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OPINION

I. Summary
Southern California Edison Company (Edison) has filed o

second application requesting a certificate of public convenience and
necessity (CPCN) to Build a Eeber Geothermal Generation Station Plant
(Eeber) in the Imperial Valley. The proposed plant would use the
dual-flash geothermal technology and would generate a net of

47 megawatts (MW). The brine fuel for the plant would be supplied dy
Chevron.
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In this deeision we grant Edison's request for a CPCN to
build the Heber project. The project was found in D.93035 to be
technically feasible and based on both a reliable geothermal fuel
source and a proven power production technology. These findings were
not controverted in the present procecding.

We conclude in this decision that the cost-competitiveness
of the project vis-a-vis other generation options is uncertain, _ However,
our adopted ratemaking arrangements minimize this cost-competitiveness
risk for iatcpayers, and these arrangements, coupled with themfﬁifhéf
non-quantifiable benefits associated with the project, provide a sufficlent
basis for granting a CPCN., These benefits associated with the Heber projec
include the enhanced diversity of Edison's resource mix, reduced risks
associated with smaller shorter lead time projects, decreased reliance on
on Zoreign fuels, and reduced air cmissions; o |

While granting Edison's request for a CPCN, we decline to
Edison's proposed ratemaking treatment for the project, Instead

we find that the staff's recommendation that Heber cost recovery be
limited to avoided costs is a more reasonable ratemaking arrangement,
With avoided cost rccovery the risks of project cost-competitiveness
are borne by Edison stockholders rather than ratepayers., We conclude
that this is an appropriate allocation of risks for this project. In
essence, Edison will recover costs f£or power produced £rom the Heber
geothermal project in a manney that is consistent with cost recovery
by non~utility small power producers that operate similar alternative
energy projects.: This ratemaking treatment is a reasonable way to
protect the interest that ratepayers have in obtaining cost-effective
power from the Heber plant.

Finally, we conclude that the Heber project foxr which we are
granting a certificate is in compliance with the California Environmental
Quality Act (CEQA). In making this dectermination we rely on the Imperial
County Final Environmental Impact Report and Conditional Use permit
-alevant to the Heber project.
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II. 3Background .

Application (A.)61167 is the second application £filed by
Edison seeking a CPCN to build the Heber geothermal plant. The first
£iling, A.59512, was denied by D.93035 after the Commission found that
the Brine Sales Contract terms were unfavorable and that the estimated
cost of electricitcy from Heber was greater than the pfedicted cost of
power from alternative generating sources,

However, the Commission also found in D.93035 that the
Heber project is technologically feasible and should prove to be a
reliable source of power, Accordingly, Edison was encouraged to
restructure its participation in the project so that the cost of
electricity £rom Heber is more competitive with the costs of power
from other alternative resources, In particular, Edison was expected
to renegotiate its brine supply contract with Chevron so that the
price paid by Edison for brine would not track the price of oil as it
did in the first agreement.

. Edison has renegotiated its contract with Chevron and bases
its present filing, A.61167, on the new agreement, Edison filed
A.61167 on December 31, 198l. It was accepted as complete by the
Commission staff (staff) on January 29, 1982. Public hearings were
held on Jume 2-3 and July 16, 19-20, 1982, Edison and staff were the
only active participants, San Diego Gas & Electric Company (SDG&E)
and Toward Utility Rate Normalization filed appearance forms but did
not offer any evidence, cross-examine any witnesses, or submit briefs.

Opening briefs of Edison and staff were tendered for filing
in the Docket Office on August 9, 1962, Both briefs lacked the table
of authorities required by Rule 75 and were mot filed until 3 table
of authorities was provided. Edison filed a reply brief on
August 18, 1982. Staff chose not to file a reply brief, A,61167 was
submitted on August 20, 1982, the date Edison's opening brief was
accepted for £iling.

