tor 
Edison, PPScL was 'assured of' a" .firm: sale in": a surPlus' market with 
dropping fuel prices. ORA beiiev~s that the MOAcont~iIled no, 

reason~le escape clause for, Edison.,,, 
\~., • , ~ • ". r , '. 1 " 

ORA concludes that Ed.ison'S decision to:execi.i~e the MOA 

was imprudent because: 
o Ed.ison's own torec~$ts said..that'they were 

expecting to be' in a: capacity surplus . 
situation until the.mid.-1990s. 'Ed.ison,,' 

. should. have :been ,certain that any capacity' 
purchases it made' durinq.'·theMOA time' :frame 
were cloarly. cost eftectiv~'. , 

o The MOA did not contain an adequate' escape, 
if Edison would be economically harmed. d.ue, 
to changed. fuel, or regulatory cond.itions. 

• .1.. .~. . .' ~ 

o Ed.ison' s: decision to enter, the: MOA'. was not·:" ',", 
unanimous amonc; Edison management.. A 
d.ocument from Ed.ison'sfiles states: 

.. 

"The Law Department was informed that 
Mr. Allen and: Management Ccnunittee ',"', 
d.irected System. ,Development to: octain,an .. 
'escape clause' providing for 
termination in the event changed fuel or 
r.egulatory conditicns would. cause either 

- 11 - ',' 
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party- to,-}je economic~lly harmec1. ::.'tlle,: 
MOA c1oes"not provic1e-,'anyofthe"r, ': ,,': 
protections requestec1,byMr.Allen ana 
the Management committee." ' 

As executec1, the MOA was too risky. Edison was impruc1ent in 
executinq it., ' ,,'" 

The, witness testified that. Edison was, imprudent to sign , ,. 

the L'tPSA .. and. the MOA. Executinq, the ,,~o;rPS~ . was .. il'O.prud~,nt" b~~a~~e, 
Edison should not have expected it. to "be" cost. effective"over its 
lifetime or pass- a first year cost effectiveness ~ test until th~.,· 

, • ~ ,. • •• ,'. p •• ' .' ... : 

mid-1990s. Executinq the MOA w~s, imprudent becau::e, Edis,on '::' 
committed itself (no escape) when there ,was no clear ne~c1:for: 
capacity. ORA recommends a disallowance. of, $3 million for, the 

record.. period. ' ,'., . '. :..' .".~ 

12iSC!lSsion 
1.. De standard of Review 

,We have frequently ~rticul~ted the 
\ ~ ,,' H",,' '.": I.'.;<':~ / "\ jo ,'·.::r·'~;: ". 
standard. to judge 

, , . . ..' ..• '.: , 

utilities when reviewinq acti vi tie~ such as a~e at., issue in ,:this .. '. .. .. , .' 

proceedinCJ. In Re San piego Gas & Electric 0.89-.02-.074 in, 
, . 

Application (A.) 84-12-0l5, we set fO.r:thth~_ standarcl,,,as.: 
W'I'he term, 'reason~le and. prudent,'. means 
that at a particular time a utility"s 
practices, methods, and acts followed the,,'. 
exercise of reasonable judgment in light of 
facts known or which should.' have been known" 
at the time the' decision was made. It 
means that the utility.reason~ly expected 
the act or decision to accomplish the' 
desired resul~ at the lowest reasonable 
cost consistent with ~ood utility 
practices. Good util~ty practices are 
:based upon cost-effeetiveness,relia:bility, 
safety, and expedition. . 

"'A decision may:be found to :be reasonable 
and pruaent it the utility shows that its. 
decision making process was sound, that its 
managers consid.ered a rangeo,t possible '. 
options in light of information that was or 
sh.ould have oeen availa:ble to them, and ' 
that its managers deciaed on a course of 
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action, that tell. with.in ",the ,bounds ,of 
reasona}jleness,' even,i'f,it,turns,:out-;not to 
have led to the'J"estpossible,outcome."" 

. ", ~,~: 

(See ~l$o 0.89-02-074, pp. 6-l1; Re Southetp'CalifOtpia Edi§2D Co. 

0.90-09-088, pp. 14-l6; 0.87-06-021, pp: 19-20.Y 
2 _ The Memorandum or Agreement 

'ORA'S position on'the MOA is not clear. 'At the 
hearing it took the contradictory'position that 'Edison' should have' 
executed the MOA only it it contained an escape' clause; but,then 
contended that' the MOA was not a fully' executed" contract::: and 
therefore should not have J"een ineluded in'Edison's resource: plan. 
In its J"rief ORA apparently' has' d.ropped the argument that: the MO.~ 
wa~ not a tully executed contract when it states "BecauseEdison 
was tied into an unreasonable MOA, the best it could. h.ope: forwas'­
to mitigate the harm to ratepayers by negotiating a more:""fa.vorable 

" • ..t ", 

LTPSA. " (ORA Brief, p. 7.) " " '-,. , , , 
In our opinion theMOA was a legally 'binding 

agreement that' contained all the' ,tenus' necessary"to constitute a 
long-term power purchase agr'eement,. "Theprovisionin the MOA: , 
regarding a further long-term power purchase agreement· was: 'a 
condi tion subsequent to the' execution: of' the, MOA': " ,It' did not make 
the MOA illusory. The two i~suesbefore_us- regarding., the 
reasonableness or unreasonableness' of"the" MOA are- (l)"'should it 
have been executed at all and, if so·, ,(2) should i,t~ have contained 
a termination provision. We ,)nust , detentine these two,issues on the 
facts as of Oecember 1985. 

ORA asserts that it was unreasonable 'for- Edison to 
execute the MOA in OecelD.ber 1985 without, :includinq~,an,,~scape clause 
to protect the ratepayers from economic 'ha:rm due 'to ehanged fuel or 
regulatory conditions in the interim between the dateo·f execution 
and the st~rt of purch~ses under the ,tTPSA'" AUg"Ust'l,l987. 

Edison replies','that a termination 'provision in the 
MOA was not needed because Edi'son wantedha lonq-term:firm resource . .,'" '~, 

- l:3,- ' ~ 
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•• J ..... '1,. 

,w,' ... r~ O'-T·. ~.,._.'. " ':.', .' e.. r •• " • "., .'1' ...... ', ...... ,,:,.'" .• ,' ", . ....,..... .,,,. ... ,..'~ " .,~., 

and a termination provision woulo. haven h.ad to"' have' been'"rec':i:proc:al" ": " 
thereby incre:asing ,the risk that PP&t might have withdrawn. Rather";'::': 
than a firm' contract, EdJ.so~ wo~id h~~ehad an as-ava'il<lble 

". .', ... ,-' '.,' I 0 ~. ''', " ' '','':, ,~ •• " ... /,." 0., • _ - ... I "'J , ... ' ',:', >,' \ 

contract which .could not be used. for long-term planning:- -, .... . 
. '" , 

We, agree with' Edisoh. A terminat'ion::' prov'isl.on~ "'as'" " ~)~.-
descriOed by, ORA,' appears to b'e' notning"more;than"an"optioiito',: 
purchase" power. 'There' is nor'~aso'~' t'6'l:lel'ieve' that" pp.&'J::. woulcr:,:have'",:::r 

" • ..- • . .:, -. " _ • ,_,' • ',r ~ " "'. ," r ,,_ .. I (........ ........ .. ... ( ".' 

agreed. to it - it, too, must plan;' and. 'if it" had' agreed"/' it" would 
have, either eXtracted a pr~'m.ium !or":the 'opt'ion-'or "re'qu~ired:"a" ~,:, ", 

, •• : ' ~ :' ' ... ' •• , ..... , " " • .,,' ... , '-'lc f .. ~ ,.." , • .... '. ,." " '." ,.' ;".. " t • \ 

reciprocal proyision. The fact' that" the' c"ontract was' executed:- '18' '"' .. 
months before powe~. was t~' be"'deii~~red ~as prucle'nt.~: '; We expect ',,: .. ;:' , 
long';"term planning' by utilit:ie~;~ , ,-' : I',: :,.. .. '.- '" ... 

'A more ilnp~rtant 'qu~~ti~o'n Is the n:e:ed: for <tim f"'·:' 
peaking power in ~ici-1987, ~ec~~~ethat':i"s:'whatthe'M6A"Ciel~v~red,: 

I • ' , '. ' :' , :', .,".~ J' • ," • ' -~, ..~. .: • • ' '''. /" •• • ,r:'~ , ,.", 1 ,.." 

as determineci in oecember 1985. ORA' 'contend's that during the' ' " ", 
period between November 1984, when' 'Edlson::.identified. a ne:ed.::'-ror 'on-' c.<:. 

peak capaeit:i' and en~rgy, and. 'Ded~mber" 19'85:, Ed:is'on' ~a's' aware of a 
reduction in capac'i ty need. . ORA t~t'ers'f6"Edison" s",' May 198:S :, . 
position iD. OIR2 that i 1: had. ad.taqUat~e res~urces to meet <its::need""' , 
until the mid-'1990S, and::th.~tEd.isonha·cicontracted'· for'::l:>i'o:O:'MW of':": 
QF capacity betweenOecem]jer' 1984' and'ipril198S. ~:"" 

Edi'son argue's that its"'NovemJjer '1984and-'Nove:mb'er" , -::., 
1985 resource p.lans 'identifi·ed. 'a need to'supply 1,25'0 'MW: .~£: " , . .­
add.i tional on-p.eak'· capaci ty and energy: purCh.ases· 'to 'meet: oft's "J;'oad . 
requirements for 'the next 20 'years, beginning: in 198'7. '.. The; MOA :met': 

