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In the Matter of the Application a

of the Southern California Edison : '
Company (U 338-E) for: (1) Authority

to Increase Its Energy Cost Adjust- '
ment Billing Factor, Increase Its
Annual Energy Rate, and Increase
Its Electric Revenue Adjustment
Billing Factor Effective June 1,
1988; (2) Authority to Implement
Modifications to Its Energy Cost
Adjustment Clause as More
Specifically Set Forth in this
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the Incremental Energy Rate, the
Energy Reliability Index, and
Avoided Cost Pricing: (4) Review
of the Reasonableness of Edison’s
Operations During the Period from
December 1, 1986, through

November 20, 1987: and (5) Review
of the Reascnableness of Edison
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Under Nonstandard Contracts During
the Period from December 1, 1984,
through November 30, 1987.
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This. applacataon, tlled by the Southern palalornaa Edison
Company (Edason) on February 11, 1988,_lncluded three requests. )
(1) an increase. 1n Edason s electrlc rates based on lncreases an f;
revenue requarements related to Edlson’c Energy Cost Adjustment m_b
Clause (ECAC): (2) approval of the reasonableness of Edlson s ) lj
operations for, the 1987 reasonableness revaew perlod,4and o w'f”)
(3) approval of the reasonableness of lts nonstandard contracts :”:
with qualifying facalataes (QF) for 2 three-year per;od beglnnang '
Decembexr 1, 1.584.
two phases: a forecast phase to address Edison’ s rate lncrease )
request, and a -reasonableness. phase to consader ”tradltlonal” ECAC
reasconableness. issues. for the record perlod 1987 and reasonableness
issues centered on QF nonstandard contracts for the peraod between t‘
Decembexr 1, 1984 and November 30, 1987.” The reasonableness phase o
itself was split into two phases-_ the flrst phase conszstlnq of a
review of the Kern Raver Cogeneratlon Company (KRCC) contract and
other traditional Ecac lssues, and the second phase conslstlng of a
review of nonstandard QF contracts. _N' L

A decision on the forecast phase was rssued September 22
1983 (Decasaon (D.) 88-09—031) and a. declslon on the KRCC contract
was issued on September 25, 1990 (D. 90-09 088). Rehearlng of ;“' -
D.90-09-088 was granted December 27, 1990 (D 90— 12-125) llm:.ted to
the issue of the appropraate amount of dlsallowance for enterlng ,;"
inte an imprudent contract.u That hearlng is. pend.'Lne;r.__~ Thls oplnlon f
represents the third decision in thls appllcatlon and covers the h
other tradltlonal ECAC reasonableness is sues. A fourth declsron
will be issued covering the rehearlng and our rev;ew of the f”
nonstandard QF contracts for the perlod December L, 1984 through
November 20, 1987 after hearings are completed.
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The Reasonableness of the Long-Term. Power
Sales Agreement (LTPSA) between Edison -

Edison’s w;tnesse tes tlf;ed as follows:

] In November 1984 Ed;son’s resource plan update ldentlfled
a need to supply 1, 250 megawatts (MW) or addlt;onal on-peak PR
capacity and energy purchases to meet the company’s load™
requlrements for the next 20 years. Thls ‘need was also- projected
in Bdison’s 1985 resource plan. Y major portmon of this" addztlonalf7
capacity was anluded to replace 710 MW o: ex; tmng peaklng'powe_ e
purcnase ‘contracts that were exp;rlng by the end of 1990.~ The need*
for addetlonal capacxty was ant;c;pated to begln in 1987 and
continue to the end of the 20-year plann;ng per;od. “In addlt;on,
Edison desmred to maxlmlze the use ‘of the company’s Pacific
Intertle fac;lltles in obtalnxng Pac;flc Northwest (PNW) economy
energy and o pursue cost effectlve f;rm power transactions with:
PNW ent;tzes. To achleve tnese goals ‘Edison solicited-bids™in latelﬂ
1984 from 21 potentlal sellers in the' western ‘United States. o
those SOllClted 16 responded and arter rev;ew PP&L was" considered -
one of the most probable suppl;ers and negot;at;ons ‘were initiated.’
PP&L’S response to Edison’s request Lndlcated that' it"would” llkely -
offer the lowest price for the requlred capac;ty‘and energy S

~ As a result of those negotlatmons,'on December 31, 1985
Edisen and PP&L entered into a ”long-term power sales memorandum of
agreement” (MOA) wh;ch prov;ded that PP&L would supply'Edlson wnth
225 MW of firm capaczty between August 1,71987 through' - v 7 :
September 30 1988 and 200 MW of flrm capaczty between 0ctober J.,"’-’j
1988 through September 20, 2006. The price was fixed for'the EE
period Augugt 1, 1987 through December 31, 1987 at $38 per o
megawatt-hour (MWh) January 1, 1988 tnrough December 21, 1988 at'
$41 per MWh: and January l, 1989 through December 3r" 1989 at $43

ey Ao
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per MWh. The price for the addrt;onal years was based on a formula
set forth in. the dgreement._ . AT Tl

_ The MOA’ provlded by lts terms that it shall“pe® effectlve

as of the date of execution by both partmes and shall termlnate
upon the earlier of the effectlve date of (1) the' agreement

pursuant to Section 2.2 (the’ LTPSA) or (2) September 307 2006 ‘The -~
agreement was to be an LTPSA based on the texms and condrtlons Bt

contained in the ‘MOA. The MOA prov;ded in the event that “£he ‘LTPSA -
had not been executed by both parties by June l, 1987 and’ the MOA
had not been terminated earller, that PP&L shall flle ‘the” MOA thh
the Federal Energy Regulatory Comm;ss;on (FERC) and that the = °
parties shall be bound by ‘the terms of the MOA unless the’ ?ERC
imposes condlt;ons upon the parties’ performance under the MOA
which are unacceptable to either party. Lo

At the time of enterxng into the MOA, Edlson estlmated
that its sav;ngs under the MOA were projected to be $129 million in
1987 dollars. Addlt;onnlly, the MOA had beneflts beyond the~ $129
million sav;ngs which included: (a) ‘the power made avallable was:
not tied to the availability of spec;f;c generating units;-
(b) transactions under the MOA were not subject o Bonnevrl e Power
Administration restrictions; (¢) the power was to be’ delivered'to -
Edison’s system at times when the power had the greatest value,
thus enhanc;ng scheduling flex;b;l;ty, (d) the ab;llty to schedule
emergency serv;ce at contract prices from the PP&L system-'and ;
(e) a reduction of fossil fuel generatlon on the Edison system
which helps improve air quality in the Los Angeles Basin.

) The LTPSA contemplated by the MOA was executed in June
1987. However, the price of gas and ofl had fallem drnmatically
Detween the time of the execution of the MOA and the execution of
the LTPSA. Because of that event, Edison. sought o’ renegothate the
price component prigr to s;gnlng the LTPSA. At the tlme ‘Edison had
three alternatives: (l)_contlnue to accept the terms of the MOA;
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(2) negotiate a termination‘agreenent)'or“(}) negctlate an "
improvement to the MOA’s terms. Edison decaded net to walk away
from the MOA. because to do 50 mlgnt cost as much as_$73 mllllon in
termination damages plus giving lt the reputatlon of a’ company that
does not live up to its agreements.t If it did notnlng, it expected
PP&L to file the MOA with FERC acccrdlng to its terms.;YTherefore, o
Edison decided to attempt to renegctlate the terns of the MOA.
That renegotlatlon resulted in the LTPSA. Between August 1986 and -
June 1987, Edison and PP&L clarified language in tne MOA assoclated*”
with items such as bllllng procedures and audlt rlghts, and
especially negotlated A new pr;cmng prov;smcn whlch Edlson bellevesf”'
is more favorable than that of the MOA. The new prlClng was ‘ :
expected to save Edison’s ratepayers approxlmately $16 mllllon in
1987 dollars when compared to the MOA. The 1987 price was reduced
by $5.40 per MWh:;. the 1983 pr;ce was reduced by $5. 40 per MWh and
the 1989 price was reduced by $5. 90 per MWh. In addlt;on, a price
cap in the MOA was reduced by $5 per MWh beglnnlng ln 1990 thereby"'
limiting Edlson s flnanc1al exposure.