Under the Permit Streamlining Act, Stats, 1977, Ch., 1200,

.he Commission is a '"'respomnsible agency' which must approve or
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disapprove a project application such as A.61167 within 180 days of
the date the "leald agency" has approved or disapproved the project.
(See Government Code § 65952(a).) Imperial County, the "lead
agency," issued a conditional geothermal production permit approving
the Eeber project on March 2%, 1982. Accordingly, the Commission is
required under the Permit Streamlining Act %o issue a decision on or
Yefore September 20, 1982. This deadline was extended to October 22,
1982 by consent under Government Code § 65957. No further extensions
of time are allowed under the Pernit Streamlining Act. So, the
Commission must act on A.61167 on or before October 22, 1982.
III. Applicant's Showing

Edison offered six witnesses in support of its application:
Thomas R. Sparks, geothermal engineer; Norman J. DeEaven, project
manager; Richard Kodani, environmental engineer; Jan J. Strack,
planning engineer; Carl H. Silsbee, regulatory cost engineer; and
Glenn J. Bjorklund, vice president of System Development. These
witnesses vestified to Edison's need for the project, the technical
reliability of the plant’'s physical facilities, the project's capital
cost and cost control procedures, environmental impacts, financial
impacts of the project, and the renegotiated contracts with Chevron.
Need for the Heber Project '

Edison's Fall 1981 Long-Range Forecast predicts a need for
more than 5,000 MW of additional generating capacity by 1990.
Witness Strack testified that about 1,862 MW are needed for load
growth, 2,200 MW are needed t0 replace ¢il and gas unit retirements,
and 585 MW are needed due t0 termination of purchased power
contracts. The witness was unadle to quantify the additional
generating capacity intended only for oil displacement.

Edison plans to develop 2,100 MW of renewable/alternative
resources by 1990. O0f this amount, Edisen expects to get 275 MW from
geothermal resources. The 47 MW Eeber project is the first
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commercial geothermal generating facility planned for the Imperial
Valley. Edison asserts that the Heber project is an important early
step in its goal to develop renewadle/alternative resources. Edison
contends that if the Eeder project is not duilt now, geothermal
development in the Imperial Valley will be curtailed, and the entire
geothermal industry will be depressed.

Edison further argues that the Heber project will not only
provide important performance data on the geothermal anomaly in the
Ipperial Valley dut also will encourage further geothermal
development in other areas. For this reason, Edison submits that any
evaluation of need for the Heber project should consider the project
as 2 crucial beginning in the development of the entire geothermal
industry in Southern Californis.

Technical Reliability

The Eeber project is designed as a 47 MW net geothermal
electric generating facility using a double-Llash geothermal
technology. The double-flash technology is a commercially proven
process which has been successfully applied in several other
countries. ZEdison expects the plant to operate initially at a 75%
capacity factor.

Edison further asserts that the Heber geothermal anomaly
which will supply the brine for the project will be a reliable source
of heat fuel. Edison relies upon the testimony of William E.
Brigham, professor in the Petroleum Engineering Department at
Stanford, givern in A.59512, which has been incorporated into this
record. Professor Brigham testified in A.59512 ¢hat in his opinion
the Eeber geothermal anomaly can supply brine heat to operate the
plant for 30-35 years. (See A.59512, Exh. 4.)

Capital Cost and Controls

The total capital cost of the Heber project is projected as
$146,600,000 (1984 dollars). O0f this amount, Edison will invest
$91,500,000, and Chevron will contridbute $55,100,000. Edison is
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responsible for the turbine gemerator plant and the associated flash
system. Chevron is responsible for the brine production and
injection facilities,

Edison intends to use the company's existing cost control
procedures if the project is approved, Witness DeHaven testified
that these procedures nave been used on four other projects that he
personally has been involved with: Coolwater 3 and 4 combined c¢ycle
project, Big Creek 3 Unit 5 hydroelectric facility, Salton Sea
geothermal project, and Solar 1 project. Each of these projects is
either on budget or under budget. Accordingly, Edison submits that
application of the same cost control procedures to the Heber project
should assure the Commission that the project's capital cost will be
carefully monitored.