'. ". +. ~ • , ," , , • 

a portion of that need. Ed:ison admits 'that prior 'to executing tlle' ,;" ',. 
MOA, it was 'aware 'of ch~~ge~'in: ba;selo:ad' capacit7i n;eed':·caused.·bY: ;'.- .. ,., 
the execution of sul:lstantial '~antit'ie=s~f Q.'F'contracts'and>: -. - ,:.\. '" 

informed. the Commission of a potential QF capacity surplus in 
NoveMer 1984. And, Edison states, because of the QF capacity 
surplus Edison was al:Ile to negotiate the MOA contract on favorable 
terms. Edison declares that ORA's contention of an oversupply is 
misleading because Edison's comments applied. to long-term baseload 

- 14 -
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OF resources ", not to an", in1:ermediate and peaking resource such as 
the" MOA~ :,' '.' ~.' .... : "',, .:: ':,':::, :: r: "'~ ~;'-:,:: ;;'.~ ~',;;;,' :~ ~- :' ":~' :~. ~:~: ::: ';.; ':,' ;,~ ,~.'::.:~ ... :' '., ,,' 

, In our. opinion, Edi~on acted ;:easo,nably" .in' rely':tnqon' 
its 1985 resource planwh.ich"sh~.:re~ a~eed;'f?f: .. )r2'5ci:Mwr;g!~·~, : ''',:' 
additional, on-p~ak_ capacity'., 'when" e,ceeut.ing." the MOA;''E:di~~;' ~~w·; :,;'::': . 

• ' , '... Or ., :. ,.; _ <". • "j: . .'\: ..... , ': ," '~:~. /' ':,~ ...... "VI.,.,j, I,:,' 

of its recent OF additions .(and also knew that as 11ttle as 30% of 
that cap~~ity' ;Ught actually' co~e~ on~' ii~e)" but' still an~icipate(r a:;"<~ 

, .'.'" '" , 'oS'" r "\. ", ,.,.,~,: •. ;~: .,':, ,",·u, \ .... r ,,(,~ .. \ '~",'~' '\ ....... ,_:_ ','" 

need for, on-peak resources,. It knew, for instance,' that' 710"'MW o'fJ >'.,'; 
.~ .•.• ......... .- ,:~:,-.... ., ~.,,:'.::'" 'l-'-'-~"~ :,', •.. ~. ~.r ;.";" '::,';'.J,:". 

existing peaking power purchase contracts would expire in 1990'. 
ORA's, witnes~ te~tified ,that it was:unr'~a~~~~l~ ':fo~·:Ed.is6n:'::to·· rei-i'; 

solelyo~ i,~s 1,985. resource,,,p~a,;l,l~~r,ne~d.s,, c:i~e.~~~~g.~ ~.~:'£~,8?,:':"'H~,', ~':, 
testifieci "it was more reasonable to expect that PNW purchases" may'" , 
have been needed in the 1987 time frame~' b~t to m~'ke' a~'~mmit~~nt' ' 
at the time' the, MOA was execute~~{w~snbt:'.i ~'~a~'bhabie approach to 

• • ~ \ ,... ,': d. ".;'~ •• , ,':.' , ~'"",~. '" • -,.:... ..... .'· ....... :~r·'" ,.~," .... : 
take." (T:r •. 1040.) He then :e,es,tified that neithe'r' 'ORA nor'hehad ' 

. . , .' ~. "',- I v, '. .. ,..~ I,,"T, \. ". ," ~ ,'I ,-
reviewed Edison's 1985 resource plan. " " "., '-",""- -',' 

, , ... ' .. ';. j ; •• ~,"., ... ,.\~ '., .. ~' , : .. ~". J ......... ~ .'~ I'" 

, ORA's, failure to, r~view Edison's 1985 resource" plan-" " 
leaves it with only onechan9'ed~i.rc~stanc'e on whi~n~'.~o 'b~~:e':a': ~. ,:, e 
conclusion ,that Edison was unl:easo~aJ:,le' in enterin'q ':':he:MOA~ 'iXiCf"" . 
that C'i=cUInStan~e was the incr~ase:' ;i.nQFc·on~racts;··'in' i'9·8's.;--:' But' ," 

. • .. ' , , . ' ro.' . ,~, .,." .~ <" J 

th.e evidence shows that those ,contracts', to the extent they came on 
line, were, to provide base load power l'loton~pedk.· So:' '~~ '~c~rih6t ' 
find that"' Edi~on was unreasonable for 't~at reason.":'ORA' s other 
reason to criticize Edison was 'th~t :Edis~n~:sho~ld riC;.e.' liav~~" .. ,' 
committed to the MOA. in OecerRb~r 198'5 ,f'~~ de'li~ery in' 'A{l~st 1-987; . 

, • /". • .',' L ~ ", ., ,'" , ,'.' ,-.., "", .... '"j' "', '''i' ','-

Ec1ison sh.oulc1 .have waitec1. ORA's reasoning. is not' persuas,i've' ~" 'If"-
firm power is ~own to. ~eneeded', ar~a~,gerrients sho~ld"be· pio~i;t'ly::":; 
made to acquire the power. To del:ay:'is to gamble :W'ith -t'he .. ,~" :-, ,,:,':::'-: 

," .. ,', ,"j' I ".~~ .... ;: .. .,' :"·~L::-,.,.::'''::~~ I ... ~, ... 

'j ~.' - ~":', ~ .. : ,- -.' .... 

I '" ",' _, ~ , • 
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ratepayers"' money.:An la-month.- lead "t±me:.~is ,·.eerta.inly.·reasonab;l.e::, ~.~ .. 
for ·the quantity· o:f power.need.ed..:. . .. ~." " .::.~:,,': ' ... ,,~,;,'-' ::);'": .. "'~ : .. 

, . 
ORA' argues that the LTPSA is'unreO;sonably,cestlY,:to ... - .. 

ratepayers~' We need not . discuss' theargwuents pro· and·,eo.·n:.:on, .. ,.,.~:" , .. ' .... . 
whether that ·is· true. ORAeoncedes. that the .L'I'J?SA .. was:~mo·re·: ~ 'j ~ 

favora.cle for the ratepayers than the MOA.. ··Had·;Edison";-not. \~ntered .. ":~ 
into the" L'I'PSAi t' is reason~le to: asswnetnat. PP&L.would· h.a:v.e .:, ;':.::;'::':C:"' 

insisted en-its rights under-the MOA. .Gi ven thatprob~~li:t:Y i 
Edison was prudent 'in negetiat'ing an agreement .. lUore, ·favo~a.ble1:11an .' ':. 
the MOA. ·DRA has presented no evidence' that Edison could have .. made .;- ' 
a better d.eal. _. "..... ' .. '.' .' 

Although we believe. that ORA's .. insistence .,on:.::a 
termination clause was misplaced .. it -·did,.. infere.ntia.llY:i~ :r:ai.se;the 
questiono-t the reasonableness ot long-ter.m..tixed . price contr.acts. .... 
Over the pa'st ZO yearstuel prices have" f.luctuatedin : unpr.edic.ta.b.le, .";., 
ways, a lesson relearned.' over the past. six months .,', It'.ce;c:tainly, e would not be' imprud.entto· tie the contract :.price for,'.a commodity. to .-­
factors not controllable by the parties such as current .fuel ~.prices. ' . 
or an appropriate price index~ Edison recognized. this'pro~lem at 
the time it signed the MOA and. discussecL.with PPScL ,its'c,oncern over ... 
extreme c~anges in fuel costs •. PPScL shared. this concern and on 
January lO, "1986 wrote to' Edison agreeil"lg to negotiate terms. in the 
contemplated L'I'PSA· that "cou.ld mitigate . 'the ,impact on:either_::p~y 
of these extrelne changes." (Exllibit 188..) That negotiation ~ook 
place and the result was incorporated. in the LTPSA.. ". 
'the Reasonableness of Losses Incu:rred 
on the Sale of Fuel Qil Xnventory 

~. ;Ed i $..OD ' s ..Evidence 
In early 1987, Edison analyzed its shor~-term fuel oil 

requirements and concluded. that a.Cout 1 million :barrels of its 
6.3-million :barrel oil inventory would "not, be required d.uring'·--:he'·" 
summer months to maintain ·the . Ilecessar)r" ;eliability.~f:~operati~ns... .. 
Based on.an,.analysis conducted., in ,March 1987; Edisori- conc'lud.ed·;,that:': 

, • , .! " ~ ~ 'j , ~ ..... ::-:-':, "\.) 
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it would'l:>ebeneficial to its,ratepayers-,to' ·sell-,the, o,il:,,:since,.the .. ~ .... 
carrying' cost saving's realized. from th:e,lower~ inventoryl-:ev:el would.: 
more than: o'!'!set :the e:>epected. l'osses on- the sale.:,' This· is known as 
inventorycyclinql and. allows Edison te maintain· a 1 ewer·, overall 
average inventory level while maintaininq·thenecessary,system. ,: .:. 
reliability. Edison reduced.i'ts fuel oil invon;:Qry ~y 
approximately 1 million barrel:;' in two sales transactions.;thatwer..e 
record.ed in April anet May ,J.9S7. ORA: reeonunends . disallowance. o,f . 
$301:,000 'on the' fuel oil sale'loss for. Ap:r:il and$1.25-6m.illioncm _ ,: ' 
the·tueloil sale loss for May, contending that Ed.ison's.deeision 
to sell was imprudent • 

. Edison states that the'. difference l:letween Edison's 
estilnate and ORA.'sQstimate is primarily,):)ecause ORA. appliecl,.,,,an, 
inappropriate short-term carrying .. cost interest. rate in.. -calcul~ting, ' 
the projected: costs of holding add.itional· inventory. 'Ed.ison us.ed '" 
its weig'hted, average cost of, capital' since thatinterest:,:rate '. 
represents ·the true cost to the company o'f. carrying, o·il, in::;;:",;' , 

inventory. ,_, .... , 
. Edison compared: its analysis and, ORA's analysis <with., 

" " 

actual sales'prices as follows: 

D~9ripti9n 
. '., ~ , . . 

