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

John R. Eu~y, Richard K. Durant, 
James M. Lehrer, and Carol :B. 
Henningson, Attorneyz at Law, 
by Carol ~.Henningson, for 
Southern Ca11~ornia Edison 
Co~pany, applicant. 

Glen J. Sullivan and Allen R. Crown, 
Attorneys at Law, for California 
Farm :Bureau Federation; Robert M. 
Loch and Thomas D. Clarke, by 
Robert W. Jacoby, Attorney at Law, 
for Southern California Gas Company; 
and :Brobeck, Phleger & Harrison, by 
Gordon E. Davis, William E. Eooth, 
and Richa~d C. Har~er, for California 
Manuiacturers Association; interested 
parties. 

Edward W. O'~eill. Attorney at Law, and 
Sill Y. Lee, £or the Commission staff. 

OPINION ------ ..... -
I. Sum:nary 

:By this order, we maintain the current Energy Cost 
Adjust~ent Clause (ECAC) rate of 4.045 cents per kilowatt-hour 
(~/kWn) • 

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

II. Backeround 
Under established procedures the ECAC billing factors are 

revised three times annually. Edison may request changes three times 
a year, based on revision dates of January 1, May 1, and 
September 1. The reasonableness of tuel-related expenses is ex~ined 
once each year; in Edison's case, the annual reasonableness review is 
associated with the May 1 revision date. 

This application, A.82-07-10, was tiled on July 2, 1982 tor 
a revision date of September 1. Public hearing was held on July 27, tt 1982 in Los Angeles, California. Edison presented four witnesses in 
support of its application. The CommiSSion staff (staff) offered one 
witness. The California Farm Bureau Federation and the California 
Manufacturers Assoc'iation also appeared and partiCipated throu&~ 
cross-exa:ination. A.82-07-10 was submitted on July 27, 1982 after 
the receipt of oral argument from the parties. 

III. Issues 
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 the estimates of fuel prices, energy prices, the balancing 
account overcollection, and sales to customers tor the period 
beginning September 1, 1982. 
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In addition, we will address Edison's Petition for 
Xodification of D.82-04-119. which re~uests a change in our valuation 
of prerelease energy from SOlrGS Unit 2. ~his petition is addressed 
in this decision since it af!ec~s our calculation of the average ECAC 
rate for the forecast period. 

IV. Axplicant'z Showing 
Edison's direct showing is contained in Exhibits 1 and 2. 

:hes~ materials contain forecasts based upon estimated expenses for 
the four-, ei&~t-, and 12-montn periods starting September 1, 1982. 
Three forecasts of varying duration were requested by the 
administrative law judge (AtJ) so tha~ ~he Co~ission could examine 
short-, mediu~-, and long-term projec~ions o! !uel and purchased 
power expense and the impact o~ these p~ojections on ECAC rate levels. 

Edison's forecasts predict that over the coming year 
revenues should vary as follows under normal ECAC procedures: 

Revision Date 
September 1, 1982 
January 1, 1983 
May 1, 1983 

Annualized Revenue Change 
(5171.8 million) 
$27 million 
($413 million) 

:hus, ECAC rates would decrease on September 1 and May 1 with a small 
increase on January 1. ~hese revenue projections assume: (1) a 12-
month amortization of the overcollected balance, and (2) commercial 
operation and inclusion in rate base of SONGS Unit 2 in October 1982. 

Edison asks that the Commission also consider the rate 
impact of two pending applications: A.£1138, Edison's 1983 test ye~r 
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 $360.7 million on an 
annualized basis on or after October 1, 1982 to cover the costs of 
owning, operating, ~~d maintaining SONGS Unit 2. These two 
applications together propose a base rate increase of nearly 
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e 
$1 ,230 million. Eecause of these pending applications, Edison asks 
that we maintain th~ p~esent ECAC billing factors and not reduce its 
ECAC rates on Septembe~ 1. In other words, Edison suggests that we 
delay the revenue decrease calculated under normal ECAC procedures 
for September 1. Instead, Edison submits that ECAC rates should be 
lowered at the saoe time base rates are increased either for the MAAC 
app11ca~ion or for the general rate case. In Edison's view, this 
postponement of an ECAC decrease will reduce rate !luctuatlon and 
will help leveli:e total rates. 

