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TFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of <he Application of
SOUPEERN CALIFORNIA EDISON COMPANY
for authority +o mainvain its §
presently effecvxve Energy Cos®
Adjustment Billing Tactors and
Catalina Energy Cost Balance
Adjustment 3illing Factor.

Application 82-07-10
(Filed July 2, 1982)

Joan R. Bury, Richard X. Durant,
Janes M. Lehrer, and Carol 3.
Henningson, Attorneys at Law,
by Carol 3. Henningson, for
Southern California Edison
Cozpany, applicant.

Gleﬂ J Sullivan and Allen R. Crown,

corneys a% Law, for California

Fa'm Bureau Fede*ation, Robert M.
Loch and Thomas D. Clarke, by
Rovert W. Jacoby, Attorney at Law,
for Southern California Gas Company;
anéd Brodeck, Phleser & Earrison, by
Gordon £. Davis, William E. Booth,
and Richard C. ha-be., for Califoraia
ManuZacturers Association; interested
parties.

Téward W. 0'Neill, Attorney at Law, and
MTel Y. vee, 2or the Commission stafl.

I. Supmary
By this order, we maintain the current Energy Cost
Adjustment Clause (ECAC) rate of 4.045 cents per kilowati-hour
(#/kWn).

We also grant Edison's Petition for Modification of
Decision (D.) 82-04-119, regarding the method of pricing prerelease
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energy from SONGS (San Onofre Nuclear Generating Station) Unit 2. Ve
value the prerelease energy from SONGS Unit 2 at Edison's avoided
cost for as-availadble energy purchases as filed on a quarterly
basis. All other portions of D.82-04-119 remain unchanged; a final
opinion addressing the annual reasonabdleness review of Edison's fuel
and purchased power expenses in that proceeding, Application (A.)
82-03=04, will be issued later this year.
II. 3Background

Under established procedures the ECAC billing factors are
revised three times annually. ZEdison may request changes three times
& year, baseld on revision dates of Januwary 1, May 1, and
Septezber 1. The reasonableness of fuel-related expenses is examined
once each year; in Edison's case, the annual reasonableness review is
associated with the May 1 revision date.

Thic application, A.82-07-10, was filed on July 2, 1982 for
a revision date of September 1. Public hearing was held on July 27,
1982 in Los Angeles, California. ©Edison presented four witnesses in
gsupport of its application. The Commission staff (staff) offered one
witness. The California Farm Bureau Federation and the California
Manufacturers Association also appeared and participated through
cross-exazination. A.82-07-10 was sudbnitted on July 27, 1982 after
the receipt of oral arguzent from the parties.

III. 1Issues

The prudency of Edison's energy mix and the reasonableness
of the fuel prices are not at issue in this filing. We will review
only <he estimates of fuel prices, energy prices, the balancing
account overcollection, and sales to customers for the period
beginning September 1, 1982.
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In addition, we will address Edison's Petition for
Yodification of D.82-04-119, which reguests a change in our valuation
of prerelease energy froxm SONGS Unit 2. This petition is addressed
in this decision since it affects ocur calculation of the average ECAC
rate for the forecast period.
IV. Applican%'s Showing
n's direct showing is contained in Exhibits 1 and 2.
ntain forecasts dased upon estimated expenses Lor
-, and 12-month periods starting Septembder 1, 1982.
Theee forecasts 0F varying duration were requested by the
administrative law judge (ALJ) so that the Commission could examine
short-, mediun~-, and long=term projections of fuel ané purchased
power expense and the 4izmpact of these projections on ECAC rate levels.
Zdison's forecasts predict that over the coming year
revenues should vary as follows under normal ECAC procedures
Revision Date Annualized Revenue Change

September 1, 1982 ($171.8 million)
January 1, 1983 327 million
May 1, 1983 (8413 million)

, ECAC rates would decrease on Sepitember 1 and May 1 with 2 szall
. These revenue projections assume: (1) a 12-
commercial

Edison asks *hat the Commission also consider the rate
impact 0f two pending applications: A.6113%8, Edison's 1987 test year
general rate case, and A.82-02-40, the Major Additions Adjustment
Clause (MAAC). A.61138 requests a general rate increase of
$868.8 million on an annualized basis on or after January 1, 1983.
A.82-02-40 requests a rate increase of $3%60.7 million on an
annualized basis on or after October 1, 1982 to cover the costs of
owning, operating, anéd maintaining SONGS Unit 2. These two
applications together propose a base rate increase of nearly
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$1,230C million. Because of these pending applications, Edison asks
+ha+ we mzintain the present ECAC billing factors and not reduce its
ZCAC rates on September 1. In other words, Edison suggests that we
delay the revenue decrease calculatved under normal ECAC procedures
for Septexder 1. Instead, Edison submits that ECAC rates should be
lowered at +the same time base rates are increased either for the MAAC
applicasion or for the general rate case. In Edison's view, this
postponement of an ECAC decrease will reduce rate fluctuation and
will help levelize total rates.