Environmental Impact

The master environmental impact report on the proposed
.iebe: project was reviewed by Imperial County, the lead agency. The
report concludes that the project will not impose any unacceptable
environmental impacts. A copy of this report is in the A,59512
formal file,

In addition, Richard Mitchell, Imperial County planning
director, appeared on behalf of the county to state that significant
economic benefits will flow to the county if the Heber project is
approved and the project stimulates further geothermal development.
Imperial County would receive increased property tax revenues and
would benmefit from additional employment opportunities. Accordingly,
Mitchell urges us to approve the Heber project.

Financial Impacts

"In {ts application, Edison estimates that the capital costs,
brine costs, and operating costs of the Heber project added together
will result in a 30-year levelized revenue requirement of 17.4¢/kWh,
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This revenue requirement of 17,4¢/KWh was compared to a
range of avoided cost projections prepared by Edison. Edison's most
recent estimates of 30-year levelized avoided costs range from
10.9¢4/kWh to 13.4¢/kWh. Edison points out that these recent avoided
cost figures represent a significant decrease in avoided costs.
According to Leison, thid decrease should trigger lower, remegotiated,

rine prices under the terms of the Brime Sales Contract, thus bringing
total project costs closer to avoided costs.

Further, Edison argues that a comparison of Heber project
costs with avoided costs is a very limited measure of the project's
overall value. Edison asserts that unquantifiable benefits such as
reduced air pollutants, diversification of resources, and reduced oil
and gas dependence are not considered in an avoided cost comparison.
Edison contends that the inclusion of these unquantifiable benefits in
the overall analysis of the project makes the Hebexr project a desirable

.and worthwhile project despite its high revenue requirement.

Edison alsc points out that the development of alternate/
renewable resources is intended to supplant traditiomal oil and gas
units. As these alternate/renewable resources are developed, the
demand for oil or gas should drop leading to lower prices and weduced
avoided costs based on oil and gas prices. Edison argues that a cost
comparison of an alternate/renewable resource with the traditional
oil- or gas-based resource it is designed to replace is tantamount to
punishing success. As Edison develops altermate/renewable resources,
it would become increasingly difficult to meet an avoided cost
standard based largely on the price of oil or gas. Thus, Edison
maintains that strict adherence to an avoided cost standard will slow
the development of alternative/renewable resources.

In summary, Edison believes that even though the Heber
project’'s estimated revenue requirement could significantly exceed
projected avoided costs, the project's unquantifiable benefits

‘utweigh this cost difference and justify approval of the project.

~7-




.
.

A.61167 ALJ/vdl

Chevron Contracts

After the issuance of D.93035 denying the firat EHeber
project application, Edison renegotiated the Sales and Energy
Contracts with Chevron. The Sales Contract covers the price Edison
will pay for brine supplied to the Eeber project. The Energy
Contract essentially gives Edison an option to purchase drine for
additional geothermal plants in the future.

Edison submits that the new contracte contain major
concessions dy Chevron and therefore represent the best availadle
brine sales agreements in the Imperial Valley. In particular, Edison
claims it has renegotiated the original contract provisions 40 meet
every ¢oncern raised by the Commission in D.930%5.

For example, under the original sales contract, Edison was
responsidle for $17.6 million in capital expenditures for the drine
delivery, brine reinjection, and water treatment facilities. The new
Sales Contract provides that Chevron is responsidle for the injection
pumps and piping. ZEdison is responsidle only for the water supply
facilities.

Under the original sales contract, Edison was obligated to
pay demand and energy charges to Chevron. Consequently, Edison was
bound to pay Chevron's fixed costs even if the geothermal plant
failed to operate. The demand charge has been removed from the new
Sales Contract.

As a final example of the renegotiated contract provisions,
the original sales contract tied the price index for drine to the
price of oil. Thus, the cost of electricity Lrom the Heber project
would have tracked the price of electricity from oil-fired units.