The LTPSA prov1des Edison thh a 20-year flrm,‘rellable
source of peakang/lntermedlate capaclty and assoczated energy for
the period August 1, 1987 through September 30, 2006. ‘The LTPSA is "
a reliable resource because the purchase is backed by the entlre -
PP&L system. Delivery is not contlngent upon the avallablllty of
one generating fac;llty or 2 small set of generatlng faczlltles.
Wwith this assurance of rellablllty, the value of the capaclty and
associated energy is enhanced. Edison estlmated tnat the savings e
of the LIPSA over its term would be approxlmately 5197 mllllon in
1987 dollars. _

2. The Division of Ratepayer
AQ!QEQ!Q&..LDBAl.E!lQ&DS&

DRA's witness testlfled as fcllows;
DRA believes that Edison should suffer a $3 million
disallowance because Edison was imprudent in entering into the MCOA
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and the LTPSA. DRA’S pos;tlon s that only fully executed ©
contracts are considered firm- commztments and therefore belong in a
utility’s resource plan because only fullyexecuted. contracts can
provide assurance of actual prices, terms, -and conditions and also
because allow;ng nonfully executed contracts in' the" utll;ty s
resource plan may invite ”gamlng” by.. the utll;ty, squeez;ng QFs out
of the competitive process. DRA believes that the MOA was not a
fully executed CONEIACT. .~ & - e r e el e e e .

Edlson was lmprudent 1n~execut1ng the’LTPSA because the
assunptions that Edison made were, ‘for the mo t part, unreasonable.
Edison determined that the LTPSA had’’a net present” value (npv)
benefit of between $198 to $289 million: on “the .foll ow;ng
assumptions:

¢ purchase costs based on the contract pr;ces Coen
" for-1987-1989, ‘and PP&L s forecast of - I uIACL U ovon

. contract prices-for 1990-2006, dated .
June 19, 1987. '

Alternative energy costs.d Fuel costs from

_ an Edison forecast of average gas prices,
dated April 13, 1987 Incremental‘Energy
Rates (IER) from an Edison forecast, dated

January 20, 1987.

Alternative capacmty costs-” ‘Combustion
turbine costs from Edison’s General Rate v
Case (GRC) filing: an Energy Reliability
Index (ERI) with Edison’s valuation of the
LTPSA capacmty, a performance adder or 28%.

The California Oregon Transmission: Project
(COT Project) is on line by 1991, which will
perm;t exchanges.v, ,

o A cost of capxtal ot 12 65%.

DRA did not agree with many ot Edlson s assumpt;ons and
based its evaluat;on on the follow;ng cnanges 3] Edl.on".;
assumptions: Tttt
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Under these assumptions DRA projects a ~$32 (negat;ve) m;lllon npv '
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Do not consider the $289. million npv because. ...

it is based on the 1985 5.0. 2 ‘capacity’
price which does not warrant consmderatmon L

as a 1987 assumption.. .. . . . o T e

Assume the COT Project does not-come .on line o

during the life of the centract. (This

scenarxio was presented in Edison’s June 23,

1987 spreadsheet resultlng in-a $174 million:: =

npv. )

Alternative capacity costs: Remove the 18%-

-performance adder; calculate ERIS using theu:,"

GRC Resource Plan, valu;ng LTPSA capaclty

Alternative -energy costs: Use DRA'

forecast of Edison’s lnqremental gas costs,:"“¢"”"’““*“

dated March 11, 1987.

for the contract life. Furthermore,. ‘the yearly npv, does not turn
positive until the tenth year of the purchase,’ and;isﬁ;qss than $§3
million npv benefit per year through the contract term. ~Based on

the evidence, Bdlson was lmprudent to execute the LTPSA.

In Nevember 1587 the Comm;ss;on‘determine&‘
that no Standard Offer . (S.0.) .4 contracts .
be made available -and continued the
suspens;on of $.0. 2 contracts.

.Ed;son s fall 19361resource plan shows that
Edison has no identifiable need for the
PP&L contract or. other -rasources . until
1996. o - o oL e

In Suly 1987 Edison stated tnat ”even under

the most optlmlstlc scenarios, the . .

oversupply situation may not diminish unt;l ’
~ well inte the 1990s.” L o

In the short run it is expected to be '
cheaper to run oil and gas units rather
than purchase under the PP&L contract.
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Fcr the forecast period the:. PP&L purchase
is expected to be $2 to $1l-million-above
the cost of running Ed;son s. o;l and gas.
un;ts.

For. .he four months dur;ng the record
period for which the LTPSA was in effect
the PP4L purchase was an estimated $5 .
million above Edison’s. mnc*emental costs.

To- determine the disallowance DRA compared:the- PP&L~ -
purchases with the marxket price for.alternative firm capacxty“and
associated energy. DRA, to be conservative, used a $23.5 MWh. price .
as the basis for the disallowance: calculation. Thehpricefwas'based ‘
on a PP&L contract with Portland General Electric (PGE) for 200 MW
of firm capacity with associated firm energy,. take or pay for .a . .
minimum 25,000 Mwn, effective August 24 through September 25, 1987.
The difference in price between what:Edison paid PP&L and what.they.
would have paid PGE for the same energy through the periods-August,.
September, October, and November: of 1987 was $3,268,800.

DRA is of the opinion that Edison’s entering into the MOA
was unreasonable because: S :

L. Ed;son s capacmty needs were s;gnlflcantly different
by the time they signed the MOA (December 31, 1985) compared to
when they made the determ;natlcn of need (late 1984) ."In fact, the
capacity situation had changed by May of 1985. -.An Edison memo from
that period states:

#In the November 27, 1984,,xg§gu:gg_zlgn
Update, Electric System Planning . ;dentlfled
a need to supply 1,250 MW of addxtlonal
‘on=-peak’ capaczty and- energy :
purchases...Since the time in which the
above purchase requirement and purchase
schedule was formulated, Edison’s base
loaded resource picture has changed
dramatically due to the unprecedented
amount of QF contract executiens. This
activity in the QF area has placed Edisen
in a pesition of '
(emphasis added) which Edison can use to
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achieve.the -best. purchase agreements_at the .
lowest. poss;ble price." - . K

-

2. In May of 1985 "Edison stated in the Order
Instituting Rulemaking (QIR) 2 proceed;ng that "Adequate resources
are currently committed ox under contract to meet Ed;son 5" needs
until the mid-1990s.": : : Do LT

3. The recommended strategy and the awareness of the
other options outlined in the Edison memo wexe a-reasonable
approach’ to take at that juncture. - The  important: feature: of the.- -
strategy was to maintain "negotiating flexibility." Since the need .
for capacity was diminishing, if not eliminated until the. .. : .~
mid-1990s, Edison was in a position to- bargain forxr cost: effective
purchases, if any commitments were to be made at all. .. ...~ ‘

4. Edison’s capacity.surplus continued to-become’ .
evident. In April of 1986, in its recommendation- to.continue, the
suspension of $.0. 2, Edison stated: '

*Bdison has sufficient resources to.meet . -its:
capacity needs to the mid-1990's. .

*The existing S.0. 2 capacity payment tablexu,
does not reflect Edison’s current capacity
need and, thus, overvalues new QF capacmty.*-

“The existing S. 0. 2 capac;ty payment table _
prices, if adjusted to reflect need, would“
'be reduced 15 to 90 perxcent. SRR

"Continued availability of $.0. 2 would "
expose the ratepayer to. capac;ty : Y
overpayments.-

S. In that same recommendataon, deson expla;ned how the
capacity value adopted in December of 1984 waa out of date by Apxil
of 1985, during which time approx;mately LY 100 MW of QF capacity
was contracted. As of Apr;l 1986, Ed;son expected a capac;ty
surplus of approx;mately 700 MW c¢uring m;d-1987 to . 1991, and an
appxoximately 500 MW surplus durxng 1991 to l993 The surplus
diminishes around 1995. ' PR E
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§. Between’ the susPensron ‘of.Interim: s Q... 4.0on, Aprrl 18,

1985, and the executron of the.MOA (December °31, 1985) “gdison
executed 333 MW -of QF contrxacts,- grvrng it.a ‘total-of apbroxamately
1,433 MW of QF capacrty under tlxed capacrty arrangements."
Cleaxly, Edison’s need for capacrty ‘had: damanrshed.; The prudent
course for Ed;son ‘to . take. was o erther use these changed
conditions in further bargarnrng w1th PP&L, ox not pursue an
rnterutrl;ty ¢ontract. - R