April"l987 Sale 
May 1987 Sale . 

Weig'hted Average 

HBls .. 

500 
443 

943 

Break-Even .. 
Sale Prices., 

Edison " " 

$13"~8'4 
14 ,'ZQ: 

ORA,' 

'$1'5.57 
J,5.§1 

, ! .... 

Actual sale,., " 
Prices ' 

'~·'$~15·~9-2' ,;: 
··15.,;4" ':. 

,. . 
1 Inventory cycling is the term used to"d.escri.be the:··ac.:ions·· .. 

taken to- adjust fuel, oil inventory levels"seasonally in order,,·t:.o,.:,:" 
maintain, a relatively censtant, l,evel oisystem reliaJ::)ility 
throughout the year. Fuel oil inventory cycling was', authorized ~y~.;" 
the commission in 0.87-11-013, p. 40. 
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Edi:iori" c~ilt'end:s::: that" O~' $:; eva:l ~a tion:; :.' 'includ.1nq :its::·:: ." -: -:" ,:, :'; 
adj ustmentS:, :siio:W;{ :that:' iii the-::aqqrecjate·--tlle"·sale-:o't=; the 'oi:!': was.: ;:;~:~:: ::,:, 

, -.. ,_ r ,- • I .' • 

economically'justified-. _. ,.' ..• .. ', ;':';:'" .' .. ; - ".~ ,--:::-.:',,~ .. ::,',::. :~;,:',":':;:;, 

. Ec:l.is·on's witness 'testi!'ied th;At:,H true c:'osts'·,must:':be:",used. .. ,. 
for eco~o~i~ e';aluat"ion"of invento·~· mariaCJeitient- 'dec'isi"oris:'~:':r";I!"<"~'~' :.",:'~J,... -­

inventory c~minej costs::al'lowa},fe ':~orE'cAC ratemakinq 'pu-~oses":':a:r:e ,', .. 
used. as the basis "tor inventory lnan:aqeluent·d.ecision'5·,~·then:·those ':: , .•. -:. 
management d.ec:isions can: l:le d.istorted because' they" ·do-:not; ~renec:to:"c " 
the utility's' true·cost •. It 'is esseni"ial that :any'e'eonoxxd'c;':;:,­
analysis take into eonsicierationall of the' eosts"'ancrcon:zequ.enees 
of inventory management ciecisions.: :-Th.is· -:can 'only' be" ~aeeom'p'll;shecr 
l:ly usinq Ed.ison's long-run cost ot e~pital' in the ana'lysis.,:': -

An analysis b'",sedsolely on short-term' int'erest' rates 

." ,.' ,,," . '" ~ 

fails to take into' considera tionthacost ass"ociated'· wi th~' carrying,' .' ; :' 
ad.dit·ional " short-term clel::lt." For ':exmnpJ;e'~" . increasinq :the '~~ve,l:o,~;:,,· ;,; . 

permanent short-tarm d.obt to 'finance tuel oi~ inventory'wil-l";lead': ';. 
to increased lonc;j-ter:m deJot, thereJ::)y:raising costs -to, the-'company's:. 
ratepayers'.. In addition;: 'hiqher c:lel::it" levels wi'llaffe"et;::' - : ::'. . 
shareholders" perceptions o't risk, increasinq 'equity c:osts."'::These 
costs' should be' re~leeted in any' analys'is o~'· t'Ilel o~il cyclinq_ .-

2.. PRlt/:I ):,yi4enCe ' , '. ,,:, '-::: " ~.' 

ORA's wi tnesstestified. that' the: loss forth.'· April' ':tuel ", 
oil sales was $:4 .. i3Z,OOOOfwhicll,iri~ORA's:opfnion;·-·'$3·,::a3'1;·OOO·wa"s"' 
reason~le,'l:lut ::$301; 000 was' 'Unreasonal::ile~""'For the ~y sa'J;e,: :'OAA "" ~,c .• 
e~lculates the unreasonable portiono!':the'lo'sS: tobe·":$'1,'2·36,·0'OO.~· ':" 

The witness test'i!ied that l:lased on ORA's'eeonomic':analys':['s', ;Edison':' 
used incorrect assumptions in its economic analysis and.";·.',i't'-'~it· had 
used. thecQrrec:t assUlnptions~ its analYSis' would llave-shoWli'::;that it 
was more expensive to ratepayers for 'Edison'tosell the ",'oir: rather'· ".' ~~, 
than to nold,:'it. C • • ••• ':' •• ~ .. ,_~~~'O-

. The' primary problem . with, Ed.i'son 's . ",naly=sis ; in" ORA 's" ' .. , .. 
opinion, is . that . in calculatinq the carrying eosts' !or~'the';low . ',-,' 
sulfur !ueloil (ISFO) inventory ·Ed.ison:"used ;'an' annual'carryinq'.. "'.'. ',~; 
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cost rate. Qf ·2l!k.per:, year", :-,hich.;is. 1:Iased" on., Edi,son~,s_ ~o.st" ,ot 
r _ -, , "'J ,. '_ ,"," _'. ''''.p''" 'L' / •. ".' ..... ' \1,: .• 1 ..... r, I,:":.,. 

capital.". This is: over three-,.tim~s:,.la.rge~than the,sho~_","te:c:m,.,., ""'" 
interest rate which the commissi'o~ h~~ ~uthQri%e~~,~~i,~<~~"?~~: ~~~~::' '~:n.:'.~'~. ~.~' 
calculating, _thetuel, o.il carrying. costs .cooked_ in:to _ Edis.on'i s . ECAC 

, . " " •• c, .' '" • I > '" ,r __ '. ~'. I ." ,. !. ~,. " ~ _,I., ,.. L ' .. 

l:Ialancinq: ,accountf,or the months ,of . March", and April .. 1987, •. _Ec;.~s,~n 
has 1:Ieen usinqa snor:t:-tem interest ,r~te ,in th~_ dai~ulation,o! 'i,::.5 

• _.. ¥'.,. ..1 I' . ~. _'0., ,. .' _~ J-,.' .c < ' .; '. 

fuel oilcarryinq c:osts- since ,"anua.ry.~,._ 1986. _, Edison,'s ,cost,.'for 
sh.ort-torm ~ebt du;x::ingthe rec~rd ,period w~~ al:;out "7:~~.",Ther~iore, '- ' . '. 

. '".. ., . , .' .. ", - ,. .I I.... .,,' ~ : '. ' 

it was inappropriate tor Edison to, use a2lt carrying cost "rate in 
its analysis ot the costs-.,of,a fu~l.oil~ale wh.e~ .,it ~hould have -. --.' 
used the. :ShO~-~Qrm:interes.t' rate"whi-cb,' 'it ,uses ·'in.:·caiculatj.-nq·,its:·:'" , 

• . ~ , '" " ' ~ , ',' I," •• .. •. ' " • " , 

ECAC fuel oil,car:ryingcos.ts. _::'-,' - ." "(:-:', 
The :amount of-carrying. costs, is, important because .. it a 

higher intores:t .rata or. cost -o.t,cl1pibl-i~ a:s~~~_~,:: the~~s~'ti~q '.' ':: 
economic study will., show .a.higher"cos:t_of h.ol<.1inq .,oil_in "inventory,. . 
and. the break~evan pric,efor an -'~il "sale wo~d~'e iower:':_:Further; ," 
Edison's analys.is -suffers trom .o:the~ tl'aws; in _DRA<S _opinic;i:l.-,,_ .,: ' .. ': 

.. "' ,.'. . ", ~ .~, •• ,I •• ' .• ,J,. • " " "- ._ .,,' ~ 

Ed.ison applied·an incorrect invontory cost., torinvQnt~:ry , proviously ' .. '. 
written, d.own, . and. used an inc:orre~t d.isc:ount i~etor:' '.ItEd.i~on had.: 

~ . . . . , 

done the ,analysis correctly,. the.analysis would_have",sho,wn,that"the _. 
. ' . . ' . . '." ('" ~ , " '~ 

April sal. 4ppe4ro<.1 only :narqin4'!llly Donetie1a.l.t,o ,Ed.isQn~,",: 
ratepayers. ·-'I'ha prol:llem with . sales .. near the break-even' point 

,., '.. .. -, . , " -. .' ~"" .. 
(whether to sell orto.hold.) is that 1:Iy selling its LSFO inv,entory 
Ed.ison shifted the risk .associat.ed .~with. ",the ···inventoxY"t'~. it'~ . 