The new Sales Contract uses a price index for drine which is not
closely related to 0il prices. The new index is a composite of four
cost indexes which are intended to reflect changes in Chevron's cost
of operation in the Heber geothermal anomaly.
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Edison submits that because of these renegotiated
provisions, the brine price under the new Sales Contract is 25% lower
than the price under the old sales contract. In addition, Edison
points out that Chevron has assumed responsidility for $20 million in
pipeline system capital costs that under the old sales contract were
Edison's responsidility. Witness Sparks testified that in his
opinion Edison was able to renegotiate its agreement in this manner
with Chevron primarily because the Commission's D.93035 stated well-
defined criteria for renegotiation of the contracts. In their
negotiations, Edison and Chevron focused on every problez articulated
by the Commission in D.9%03%5.

IV. Staff Showing

Staff offered four witnesses: Richard Finnstrom, senior

utilities engineer; Dana A. Toulson, research program specialist;

Robert Penny, supervising utilities engineer; and William Thompson,
research prograz specialist. Finnstrom, Toulson, and Penny

.represented the Utilities Division. Thompson testified on behald of

the Revenue Requirements Division.
Utilities Division

The TUtilities Division reviewed need for the project,
capital cost, ¢ost controls, the drine supply contracts, and the
economics of the project.

Witness Penny analyzed Eldison's need for the EHeber project
and made some general observations. Ee testified that Edison has
overstated its need for the Eeber project. In his opinion, 4if the
Eeber project is not built, it can be easily replaced with a more
economically competitive resource. In addition, witness Penny
disagrees with Edison's claim that there is an immediate need %o
build the Heber project. EHe believes there is ample time 4o restudy
the economics of the project and to renegotiate an even more
advantageous brine supply contract. Witness Penny agrees that the




_ A.61167 COM/cg ALT-COM~-RDG

@
second Sales Contract is a substantial improvement over the first
sales contract, but states that even greater concessions might be
obtained.

Despite his testimony that Edison does not need the Eeber
project at this time, witness Penny had no specific recommendation to
make on the application. EHe declined to recommend whether a CPCN
should be granted or denied.

Witness Finnstrom reviewed primarily the Eeber project's
capital cost, cost controls, and brine prices. Ee found Edison's
estimates of capital costs and planned cost control procedures 4o be
satisfactory. If a CPCN is granted for the Eeber project, he
recoxmends that Edison should be required to demonstrate in its
Energy Cost Adjustment Clause proceedings the reasonableness of the
brine prices and the payments made t0 Chevron. Witness Finnstrom
also declined to recommend approval or denial of this application.

Witness Toulson analyzed the Heber project’'s economics.

.She compared the project to what she believes is its most likely
alternative, a ¢oal«fired plant. Witness Toulson reasons that since
the Eeber project is intended for use as a baseload facility, it
should be compared to the next planned baseload facility in Edison's
resource plan, a coal-fired plant.

Witness Toulson estimates the F0-year levelized cost of a
bagseload coal-fired plant to be 14.0¢/kWh as compared to the Heber project
costs in Edisom's application of 17 4¢/kWh,

Witness Toulson concedes that her analysis is limited as it
does not consider externalities or indirect benefits such as reduced
air pollution, resource diversification, operating experience, etc.
Howvever, if she confines her analysis to an avoided cost comparison,
she finds that since the Heber project's estimated cost exceeds
avoided cost projections based on e coal-fired plant, she mus?t
recomzend denial of the application.
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Revenue Regquirements Division

Witness Thompson recommends that the Commission deny this
application and instead allow Edison to build the Heber project and
pay itself avoided costs for any electricity. Under his proposal, no
part of the Heber project would enter rate base, To the extent the
cost of electricity from Heber is below Edison's avoided cost, Edison
will wetain a profit, In the event the cost of electricity exceeds
avoided cost, Edison will take a loss, In either case, Edison's
shareholders absorb the profit or the loss.

Witness Thompson characterizes the Heber project as a
questionably cost-effective project brought to the Commission for prior
approval. The project, in his view, involves substantial risk that the
project costs will exceed avoided costs. He argues that 1if Edison's
shareholders are unwilling to accept this risk under his avoided cost

payment proposal, then Edison's ratepayers should not be asked to
bear it.