In summary, Edison has calculated an annualized decrease o! 
$171.8 million under established BCAC procedures for the revision 
date of September 1, assuming that SONGS Unit 2 is included in rate 
base beginning in October 1982. Edison asks that, instead of 
lowering rates on Septe=be~ 1, we maintain the ECAC billing facto~s 
at thei~ p~esent level and postpone any ECAC rate decrease until it 
can offset an authorized base rate increase for MAAC or the 198~ test 

~ear gene~al rate case. 
v. Staff Showing 

and 6. 
~he statf shOwing is contained primarily in Exhibits 5 

(Exhibit 6 consists of five graphs which colorfully depict 
the impact on BCAC and base rates of fuel forecasts, MAAC, and ~he 
general rate case from September 1982 to May 198~.) The staff 
reviewed Edison's filing and accep~ed Edison's estimates of fuel 
prices, energy prices, sales, and the balancing account 
overcollection. Sta~f also agrees with Edison's selection of a 12-
:onth period to ~ortize the overcollected balance. Sta~! 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~/kWh. This 
method is consistent with Edison'S position that prerelease energy 
should be val~ed at avoided cost. Energy generated from SONGS Unit 2 
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in $uose~uent months o~ the forecast period, i.e. October, November, 
and December, is treated as normal nuclear tirm production. During 
cross-examination, Edison's witness agreed that if SONGS Unit 2 does 
not enter rate base in October 1982, as the company has assumed, then 
energy generated by SONGS Unit 2 in October and following months 
should be priced as prerelease energy. 

S~aff maintains that SO~GS Unit 2 will not be included in 
rate base until the end of March 1983. Statf relies upon the 
Commission's ratification by minute order on July 21, 1982 of 
ALJ Tomita's ruling of June 14, 1982 for A.82-02-40 and A.S2-0;-6;. 
Accordingly, staff recommends that all energy generated from SONGS 
Unit 2 should be treated as prerelease energy at least until the end 

S~aff has priced prerelease energy at a nuclear fuel cost 
of about 1 .2~/kWh in accordance with D.82-04-119 and also has 
prepared alternate calculations based upon Edison's avoided costs. 
S~aff prepared these alternate calculations since Edison's Petition 
for Modification of D.82-04-119 is pending and the Commission could 
decide to use avoided costs rather than nuclear fuel costs to price 
prerelease energy. 

Althou~~ staff does not recommend any specific ECAC rate, 
staff counsel points out that Edison's total rate level will be 
affected by its general rate case and MAAC no matter how the 
CommiSSion adjusts its ECAC rates. Statt counsel submits that even 
it the Coc:ission is concerned about rate tluctuation, deferral of an 
ECAC rate reduction in this proceeding will have little effect. 
Staff 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 that the Commission follow normal ECAC procedures 
and give little or no consideration to the non-ECAC factors such as 
~~C or the general rate case which Edison asks us to recognize. 
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VI. Petition for Moeification o~ D.82-04-119 
On May 18, 1982, Edison attempted to file an Application 

!o~ Rehearing of D.82-04-119, our last BCAC decision for Edison. The 
Docket Office retitled it as a Petition for Modification of 
D.S2-04-119 since the pleading did not clearly specify an allegation 
of legal er~or as required by Public Utilities Code § 1732 and our 
Rules of Practice and P~ocedure. 

In the petition, Edison asks us to modify those portions of 
D.82-04-119 which state that prerelease energy fro: SONGS Unit 2 
should oe valued at " ••• SONGS 2 expected cost of operation, 
'.2ri/kWh ..... rather than Edison's aVOided cost. 

Edison contends tha~ the valuation of prerelease energy at 
avoided cost is consistent with recognized accounting practice for 
the pricing of precommercial energy from all baseload units. 

Edison further argues that avoided cost pricing is 
beneficial to ratepayers in the long-term since the avoided cost 

4t payments received by Edison a~e c~edited to construction costs and 
reduce the amount of capital cost that eventually is placed in rate 
base. Unde~ the present "cost of ope~ation" method, Edison contends 
that p~esent ~atepayers ~eceive pre~elease energy at an artificially 
low price while future ratepayers pay tor all the capital costs of 
the plant when it does enter rate base at a future date. 

Staff, in A.82-03-04, also has recocmended that the 
Commission modify D.82-04-119 and adopt an avoided cost method to 
price prerelease energy. Staff maintains that avoided cost pricing 
is the standard treatment for precommercial energy. Staff also 
argues that a "cost of operation" method misallocates costs and 
benefits of SONGS Unit 2 prerelease energy and gives an inaceurate 
price si~~al to ratepayers. 