I '" • I , ,.,.' I, • j • 

ratepayers,. as the ratepayers ,~ould ,1:Ie ,.responsi):)le, tor. ,any .. 
c • r •• , • ~. 

add.i tional cost in reacquiring- the fuel at. a lat~r time. .. 
, " . • ). ,~....' I,. 

oiscussi2n .. ..," ~, . ' .. 
Mol ,", .h' 

__ DRA~s: arqu:mentis. correct .. , :Edison.'suse.,of an.,annual ... 
• .,"'" n " ~ _, •• , ',., ',I. ,..... • ...... _" • 1_. ~," • ;, ••. 1. 

carrying cost ,ratQ of.21%·per year. in its economic.analys,is .. was,. , 
• ", T ~. I. oJ'. • ;.,. 

i:nproper. Ed.ison should. have used the short-term interest .. rate .. . 
• , .... ~ • ~ h." ... _.. ~: 1 j:: .. ':' 

(~out 7%) which it uses. in calculating_itsECAC fuel ~il."c~rrying-
costs. In D.SS-12~107 this Commission set.rates tor.fuel.o,il 
carrying:. costs •. using-: short-.term., in~er.est ' rates.. . Edison .,l:!.~s .... ' .. 
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presented:no-~!actswhich would .showtha,tD. 85-:12-10.7.. was: in, ,er::o.:I'; ... 
. ..' . • .... '~, '" -" _ " ' . '. " ' .. ,.... "i "'~ ",' ' \I , .' ........;. 1,' • ,. •••• 

then or is in error now • "',, ' ,' .... ' " .,' <::~ ",'<,:~ '.: " 

Edison'So arg'Ulllent ,that ,~'true,costs"" must oe' 'used f,o~" " ., 
, • • \.. ~.' '" ••.. ~. .'., '.... ,'.> •••• ~, ) ;,: . , 

economic evaluation of inventory.,managexnent ,decisions is a __ , ",' ~ . 
gener~liz~tion that is not v~ryhelPfui .. ,'.rh~ "~~aninq't~i' ques~ion ' 

. , I· " • ,I., .' , 

is what are the "true costs"? ORA says that the true cost i.s"" , 
short-term.' debt: ,Edison says. it is Edison's weighted ,cost.of - -- . . '. . '." "., 

capital. When making a decision"on whether to sell, rinventot'Y .,or 
• ,J '. ".) """"1.,.', " , 

carry it, the cost of ~rrying. the ,inventory is . ,a., maj or concern,. 
. . -""'. . ., '-' 

If Edison were nonregulated only, its, :shareho-lders would]:)~, 
interested in, the formula to, determine whether to, ,sell or, hold; 

, , , 

only the shareholders. would profit or lose, by, the decision.,But as 
. " '. ',. ' ,,' . 

a regulated company Edison is,seeking-to have .the ratepaYe%:s _stand. 
, ," ,.',.' .,"" 

surety for its d.ecision_ In "that cireuxns,tanee Edison;,m~s~, :,first 
consider the r~tepayers.' interes.t;aIld for fuel oil ,this ,Co:m:m.iss.ion 

has measurad.that interest as the cost of sh~rt~term ,debt~. ,,_, , 
Ed.ison arques that an ~ysis, ,based solely on .shor.t~term 

,. ..' " • TO~' '" ,.., •• ' ,...... ~ 

interest rates fails to take into consideration .the. costs 
• ,".". • " J 4, , , • 

associated with carrying additional short-term debt, such as_, 
. - , .' ~. '.' , . . 

increased. long-term debt and .equity costs,. and the perception Of. 
, . .. ... , ", 

risk by shareholders. Ed.ison points out that, the Conunission, 
. ,,", " , .,' ~', 

recognized that the use of short-term debt, could ,have. ,impacts ,on 
Edison's capital structure and rate of return (D.SEi-05-095,) and 

~.'. ,,-

that in a Commission-adopted settlement agreement (D.86-0S-025 in 
A.S3-12-53) Edi~on was granted a change in capit~l structure 
specitieally to adjust for the impact of using short-term d.ebt to 
finance fuel oil inventory. (Ed.ison Opening Brief, p. 41.) '.rhe 
capital structure change adopted by the Commission was the result 
of a settlement agreement that contained no statements regarding 
adjustments for fuel oil inventory risk. The Commission aia not 
explicitly adopt an adjustment in capital structure specific to the 
increased risk Edison associates with fuel oil inventory. Taking 
Ed.ison's Opening Brie! argument on its face, we contend that Edison 
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cannot- have' it both ways. 'Edison states: 'that':'~~it~reee:::tved~;an':' ;',', /,:,; 

allowance in rate of return because it used. short";term debt, 
financing of' fuel oilinventoryi now xt -wa'nts'the' ratepayers to pay 
that return plus an additional' sum' fo,r the' weiqhte<f·c·ost>of cap,ital> 
to finance fuel 'oil inventory. We will note'ountenan(::e-;:a~double:':": "~ 

. " '~'." recovery. 
Ed:isonhas raised. some concerns wi til· respect~ ~t<> the>:",' 

appropriatenes's' of our eurrentpolicy: for 'funding-fuel :0:11, in" 

inventory', and for the accompanying' eeonomic' evaluation o'! 
inventory management decisions that we- wish,toconsider<'further.' 
We believe it appropriate to 'evaluate' the' adequacy ot', our current ' , 
policy in a 'forum that provides 'tori-nput from theenerqy'-'utilities:', 

on a generic basis. Workshops should'behe'ld to- identify-other' 
parties" concerns, if any, ' with 'the current policy and 'to' afford 
intoaal discussion ot the adequacy ot 'our etirrentpoli'cy(J:n ", 

assessing the true costs. Oepending' on the results o:f~the$e' 
workshops, the Commission may 'decide to pursue'the'matter'further 
within the context of an attrition proceeding-or other 'appropriate' ' 
procedure. We direct CACD'to eonduct such. a workshop ,the timinq'o::f 
wh.ich will allow for h.earinqo'!' any contentious is'sue's"ormatters', ' 
of policy in the test yearl9'9':t energy- utility rat'e proceedIngs. 
CACO shall report' 'to the Commission on the results',o'! the' ::', 
workshops. 

, " 

" ., . 

~ ".' "'" ,., 

,'\. '" 
.' .. ' 
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~: • 0- ::' .: ~,,\ :.~ ~. .... • ,_}. :'~ r 't°.,- ",. t os- " .~. .. .~. .,' .... ..., ~ ""'I , .... ,'" ,...... " 1ft .~._ 

Edison ',S ,argument t~t',"we',',sh.6Ulci ·,'consi'aei' ' that,' 'iit ·the 
..- • ... + , j I. " • '" " • ' \ ',. _ ~r.. ". ,I, \,' j'. ('< ~,~ 1 :""'''''' '" I' _"f,.' ~ ~", J , ... , 

aggregate the ~sales werej,ustitiea "i,s, no mo,:z::e ,th~nhinds,lgnt 'an'd' "., , 
•••••• • ,A < , • "",,' ,'" I, : :. t • , t 'of "': ~ • ~ .~ '.~: .~. "~I' ~ L. ,',~ ~; ;': r~:::;' ... ,'.,~ ,~; ;'; ; '. "', 

the improperconsolidati,on of separate activ,itie~. . . - , 
- "., ~. . .,' .~, • • ,'''';~.J.' ~~': .• ~. ',. . .. ..;:. 

~s Oqtage E;reveDj::i.,9n ~a:an:e:!l" ,_.' ," .' 
" • ,J "" '~l! ., \ , . ,~. I '. .', ' ." I, . *. \: j',' I,.~ 'I .~: ,'" I, '. ,,' I r .... 

Edison operates 22. relatively sm.~.ll, generating units. a~ 
. , . .. •.• ' "c" . ••• _," I... .. " ., :., I -," ; ... :' . /1 ':" .... ~,; .... :' ,', I·,.' ',:e «, ." \ .~ ~ 

lO hydro plants located in .the, San Bernardino/Big Bear, Lake area -in ~'-
~ ., . . ., ."' .. . ,,", ' .. , ~, ., .... .~ ,.", " ... ,' ,'''' ",' ""''' 

what Edison,.aesignates as its Southern Oivision~ ,._'Theratecl"·~' . ' .,.': 
• - , • '.., • .!., -.• ' .- •. ;, ' .,' "',:-.; ..:.. -:::~·,/.:~I : ' .. , 

capacity of these. units - ranges f:r;om 0.:3 0 MW to 1 ~ 73 "MW. ,,:rl?-~ .. ' 
..... •• '.. ~. J." '.' - c" ~ I ". 1,,'.. <, ~' , 

recorciea ener9Y production in,the Southern Division was 492,000 MWh 
in the 1987 record .. perioCLcomp~red ,to 575>000 'MWh, expected to't:,-an " ,',' 
aVQrage water year. ORA was n~t co~~i~c~d that 'the"dry"'wat~~"'ie~r' , ", 

experiencea,in 19S7was, the major. cause, ,of~the . Southern Division's' 
• •• +, , • n ", ~'~"'. ..1 .. " , ~.' _ ' ," , J .'~, .,J 

low capacity .. factor .ana contenas that significant energy .. could ,be 
" . •• ,.-'" ',,, ,' ..... ', ... , .. <., .''#'1 .•. ' 

lost due to- debris outag~." '.' 
t. '. \'.' ,~~;", ~. ~ .. , " \., ; I~ , , •• : 

ORA.- .recommend.s: tha:l:,., wi~: respec:t -;,o~e s.<:lu~.e.;n OJ,'';.; :.~' ,. ':'" 
Division, the Commission should direct Edison to: (l) implement ., 
methods to prevent debris from causing a siqnificant~,nUll\b,er""of ...... , ," 

".' il, , ... ' \ + •• t ., ......... / ...... , •• " .'.~'., J., "" ..•.. 

outage hou.rs:·· (2), sl.l.bmi t a report~, in, the next ,ECAC", t:easona.bleness 
• • ." v~. • •••• • • ., •• " A .... ~ Ao 

review, indicating:: outage prevention'measures developed .. and taken, , . '. - ..... .. ... " ................ , v. • '.' 
incl uainq.,.budqetea and recorded costs; . and ( :3) . sUOmi t . an .. ,econ,omic ." 

. ". --+-_ ....... " .• " ." , 

study, it Edison had not taken steps to eliminate these outages.~ 
. ,,,' -. '.. " .. 