Witness Thompson submits that Edison's management,
Tepresenting the company's shareholders, is in the best position to
evaluate the risks and benefits of the Heber project, He points out
that the staff and the company'’'s ratepayers did not participate in
the negotiations with Chevron and are not privy to the information
Edison's management had access to in the negotiation process, Therefore,
he concludes neither staff nor the ratepayers can determine whether
the negotiated price for brine is a falr price, Further, he adds that
the brine contract renegotiation provisions affecting future brine
prices make this determination even more difficult and uncertain.

Under the Thompson proposal, if a utility is required to
accept the economic risks and benefits of the Heber project, and
other projects, extensive economic analysis by the staff and the
Commission becomes unnecessary. Edison's management would be
required to evaluate each project under the constraint of avoided

-11-
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cost recovery. The Commission would not need to review project cost
in detail but would simply £ix the utility's avoided cost. Witness
Thompson contends that as a result the certification process would be
streamlined, and regulatory lag would be minimized.

In summary, witness Thompson recommends that Edison should
be allowed to build the Heber project and receive avoided cost
payments, similar o a QF under PURPA. In this way, he asserts
Edison's management will be given an economic incentive to build and
construct only cost-competitive projects.

V. Discussion ,

In D.93035 we found that the Heber project was technically
feasible and involved both a reliable geothermal anomaly and a proven
power production technology. These findings were not controverted in
this proceeding. The Commission's decision pursuant to A.59512 also
found that the brine contract was not reasonable and prudent, and that

.his eonclusion was sufficient to deny the application (D.93035, p.38).
Further, the overall project was found not be be cost-competitive.
These latter issues have been the primary focus of the present proceeding.
Our decision here requires discussion of (1) the adequacy of the brine
contract, (2) the need for, and cost-effectiveness of the project,
(3) the appropriate ratemaking treatment of the project, and (4) the
project's environmental impact.
The Brine Sales Contract

We agree with Edison that the present brine sales agreement
contains certain improvements over the agreement filed in A.59512, which
we criticized. Under the new agreement Chevron has taken 2 more equitable
share of the capital costs associated with brine production and
reinjection, Further, Edison is no longer required to pay a demand
charge to Chevron whether oxr not it takes brine, The elimination of the
demand charge leads to a more balanced set of remedies for non-performance
under the contract, Finally, the brinme price escalation index is less
closely tied to oil price escalation, thus allowing this supply source

.o diversify Edison fuel price risks,

=12~
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The latter improvement has apparently been achieved at a
cost. Evidence in the record indicates that while the brine price
will not fluctuate with oil prices, the present brine escalation index
is projected to increase faster than oil prices overall (see Exhibit 23).
As the escalating brime costs are a major component of total project
costs, this naturally leads us to the central issue in the present
proceeding: the cost-effectiveness of, and need for, the project.
Need and Cost-Effectiveness

The primary basis for establishing the need for a given
utility project must be an economic one. The fact that there will be
new increments of customer demand that must be met does mot automatically
make a proposed project necessary. If altermative projects or the
enhanced use of existing facilities can meet the new increment of
demand at a lower cost than the proposed project, then the project is
not necessary or desirable in an economic sense, Unless there are

"bersuasive non-economic or non-quantifiable reasons establishing need,

a project that does not meet this economic test should not be granted
a CPCN.

It is questionable whether the proposed Heber project meets
the aforementioned economic test. Evidence in the record indicates
that the project costs listed in Edison's application are higher than
Edison's current estimates of avoided costs (based primarily on the
cost of enhanced use of existing facilities) as well as staff's measure
of avoided cost (based on the costs of building and operating an
alternative baseload project). Edison points out that the project costs
listed in the application are likely to be reduced through brine pxice
renegotiation given the recent drop in avoided costs, and this will
bring project costs closer to avoided costs, Further, Edison points
out that avoided cost projections are quite volatile, While we agree
that Heber project costs and comparable avoided costs are both subject
to uncertainty, we find that the cost~-competitiveness of the project

ds problematic,
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Edison argues that even if the project does not meet a strict
econonic test of cost-competitiveness, it will also produce associated
non-quantifiable benefits which make it a desirable undertaking. The
primary benefits that are pointed to are the enhanced diversity of
Edison's resource mix, reduced risks associated with smaller, shorter
lead time projects, decreased reliamce om foreign fuels, and reduced
air emissions in the South Coast Air Basin., TFurther, Edison points out
that the construction of this project is likely to c¢reate momentum
towaxrd the further development of geothermal resources in the Imperial
Valley.