Toward Utility Rate Normalization (TURN) in its Opening 
E~ief for A.82-0;-04 opposes Edison's petition and asks that the 
Commission continue to priee prerelease energy at SONGS Unit 2 eost 
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of operation. ~u~N disputes the avoided cost pricing me~hod favored 
by both Edison and staff and cl~i~s neither party h~s point~d to any 
valid reason for ch~nging D.82-04-119. 

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

We agree with Edison ~nd staff that the current method of 
pricing prerelease enere:J at SONGS Unit 2 cost of op'i!r~tion 
mis:latches costs :lnd benefits among present n.nd futu.re rp.tcj:)ayers. 
Under the current method, present ratepayers receive thc benefit of 
prerele,ase energy yet pay only fo;- the nucloar' fuel ex:?en:::e 
associ'ated <",i th the generation of that prerelease cneres· Present 
ratepayers d~ not pay for any expenses ~ssociatcd with building, 
finanCing, and maintaining SONGS Unit 2 undc~ the current method. 
Thus, present ratepayers receive the benefit of energy from low-
priced nuclear fuel without paying any of th8 capital cost associated 

4t with the nuclear plant. Under the curre~t m~thod, prcccnt r~tepayerz 
eo ~ot pay a fair price for prerelease energy. 

The avoided cost approach advocated by Edi:on and :::taff 
remedies this inequity. Under thi~ approach. prec0nt ratepayers pay 
for prerelease energy at thc incremental coct which would be incurred 
if only currently used and useful generating facilities were 
~vailable to generate electricity. Avoid0d co~t reprczentz the 
current economic value of the prerc:eaze energy. Further, pr~ser.t 

ratepayers will pay a more equitable portio~ of SONGZ Unit 2 capital 
costs, since the ~mount eventually ratebn.:::cd '..,ill be comparn.bly 
reduced. 

We find for the above re~zon3 that avoided cost prici~e 
better allocates the coztc and benqfitz of pr~relca:::c energy ~mone 
3dioon's prese~t and future ratepayers. Accordine1y, we grant 
Edison' s petition ~nd '"i11 price !lll prereleace cnert:J in th~·. 
forecast period nt Edison's avoided cost. Howcv0r. instead of 
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~ relying on instantaneous or monthly projections of 
cost in pricing prerelease energy, ~e will rely on 

Edison'z ~voidod 
q.uarterly 

projections of Edi~on!s avoided cost. This is concistent with 
Edison'3 use of quarterly projections of avoided cost in priCing 
ene'!"{!;! paid to cogenerators and emaIl pow¢r ?roducers .. Prercl~o.$c 
enere::l from SONGS Unit 2 will be priced a.t the o:~l,:ne :lvoided cost paid 
for as-available enere:J purchases, which is file,d o.ll:lrterly a.nd 
currently is 5.1 ¢/k~lh. 

'. VII. ECAC Rates 
We accept Edison's forecasts of sales, fuel prices, and 

ene:-gy prices to evaluate ECAC rates, wi th the exc('ption of enere:J 
from SONGS Unit 2. 

We observe th~t future projcction~ of ECAC r:lte lev0lo 
depend in large part on the d~te SONGS Unit 2 o0comec commerci~l~y 
operative :lnd placed in rate oac0. In its ~pplication Edison ~=sumed 
a commercial operation date of October 1982. Edison projected n 

~$~72 million annualized reduction in ECAC r~t0s on September 1 ucing .0. j 2-l:lonth a::o!"tization of the current over-collection. ,'Edicon 
:"ur'ther :projected 3. slight increaze in ECAC rat~:; on ,In.nun.ry 1, ~ge3, 

the next revloior. date, and a large !"oduction in ECAC ratcc on Mny 1. 
198), the cp!"ine revisior. date. 

:f ~e assume that the commercial operation date for SONGS 
Unit 2 more likely will occur oometime during the opring of 1983, the 
ECAC p!"ojections Cluzt 'be revisee. 1 Pricing prcre14~ase enerf!::! 'trom 
SONGS Unit 2 at aVOided cost and amortizing thB, overcollection over 
12 months would allow an annualized reduction in ECAC rat~c on 
September 1 of $90 million. It io not clear whnt the level of BCAC 
rates will 00 in January ot 1983. We would anticipnte that becauce 

th0 incrcn.ze in 
Janua!"y would necessarily be l~reer than projected by Edioon. 

I 

~I By decision issued today 'He n.f!irm the :,ulin~ of A1,J Tomi to' which . 1 
.establishez the commercial operating date of SONGS Unit 2 o.~ the date 

when all of the initial start up testing, includine th0 w~r~~nty run, , 
has oeen succese!ully co~pleted. j 
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We also observe that between Septe~ber 1, 1982 and Edison's 
next revision date on January 1, 1983 the overcollection in the ECAC 
balancing account will decrease ste~dily each month. 