The-: p-lantsin the, Southern Division,· are, n~rmall,Y",-: 
unmannea. Du.rinq,:: storm conai tions .,. , operating:. persormel ... moni ~oJ: :.the 
s~nd and gro.vel in the plant's. intake and ,; ~ased on., Q$ta~l ie)hecL, ' 
criteria, eypass the qeneratinq tacilities before sand and,~g:ravel," .c 

in the water could.. cause', damage:·to~ the.,turbine,w In,. order:;to,~ke.ep:: " 
each plantoperatinq' as 'long as possible-, ,', the int~kestructur.e· :', ':"., -" . 
drain qate is periodically opened' manually:· to:' flush out the:, ":',~.,: 
accumul~ted deeri~. During periodz wnen ~he w~ter eypas~es thQ 
turbine, the water condition is monitorea~until it"isaccep,table to 
return the qeneratinq tacilityto,service. ,. These,~operatinq.). 
practices minimize loss of production as well as:;'prote.ct::- the 
generating equipment. 

I" I" ......... 
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Ed.ison contend.s that ,the maximum amount ot energy that 
potentialiy 6oUld. h~~e' 'l:l~~~ "lost "during- ::the i987:·reeorcl~perfod.r 
as,su:mir..~ that atl d.e.bris outaq~swere 'prevent~l'er·.'w6,?-1d:'h~-Ve been 
only 2,000 MWh.. T.h.isrepl:'ese~ts only a 0.2% increaseiri"the"'~:"-; . 
Southern Oi vision's annual capaci ty faetor~', 'FO:l:>' an'· avei:i9'e":~wa-eer' 
year, the estimated 'energy loss, 'assuming-' the same'forc:ed'outag-e 
rate, wouid only be 2,400 MWhwh£ch isapproximately'equal:to' 
$57,000 duririq' 'the recorel period:. This'potential 'saving-s"of:::' 
approx~ately. $2 ;600 per unit"i~ far less than"the' add.itional:;c:ost' 
ot installin9' and operating additionaldeJoris:':removal"equipment. 
Debris outaqe' prevention measures are : not " cost-effective:' at th'is 

time. . ,",' ",. '!. '. ' ;,.~ : .~; 

ORA did not present evid.ence':on the cost-effectiveness' of" 
its recommendation and.'~elid' not' brief"this" iissue.: . We":" are persuaded~' 

,1,r-""" 

that Edison's current practices ot minimizinq' aebris outaqes>are " 
ad.equ.ate ana 'th'atto exPana its'ettorts" would' not' be:;:c:ost-,:,::~ 

effective. 
,U, , ... , .... ,.". .., 

~ ,_, ...... I •••• , "p .,.. 

BeA~ Ra~e 'EttiCienki 
A . unit' setficienc:y is':measurea~ l:ly a value' known~ :a;s.., heat 

rate, wh'icli is' the uOUnt ot"tuel~ (in·' Btu)"requ.ired.c to' produce ,a, ... ·· 
kilowatt-hour ot qeneration. 'The' lower the heat rate',,:' the>more-~ 
etficient the ~ power plant~ ,'W", ",' "::;;~; ,.' .. :;::: 

l'heEfticieney Deviation Method~;'(EDK) was:, d.eveloped at 
the request'of the Commission (D':S6-04.;...oS9-)'Cand.'adopted·i,n:' 

.::- ";,, 

0.88-07-0'21)' to . evaluate the heat rate' perto:rmanc. of: Edi',son";soil--, 
and. qas-tired.'·units. The·, objectivQ ot: the Commission.; in' ,reviewinq,' 
heat ratepertormance, is to:,encouraqe:'the,e.lectrie.utili:ties'to 
improve the efficiency of their qeneratinq units. and'thus"reduce 
't..b.e consumption of' tuel, , thereby, resul tinc;r 'in red.ueed, 'eost ',to the . 
ratepayer~ 

ORA recommend.s several- improvements to·" Edison's. EOM·. 
a. ,The'comparison of' recorded data: with:'",,' .~: 

theoretical should be p~.?",id.ed both on an " 

....... :.' . 
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b. 

c. 

d. 

..I"~ \ :" ',.. ' ,. . ..... 
Th.e input/outp:ut (I/O) c.urves should be', "", " 

" updated. for all the units,' in order to· " 
provide a ,more meaningful 'basis for ,', " , 
measuring heat rate deviation as' well' ,as,' a 
more accurate heat rate' estimate for :the'" 
forecast period. 

Edison should determine the effect on the 
accuracy ot its data ~y different factors' 
ineluding minimUll\ load operation',' " 
measurement errors, and use of oil and gas 
heat rates without eonvertingto· lOO%.gas.. 

Edison should provide the exact amount of 
the adjustments made to- the· theoretical I/O,',' 
curves for (1) telemetering, and computer: 
malfunctions (i.e. measurement error), 'and. 
(2) startup tuel. 

" , r' • ~f' 

Edison accepts ORA's. recommendations, that Eeiis.on ,upd.ate." . . ',' .,,' \ '.... .,. ., ~" 

I/O heat curves following unit overhauls and that Edis0r'l.:.p:r::ovide",a 
study regarding the accuracy ot the data .,However"Ediso~. believes 
that· comparing recorded, data with theoretical .. data on both .. an., . , , " . , ........ ', 

adj usted-to-ba.seline and unadj usted. basis would require addi.tional " . 
time and money wi'th no demonstrated. benefit. ORA's witness 
testified. that he had made no estimate of the cost. to ,.pro~ide the 

studies requested by DRA. .' : .' " 
We ·m.ust be assurea that D~.isprovided . with all.,.the, 

\. <.,., , .... L • '" , 

information it needs to perform a thorough analysis of Ed~son's 
opera tions and .. so we 
measuring techniques 
without the need for 

urge cooperation between. the parties.". ",As",_ 

improve f . information Sh.OUld·. be p;;vided:t~ .':ORA 
. • a _ •• ".',' \, • 

an order. We do not,believe ~e have ade~ate 
evidence in th.erecord to. eiecide this issue., We will f th.e~e!ore, .. 
put the ,matter over to :be decided in A.90~06-00l,. ~late;, 
reasonableness review proceeding. 

.; < I -.. :~ +: I .1},I", . 
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IDAelear Unit·· Incenti.ve . Proce.dUre "." ,~ .. 
• " I ' '' •• 

),' ." 

Edison recommended making the following'rev:tsions to the 
existing 'l'arge1: Capacity Factor ('l'CF) procedure:.". ' 

o Revise the .'l'CF cleadband 'range-,' tor San' Onofre 
Nuclear Generating.Station (SONGS) Units .2 
and :3 and I>alo Verde Nuclear Generat'ing. '" 
Station (Palo Verde) Units, 1, 2,r "arici 3,t·o 
55-75% from the exi~ting 55-80%: 

o Apply a three-fuel-cycle average to all 
nuclear units; , 

o Permit economic modit.i~rs to, be u~edto 
provicie rewarcis; and 

o Permit economic m6~ifiers for NRC~mandated 
outages that are not th.e result.ofimprilcient 
actions by Edison.. . " 

ORA opposed the proposed revisions to thedeadband range, the 

th.ree-!uel~cycle average, and' the economic mod1:f'iQr tor NRC-

mandated outages •. , , 

The 'reF procedure is intended: to- encourage s.uperior 
performance and discourage poor performance' byequ'itablyallocating 
the· riSkS, CO:lts, and the l:lenefit~ of nuclear plant operation" 
between the util i ty and its ratepayers~" . Edison·· argues . that its 
recommended revision to the cleadbanclrange is consistent ',with. this . 
intent l:lec;"u~1!! it moro ",ccurat~ly re:l!'lects tho 4.'IxpectQdpertormancc 
of nUClear plants today, and l:leeause in a decision regarding Dia~lo 
canyon (D.S7-l0-04l, p. l7), we adopt a deadbandrage of 5,50-75%. 
Edison presented testimony which evaluated the performance, of .44. ' . 

large nuclear' plants. This data showed th'at 'with a 5,5-80% ciead):)and"; 
range only 9~ ot the tuel cycles would have resulted in rewards, " ' 

but approxi:nately2l% would have resulted in penalties." If the 55-
75% range had been in effect, . there would have l:leen rewarcis in' 221'~ 
of the fuel cycles. 

ORA arg~es that the Commission should reject Edison's 
recommendation. It says th.e Commission set the upper end of the 
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;, ~ ,.: :.' _ ~: ..., ... •••• I'" • ,,~ 

dea~and.·at 80%_because, this was the level of",pert.or.mance Edison. 
- - 0"-" "I ... ,' ',ho' ..... '.,. ," ~ <'_""'" , ..• " ....... :.~, ::"J ... :' ~.! ... , ... '~ ,~ . 

used to . justify the ·plantat.the ,time.it soughtcertif,i~at.i~n_,.fr~m._ " 
the Commission. In setting the ,upper::: limit;' th~~:~!oxnmi~,s·i~n-}.:. ,,":" : .. ~. ': . ",": .' 
explained:", 

" ..• the focus o·f risk al1oea,tion and pert,ormanee 
is on markedly sulteri'or' or 'inferiQr ... '.. . 
perlor.mance •.. We eannot reasonably pass al'on~r 
supranormal returns to the,. u.tili ty. for plant , 
performance below that which' the' company 
utilized to gain certification of the plant." " 
(0.83-09-007, pp. 58-59, emphasis added .• ) 

. , , " -

ORA contends there is no evidence that':tb.e capacity'po,terit:Cal of 
. . ,.". "~.'" . " ; , 

those units has changed since'the TCF bands'were established. 
,w~ agree with ORA.. Granting, a reward for ,exceptional' 

• " -, • '" ' .'" n ,', 

service is itself an exceptional concept. We expect a utili.ty t.o .. 
" - . . .'. '",. ", ,'."". • t;r.'" '. 

use its best efforts. to .operateefficiently, ,and to strive,:t0 , .. , 
, . \,/ " 

improve performance. It. shOUld, no~ .. ~xp~cta reward. tor l:J.einq ..." .. 
slightly above ayerage. Our rationale.used to set' the, -c.£i.~~e·r,ia 'lor .. '. 