" DRA asserts that Edison’s:$593 . million (nominal) cost
effectiveness analysis of the MOA is-flawed. 'Edison’s key:-vuon . wor )
assumptions were: - Tl o UL s et D

0 Alternative’capacity COSTS: based on>S.0..2 ..
~ capacity payments, effective January l,
1985, plus an re% performance adder. S

‘Alternat;ve energy costs usrng heat rates
and average gas costs whrch are o '
undocumented. 't 7. e

¢ The COT Project is on 'line by’ 1991, I

providing exchange benefits.:.:

st

DRAS crrtacrsm is based on:

The S 0. 2 capacrty payments arc not the proper B
altexnative to compare tO thrs purchase. Flrst, s- 0u: - 4 was
suspended at the. time of the MOA, and Edason s capacrty payments
for S.0. 2 and $.0. 4 are the same.’ Second ‘Edison’s- Aprrl 1986
testimony demonstrates that by. Apxil.of 1585, any addrtronal $.0. 2
capacity payments would result in excess costs to. ratepayers. And
finally, the most realistic” peakrng capacaty alternative was, and
still is, refurbishment of Edison’s or-/gas Wt Ll

with the ev;dent uncerta;nty of "drson 'S capacrty needs,
it would have only been prudent to execute the MOA wrth a
nonbinding escape clause. A.clause that is. in the MOA, as amenced
by Amendment No. 1, May 7, 1986, staces. R




A.88-02-016 ALJ/RAB/Jft

72,3 Near-Term: Sales. . In the event that the
Agreement is.not executed by both parties by
June 1, 1986, Edison may terminate the Power -
Sales Contract between Pacific:and Edisen of::.
even date herewith by giving thirty (20) days’.
written notice to Pacific. In no event-may -
Edison terminate such contract before July 1l,..
1986. In the event of such termination by ‘
Edison, Pacific may terminaze this memorandum -~
at any time prior te June 1, 1987, by giving
written notice thereof to Edison.” o

' The escape mechanism would-only allow Edisonutpﬁcancel
the short-term Power Sales Contract (PSC). There was. no- guarantee - -
that PP&L would then cancel the MOA. In fact, if conditions were.
such that it made economic sense for-Edison to cancel the ~
relatively low—priced ($25.7/MWh) PSC, it would likely not make
economic sense for PP&L to cancel the MOA. Without any out for
Edison, PP&L was assuréd’of'affir@”ééléwihﬁa surplus market with
dropping fuel prices. DRA believes that the MOA contained no
reasonable escape clause fox, Edison. , e e

DRA concludes that Edison’s decision to execute the MOA
was imprudent because: U L
o Edison’s own forecasts said that they were
expecting to be in a capacity surplus -
. situation until the mid-1990s. ‘Edisen. .- ...
' should have been certain that any capacity |
purchases it made during the MOA time frame -
ware clearly. cost effective. . L
The MOA did not contain an adequate escape,

if Edison would be economically harmed due
to changed fuel or requlatory conditions.

Edison’s decision to entexr. the: MOA was not . .-
unanimous among Edison management. A
document from Edison’s files states:

#The Law Department was informed that

Mr. Allen and Management Committee
directed System Development te obtain an-
’escape clause’ providing for

termination in the event changed fuel or
requlatory conditions would cause either
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party*to*bereconomically'harmed.fmThe;

‘MOA does 'not provide-any of the. . .

protections requested. by Mr. Allen and

the Management Committee.” -
As executed, the MOA was too risky. Edison was imprﬁdent'in N
executing it. o W o o

The witness testiried.tna;TEdiégn_was_impfudent'éo sign

the LTPSA and the MOA. Executing. the LIPSA was imprudép;“be¢a9§e”
Edison should not have expected it,;o}be,céstAgffe;tivé;ébe}miﬁé 
lifetime or pass a first year cost‘effecp;vgngssfﬁéét;ﬁn:ii“t@e; m
nid-1990s. Executing the MOA was imprudent because Edison
committed itself (no escape) when there was no clear hééd_fq:f
capacity. DRA recommends a disallowance. of $3 m;liidnifofﬁthé ‘”
record period. S

-"J

l- . . - . . " . ”..../ '.‘\.

. We have frequently articulated thé épdhdhéa'ﬁb judge

utilities when reviewing activities such as.a?évatﬁiésue in this
proceeding. In Re Sap Diego Gas & Electric D.89-02-074 im ... . .
Application (A.) 84-12-015, we setirqgth”thewstandardmas;“

7The term, ’‘reasonable and prudent,’ means
that at a particular time a utility’s o
practices, methods, and acts followed the. .
exercise of reasonable judgment in light of
facts xnown or which should have been known
at the time the decision was made. It
means that the utility reasonably expected
the act or decision to accomplish the
desired result at the lowest rcasonable
cost consistent with good utility
practices. Good utility practices are
based upon cost-effectiveness, reliability,
safety, and expedition.

»#p decision may be found to be reasonable
and prudent i the utility shows that its . ‘
decision making process was sound, that its”
managers considered a range of possible '
optiéns in light of information that was or
should have been available to them, and
that its managers decided on a course of
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action. that: fell within-the bounds-of .
reasonableness, even if it turns-out-not to
have led to the best posszble outcome.””

(See also D.89-02-074, pp. 6- 11, Re sg“;h :n QﬂlliQ:n:a Ed:s:: :
D.90-09-088, pp. 14-16; D.87-06-021, pp. 19-20.)

'DRA’S posxt;cn on- tne MOA is not clear. ‘At the
hearing it took the contradictory positicn that Edison’ should have-
executed the MOA only if it contained an escape clause, but then
contended that the MOA was not a fully executed contract’and
therefore should not have been included in Edison’s resource plan.
In its brief DRA apparently has dropped the argument that’ the MOA
was not a fully executed contract when it states ”Because Edison
was tied into an unreasonable MOA, the best it could hope- for was'
to mitigate the harm to ratepayers by negotlatxng 2 nore: favorable
LIpPSA.” (DRA Brlef p- 7.) LT '

In our opinion the MOA was a- legally'blndlng
agreement that conta;ned all the terms necessary to constitute a
long=term power purchase agreement. The provision. in the MOA
regarding a further leng-term power purchase agreement was'a
condition subsequent to the executlen of the MOA. - It dzd not make
the MOA lllusory. The two issues before us regardlng the
reasonableness or unreasonableness of the MOA are- (1) should it
have been executed at all and, xf.so, (2) should it- have contained
a termination provision. WejmuStjdetermlne these_two;;ssues on the
facts as of December 1985. | | . ,“'

DRA asserts that it was unreasonable for-Ed;son to
execute the MOA in December 1985 without- anludlng an, escape clause
to protect the ratepayers from economic harm due to changed fuel or
regulatory conditions in the interim between the date of execution
and the start of purchasea under the LTPSA, August 1, 1987,

Edison replles that a termination: provision in the
MOA was not needed because Edison wanted”e”leng-termmflrm resource
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and a termanatzon provmszon weuld have had to ‘have been” reclprocal
thereby 1ncreasmng the risk that PP&L mlgbt have w;thdrawn Rather™
than a firm contract, Ed;son would have had an’ as—avallable
contract wb;cb could not be used for long-term plannlng. :

, " We agree with Edlson. A termxnatlon prOVlSlon, ‘as”
descrzbed by DRA, appears Lo be noth;ng more than an optlon to- -
purchase power. There is no reason to belleve that PP&L would" have "’
agreed to it - lt, too, must plan. and if lt had”agreed 1t”would
have. eather extracted a premlum ror the optlon or requzred a-
reciprocal provmslon. The fact that the contract was executed 18" -
months before power was to be del;vered was prudent. " We expect e
long-term plannlng by ut;lrt;es. T T e