In summary, Edison has calculated an annualized decrease o

$171.8 million under established ECAC procedures for the revision

ate of Septexber 1, assuming that SONGS Unit 2 is included in rate
base beginning in Ocvober 1982. Ediszon asks that, instead of
lowering rates on Septenmber 1, we maintain the ECAC ®illing factors

+ their present level and postpone any ECAC rate decrease until I+
can offset an authorized base rate increase for MAAC or the 1987 test

.yea:' general rate case.

v. taff Showing

2f% showing is contained primarily in Exhidits 5
and 6. (Sxhidi consists of five graphs which colorfully depict
the impact CAC and base rates of fuel forecasts, MAAC, and <he
general rate case from Septemder 1982 to May 1983.) The staff
reviewed EZdison's filing and accepted Edison's estimates of fuel
prices, energy prices, sales, and the dalancing account
overcollection. S%taff also agrees with Edison's selection of a 12-
zmonth period to amortize +the overcollected dalance. Stalf takes
exception only to Edison's assumption that the commercial operating
date of SONGS Unit 2 could be as early as October 1982.

Edison priced prerelease energy generated by SONGS Unit 2
in September 1982 at a monthly avoided cost of 4.7¢/kWn. This
method is consistent with Edison's position that prerelease energy
should be valued at avoided cost. Energy generated from SONGS Unit 2
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in sudbsequent months of the forecaszt period, i.e. October, November,
and December, is +reated 2as normal nuclear firm production. During
cross-examination, Edison's witness agreed that if SONGS Unit 2 does
not enter rate base in Octoder 1982, as the company has assumed, then
energy generated by SONGS Unit 2 in October and following monthe
should be priced as prerelease energy.

Svaff zaintains that SONGS Unit 2 will not bYe included in
rate base until the end of March 198%3. S+4aff relies upon the
Commission's fication by minute order on July 21, 1982 of
ALS Tomita's ruling of June 14, 1982 for A.82-02-40 and A.82-0%-63.
Accordingly, staff reconmends that all energy generatved from SONGS

Unit 2 should de treated as prerelease energy at least until the end
of Mareh.

%aff has priced prerelease energy at a nuclear fuel cost
0f about 1.2¢/¥Wh in accordance with D.82-04-119 and also has
prepared alternate calculations based upon Edison's avoided costs.
Stall prepared these alternate calculations since Edison's Petition
for Modification of D.82-04-119 is pending and the Commission could
decide %o use avoideld costs rather <than nuclear fuel costs 40 price
prerelease energy.

Although stall does not recommend any specific ECAC rate,
staff counsel points out +that Edison's total rate level will bde
affected by its general rate case and MAAC no matter how the
Commission adjusts i{ts ECAC rates. OStaff counsel submits that even
if the Conmission is concerned about rate fluctuation, deferral of an
ECAC rate reduction in this proceeding will have little effect.
St2ff counsel also notes that Edison has failed to produce any
convincing evidence on this record showing that rate fluctuation has
any significant adverse impacts on ratepayers. Accordingly, staff
counsel recommends +hat 4the Commission follow normal ECAC procedures
and give little or no consideration to the non=ECAC factors such as
MAAC or the general rate case which Edison asks us to recognize.
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VI. Petition for Modification of D.82-04-119

On May 18, 1982, Edison attexzpted to file an Application
£or Rehearing of D.82-04-119, our last ECAC decision for Edison. The
Docket 0ffice retitled it as 2 Petition for Modification of
D.82-04-11Q since the pleading did not clearly specify an allegation
of legal error as required by Public Utilities Code § 1732 and our
Rules of Practice and Procedure.

In <he petition, Bdison asks us to modify those portions of
D.82-04-119 which state that prerelease energy Iron SONGS Tnit 2
should de valued 2t "...SONGS 2 expected cost of operation,
1.2¢/¥Wh..." rather than Edison's avoided cos?.