We would note that Edison stockholders reap many of the non-
quantifiable benefits associated with this project. Risk is reduced
by investing in smaller investments of capital. Cash flow is improved
through a project with a shorter time, Veolatility of future earmings
is decreased through the establishment of a more diverse and stable
fuel mix.

We agree with Edison that there are also non-quantifiable
Benefits for ratepayers associated with this project. Howevexr, these
benefits are not unique to Heber, In gemeral, such non-quantifiable
benefits also accrue from independent small power producers which sell
electricity to Edison at its avoided costs. Indeed, we have supported
full avoided costs for small power producers in part because of these
additional benefits., Similarly, the non-quantifiable benefits would
make the Heber project clearly desirable if it could produce electricity
at or below avoided costs. However, if the Heber project cannot be
economically developed within avoided costs, it is unclear why rate-
payers should not rely on other independent small power producers for
the equivalent energy production. As noted above, the cost-competitiveness
of the Heber project is uncertain. .

Accordingly, the decision to grant a CPCN is dependent upon
the ratemakgng treatment that will be associated with it. We will
grant a CPCN under the condition that avoided cost ratemaking 'is use

. as described in the following sectiom.

£
>~
d,
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Ratemaking Treatment

While £finding sufficient basis for granting a certificate to
allow this project to go forward, we are also cognizant of the need to
safeguard ratepayers' interests in the ratemaking treatment that we
approve for the project, In this regard, we decline to accept Edison's
proposed ratemaking treatment, Edison requests that we find that brine
costs incurred pursuant to the brine sales agreement are reasonable
and recoverable in ECAC, and that the capital costs of the projeet should
be rate-based and subject to the company~wide authorized rate of return.

We agree with staff witness Thompson that this ratemaking
treatment will place undue risks on ratepayers that Heber project costs
will, in actuality, be excessive, above avoided costs. The cost-
competitiveness of this project is too uncertain vis-a-vis avoided
costs £for us to place this risk on ratepayers. We agree with staff
that it is more appropriate in this case for Edison's management and
shareholders to take on this risk, as management is in a better
position to carefully compare likely project costs with forecasted
avoided costs. This is particularly appropriate since Edison's
management is in a better position to ascertain the prospects for
brine price renegotiation undexr the contract, and to carry out such
renegotiation in a vigorous fashion. We will therefore adopt the
staff recommendation and limit cost recovery on the Heber project To
avoided costs, allowing Edison management and shareholders to take the
risks and potential returns associated with the cost-competitiveness
of the project.

This approved method of cost recovery should provide Edison
with a strong incentive to go forward with a project that is structured
in the most economical way possible, to keep construction ¢osts down,
and to push vigorously for lower brine prices during the life of the.
project. AE“the same time, ratepayers' interests will have been

protected,
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Avoided cost recovery for power produced by Edison should be
based on the energy and thirty-year capacity payment schedules of
Standard Offer #2 £iled pursuant to D,82~01-103. This basis for
avoided cost recovery is appropriate for a long term firm power source
such as the Heber project. Payments for Heber power pursuant to
Standard O0ffer #2 should reflect any revisions that are made in this
price schedule between the date of this decision and the date of cost
recovery.

Cost recovery for power produced from Heber shall be limited
t0 avoided cost recovery in ECAC at the time the power is produced.
Actual costs incurred to produce the power, and associated returns to
shareholders, shall be treated "below the line" and not recognized for
ratemaking purposes, now or in the future, Edison shall obsexrve the
strictest accounting requirements for separating costs and returns
associated with the Heber project and other company costs and returns
that are recognized for ratemaking purposes. Edison shall submit the
accounting methodology that it uses to separate out its Heber related
activities, including any separate subsidiary arrangements that may
be implemented, for approval by this Commission prior to cost recovery
for Heber gemerated power.