) A more lmportant questzon ls the need for "#irm |
peakang power ln m;d—1987 because that 1s what the MOA del;vered, _”*
as determined in December 1985. DRA contends that durlng the s
perlod between November 1984, wben Edason 1dent1£1ed a need"ror on="""
peak capacxty and energy, and December 1985 ‘Edison was aware of a
reduction in capacaty need. DRA refers to Ed;son s May 1985 ° '
position in OIR 2 that lt had adequate resources to meet’ 1ts ‘need"’
until the mld-19905, and’ that Edrson had contracted for 1 100 Mw of"
QF capacit O's between December 1984 and Aprll 1985. ' T
Edason argues that ats November '1984 and” November
1985 resource plans identified a need to supply 1,250 vw of
additional on—peak capacaty and energy purchases to meet ltS ‘Load
requlrements for the next 20 years beglnnlng in 1987. The MOA met
a portion of that need._ Edlson admats ‘that pr;or to executzng the
MOA, it was aware of cnanges in baseload capacaty need" caused by v
the executaon ‘of substantial quantltles of QF contracts and - '
informed the Commission of a potential QF capacity surplus in
November 1984. And, Edison states, because of the QF capacity
surplus Edison was able to negotiate the MOA contract on faverable
terms. Edison declares that DRA’s contention of an oversupply is
misleading because Edison’s comments applied to loeng-term baseload

Sl L
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QF resources,.not to an. rntermedrate and peakrng resource such as

o Vv
- su-.‘ PPN

the MOA.. . .. ... R - o ‘
In our oprnron Bdrson acted —easonablyﬁln rei&ing on“"“y
its 1985 resource plan which showed a need for' L, 250 W 35 Tl e
additional on—peak capacrty When' executrng the MOA, Edrson xnew "
of its recent QF addrtrons (and also knew that as lrttle as 30% of
that capacity might actually come on lrne) but strll antrcrpated a”
need for on—peak resouxces.. It knew, for rnstance, that 710 MW of’iux

DRA’s. watness testrfred that it was unreasonable for Edrson to rery
solely on its 1985 resource plan for needs commencrng rn.1987 e‘"‘""T
testified "it was more reasonable to expect that PNW purchases may
have been needed in the 1987 time frame, but to make a commitment =
at the time the MOA was executed was not a reasonable approach to
take. (Tr. 1040 ) He then testrfred that nerther DRA nor he had
reviewed Edison’s 1985 resource blan."h‘ ‘ SRR
~ DRA’s. farlure to review Edrson s 1985 resource plan S
leaves it with only one changed crrcumstance on whrch to base At
conclusion that Edison was unreasonable in enterrng the MOA. And
that crrcumstance was the rncrease rn QF contracts rn 1985 But’"
the evidence shows that those contracts, to the extent they came on -
line, wexe to provrde baseload power not on—peak So we cannot
£ind that Bdrson was unreasonable for that reason.' DRA's other
reason to criticize Edison was. that Bdrson should not have'”“” ) ‘
committed to the MOA in December 1985 for delrvery in August 1987-‘”
Edison should have waited. DRA’s reasonrng is not persuasrve."rf“‘ﬁ
firm power is known to. be needed, arrangements should be promptly i

“
o

made to acquire the power.. wo delay rs to gamble wrth the‘u“_-. el
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ratepayers’ money. -An l8-month lead time::is. certa;nly -reasonakle. .
for the quantity of power needed. . .U ol U mmeouas conn an o
DRA" argues that the LIPSA is unreaucnably costly to .
ratepayexrs. We need not discuss the arguments pro and: Son-On A
whether that is true. DRA ¢concedes that the LIPSA was more-. @ .. -
favorable for the ratepayers than the MOA. -Had Edison not. entered -
into the LTPSA it 'is reasonable to:assume“that.PP&Lchuld,hayelxuﬁnvﬂ
insisted on its rights under the MOA. Given that probability, o
Edison was prudent in negotiating an agreement more favorakle than -

the MOA. DRA has presented no evidence that Edison could have made. .

a better deal. . PIRREAT T
- Although we believe that DRA’S. zns;stence on.-a

termination clause was misplaced, it-did, inferentially, raise the . |

question of the reasonableness of long-term fixed.price contracts. =
Over the past 20 years fuel prices have-fluctuated in unpredictable ..
ways, a lesson relearned over the past‘six~months.~uItace:tainLyh

would not be imprudent to 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 -problem at
the time it signed the MOA and discussed.with PP&L its-concern over..
extreme changes in fuel costs. PP&L shared this concern and on
January 10, 1986 wrote to Edison agreeing to negeotiate terms in the
contemplated LTPSA-that ”could mitigate the - impact on-eithex-party
of these extreme changes.” (Exhibit 188.) That negot;at;cn tcok
FPlace and the result was incorporated in the LTPSA.. ,
The Reasonableness of Losses Incuxred
- ,
1. Edison’s Rvidence

In early 1987, Edison analyzed its shoxt~-term fuel oil
requirements and concluded that about 1 millien barrels of its
6.3=-million barrel oil ;nventory would not, he. requlred durlng“.ne
summer months to maintain the. necessary rellablllty ot operatlons,~‘~
Based on.an. analys;s conducted in March 1987 Edlscn concluded that

- -
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it would be' beneficial to its ratepayers: to sell- the oil since the . .

carrying cost savings realized from the lowex inventery level would
more than offset the expected losses on: the sale... This is known as
:‘.zwaern:cax:}r‘cyc?!;:i.ng:L and allows Edison teo maintain a lower overall . .
average inventory level while maintaining -the necessary system. ..
reliability. Edison reduced. its fuel oil inventory by R
approximately 1 million barrels in two sales transactions. that were

recorded in April and May 1987. DRA recommends disallowance of . .

$301,000 on the fuel oil sale loss for April and $1.256 million.on . .
the -fuel oil sale loss for May, contending that Edison’s decision
to sell was imprudent.

-Edison states that the difference between Edlfon s
estimate and DRA’s estimate is primarily because DRA applied an. ,
inappropriate short-term carrying.cost interest rate in-calculating .
the projected costs of holding additional inventory. Edison used. . .
its weighted average cost of capital since that interest .rate
represents the true cost to the company of ¢carrying oil in- :
anentory.\ o o S R TR TR

" Edison compared- its analysms and DRA’s analys;s wmtn
actual sales prlces as follows: S RTINS

Break-Even Y Actual Sale
. - 591..2:12&& , ___221935—-
Description MBlz. &  Edison - ° - bRA.

‘April 1987 Sale ‘ $13784  $15.57 - TUS15i93
May 1987 Sale 43 _14.20 _15.61 . . -15.34 ..

Weighted Average ‘ ‘élifQQf;ff’Slsﬁsﬁfﬁ ﬁjﬁ§ﬁ5§ssf.*j?

1 Inventcry cycl;ng is the term used to-describe the’ ‘actions
taken to- adjust- fuel oil.inventory levels:seasonally in ordex-to .
maintain a relatively constant level of system xreliability
throughout the year. Fuel oil inventory cycling was:authorized by
the Commission in D.87-11-013, p. 40.
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- e g e n wn e

economlcally ju tlf;ed. v R e T AnL W nIna ounriusl

' Ed;son's witness testified that true costs must beused. .
fox econom;c evaluat;on ‘of inventory management decisions. - IL
;nventory carry;ng costs allowable ‘for ECAC ratemaking purposesare .
used as the basxs :or anentory'management decisions’, then’'those -

management dec;sxons can be dl storted because they do -notireflect "™~

v-vw -~

the utll;ty s true cost. It is essential that ‘any economic”
analysis take Lnto consideration all of the costs and consequences
of 1nventory management decisions. = This ‘can only be-‘accomplished’
by using Edison’s long-run cost of capital in the analysis. ™ -

An analysis bpased solely on short-term interest rates
fails to take into considerat;on the cost associated with carrying

additional short-term debt. For ‘axample, ‘increasing ‘£ha level of: . L

permanent short-term debt to finance fuel oil inventory will lead:
to increased long—te:m debt, tnereby raisinq costs to thea- company ‘s
ratepayers. In addition, higher debt levels will affect ™ - 77"
shareholdexrs” perceptions of risk, increasing equity costs. These*
costs should be reflected in any analys;s of - fuel o;l cycllng.
2. DRA’s Evidence S o et Tt
DRA’S witness testified that the’ loss for the April "fuel

oil sales was 34 132,000 of which, in- DRA’s opinion, "$3,831;000 was-*l

reasonable, but $301,000 was unreasonable. ' For the May sale, ‘DRA -

caleculates the unraeasonable portion of-the loss to be ' S$1,256,000, ' "
The witness testified that based on DRA’s economic analysis, -Edison -

used incorrect assumptions in its economic analysis andf‘ff”it'had
used tne correct assumptions, its analysis would have-shown-that it
was more expensive to- ratepayers ror Ed;son to sell the" o;l rather -
than to hOld lt- ' . . P . e e an _\.‘w‘--...,‘_/ " o