2aison contends that the valuation of prerelease energy at

avoided cost is consistent with recognized accounting practice Lor
<ne pricing of precommercial energy Ifron all baseload units.
Edison further argues that avoided cost pricing is
veneficial to ratepayers in the long-term since the avoided cost
. payzents received by Edison are credited %o construction costs and
reduce the amount of capital cost that eventually is placed in rate
base. Under <he presen®t "cost of operation" method, Edison contends
<nat preseni ratepayers receive prerelease energy a%t an artificially
low price while future ratepayers pay for all the ¢capital costs of
+he plant when it does enter rate base at 2 future date.
Staff, in A.82-0%-04, also has recommended that ‘he
Comzmission modify D.82-04~119 and adopt an avoided cost method to
prerelease energy. Staff maintains that avoided ¢ost pricing
standard treatzment for precommercial energy. Staff also
+hat a "cost of operation" method misallocates cosis and
henesits of SONGS Unit 2 prerelease energy and gives an inaccurate
price signal to ratepayers.

Toward Utility Rate Normalization (TTRN) 4in its Opening
Drief for A.82-0%-04 opposes Edison's petition and asks that the
Commission continue to price prerelease energy at SONGS Unit 2 cost

argues
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0f operation. TURN disputes the avoided cost pricing method favored
by both Edison ¢ staff and claims neither party has pointed %o any
valid reason for changing D.82-04-119.

In resolving this matter, we take official notice of the
portions of %the record in A.82-03-04 which ralate 40 pricing of
prerelease cnergy.

We agree with Edison and s+taff that the current method of
oricing prerelease energy at SONGS Unit 2 cost of operation

mismatches costs and benefits among present and future ratepayers.
Under the current method, present ratepayers rcceive the bdenefit of
prerelease energy yet pay only Zor the nuclear fuecl expense
associated with the generation of that prerelcase energy. Present
ratepayers'do not pay for any expenses asgociated with dullding,
financing, and maintaining SONGS Unit 2 under the current method.
Thus, prescent rat epayers receive the henefit of energy from low-
priced nuclear fuel without paying any of the capiial cos% accociated

with the nuclear plant. Under the current method,
2o not vay a fair price for prereleace energy.

The avoided cost approach advocated by Edizon and
remedies this inequity. Under this approach. present ratepayers pay
for prerelease energy at the incremental cost which would be incurred
i® only currently used and uceful generating faecilities were

%0 generate electricity. Avolded cost

represents the
curren%t economic value of the prercledse energy. Purd
ratepayers will pay a more equitadble portion o £ SONGS Unit 2 capit
cos%s, since the amount eventually ratedased will de comparadly
reduced.

her present

We £ind for the adove reasons thuat avoided cost pricing
netter allocates the costs and bYenefits of prerelease energy among
Tdison's present and future ratepayers. Accordingly, we grant
Bdison's petition and will price all prerelcace energy in the .
forecast period ai Edison's avoided cost. However, instecad of
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. relying on instantaneous ¢or monthly projections of Edison's avoided
cost in pricing prerelease energy, we will rely on quarterly
projections of Edison's avoided coct. This is consictent with
Edison's use of gquarverly projections of avoided cost in pricing
energy paid to cogenerators and szmall power producers.. Prerclease
energy from SONGS Unit 2 will be priced at the came avoided cost paid
for as~-available energy purchases, which iz filed quarterly and
currently is 5.1¢/%xWh.

VII. ECAC Rates )

We accept Edison's forecacts of sales, fuel prices, and
energy »rices to evaluate ECAC ratesg, with the exception of energy
£rom SONGS Unit 2.

We observe that future projections of ECAC rate levels
depend in large part on the date SONGS Unit 2 bhecomes commercinlly
operative and placed in rate bace. In its application Edizon wzcsumed
o commercial operation date of October 1982. ¥dison projectad o
$172 million annualized reduction in ECAC sJoRo)s! Septcmber 1 using

.a 12=-nonth amortization of the current overcol ion. .Edison
further projecved a 3light increaze in ECAC rates on January 1, 198€3%,
the next revigion date, and a large reduction in ECAC rates on May

spring revision date.

a4

If we ascume that the commercial operation date for SONGS

more likxely will occur sometime during the spring of 1983, the
ections must de revised.' Pricing prerelease energy fron

SONGS Unit 2 at avoided cbst and amortizing the overcollection over

12 months would allow an annualized reduction in ECAC rates on

September 1 of 390 million. It iz not clear what the level of ECAC

rates will Ye in Januwary or 1987. Ve would anticipate that hecauce
> )

2 the delay of placing SONCS Uni+ 2 in rate daze, the increase in
January would necessarily bYe larger than projected by Ldison.

' By decision issued today we affirm the ruling of ALJ Tomita which
.ef-'tabl ishes the conmmercial operating date of SONGS Unit 2 2s the date

when all of the initial start up test ing, including the warranty run,
nas bYeen successfully completed. :
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We also observe that between September 1, 1982 and Edison's
next revision date on January 1, 1983 the overcollection in the ECAC
halancing account will decrease svteadily each month.