'. '., , .... ,." ,. 'I' 

reward in 0.83-09-007 was appropriate then, and we have, been, ~ ,'. " , 
',' " , .. ' ; .. "J.'.~ ',,: '.' , ,. 

presented' wi.thno persuasive evidence .that .the criteria should l:Je 
• ,- ,. •• _. I, • • i •. :;. 1 ...... :..:-

modified. . _, .,. 
. ,'." .. ': ,::; , .. ~ -' ~~ ~..,~ ;".~'.;\:,!~/ I ',_, 

Edison recommends...:th'at th~ .coxnmi~.s~on.sh.oul~, a~~~o.r;.~.e ,a.:,:,,: 
three-fuel-cycle: avera9'e ins't:ead of, ,.a .one-fuel-cycl~ peJ:'iod ,f"~:r: ,the,., 
'reF prccedure~. and this should. be done. Wh~ther or .l'l.o·t 'th~ .' ..., .. t, '." , 

Commission ado~ts Edison ~s p.ropos'ed . 55-7.5% de~dba~d' ranq~·.~','~'Ed.'i~~~"':'; 
., ~ • • , '.-.. , "<-. -" • I .... ~.. f _. • • • 

cites 0.87-10-041 where the Commission,h.eld that" .. ,.the three-
, , _ '. .,' '.;,:, .• "~! '.~ .1 

fuel-cycle period:is a l:Jetter measurement .of per,formanee_and. .. a . 
• " , ' >' •• ' "'- -' .', • "', ", - ,~~, ."" 

l:Jetter incentive factor than one cycle.",.(At pp. l7",:l,8.) ...... ORA 
• '" _. 'c' ,\ " I ' •• ,.... _ • '~!'i 1_ .... . 

opposes· the. recommendation on thegr,ound tha,t a .. three-cy~le pe.~io,d".,. 

distorts the .purpQse c·f. theTC:F.,Program;, .. which).~s t~,fod~s ri~k .. ' ' ...... 
allocation and performance incenti~es' on,"markedly . s'~p~rior' 'or ., ','. ' 
inferior performance." For the rea~~~~' ~tated.in ·O.87'::'io,:041,th·e ' 

• '. ~, '. , •• ' , .• 'f' ... ' , " .'. 

three-fuel-cyc:le average should l:Je applied to SONGS and ,~alo verde~" 
•. ~."" _~ . f, • ' "' 

Economic mcdifiers. are adju.s.tments made.to the calculated 
". ,,' - ,. 

fuel cycle c:apacityfactor. to,~·compensate .. fcr condit±ons ... wnich cause 
, , . 

", "', , .. , 
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a redu~'ion in' the' recorded capaei ty:' factor' because:~:Edison reduces>·:, ~ 
output or~li~ges' a,: scheduled refuel':Lnq" Qutaqe:""' .... hen·to do. so:· is:. ., 
beneficial to'ratepayers~ The' eXistlng'TCF procedure"allows; for.·... 
use of economic modifiers to mitigate a penalty for perfor.m.ance:· :.:-:., 
below 55% but does not 'allow economic" modifiers to=be used· for the 
purpose of earning arewardwrien· an· a~ard. ~~~ld. ha~~:beeJ:l,'e~rned 
but for the modifying. event:'~: Edison·'s.~.proposecr tari'ff· mod'i,fication 

• .. ..' • • u • ,.' J'~. • .. I', 

is as follows: .. :. ... ... . -. - • 
"'The application of Economic'· Modifiers. may 

remove or reduce a Nuclear Unit Incentive 
Procedure penalty, or cause' 'or'increase' a 
Nuclear Unit Incentive 'Procedure reward.~ 

Edison requests that NRc-manclated'outages be'incl'uded in 
Edison'starl:ffs as an economic modifier:' Thfs'economic' mod-ifier '-. 
would not apply if an NRC-required shutdown were~' ordered' due to·::., 
Edison's ilnprudence. A determinati'on: of whether thff out-age: ,was' the:.···., 

". .-
result of ilnprudence would be conducted on· a case;"by"';case·-basi;s.:in ' 
an ECAC proceeding. . ... -... .., '., .' .. ' e 

Edison believes that putti'ng- 'specifiC'·lanquage'· in·· the: ,-: 
tariff would resolve .3.ny question regarding whether it has the~:' 

right to' reqUest'a -reward based :upori- an' economic' mod"ifier~:Y: As with 
an economic' mOdi!ierused' to mitigate a penalty, Ed-ison: ':wot'rld .. ' :- ..• 
s~mi t a report to the Commission: (t'or review in· an ·ECAC .:,.. .> <.<. -. . 

proc~eding) 'j ustifying the requested economic' modifier' and· '. 

demonstrating what unit performance would lla:vebeen· but··fo·rthe 
event that triggered the requ~st for-the 'economic mod~ifrer: •. " ':.' . 

ORA 'opposes 'Edison's 'reqUest 'as . it: :be-l:i-eve's more ..... "~". 

experiEin~e anc:l d.ata are required' 'before' an informed -j:udqment~~'can be":-'.' 

made on this issue. ORA suggests that using economic -modit::ters'::to '" ' .. 
generate rewards :nay contI iet .... i th the purpose' of the TCF' ~ .' 

The Commission addressed. tllis:tssue· iri'O~87-10~041, -:in'; >-
which we stated:' '. " .. 

,,~ .. it should work eitherway;- that 'is';: the- '~" .. :" .. 
modifiers,. when invoked,-; should ·wo-rk· to- produce.­
a reward as well as eliminate a penalty. . 

- 26 



A.8S-02-016 ALJjRAB/jtt " .. } L_" •. :, 

It seems: clearly fair. that i£: the'utili.ty is, _ ":.:: .. ,. ~:'.':' "'.' ::' 
. not.responsiJ=le. tor .the aowntime or incurs . ' 
'aowntime to' :benefit ratepayers'; it shoo:ld-not .... ::'~:' ... .. 
be penalized if :an· a.ward were' other"'ise~ aue-~ "":" .~ ... , . 
(p.. 18, emphasis added. ) . 

We' will follow 0.87-l0-041 with. the· caveat. that- mod.ifiers. \ 
which. produce rewards should be: considered. carefully, on a' case-by:-" ". 
case· basis. It'is one thing- to: say: that we'. will not· penaliz.e::: a>, ::;-. 
company forpoorperformanee if it isshut,down fOX' .. reasonsbeyond 
its control; it is quite a different. proposition to say tha:t . . we.,: , 
will reward. a company for· good. performance: when :i. t d.oes·no:e~; p~rfom 

because of' shutdown for reasons l:Ieyond. its control. It ma.Y,;,l'lot:, ',' "'" 
b.ave reached the reward. plateau had it continued to opera:te: •. There 
is nothing automatic a)jout the reward modifier; it is' an. .' 
opportunity, 'not a certainty. ". 

Coal Generat;LoRRe'!@rd ."" ..... . 

ORA aqreedthat Edison's:.· expenses ,'for coal and· .. gas, .o.urned . e at the Moh.ave Generation Station and at the Four Corners Gene:c:a:tion. 
Station were reason~le- ORA and Edison agree .that the .. <::a.l:;c~.~::~d,:" '( 
reward. tor the Coal Plant Incen.tive.·Procedw:e.for.th.e~ .recor.d period 
should. be '$7, 06-l, 2~O,. 

H!,1clear . GenerjtionBeward ' ....,. '.' . 
. DRA found the amount :ot· .nucl;earenergy ,generated-,',dur.ing 

the record period to :be reasonable. ORAand.Ediso~agree'.on·:the 

calculated· reward of $1,294,755· for San·, Onofre Nuclear Gene'r~tinq 
Station Unit No.. 2 pursuant ·to the Nuclear.Unit Incentive " 

Procedure. 
PGE Contract . ,. ", 

ORA agreed . that . the execution. of the . long-term , .. fir.::tl; , 
purcha.se power contraC"e' ~etweenEd.ison and PGE was· reaso·nab,le _ . 
ECAC and Electric Revenue Adjustment ... 
Mechanism (;mAX) -Balancing AeCCount Mi\Wblents. 

ORA's audit report recommended that (1) the ECAC.· 
balancing account be creditedfor'$:339,.lOO-.d.ue· to·-the·:sale·o·f· •. 