. “The primary problem with Edison’s - analysis, in-DRA‘s’
opinion, is- ‘that in calculating the carrying costs: f£or"the -low

sulfur fuel oil (LSFO) inventory Ediscn’ Used an annual ‘carrying - -~ "%
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cost rate of 21% per.year, which . is based on, Edrson 3. cost of
capital. . This is: over three. timea larger than the short—term‘

" .
s

interest rate which the Commission has author;zed Edzson to use ln‘iff”
calculating the fuel- oil carxying. costs bocked. lnto Edlson's gcaec 7

balancing: account for the months of. March and Aprll 1987.; Ed-son

has been using .a short-term interest rate in the carculatzon of 1ts‘”‘

fuel oil carrying costs since Januvary 1, 1986.. Edlson s cost for

short-term debt during the record period was about 7%.: Tnererore,f o

it was inappropriate for Edison to use a 21% carrying cost rate ln
its analysis. of the costs.of a fuel Oll sale ‘when lt should.have '

used the short-term interest rate. whxch it usas in calculat;ng ;ts'”

ECAC fuel oil carrying costs. .. - S
~ The -amount of .carrying costs is. zmportant because lf a
higher interest rate or cost of capital is assumed. the resultlng

economic study will show.a highex cost.of holding oil in inventcry;,n
and the break-evan price for an oxl sale would ba lower.‘ Further,fhié

Edison’s analysis suffers from other tlaws, in DRA’s op;n;on. e

Edison applied -an incorrect inwentory cost . ror inventory prnviously

written down, and used an incorrect dlscount :actor. Ir Ed;son had

done the analysis correctly, the. analysis would. hava shown that the,ﬂ,

April sale appeared only marginally beneficial to Edison 3,
ratepayers.. -The problem with.sales near the break-even point
(whether to sell or to.hold) is- that by sellxng its LSFO znventory
Edison shifted the r;sk.associated.w;th,;he,1nvan;orywtq,rts‘
ratepayers, as the ratepayers,yould.be,rgspcnsible,torwanyw“
additienal cost in reacquirxing the :uel‘at&a.lq:érwtiqg, Gfl

Discussion ‘ S W S VA e e e

- . -.DRA’s argument. ;s.correct- Edison's use of ;n~$nnual

carrying_cost rate of 21% per year.in its economic.analysis was.
improper. Edison should have used the short-term Lnteregt rate.
(about 73) which it uses.in calculating its ECAC Zfuel o;l carryzng
costs. In D.85-12-107 this Commission aer;rgtes_:orxfue;:o;l
carxying costs using.short-term. interest. rates. :5@%§°an?5;;;; W:
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presented. no, facts which would .show that .D.85- 12-107 was. Ln erxor. . .
then or is in error now. . . . - L e T
‘Edison’s argument that ”true costs” must be used for

econenmic evaluation of inventory. management deczsmons 1s a —
generalization that is not very nelpful.p The meanlngrul quest;on
is what are the ”true costs”? DRA says that the true cost if L
short-tern debt: Edisen says it is Edison’s weighted cost of
capital. When making a decision.on whethex to sell anentory er
carry it, the cost of carrxying. the lnventory is a major concern.
If Edison were nonrequlated only. its. shareholders would be ‘ -
interested in the formula to. determ;ne whether to. sell or hold- |
only the shareholders would profit or lose by the decmfmon._ But af
a regulated company Edlson is seeking to have the ratepayers stand
surety for its decision. In.that circumstance Edlson must f;rst _
consider the ratepayers’ interest; and for fuel oil thzs COmm;sulon ‘
has measured that interest as the cost of short-term debt.

‘Edison arques that an analysis based solely on. short-term ‘

interest rates fails to take into cens;deratmon the costs N
associated with carrying additional short-term debt such as;
increased long-term debt and .equity costs, and the percept;oﬁ of‘
risk by shareholders. Edison points out that the Comm;ssmon o
recognized that the use of short-term debt. could nave zmpacta on
Edison’s capital structure and rate of return (D. 86-05—095) and .
that in a Commission-adopted settlement agreement (D.86-08-025 in
A.83=12=-53) Edison was granted a change in capital structure
specifically to adjust for the impact of using short-ternm debt to
finance fuel oil inventory. (Edison Opening Brief, p. 41.) The
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 did not
explicitly adopt an adjustment in capital structure specific to the
increased risk Edison associates with fuel oil inventory. Taking
Edison’s Opening Brief arqument on its face, we contend that Edison
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cannot have it both ways. ' Edison states -that it receivediam: 7. .sur
allowance in rate of return because it used short=texrm debt
financing of fuel oil inventory: now it wants the ratepayers to pay
that return plus an additional sum for the weighted -cost of capltalx
to finance fuel oil lnventory - We w;ll not countenance a double
recovery. - R = ' EEEIA o
Edison has raised some concerns with’réspéct”td the " .
approprlateness of our current policy for ‘funding fuel ‘oil in-
inventory, and for the accompanying economic evaluation of
inventory management decisions that we wish ‘to consider further.
We believe it appropriate to' evaluate the adequacy of ‘our current
pelicy in a forum that provides for input from the energy utilities
on a gemeric basis. Workshops should be held to identify -other
parties’ concerns, if any, with the current policy and to afford
informal discussion of the adequacy of our current policy in” -
assessing the true costs. Depending on the results of these
workshops, the Commission may decide to pursue the matter- furthexr
within the context of an attrition proceeding or other-appropriate
procedure. We direct CACD to conduct such a workshop ‘the timing of
which will allow for hearing of any contentious issues or matters
of policy in the test year 1993 energy utility rate proceedings.
CACD shall report to the Comm;ssmon on the results of the
workshops. - SRR N
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AT )
R Teatat

‘ EdL,on'f argument that we unould consmder that rg the )
aggregate the. sales were. justrrled 1s no more than hlndszghtland o
the improper consolrdatlon of separate act1v1tles.‘ e e

Edison operates 22. relat;vely small generating unmts at 'A N
10 hydro plants located in the San Bernardlno/Blg Bear ‘Lake area Ln t:xl
what Bdison designates as. lts Southern DlVISLOn-m The rated Tt
capacity of these units. ranges from 0. 30 Mw to 1.73 MW. The ~
recorded enerxgy production in the Southern DlVlSlon was 492 ooo MWh
in the 1987 record.peried. ccmpared T 575 ooo MWh expected rcr an f”/
average water year. DRA was not convznced that the dry water year‘
experienced- in. 1987 was.the major. cause of.the. Southern Division’s
low capacity factor and contends. that azgnlflcant energy could be
lost due to debris outage. . . ‘~w1:“w o

DRA recommends. that, w;tn respect to the Seuthernw,jwiliwrill
Division, the Commission should direct Edison te: (1) implement o
methods to prevent debris from causing a significant.number.of .
cutage hours;- (2) submit a report. in. the next ECAC- reasonableneas R
review, indicating outage prevention: measures deyeloped:auq EE%QQ'A -
including: budgeted and recorded costs; and (3) submit. auﬁegguemre.mﬂ",
study, if Edisen had not taken steps to eliminate these outagesr;",

The plants in the Southern Division-are normally
unmanned. During:steorm conditions,. operatmng,per,onneL;meurterLthe
sand and gravel in the plant’s intake and, basedmcnﬂostabliehedme;
criteria, bypass the generating facilities before sand and _gravel .
in the water could.cause.damage: to- the . turbine. In. order.to -keep .
each plant operating as long as. possible, the intake structure-
drain gate is periodically opened manually-to-f£flush out the-.... . .
accumulated debris. During periods when the water bypasses the .
turbine, the water condition is monitored- until it is acceptable %o
return the generatxng rac1lrty to service. These -operating ...
practices minimize loss of production as well as” “protect the
generating equipment.