In light of the relatively small reduction in ECAC rates
beginning Septezber 1, the uncertain status of SONGS Unit 2 as it
affects January ECAC rates, anéd tThe steady decrease of the current
overcollection, we Lind that it is reasonable to maintain ECAC rates
8t +heir present level of 4.045¢/kWh. By the January 1, 1983
revision date we expect to have further information on the status of
SONGS Unit 2 which we can use to set future ECAC rates.

Maintenance of present EZCAC rate levels also provides a
deg*ee of rate stabil;ty t0 customers. As we stated in our decision

% ZCAC proceeding, residential, commercial, and

ers are discouraged from planning energy dudgets o

-tern investments in conservation measures as hey

ic rates are fluctuating up or down every few
months. ‘ore believe that it is reasonadble %o take steps %o
moderate short=tern rate fluctuations. Since Edison is expected *o
receive a general rate increase effective on January 1, 1983, we find
that no useful purpose is gerved by reducing rates today only to
thex again some tTwo nonthe later.
néings of Tact

1. In A.82-07-10, Edison requests authority to maintain i%s
present ECAC billing factors.

2. Edison's forecasts of sales, fuel prices, and energy
prices, with the exception of energy from SONGS Unit 2, are
reasonable.

3. Edison projects annualized ECAC revenue changes of 2
$171.8 zillion reduction on September 1, 1982, a $27 million increase
on January 1, 1983, and 2 $413 million reduction on May 1, 1983.

These changes assume that SONGS Unit 2 is commercially operable and
is placed in rate base in October 1982.
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. 4. Staff mainta wt the placing of SONCS Unit 2 in rate
bage in or after Mareh a better uzsoumption, dased on
ALJ Tomita's ruling of June 14, 1982 for A.82-02-40 ond A.B2-0%~6%.

5. ZInergy generated by SONGS Unit 2 before the commercial
operation date iz prereleasze energy.

6. Edison has f£iled az Petition for Modification of
D.82-04-119, requesting that all prerelease enerpgy from SONGS Unit 2
be valued at avoided cost.

7. The pricing of prerelecase cnergy st avoided
allocates cocts and benefits among precent and future

8. ricing prerelease energy from 30NGS Unit 2 at avoided cost
and amortizing the current overcollection over 12 montns would allow
an annuwalized reduction in ECAC rates on September 1 of 590 millionm.
This assumes that SONGS Unit 2 will not bde placed in rate dbase before
the spring of 1983.

9. The current overcollection in the ECAC dalancing account is

.decreasing steadily each month.

10. In its pending application, A.611%2, Edison has requested a
revenue increase of $868.8 million beginning January 1983.

1. Rate stability is furthered by maintaining the present
level of ECAC rates.
Conclusions of Law

1. Maintaining ECAC rates at their present levels is
reasonable.

2. ZEdison's Petition for Modification 0f, D.82-04-112 should be
granted, with the exception that quarterly instead of monthly
projections of avoided cost should be used in pricing prerelease
energy froa SONGS Unit 2: D.82-04~119 chould be modified 4o confor:
with this decision. '

7. 3Zecause the tariff revision
should be effective today.

.
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QRDER

I? IS ORDERED that:

Southern California Edison Company (Edison) shall maintain
schedules reflecting +the energy cost adjustment clause
adopted by D.82-04=-119.

2. Edison's Petition for Modification of D.82-04=119 is
granted, with the exception that guarterly instead of monthly
orojections of avoided cost shall be used in pricing prerelease
energy frozm SONGS Unit 2.

This order is effective *today.

Dated SEP 24‘882 , &t San FPrancisco, California.

JOFIN E BRYSON
H rt-\;dr'nt
uC”t‘\l’l7 D CRAV::L;LE
LIEONARD M. CRIMES, JR
VICTPOR CALYO
PRISCILLA C GDEW
Commissioners

T CERTITYT TUAT '7"{.'.5
Y,7/AU .l’.’f" A Hn '." RSO

b Ludad Lol r )
COMMLITICH *.u .\.’W"V

< ;' /VM_.A’/{;?
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Bodov..f::, c.u*' e Thed
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oL operation. TURN disputes the avoided cost pricing method favored
by both Edison and staff and claims neither party has pointed to any
valid reason for changing 0.82-04-119.

In resolving this matter, we take 0fficial notice of the
portions of the record in A.82-03~-04 which relate to pricing of
prereleasge energy.