- 27 -
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energy exploration and development- adjustlnent:propertY""and: (2), the 
EAAM balancing- acco~t be cred'ited~$54',06Q.-, :30'9' 'to' re~lect::the 
effect of the Tax Reform Act' of 19'86 "and Senate S:i'11.';-s:.7i; ... :::Ed.ison 
made an adjustment to the ECAC :oalancinq account of ${339·,'1~OO) in 
March 1988' to- reflect the EEDA adjustment· and an,adjus:tment;of 
$(SJ.,lS5,S53) in Octo:Oer and November. 1~88 to reflect .. the"ef.~-ect o:f 
the Tax Reform Act'. In Ad.vice Letter 783-E-, d.ated. March 28,,. _19SS" 
Edison: estilnated that its. ERAM': l:lalancinq.. account should. be ad.jus.ted.., 
by a credit of $-54,066, :300 to be recorded' Aprill,- 1988:., Howe"e~, 

a protest: to- the advice -letter was filed. 'After a decision, ,on," the 
protest becaxne final, Edison recorded adjustments to the ,:£MM, 

balaneing- account in Oeto]:)er and. Noveml::>er·1988 which totaled. 
$ (5l, 155,852).. The difference between 'Che" estimated ct:ed.i t and the 
net recorded amount is due to the effect of acerued ,interest· from. .' :: 
April 1988 and the operation of the EAAM :balancinq, a~coun~'.~7', ' 
Therefore, the proper :£RAM balancing-, 'aecountadj:ustlnent, has~. already 
been made. 
No&lear Enrlcbment ·C2§t 

'!' ... ", ' 
• , I ... 

Nuclear fuel must'be enriched' to make it usable:.- '-ORA .. " 
eX3.lllined Edison's four most recent batehes wh.ieh ,we~e, ,'enriehed, 
(l98:3-l984) and d.etermined that Edison may have" overpaid'~~Y",S-~,l 
million. Edison used O'.S. OepartlUent'ofEnerqy(OOE}, serv-ices for 
enrichJnent at a 'Cilne when, ORA,.:asserts,. international market~prices 
were much lower. ORA reeommends that the ,commission ,order Edison", 
to furnish a report providing its economic justification' fo~: 
continuing with DOE atter the international market opened. ,Ecl-lson ,:":", 
believes that the costs it has incurred tor enrichment services·, 
since 1983- :are 'reasonablew Edison made an affirmative showing in 
A.S9-0S-064 on the reasonableness of:its enrichIne-nt,'.contracts. A, 
separa te report. is unnecessary and the' reasonal:>,leness.: o,f::F.dison 's 
enrichment eosts should be 'reviewed "in'''A:a'~-O·5'~·064. ',' ",'.', 

We do not understand why' thiS. iz. an: issue. ORAcan 
certainly request the information l::Iy~wayo'f _ a,· da.ta, request.. It",·, 
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does not need a ~Commission 'order .•. ,We ~~will hed: the ,:matter .. ·in . ~ \., 

A.89-0S-064. 
. ", 

~OllllDent;J . 

···This;.'d.ecision 'was ~ iS5uecLds:.,a proposed. Decisio,n, ~x:.d.c ~" 
comments we:e' filed· by Edison dnd..DRA" which ,ho.ve :been cons.i.dered. ,., 
Some of the comments pointed out· ambiguities, in the text~;}~Q have .. " ' . 

. " "" ". 

adopted Eciison' s· comment on clarifying ::the:':TCF .: and ,:-:DAA ~ s cOIrlI!,\eI,lt ~,r:: 
reqa:dinq· the commencement: 0 fEd.ison ': 5 ·::nuele4:. ,incenti,ve : PJ::og:r::am "", "';' .. 
ORA says . that beqinninq' Edison's .. nuclear ,incentive.proqram:,with th~ ,<,: 
start of the next full fuel cyele~~after this.decision·becomes. fi:r;al. 
eliminates any need to, prorate or. average" past performanees-.that. '.:::: .. 
have already been rewarded or penalized in past record periods~ We 
agree· to a great extent with ORA, .:.exeept: that. we, would,~start tl?-e 
three-fuel cycle . with the' first fuel:: cycle' ... that .. has:.not,~been:: ,.: ' ... 
considered for reward or penalty in past record periOd.3.w/,Ea9h~,;.,. 
qroup·o-fthreefuel cycles is· to:consi3t.<',0£ consecutive.::,fuel cycles 

which have not· been cons.idered., for.: reward. or, ,penal:tY'",.::.That .. i~~: .for., ." 
six fuel cycles there will be only two pen.alty/rewaX'd 
determinations. , . ' . .,,", 

H Edi:son.'s. comments.: reqarding.fue-l o.il"carrying .. ,:costs _. are 
merely a rearg-ument. of: itsp9sition taken:.,in its· brief.: . ,'I'hey::;ar~:,~ ... " 
aceo·ided. no- .weight . (Rule 77.3 ... )'.' ,,,.... ....', ; ... .:: ':::. ~y" .",; , .• :' ,-.. . 

Findings of Fact' . , d •• •• ~ •• -" ·-·~:'::' .. :.:~:'I.:> 

1. ·The::MOA· oetweenEdison.: .and' PP'&L" dated: oecernb.er, .. 3;1~, 1985 

was a legally bindinq agreement that: .. c'otlta'ined';,dll:~; the;: .. te.rnts: .:. 
necessary to constitute a· long-tem 'power. purchas~_agreement.. .. _, ... '."'" " 

2 .. An 'escape clause in :the MOA was·.no·t. ·needed. b,e~au.s.e th~. 
:10A was' <to- be a: long-term firIrl resouree·. ,. :". -", .,' '" 

3:., At the time the MOA wasiexecut.ed Edison-'s., November· 198·4 
, ,-, . , ... , " 

and November 198:5 resource plans . id.ent.ified' ane€d:.to.supply 
1,250 MW of "additional on-peak capacity and. energy,purchases to 

," 

meet its load requiremenu\.£or:the~.nex.t 2,0' ,years·.:·.beq.inninq~ in:1987-.~ , .. ~:. 
The MOA met a portion of that need. 
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4 . 'The I:TPSA is more fa.vorable .fo,r'the:,ratepayers than the :: ,,;.> 

MOA and is reasonable. 
5. Edison sold 500,000 barrels of 

443,000 barrels of fu'el oil in May 198·7:. 

, ... ", 
........" '. 

fuel oil in April 198;7:. ~ncL .. ~.~~ 

. . In .d:etermining whether 

the s~le was ·'in the' ratepayers''; in.terest Edison calculated-:::its.,.: ' 
carrying costs'for the fuel oil at,:a:.rate o£21%.·,per.year", basedon.,:,~~: 

Ed.ison I ~ 'co'~t of capital.·,Duringthe. time in question, this,·" 
Commission dete:cnined. 'that'carrying ,costs" of:: fuel.·oil!,:inven:tory . ' 
should be'calculated using~,theshort-term"'interest rate" which at 
the time was approximately 7%~ Edison,wa~ imprudent in· .using a 
carrying cost of 21% in its calculation of whether to· sell or· ,hold. 
the fuel oil. ,.,', .. 

6'. Theunreasonaole,por'tion ,of, tho April fuel oil: sale ,l,oez,., 

was $301,000; :-the 'unreasonable portion of the·. May ,fuel ~'i'l::: sale ".' .... 
loss was·'Sl;~2S6-·,OOO~ ~' .. ".," 'f~" .~ ',0,::,. ',._"h., 

, 7'.· Edi~on"s'curr9nt practices' of'minimizinq deori$ oU,taqes , .":~', 

are reason~le' and-','to,,,expand its'.,effo:r:ts.:'would."not be.,eo$.t:- '~,' .. :. .-:; .t:,.' e 
effee'tive. .' . ' .,' :., ,~: ,. .' ':".-. . ":., . 

8. The issue of changing Edison's EOM in developin9':!,a~' ,hea,:e, ,:' 

rate efficiency'measurement should'be deferred. t()A.90:-06,~O:01 where 
we expect' a more thorough analys.is to_be presented., ·In ,the:·;: ;: ".,> ." 
meantime we urge Edison to provide ORA. with all the inio:cnation, ORA '. 

requests to perform a thorough an",lysis of this su.bject.'.'-':,," t:,,:::"'.' 

9. Edison's nuclear unitinc:entiveproced.ure· should,';be 
modified to permit' Ediscn 'to· u:se:' a,3,-£uel-eyel:e' average ins.tead o,f 

a l-fuel-cycle average for· theTCFprocedure. 
10. Edison'S nuclear ineent'iveproqram shall commence. with 

th~ first fuel cycle that has not been .. considereci·:for ::eward~or :', .' ," 
penalty in past record period.s.. Eac:h. group" of ,three' fuelcycl,e,s is 
to consist of consecutive fuel cycles which have not been : . 
considered for reward or penalty~ ~hat istfor .sixfuel"cycles. 
there will be only'two penalty/reward .determinatio·ns.. '~', ... 

'., ~: .' ., .. -, ~ . 
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ll. Edison's proposed tariff.modification to its TeF 
proced.ure to apply economic modifiers to remove or reduce a nuclear 
unit incentive procedure pen", 1 ty, or c",useor incre",se:··.a n\lC lear 
uni t incenti va procedure reward, is reasonaole ~ .,' 

l2. ·Economic modifiers include'NRC-required outaqe:s, anc1,all. 
economic modifiers· should be considered' on ,a case-by-ease basis .. 

l3. Edison's request to change the deadb"'nd range from 55-80%,:.:, 
to 55-75% is'unreasonable ana will notbe.adopted. " , 

14. 
.procedure 
to Edison 

The 
for 
for 

reward to Edison for the coal plant"incentive ... 
the record, period, should :, be .•.. $ 7 ,,061,. 2 3 O. '. The:: reward 
the SONGS Unit 'No~ 2" pursuant to the , nuclear.,,: unit . 

incentive procedure, is Sl, 294,755'. '., I, 

l5. The long-term. firm' purchase'power contract'.between.:::-Edison 
and PG&E was reasonable. , .,',,: ,'" \',' 

l6. 1'herecorded adjustments, made. to Edison',s. ERAM.~balancinq 
account in October' and' November 1988 werereasonable~, The proper 
ERAM balanCing account ad.justments·h",ve'beenm",de. 