In light of the relatively s~all reduction in ECAC rates 
beginning Septe~ber 1, the uncertain status of SONGS Unit 2 as it 
affects January ECAC rates, and the steady decrease of the current 
overcollection, we find that it is reasonable to maintain ECAC rates 
at their present level of 4.045¢/kWh. Ey the January 1. 1983 
revision date we expect to have further infor~ation on the status of 
SONGS Unit 2 which we can use to set future ECAC rates. 

Maintenance of present ECAC rate levels also provides a 
degree of rate stability to customers. As we stated in our decision 
in Edison's last ECAC proceeding, residential, com~ercial, and 
industrial custo~ers are discouraged from planning energy budgets or 
undertaking long-term investments in conservation measures as they 
perceive that electric rates are fluctuating up or down every few 

4Itmonths. We therefore believe that it is reasonable to take steps to 
moderate short-ter~ rate fluctuations. Since Edison is expected to 
receive a general rate increase effective on January 1,1983, we find 
that no useful purpose is served by reducing rates today only to 
increase them again some two months later. 
Findings of Fact 

1. In A.82-07-10, Edison re~uests authority to maintain its 
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 a 
$171.8 ~illion reduction on September 1, 1982, a $27 million increase 
on January 1, 1983, and a $413 million reduction on May 1, 1983. 
These changes assu~e that SONGS Unit 2 is commercially operable and 
is placed in rate base in October 1982. 
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4. Staff maintains that the pl~cine of SONGS Unit 2 in r~te 
'base in or after March 1983 i~ n. better :tz!;umption, bf'j,o~d on 
ALJ Tom1ta'~ ruling of June 14, 1982 for A.82-02-40 nnd A.82-03-~3. 

5. Energy eener~ted by SONGS Unit 2 before tho commercial 
operation date is prerelense energy. 

6. Edieon has filed a Petition for Modific~tion of 
D.82-04-119, re~ueztine that all prcrelenzc energy from SONGS Unit 2 
be valued at ~voided cost. 

7. The pricing of prerelen:::c cnerf!:;{ fj,t avoided cozt b0tt(~r 
allocates cozts and benefits a~ong preoent ~nd future ratepayerz. 

8,. r:-icing prerelea.se energy 'from SONGS Unit 2 at rwoidec. cozt 
and amo:-tizing the current overcollection over 12 month3 would allow 
an annualized reduction in ECAC rates on September 1 of $90 million. 
This assumes that SONGS Unit 2 will not be placed in rate base before 
the spring of 1983. 

9. The current overcollection in the ECAC bnlancing account is 

e decreaSing ... st~~:ilY each mont~..( • r~ To'.(" .,.... co 

10. j,n ... w.;.J pending appllco.t ... on, A.61 I ,;J8, ..... d ... ~on n:l~ . cqucuted a. 
revenue increase of $868.8 million beginning Janua~y i983. 

11. Rate otability is furthered by mni~tninine the prezent 
level of ECAC rates. 
Conclusions of Law 

1. Maintaining BCAC rates at their present levelz 10 
reasonable. 

2. Edison's Petition for Modificntion of, D.A2-04-119 should be 
granted, with the exception that quarterly instead of monthly 
prOjections of avoided cost should be used in pricine prer~leo.se 
energy f:-om SONGS Unit 2: D.82-04-119 =hould be modified to conform 
with this decision. 

3· Because the tariff revision dat~ haG po.~3cd thiz order 
should be effective today. 
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IT IS ORDERED that: 

. • 

o R D ! R ...,----

1. Southern California Edison Company (Edison) shall maintain 
current tariff schedules reflecting the energy cost adjustment clause 
billing factor adopted by D.82-04-'19. 

2. Edison's Petition for Modification of D.82-04-119 is 
granted~ with the ey.ception that quarterly instead of monthly 
projections of avoided cost shall be used in pricing prerelease 
energy fro~ SONGS Unit 2. 

This order is effective today. 
Dated SEP 221982 __________________ , at San Francisco, California. 
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o~ ope~ation. TURN disputes the avoided cost pricing method favored 
by both Edison and staff and claims neither party has pOinted to any 
valid reason ~or changing D.82-04-119. 

In resolving this matte~, we take o~!icial notice o~ the 
po~tions of the ~ecord in A.S2-0;-04 which relate to priCing of 
prerelease ene~gy. 