We agree with Edison and staff that the current method of

ricing prerelease energy at SONGS Unit 2 cost of operation
misnatches costs and benefits among present and future ratepayers.
Under the current method, present ratepayers receive the beneflit of
prerelease energy yet pay only for the nuclear fuel expense
associated with the generation of that prerelease energy. Present
ratepayers 4o not pay Lfor any expenses associated with dbuilding,

inancing, and maintaining SONGS Unit 2 under the current method.

hus, present ratepayers receive the benefit of energy from low-

riced nuclear fuel without paying any of the capital cost associated

'with the nuclear plant. Under the current method, present ratepayers

do no%t pay a fair price for prerelease energy.

The avoided cost approach advocated by Edison and staff
renedies this ineguity. TUnder this approach, present ratepayers pay

or prerelease energy at “the incremental cost which would Ye incurred
only currently used and useful generating facilities were
available %o generate electricity. Under this approach, because
present ratepayers are not paying for the capital costs of SONGS
Unit 2 which 4{s not yet entered in rate base, they d¢ not receive any
related fuel savings.

We £ind for the above reasons that avoided cost pricing
better allocates the costs and benefits ¢f prerelease energy among
Edison's present and future ratepayers. Accordingly, we grant
Zdison’'s petition and will price all prerelease energy in the
forecast period at Edison’'s avoided cost. Eowever, instead of




A.82=07-10 ALJ/val

relying on instantaneous or monthly projections of Edison's avoided
¢ost in pricing prerelease energy, we will rely on gquarterly
projections of Edison's avoided cost. This is consistent with

Bdison's use of guarterly p*ojections of avoided cost in pricing
energy paid to cogeneravtors and small power producers. Prerelease
energy €rom SONGS Unit 2 will Ye priced at the same avoided cost paid
for as-availabdle energy purchases, which is f£iled quarterly'and
currently is S.1¢/kWh.

VII. ECAC Rates

We accept Edison's forecasts of sales, fuel prices, and
energy prices to evaluate ECAC rates, with the exception of energy
from SONGS Unit 2.

We observe thav future projections of ECAC rate levels
depend in large part on the date SONGS Unit 2 becomes commercially
operative and placed in rate base. In its application Edison assumed
a comzercial operation date of Octodber 1982. Zdison projected a
$172 million annualized reduction in ECAC rates on September 1 using
& 12=zonth amortization of the current overcollection. Edison
Surther projected a slight increase in ECAC rates on Januvary 1, 1983,
the next revision date, and a large reduction in ECAC rates on May 1,
1983, the spring revision date.

1< we assume that the commercial operation date for SONGS
Unit 2 more likely will occur soéig;me during the spring of 1983, the
ECAC projections must be revised.” Pricing prerelease energy Lrom
SONGS Unit 2 at avoided cost and amortizing the overcollection over
12 aonths would allow an annualized reduction 4in ECAC rates on
Septenber 1 of 890 million. It is not clear what the level of ECAC
rates will be in January of 1983. We would anticipate that because

£ %he delay of placing SONGS Uni+ 2 in rate dasze, the increase in
January would necessarily be larger than projected dy Edison.

1/
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4. Staff maintaine that the placing of SONGS Unit 2 in rate
base in or after March 1987 is a better assumption, based on
ALJ Tomita's ruling of June 14, 1982 for A.82-02-40 and A.82-03-63.

5. Znergy génerated by SONGS Unit 2 before the commercial
operation date is prerelease energy.

6. ZTdison has filed 2 Petition for Modification of
D.82-04-11¢, requesting that all prerelease energy from SONGS Unit 2
be valued at avoided cost.

7. The pricing of prerelease energy at avoided ¢ost better
allocates costs and benefits anmong present and future ratepayers.

Pricing prerelease energy from SONGS Uni4 2 at avoided cost
zing the current overcollection over 12 months would allow
zed reduction in ECAC rates on September 1 of $90 million.
s assumes that SONGS Unit 2 will not be placed in rate base before
ae spring of 1983.
9. The current overcollection in the ECAC balancing account is
.decreasing steadily each month.

10. In i+s pending application, A.61138, Edison has requested a
revenue increase of $868.8 million beginning January 1983.

11. Rate stability is furthered by maintaining the present
level of ECAC rates.

Conclusions of Law

1. Maiataining ECAC rates at their present levels is
Teasonable.

2. Edison's Petition for Modification of D.82-04~119 should be

ranved, with the exception that quarterly instead of monthly
projections of avoided cost should be used in pricing prerelease
energy from SONGS Unit 2; D.82-04-119 should be modified to conform
with this decision.