P Y

e e
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Edison contends that the max;mum azmount of energy that
pctent;ally could have ‘been lost durzng “the 1987° record'perlod,

assuming that all debris outages were preventable, wculd have been”""‘

only 2,000 MWh. This represents only a 0.2% anrease in-the'”

Southern Division’s annual capacmty factor. For an average water 7

year, the est;mated energy less, aosuming the same forced outage
rate, would only be 2,400 MWR whzch is approxlmately ‘equal ‘to”
$57,000 during the reccrd per;od. This" potent;al savings of"

approximately $2,600 per unit is far less than the additicnalicost - -°

of Lnstallzng and operatlng additional debris remeval® equipment.
Debris outage preventlon measures are not cost-efrectlve ‘at this -

tlme- . o o o o "“‘ SRS R NS

DRA did not preseht'evidénée?bn"the cost-effectiveness of ' -

its recommendation and did not brief this issue.' "We®are' persuaded-
that Edison’s current practices of minimizing debris outages:are
adequate and that to expand zts erforts would not beicost=""

ef!ect;ve.' : Wit T aLmm

A-unit’s efficiency is’ measured by a value known: as heat .. .-

rate, which is the amount of fuel (in- Btu) required: to” produce a w.. ==

kilowatt-hour of generation. 'The lower the'heat rateyhtneﬁmoreﬁ:uﬂmrm
efficient the power plant.: S o
The Efficiency Deviation Method” (EDM) was. developed at
the request-of the Commission (D.86-04+059) ‘(and adeopted in’ .
D.88=07=-021) to evaluate the heat rate performance of Edison’s oil- -
and gas-fired units. The objective of the Commission, in reviewing:
heat rate performance, is to-encourage the electric utilities:to
improve the efficiency of their generating units and thus:reduce -
the consumption of fuel, thereby resultznq'ln reduced. cost to the .
satepayer. h Voo T cr . - S
DRA recommends several® improvements tovEdisonfsaEDM;‘

"The comparison of recorded data. with- o
-theoretical should be provzded both on an

B . f L N " .
' . . Ny - ,_1

o
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”adjusted—to-baseline”<basiswand.unadjus:edwﬁﬁ.Wy”fﬂwv
b&SiS. ‘ o . FE e U U UL AL LA

b. The input/output (I/0) curves should be' . .. - .,
_updated for all the units, in crder to
provide a more meaningful basis for - -
measuring heat rate deviation as well as-a
mere accurate heat rate estimate for the'.
forecast period. - S STl

ec. Edison should determine the effect on the
accuracy of its data by different factors
including minimum load operation, ‘
measurement errors, and use of oil and gas
heat rates without converting to 100% gas.

d. Edison should provide the exact amount of
 the adjustments made to the theoretical I/0°
curves for (1) telemetering and computer:
malfunctions (i.e. measurement erxor), and
(2) startup fuel. ‘ . e
Edisen accepts DRA’sS recommendations that Eq;gqﬁlﬁédaée;;;
. I/0 heat curves following unit overhauls and that Edisox}'.‘.,pz.fovi";leﬂa{_:| :._
study regarding the accuracy of the data. .However, Edison believes
that comparing recorded data with theoretical.data on both.an... . .
adjusted-to-baseline and unadjusted basis would require adq;;iénalJT
time and momey with no demonstrated benefit. DRA’s witness. _ __,
testified that bhe had made no estimate of the cost_tofp:oxidg_thew
studies requested by DRA. S L T t_f"
‘We must be assured that DRA is provided.with all the.
information it needs to perxform a thorough analysis,of‘Edisqn;én..'
operations and SO we uxge cooperation betweenrthg‘pa;ggesépTAs,UA
measuring techniques improve, information should,bg_p:ovidg@dté&ﬁﬁA
without the need for an oxder. We do not believe we have @deéuaté
evidence in the record to decide this issue,.,We_will,,:;e?éﬁqre,%_'
put the matter over to be decided in A.90-06-001, a later. |
reasonableness review proceeding.

-23. -
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Edison recommended making the following rev;s;ons to the
existing Target Capacxty Factor (TCF) procedure-”- : ,

© Revise the TCF deadband. range for San Onofre
Nuclear Generating Station (SONGS) Units 2
and 3 and Palo Verde Nuclear Generating .
Station (Palo Verde) Units 1, 2, and 3 to
55-75m from the existing 55-80%;

=} Apply a three-fuel-cycle average o all
nuclear units .

Permit economic modifiers to-bc‘usdd”to
provide rewards; and
Permit econemic medifiers for NRC-mandated
ocutages that are not the result of imprudent
actions by Edison.. . e
DRA opposed the proposed revisions to the deadband raﬁge, the
three-fuel-cycle average and the economic modltler foxr NRC-
mandated outages. ' ' T
The TCF procedure is intended to encourage superior

performance and discourage poor performance by equitably ‘allocating:

the risks, costs, and the benefits of nuclear plant operation:
between the utility and its ratepayers. Edison argues that its

recommended revision to the deadband range is consistent with. this -

intent becausze it more accurately reflects the expectad performance
of nuclear plants today, and because in a decision regarding Diablo
Canyon (D.87-10-041, p. 17), we adopt a deadband rage of 55-75%.
Edisen presented testimony which evaluated the performance of 44

large nuclear plants. This data showed that with a 55-30% deadband-

range only 9% of the fuel cycles would have resulted in rewards, .-
but approximately 21% would have resulted in penalties.’ If the 55-
75% range had been in effect, there would have been rewards in 22%
of the fuel cyecles. o '

DRA argues that the Commission should reject Edison’s
recommendation. It says the Commission set the upper end of the
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deadband at 80% because this was the level of. per:ormance Edisen

fhaw A P e

used to justify the .plant at the tlme ;t sought certlflcat;on from o

RPN

the Commission. In setting the upper limit, the Comm;ss;on C
explained:. - . e oo
. #...the focus of r;sk allocat;on and performance'”h"Jj

;zrggrmance...We cannot reasconably pass along -

supranormal returns. to the utility for plant

performance below that which the company - "
utilized to gain certification of the plant.”

(D.83-09~007, pp. 58=59, emphasis added. )

DRA contends there is no evzdence that the capaczty potentlal of
those units has changed since the TCF bands were established.

We agree with DRA. Granting a reward for exceptlonal
service is itself an exceptional concept. We expect a ut;lzty to
use its best efforts to operate efficiently and to str;ve to
inprove performance. It should not expect 2 reward :or bezng -
slightly above average. Our rataonale used to set the crzterxa forJ f
reward in D.83-09-007 was appropriate then, and we have been‘:,y
presented with no persuasive evidence that .the crlterla shodio be
modified. - . o Ce w T, o

- Edisen recommends.tnat tne Commassaon should autﬂorfée aIQ1
three—fuel-cycle average instead of a one-ﬁuel-cycle perzod for thefp
TCF procedurer and this should be dome whether ox not tne‘,ﬁ o
Commission adopts Edison’s proposed 55-75% deadband range. Ed;son'wh
cites D.87-10-041 where the Commissiocn held that ”Q. the three— .
fuel-¢cycle period is a better measurement of performance and a'
better incentive factor than one cycle.” (At pp. 17-18. ) DRA
opposes - the recommendation on the ground that a. three-cycle per;od o
distorts the purpcese of the TCF .program, . wh;ch Ls to focua rzsk o
allocation and performance incentives on. ”markedly superlor or .
inferior performance.” For the reasons stated ln D. 87 -10- 041 ‘the
three~-fuel-cycle average sheould ke applied to SONGS and Palo Verde.ﬂ

Econemic modifiers are adjustments made to the ca ‘culated
fuel cyele capacxty factor to compensate ‘for condltzons wn;ch cause

"
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a reduct;on Ln the recorded capacxty‘factor because-Edison reduces::
output or changes a’ scheduled refueling cutage’when: to do- so. is:
beneficial to ratepayer,. The existing TCF procedure’ ‘allows for.~
use of economic modifiers to m;t;gate a penalty for performance:.
below 55% but does not allow economlc modlfiers to be used- for the
purpose of earnlng a reward when an award would have been earned
but for the mod;fylng,event. ﬂEd;son‘s”proposedutereff modlﬁlcat;on
is as follows: ' . R ";‘?w " - e;l~i::1:;:

7The application of Economic: Modifiers. may
remove or reduce a Nuclear Unit Incentive

' Procedure penalty, or cause or increase a -~ 7
Nuclear Unit Incentive Procedure reward.” ..