We recognize that this innovative cost recovery scheme is a
departure from more traditional forms of utility project cost recovery.
It is, however, a reasomable method of cost recovery given the facets
of this case. As noted above, the cost-competitiveness of this project
is quite uncertain., Moreover, it is clear that Edison's management is
in the best position to weigh the risks and potential returns associlated
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with this project's ¢osts vis-a-vis other generation options. Edison's
management can thus make a precise judgement about the economic

iability of the project and act on the basis of this judgement.

By placing the risks of project cost-competitiveness on Edison's
management and shareholders in this way, ratepayers' interests will
be protected,

The certificate that we grant for the Heber project is

clearly conditional on this adopted form of cost recovery, as this

form of cost recovery is necessary to protect ratepayers' interests

in this case. The certificate is thus a stricter and narrower grant

of authority than that which appertains to other utility projects
which are granted certificates coupled with traditiomal ratemaking
treatment. The method of cost recovery adopted for Heber is reasonable
based on the facts of this case but is not precedential toward the
treatment of other utility applications.
Environmental Impact

In A,59512, Edison's prior £iling on Heber Plant No. 1,
considerable information was presented on the environmental impacts
expected to occur from construction and operation of the proposed plant.
In accordance with CEQA requirements, in early 1980 Imperial County
issued a Final Master Environmental Impact Report on the 500 MW of
geothermal generation in the county proposed by both Edison and
San Diego Gas & Electric Company. This master FEIR was used by the
county in evaluating impacts associated with Edison's Heber Plant No. 1
in determining whether a conditional land use permit should be issued
to Edison for this plant. Because of our decision to reject Edison's
prior application, we did not make any findings on environmental issues
in D.93035.

In the current proceeding, Imperial County's Master FEIR was
incorporated into the record by reference. There has only been one
change of ahy environmental significance in the project since the i
previous a Slication. At that time, Edison proposed to use water from
the New Riyer in reinjection processes to replace brine used and lostE
from evaporation in the c¢ooling tower. In its current applicatien,
Edison proposed to use irrigation water for cooling for at least five

-17-
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years, and, if possible, longer to delay the capital costs associated
with construction of the water treatment plant, Impacts associated with

this change had already been analyzed in the master FEIR issued by
Imperial County.
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Due to the change in the source of cooling water, Edison
sought a revised conditional use permit from Imperial County, After
determining that no further envirommental report was needed under CEQA,
the county issued this permit on March 23, 1982. The Commission staff
concurs with Imperial County that the analysis of impacts contained
in the master FEIR adequately analyzes the environmental impacts,
possible mitigarion measures, and alternatives. (See also Pub. Res. C.
§21167.2.) We believe that the impaets are either beneficial,
insignificant, or adequately mitigated by the measures proposed in the
application or the conditional use permit.

Pursuant to §15085.5(h) of the CEQA Guidelines, we £ind that:

(1) changes or alterations have been required in, or
incorporated inteo, the project which mitigate or

avoid each of the significant environmental

effects identified in the master FEIR, and

@ (2) such changes or alterations are within the

responsibility and jurisdiction of Imperial

County and have been adopted by that agency.

Accordingly, we direct the staff to f£ile a Notice of Determination of

the Commission's findings pursuant to §15085.5(1) of the CEQA Guidelines.
Findings of Fact

1. By A.61167, Edison requests a CPCN to construct the Heber
Geothermal Generation Plant No. 1 (Heber).

2. Heber would use a dual-flash technology and have an initial
net output of 47 MW,

3. In D.93035 the Commission found that Heber was technically
feasible and involved both a reliable geothermal anomaly and a proven
power technology; these findings were not controverted in the present
proceeding. ‘

4, Edison has renegotiated its brine sales contract with Chevrom.
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5. In the renegotiated brine contract, Chevron has taken a
more equitable share of the capital costs of the project.