17. the rQquest for theCommi~sion. to order Edison to furnish 
'" report providing its economic justific"'tionfor,contiXluinq~with 
the OOE in its nuclear enrichment proqra:mafter .. the, international 
market opened is aeniea. 'ORA aoes' not need a Commission, order to" 
obt",in this material; ORA can request this information by.way.of a 
d"'ta request. This matter will be hearci in A.89-05-064'.: . Should 
ORA make th"'t data request·~ we expect Edison to, comply. 
Conclusion 9f Law 

Except as provided in this. decision ano. .. except for 
further proceeaings regarding (1) the reasonableness, of. nuclear, ' 
enrichment costs, (2) the reasonableness of· nonstandard',QF': .. ,':' ".' 
con~raCtS between December 1, 1984 and. November 30, 1987, and 
(3) the rehearing of 0.90-09-088, it is concluded that Edison's 
operations during ~he period from December 1, 1986 through 
November 30, 1987 were reason",ble. 
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~. ,~ 

.,' : ~ :' ,,' , 

:'IT IS- ORDERED that::. • t' L' :.' ._~., , " ., . ~ ~ . 
1. Southern California,Edison Company (Edison)·shall::remove~, 

$1,557,000 from its ECAC.oalancinq .. ·accountutocompensatec:;for 
unreasonable losses from the:saleo£ fuel oil in April, and',iMay __ ._ .', 
1987.- ,,' " _ ._ 

2. Mod.1ficationofEdison/,s Efficiency Deviation Method will· -
be eonsidered.~ in,~A .. 90-06-00l. ", 'J':.~. ,,,,, 

3. Edison's nuclear' unit incentive"procedure shall:,be, '-. 

modified to permit a 3-fuel-eyc1e average •. ,' , , ,..:' 
4 • Eciison' s nuclear incentive'. program "shall commence with, 

the first fuel cycle that h",snot :been.:eonsidered.,- for reward or, 
penalty in Pdst record period.s. Each qroup of,thl:ee:fuel cycles is­
to consist of' consecutive fuel cycles. which have not,-<been .. ,-, 
considered. for reward or penalty. That is, _ for .. six fuel··,cycles 
there will :be only twopenalty/r~ward- determinations' .. ' , . 

5. Ed.ison may use eeonomie-modifiers incietermininq-'its' 
nuclear,unit incentive procedure as set, forth· in this., decision. 

S. Edison may receive -a reward-.of $7-,061,230'.:£or its'.coal 
plant incentive results and an award of $1,294,.755· for. its;·. nuclear, 
unit incentive results for the-ree.~on4:blene~~ period'Oecem:ber·l, 
1986 through November 30,. 19S'7'L .' ... ' ._. __ 

7. The reasonableness of nuclear enrichment costs. shall:,J:)e 
heard in A.S9-0S-064. )",,_ .. "._.~/: .:.\',1. ~"tJ' .* . ;~' 

S. The· reasonal::>leness.of-nonstandard'QF contracts: for the 
period Oecember 1,. 1984 t:.hrouqh November 30,. 1987 remains' open" ,as-: .. ' 

does the rehearing of O.90-09-0S8~ 

.. " 

" ' 
,." ", ". 
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9. In all other respeets Edison's operations durin9 the 

period from December 1, 1986 through Nove~er ~O, 1987 were 
reasonable. 

This order becomes effective ~O days from today. 
Dated May 22, 1991, at San Francisco, California. 

PATRICIA M. ECKERT 
President 

G. MITCHELL WJ:I..K 
DANIEL Wm. FESSLER 
NORMAN D. SHUMWAY 

Commissioners 

Commissioner John B. Ohanian, 
being necessarily absent,. did 
not participate. 

- :3:3 -

\ CER'TlFV n4A,1 n-ns :>'EC~SlON 
wAS APPROVED SV THE MOVE 

CO~'M1SSI.ONr.~S'·T.O'DAY 
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kist of ' Appearances 
., '.' 

.' . "." ...•. ,: .. ", ~~'" 

Applicant: Bruce- A, " Re1i:d, ,Frank J. cOo-ley, Richard.' K. 'Durant," " 
carol B. Henningson, Michael Gonzales, and ,Julie 'A. :~ller'~ , " 
John R. MCDonough, Attorneys at Law ,for-Southern Callfornla .', ~ 
Edison, company. ' , "', '" 

.. , .' . I;' '1~.~ . 

Interested parties: Lindsay, Hart, Neil & 'weigler~' by Michael' 
Alcantar and. Paul J. Kaufman~Attorneys'at, LaW, for cogenerators 
of Southern California; BWat;;" B;,rkoyis<h, for CLECA, , :California 
Steel Producers Group;" Jack~on, TUfts, Cole & Black, by Allan 
Thompson, william Booth, and Evelyn K. McComish, Attorneys at' 
Law, for CLECAi Morrison & Foerster, .' by ~etrt~'.' Bloom ,. Attorney 
at Law, for California cogeneration council i R. H. Berby~" for 
CLECA; ~atthew Brady and Dian M. Grueneich, Attorneys at Law, 
for California Department of General Services; Deb2Xah 'B9scb, 
for Enerqy Modeling Forum; Davi~Branchs<omPf for Henwood·' 
Associates, Ine.; Mccracken, Byers & Martin, by David J, Byers, 
Attorney at Law, and Reed V. Schmidt,' for California Street 
Light Association; Bryan Cope, for Sierra Energy and Risk 
Assessment, Ine.; Brobeck, Phleqer & Harrison, by ~:gon E. 
pavi~, Attorney at Law, for California Manufacturers 
Association; Sam peFrawi, for Naval Facilities Engineering 
Commana; Karen Edson, for I<RE & Associates; Mike Flotio, 
Attorney at Law, for TORN; ~teven Geringer, Attorney at Law, for 
California Farm Bureau Federation; cyntbia Hall, Attorney at 
Law, for Department of the Navy; Biddle & Hamilton, by 
Richard L. Hamilton, Attorney at LaW, for Western Mobile Home 
Association; Jan Hamt,in and Jan Smutny-Jones, for Inaepenc:lent 
Energy Producers; William Marcus, for ~BS Energy, Inc.: Graham & 
James, by Robert C. Lopardo and ~rtiD b. Mattes, Attorneys at 
laW, for California Hotel and Motel Association; A. Kirk 
McKepzie and Antonia Radillo, Attorneys at Law, for California 
Energy commission; kohn P, Quinley, for cogeneration Service 
Bureau; Th.omas D. Clark.e, Jeffrey E. Jackson, ana Lisa T. 
Horwitz, Attorneys at Law, and Roy H, Rawlings, for Southern 
California Gas Company; ponald G. Salow, for Association of 
California Water Agencies; Don~ W. schoenbeck, for 
Cogenerators of Southern California: ~ary ~imon and Steve 
Harris, for El P~so Natural Gas; ~la~ Smito, for Transwestcrn 
pipeline Company; J~mes D. Sgueri, for California Building 
Industry Association: Downey, Brand, Seymour & Rohwer, by 
Philip b. Stohr and Christopher T. Ellison, Attorneys at Law, 
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for Industrial Users: Michael R. weinstein and Thoma§ G. 
Hantley, Attorneys at Law, for San D'ieqo Gas & Electric company: 
~rry K. Winters, for University of California; Bill Dixon, 
Bernie Garcia"anci John Chabot, tor Utility Workers'O'nion,ot , 
America;. Lawrence Eo DeSimone, for- Energy'Manaqement. Associates,l 
Inc.; Norman ru;yta, Attorney at Law~ for Federal Executive -
Agencies: and Harvey Mark Edex:, for PUJjlic'Solar power:Coalition 
and hi:mself: Baker G. ~lay, for the City of Vernon, Eaul'Cros't; 
anc:l Glenn Rothner, Attorneys at LaW,. tor IBEW, Local 47 and. 
WWUA, Local 246~ Rae SanbOrn and Willie Stewart, tor Local 
'Onion 47 and IBEW: Wavne Meeks, Kathi Eobertson,' anc:l victor 
$Cocci, for Simpson Paper companY:Rav R. Coulter, for Winter, 
Ltd.; and Graham & James, DY Norman Pederson, Attorney at Law, 
~athryn t. Stein, Robert Weisenmillet, and Jo§eph Go Mey~r, for 
themselves. 

Division of Ratepayer Advocates: Eobert C. Cagen and Hallie 
XackniD. Attorneys at Law, Bill t. Lee, anci Meq Got:tstein. 

" 

Collllnission Ad.visory and. Compliance Division: . Frank'Crua .. 

. ,., .... , .' ,. .. 
~ . .~"'. .~ 

(END OF' ~PENJ)IXA):. 

", . ~'-. " 

c', r, ",".-. 

"'" ," 

,I,' 

>,,'. '. ).~. ".>" .. ;' '"';" 

" ,.'''~ .... , 
~ . , •. ' ,.,1,.,., 

, ," ~ .. , ..... ~ ,\ 

"' " .",' p •• , 

(~ .. ~, ,",c • L .... ._. 

~.' " " ~._, I ., '. 

" •.• " .. , 1 -' 

<c. fIO'"" • ,,,k \ •• 

"." .' 

" r~" ... _'~"'I '" "',' I ': .. --', ,.. , .... 

."", /, ' ~ , ,., 0- ,. '.. ..' ~.,,' "'<- ' 

. \ . " 

-.,," 

-- , 
", , 

" '.~' '" ~. 

"', .... 
, . ,'" ", ~ 
' .. " • ..,' _,I' "<H ' 

........... 
~ ", 

"'.~.. '. 
" " 

'. "'.~, ..... " .... ~ .. ,,·~·''''''r'''., ... ,i' .. 