Edisoﬁ'requesta that NRC-mandated outages be'included in
Edison’s tariffs as an economic modifier.: This“economic"modirier‘“"‘
would not apply if an NRC-requlred shutdown were ordered due %£o:-
Edmson s merudence. " A determination’of whether the outage was' the..
result of merudence would be conducted on a caae-by-case pasis in .

an ECAC proceedlng. o S R R

Edison believes that putting specific’ language in the'
tariff would resolve any quest;on reqardlng whether it has the:
right to request a reward based upon an economic’ modifier.>’ As with
an economic modlrler used to mitigate a penalty, Edison ‘would -
subm;t a report to the CommLSSLon (for review in an ECAC:
proceed;ng) justzfylng the requested economic modifier and
demonstrat;ng what unit performance would have been but for the
event that trrggered the request for the economic modlf;er.~»w‘<~”

- DRA’ opposes Edison’s request as it believes more:

experlence and data are requ;red before an informed Judgment 'can be
made on this issue. DRA suggests that us;ng ‘economic modifiersto.
generate ‘rewards may conflict with the purpose of the TCF. o

‘The Commission addresged th;s lssue in D. 87-10-041
which we stated: S DR o

”... it should work either way; that is, the = "

modifiers, when invoked, M_Wm
g z;gwg;g Qﬁ WP,lL gﬁ ‘l;m;ng;g Q Q.ngl'};x




A.88-02-016 ALJ/RAB/jft

- It seems:clearly: fair that:if- the- utml;ty is . o

_not. responsible for the downtime or incurs e

downtime to benefit ratepayers, it should- not ' &

 be penalized if an. award were otherwise-due.”-

(p. 18, emphaszs added. ) ) _ _

We will follow D.87=-10-041 with the caveat that mod;fzers N
which produce rewards should be considered carefully, on a‘case-by-. -
case basis. It is one thing to say that we will not-penalize:a. .~ . -
company for peoor performance if it is shut down for reasons beyond.
its control; it is quite a different. proposition to say that we .
will reward a company for good performance when it does  not; perform.
pecause of shutdown for reasons beyond its control. It may. not. .
have reached the reward plateau had it continued to operate. - There
is nothing automatic about the reward modifier; it is an . -
opportunity, not a certainty. - . o T T L U

' DRA agreed that Edison’s: expenses for coal and. gas burned -
at the Mohave Generation Station and at the Four Corners Generation. -
Station were reasonable. DRA and Edison agree that the-.calculated ..
reward for the Coal Plant Incentive -Procedure for. the. record per;od
should be $7,061,230. = . s g T T
Mclear Generation Reward N L AT

DRA found -the amount -of nuclear energy .generated. during
the record periocd to be reasonahble. DRA -and Edison agree-on--the . ..
calculated reward of $1,294,755 for San Onofre Nuclear Generating
Statien Unit Ne. 2 pursuant to the Nuclear Unit Incentive P
Procedure. - A T
DRA agreed that the execution of the long-term -firm .
purchase power contract between Edison and PGE was reasonable... -
ECAC and Electr;c REVenue Adgustment

DRA’s audit report recommended that (1) the ECAC..
balancing account be credited for $339,100-due to -the:sale-of
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energy exploration and development adjustment property, . and: (2) the
ERAM balancing account be credated $54 066, 300 to reflect the
effect of the Tax Reform Act of 1986-and Senmate Bmll 572 \Ed;son
made an adjustment to the ECAC balancing account of $(339,100) in
March 1988 to reflect the EEDA adjustment and an adjustment, of

$(51,155,853) in October and November 1988 to reflect, the. .effect of |

the Tax Reform Act. In Advice Letter 783-E, dated March 28, 1988,
Edison estimated that its ERAM balancing account should be adjusted
by a credit of $54,066,300 to be recorded April 1, 1588. However,

a protest to the advice letter was filed..: After a decision..on.the -

protest became final, Edison recorded adjustments to the. ERAM
balancing agcount in October and November 1988 which totaled. _
$(51,155,852). The difference between the estimated credit and the

net recorded amount is due to the effect of accrued .interest from. . .

April 1988 and the operation of the ERAM balancing: accountw. - . .- ;
Therefore, the proper ERAM balancang agcount adjustment has: already
been made. _ R I

7 Nuelear fuel must be enriched to make it usable.. -DRA . ..
examined Edison’s four most recent batches which were enriched o
(19823-1984) and determined that Edison may have-overpaid-by $21. .. -
million. Edison used U.S. Departument -of Energy (DOE) services for
enrichment at a time when, DRA ‘asserts, international market.prices
were much lower. DRA recommends that the Commission order Edison.-
to furnish a repert providing its economic justification for: o
continuing with DOE after the international market opened. Ed;sen
believes that the costs it has incurred for enrichment services . -
since 1983 are reascnable. Edison made an affirmative showing in
A.89-05-064 on the reascnableness of its enrichment contracts. A -
separate repert is unnecessary and- the reasonableness of Edason s
enrichment costs should be reviewed in-A.89-05-064. N

We do not understand why~tnls is an isswe. DRA can

certainly request the information by way of a -data request. It -
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does not need a"Commission order.: .We: will hear the matter .in
A.89—OS-064. S
ments VU L m e STEIN .
‘Thisidecision was issued. as.a Proposed. Dec;s;on andm Ce
comments were filed by Edison and DRA, which have-been considered. . ..

Some of the comments pointed out:ambiguities in the text. .We have.. .
adopted Edison’s‘ ¢comment on c¢larifying-the!TCF and-DRA’s comment ... .
regarxding the commencement of Edison’s-mucleax incentive.program. . ...

DRA says that beginning Edison’s.nuclear incentive program with the . ..

start of the next full fuel cyclecafter this decision becomes final .

eliminates any need to prorate or average- past performances-that ... .
have already been rewarded or penalized in past record periods. We_‘;
agree to a great extent with DRA, jexcept: that we would-start the
three-fuel cycle with the first fuel:cycle.that has not-been. -
considered for rewaxrd or penalty in past record periods..-Each. ., . .
group- of three fuel cycles is to-consist-of consecutive fuel cycles

which have not been considered. for:reward ox. .penalty.. That is, for .

six fuel cycles there will be only two penalty/reward
determinations. . . : N T C T Y O
Edison’s. comments: reqardzng fuel oil-carrying. costs arxe .
merely a reargument. of its position taken.in Ltsabr;ef,;,mheyggrex, .
accorded no-weight. (Rule 77;3~)p? SN L e R e o ““f,
Findings of FPact - .. R P i SRR ., e
1. 'The-MOA. between Ed;son.and PP&L dated December 31 1985
was a' legally binding agreement that. contained.allstbe-texms. . . ..
necessary to constitute a long-term powexr.purchase. agreement.. . .
2. An-escape clause in the MOA was not needed. because the
MOA was ‘to be- a long-term f£irm resouree. . - o o e o e
3. At the time: the MOA was executed Edison’s. November 1984
and November 1985 resource plans identified a need: to supply
1,250 MW ofadditional on-peak capacity and energy. purchases to
meet its load requirements. for the.next 20 years-beginning: in: 1987..;
The MCA met a portion of that need.
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4. ‘The LTPSA is more favorable .foxr-the:ratepayers than the N

MOA and is reasonable.
5. Edison sold 500,000 barrels of fuel oil in Apr;l 1987 and

443,000 barrels of fuel oil in May,l9&7...Inﬁdeterm;n;ng,whether

the sale was in the ratepayers” interest Edison calculated-its: - . .- -

carrying costs for the fuel oil at.a:rate of 21% per. year, based on.. .
Edison’s cost of capital. .During-the time in question, this, -
Commission determined that carrying.costs of:fuel. oil.inventory -
should be-calculated using the short-term-interest rate, which at
the time was approximately 7%. Edison was imprudent in using a
carrying cost of 21% in its calculanion of whether to sell ox hold
the fuel oil. : S L DR o
6. The unreasonable: portion of .the Apr;l £uel oml sale loss -
was $301,0007 -the unreasonable port;on of the May fuel oil:sale .
loss was $1,256,000. — T Ry A I s KRN o)
" 7. Edison‘s current practxces of m;n;m;z;ng debris . outages "

are reasonable and o expand its.efforts would-not be.cost= - - .- ..
effective. LT - ol e e

8. The issue of changmng Edison’s EDM in developxng a heat
rate efficiency measurement should be deferred to A. 90-06=001 where
we expect a morxe thorough analysis to.be presented. -.In The -
meantime we urge Edison to provide DRA.with all the mnfoxmatxon DRA

requests to perform a thorough analysis of this subject..v " oo me w

9. Edison’s nuclear unit incentive procedure:. should beWHI
modified to permit Edison to use s 3-fuel-cycle average instead of .,
a l-fuel-cycle average for the TCF procedure. o

10. Edison’s nuclear incentive program-shall commence, w;th

the first fuel ¢ycle that has not been: considered -for rewaxd ox .. - .

penalty in past record periods. . Bach. group of three 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 two penalty/reward detemminations.. - . ...
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11l. Edison’s proposed tariff modification to its TCF
procedure to apply economic modifiers to remove or reduce a nuclear
unit incentive procedure penalty, or cause or increase-a nuclear
unit incentive procedure reward, is reasonable... ool ‘

12. -Economic modifiers include NRC-required ocutages, and all.
economic modifiers should be considered on.a case-by-case basis.