We agree with Edison and sta~! that the current method o~ 
pricing prerelease energy at SONGS Unit 2 cost of ope~ation 
mismatches costs and benefits among present and future ratepayers. 
Unde~ the cu~~ent method, present ratepaye~s receive the benefit ot 
prerelease energy yet pay only for the nuclear fuel expense 
aSSOCiated with the generation of that prerelease energy. Present 
ratepaye~s do not pay for any expenses associated with building, 
finanCing, and maintaining SONGS Unit 2 under the current method. 
Thus, present ratepayers receive the benefit ot energy trom low-
priced nuclear fuel without paying any of the capital eost associated 

~with the nuclear plant. Under the current method, present ratepayers 
do not pay a fair price for prerelease energy. 

e 

The avoided cost approaCh advocated by Edison and staff 
remedies this inequity. Under this approach, present ratepayers pay 
for prerelease energy at the incremental eost which would be incurred 
if only currently used and useful generating facilities were 
available to generate electricity- Under this approach, because 
present ratepayers are not paying for the capital costs of SONGS 
unit 2 which is not yet entered in rate base, they do not receive any 
related fuel savings. 

We find for the above reasons that avoided cost pricing 
better allocates the costs and benefits of prerelease energy among 
Edison's present and future ratepayers. Accordingly, we grant 
Edison's petition and will price all prerelease energy in the 
forecast period at Edison's avoided cost. Roweve~, instead of 
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relying on instantaneous or monthly projections o! Edison's avoided 
cost in pricing prerelease energy, we will rely on quarterly 
projections o! Edison's avoided cost. This is consistent with 
Edison's use o! quarterly projections ot avoided cost in pricing 
energr paid to cogenerators and small power producers. Prerelease 
energy !rom SONGS Unit 2 will be priced at the same aVOided cost paid 
!or as-available energy purchases, which is !iled quarterly and 
currently is 5.1¢/kWh. 

VII. ECAC Rates 
We accept Edison's !orecasts of sales, fuel prices, and 

energy prices to evaluate ECAC rates, with the exception o! energy 
fro~ SONGS Unit 2. 

We observe that 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 co~mercial operation date o! October 1982. Edison projected a 

ttS172 million annualized reduction in ECAC rates on September 1 using 
e 12-:onth aoortization of the current overcollection. Edison 
further projected a sli~~t increase in ECAC rates on January 1, 198;, 
the next revisiOn date, and a large reduction in ECAC rates on May 1, 
198;, the spring revision date. 

If we assume that the commercial operation date for SONGS 
Unit 2 more likely will occur so~~me during the spring of 198;, the 
ECAC projections must be revised. PriCing prerelease energy !rom 
SONGS Unit 2 at avoided cost and amortizing the overcollection over 
12 months would allow an annualized reduction in ECAC rates on 
September 1 o! 590 million. It is not clear what the level of ECAC 
rates will be in January of 198;. We would anticipate that because 
o! the delay of placing SONGS Unit 2 in rate base, the increase in 
January would necessarily be larger than projected by Edison. 
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4. Staff maintains th~t the placing of SONGS Unit 2 in rate 
base in or after March 198; is a better assumption, based on 
ALJ To~ita's ruling of June 14, 1982 for A.82-02-40 and A.82-0;-6;. 

,. Energy generated by SONGS Unit 2 before the commercial 
operation date is prerelease energy. 

6. Edison has filed a Petition for Modification of 
D.82-04-119, requesting that all prerelease energy from SONGS Unit 2 
be valued at avoided cost. 

7. The pricing of prerelease energy at avoided cost better 
allocates costs and benefits a~ong present and future ratepayers. 

8. Pricing prerelease energy from SONGS Unit 2 at aVOided cost 
and a:ortizing the current overcollection over 12 months would allow 
an annualized reduction in ECAC rates on September 1 of $90 million. 
:his assumes that SONGS Unit 2 will not be placed in rate base before 
the spring of 198;. 

9. The current overcollection in the ECAC balancing account is 
~decreasing steadily each month. 

10. !n its pending application, A.611;8, Edison has requested a 
revenue increase of S868.8 million beginning January 198;. 

11. 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. Edison's Petition for Modification of D.82-04-119 should be 
granted, with the exception that quarterly instead of monthly 
projections of avoided cost should be used in pricing prerelease 
energy !ro~ SONGS Unit 2; D.82-04-119 should be modified to conform 
with this decision. 

- 10 -