13. Edison’s request to change the deadband range from 55- 80%Q;
to 55-75% is unreasonable and will not be . adopted.

l4. The reward to Edison for the cocal plant: anentive e

procedure for the record period. should be:.$7,061,230. .The:rewaxrd

to Edison for the SONGS Unit No. 2, pursuant to the nuclear unit:
incentive procedure, is $1,294,755. R '

15. The long-term firm’ purchase ‘power contract.between-Edison
and PG&E was reasonable. S A R . :

16. The recorded adjustments made.to" Edison 53 ERAM balanc;ng
account in October and November 1988 were reasonable.: The proper‘ ;-
ERAM balancing account adjustments . have been made. . :

17. The request for the Commission to oxrdex Edison to furnmsh
a report providing its economi¢ justification for continuing: with:
the DOE in its nuclear enrichment program after:the. international
market opened is denied. 'DRA does not need a Commission order to- .
obtain this material; DRA ¢an request this information by way .of a
data request. This matter will be heaxd in A.89-05«064. Should -
DRA make that data request, we expect Edison to.comply. ]
Conclusion of Law L S

'Except as provided in.this\decisionvand~except for ..

further proceedings regarding (1) the reasonableness. of nuclear.
enrichment ¢osts, (2) the reaszonableness of nonstandard QF - .-
contracts between December 1, 1984 and November 30, 1987, and
(3) the rehearing ¢f D0.90-09-088, it is concluded that Edison’s
operations during the period from December 1, 1986 through
November 30, 1987 were reasonable.
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. QO R-D E.R

*IT IS ORDERED thatz. .7 =

1. Southern California . Edison Company (deson) shall [remove -

$1,557,000 from its ECAC.‘balancing account-to compensatefor
unreasonable losses: from the:sale of fuel o0il in April and May .

1987.

be considered’ in.A.90-06-001. -~ . 0 o Tl e
3.° EBEdison’s muclear unit incentive- procedure shall -be. -

modified to permit a 3-fuel-cycle average.. - L .
4. Edison’s nuclear incentive program shall commence w;th

the first fuel cycle that has not been.considered: for reward or.

penalty in past record periods. Each group of three: 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 two penalty/reward detexminations.. S
5. Edison may use economic modifiers in- determ;n;ng';ts
nuclear-unit incentive procedure as set. forth in-this decision. .
6. Edison may receive a reward.of $7,061,230 . for its-coal'

plant incentive results and an awaxd of $1,294,755 for its nuclear -

unit incentive results for the reasonableness period December:l,
1986 through November 30, 1987. e S " :
7. The reasonableness of nuclear enr;chment costs: shall be

heard in A.89-05-064. L TRy
8. The reasonableness.of nonstandard QF contracts for the

period December 1, 1984 through November 30, 1587 remains open, as- .

does the rehearing ¢f D.90-09-088. .

2. Modification of Edison’s Efficiency,Deviation,Methodtwillu;
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9. In all other respects Edison’s operations during the
period from December 1, 1986 through November 30, 1987 were

reasonable.
This order becomes effective 30 days from teday.
Dated May 22, 1991, at San Francisco, California.

PATRICIA M. ECKERT
' President
G. MITCHELL WILK
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners

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

| CERTIFY THAT THIS DECISION
WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

LMAﬁ: Exacutivo Dirgqior

J.
" s 2
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Applicant: E:ugg_Aﬁ_ngg "Frank J. COQleY, Rxchard K. Durant,. A
Carol B. Henningson, Michael Gonzales, and Julie A.: M;ller,~u--f
John R. McDenough, A:torneys at Law, for Southern Calmfornla
Edlson Company. L , . ‘

B ”'”fﬁ;~

Interested Parties: Llndsay, Hart, Nexl & Welgler, by Michael

and Paul J. XKaufman, Attorneys at Law, for Cogenerators
of Southern California: Barbara Barkovigh, foxr CLECA, ‘California

Steel Producers Group; Jackson, Tufts, Cole & Black, by Allan

Thompson, William Booth, and Evelyn K. McCormish, Attorneys -at

Law, for CLECA; Mcrrison & Foerster, by Jerry R, Bloom, attorney

at lLaw, for Califernia Cogeneration Council; R. _H. Berby, for

CLECA; ug;;hg__ﬁxggx and Dian M. Grueneich, Attorneys at lLaw,

for Califormia Department of General Services; Reborah Bosch,

for Enexgy Medeling Forum; David Brancheomb, for Henwood. &

Associates, Inc.:; McCracken, Byers & Martln, by David J. Bvers,

Attorney at Law, and Reed V. Schmidt, for California Street

Light Association: Bryan Cope, for Sierra Energy and Risk

Assessment, Inc.; Brobeck, Phleger & Harxison, by Gorden E,

Ravig, Attorney at Law, for California Manufacturers

Association; Sam DeFrawi, for Naval Facilities Engmneer;ng

Command; Karen Edsen, for KXE & Associates; Mike Florie,

Attorney at Law, for TURN; Steven Geringex, Attorney at Law, for

California Farm Bureau Federation; Cynthia Hall, Attorney at

Law, for Department of the Navy; Biddle & Hamilton, by

B;ghg;ﬁ_L__ﬂgm;l;gn, Attorney at Law, for Western Mobile Home

Association; Jan Hamrin and Jan Smutny-Jones, for Independent

Energy Producers; William Marceus, for JBS Energy, Inc.; Graham

James, by Rebert C. Lopardo and Maxtin A. Mattes, Attorneys at

Law, for California Hotel and Motel Association: A._Kizk

McKenzie and antonia Radille, Attorneys at Law, for California

Energy Commission:; Jobhn D. Qg;nlgx, for COgeneratLon Sexvice

Bureal; Thomas D. Clarke, Jeffrey E. Jackson, and Lisa T.

Horwitz, Attorneys at law, and Rovy M. Rawlings, £or Southexrn

california Gas Company; Renald . Salow, for Association of

California Water Agencies; anglg____ﬁgnggnpggx, for

Cogenerators of Southern California: Garv Simen and Steve

Harris, for El Paso Natural Gas: Glark Smikh, for Transwestern

Pipeline Company: James D. Seueri, for California Building

Industry Association; Downey, Brand, Seymour & Rohwer, by

Philip A. Stohr and Christopher T. Elllson, Attorneys at Law,
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for Industrial Users; Michael R. Weinstein and
Hankley, Attormeys at Law, for San Diego Gas & Electr;c Company’
Winters, for University of California; Bill Dixon,

Bernie Garcia, and John Chabot, for Utility Workers Union of

America; Lawrenge E, DeSimene, for.Energy" Management’ Ass‘:u:::;.a‘!:e‘s;,‘1 f
Inc.; Normap Furuta, Attorney at Law, for Federal Executive - -

Agencies: and Harvev Mark Eder, for Public Solar Power COalLtlon

and himself: Baker G. ¢lay, for the City of Vernon,
and Glenn Rothner, Attorneys at Law, for IBEW, Local 47 and

WWUA, Local 246: R3e Sanborn and Willie Stewart, for Local
Union 47 and IBEW; Wavne MeekKs, Kathi Rebertson, and Victor
Scoceci, for Simpson Paper Company: Ray R. Goulter, for Winter,
Ltd.; and Graham & James, by Nomnan Pederson, Attorney at Law,

Kathrvyn L. Stein, nggxs_,sxﬁgnm;llﬁx and IQ&;RRJQL.MQX‘I for

thenselves.

Division of Ratepayer Advocates. ‘nggx;_gﬁ_ggggn and
Yagknin, Attorneys at lLaw, Bmll Y. Lee, and Meg Gottsteln.

Commission Advisory and chplzance;D;VLSAQn:ﬁ.annk Crua.
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