6. In the renegotiated brine contract, the elimination of the
demand charge has created a more balanced set of remedies for
non-performance,

7. In the renegotiated brine contract, the brine price escalation
index is less closely tied to oil price escalation.

8. The brine price escalation index is projected to escalate
faster between 1984 and 1996 than oil prices during the same period.

9. The cost-competitiveness of Heber vis-a-vis other generation
options has not been demonstrated.

10. Heber will produce non~quantifiable benefits that are not
considered in a strict avoided cost test of cost-competitiveness,

11l. Heber will enhance the diversity of Edison's future resource
mix.

. 12. Heber is a smaller, shorter-lead time baseload generation
project when compared to conventional baseload projects such as
coal-£fired powerplants.

13. Heber will allow decreased reliance on foreign fuels by
Edison.

14, Heber will allow reduced emissions in the South Coast Aix
Basin by Edisen.

15, Heber is the first of several commercial geothermal generating
facilities planned by Edison £for the Imperial Valley.

16. Edison's proposed ratemaking treatment for Heber cost recovery
will place undue risks on Edison's ratepayers that such costs will be
excessive, above avoided costs.

17, Edison is in the best position to make a precise judgement
about the ecqpommc viability of the project, is the party responsible for
brine price afgot;atzon and is Dbest able to weigh the risks .and- r
potential returns associated with the comparison of Heber costs and -

‘ther generation optioms,

-19-
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18. The staff recommendation that Edison be limited to
avoided cost recovery on Heber is reasonable.

19. Under the staff's recommended method of cost recovery,
ratepayer interests in relation to Heber will be protected.

20. It is reasonable that avoided cost recovery for Leber
should be based on the enmergy and thirty-year capacity payment
schedules of Standard Qffer #2, filed by Edison pursuant to D.82-01-103,
revised to reflect any changes in that Qffer made by this Commission
prior to Heber cost recovery.

21. Protection of ratepayer interest xrequires a strict separation
of Heber costs and returns and other Edison ¢osts and returns that are
recognized for ratemaking purposes.

22. Changes or alterations have been required in, or incorporated
into, the project which mitigate or avoid each of the significant
environmental effects identified in the master FEIR,

23, Changes or alterations in the project which mitigate ox
avoid significant environmental effects are within the responsibilicy

and jurisdiction of Imperial County and have been adopted by that agency.
Conclusions of Law

1. The Commission is required to issue a decision on A.61167
on or before October 22, 1982, by the Permit Streamlining Act.

2. A CPCN should be issued to Edison to build and operate Heber,
conditional on the cost recovery arrangement adopted in this decision.

3. The staff recommendation to allow Edison avoided cost
recovery £f£or Heber should be approved.

4, Avoided cost recovery for Heber should be based on energy
and thirty-year capacity payment schedules of Standard Offer #2, filed
by Edison pursuant to D,82-01-103, revised to reflect any changes in
that offer made by this Commission prior to Heber cost recovery.

5. For accounting purposes, Edison should strictly separate Heber

costs and’ ﬁiturns from other Edison ¢osts and returns that are requesﬁéd
for ratemak;ng purposes,
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6. The Master Final Envirommental Report issued by Imperial

County satisfies the requirements of CEQA in accordance with Public
Resources Code §21167.2.

1. A certificate of public convenience and necessity is
granted to Southern California Edison Company (Edison) to construet
and operate the Heber Geothermal Genmeration Plant No. 1 (Heber),
conditional on the cost recovery arrangements authorized today.

2. Cost recovery for power produced from Heber shall be limiced
to avoided cost recovery im Edison energy cost adjustment clause
(ECAC) account at the time the power is produced, based on the energy
and thirty-~-year capacity payment schedules of Standard Offer No, 2,
filed pursuant to D.82-01-103, revised to reflect any changes in that
Offer made by this Commission prior to Heber cost recovery.

3. Costs incurred by Edison now or in the future to build and
operate Heber, and returns to sharcholders derived from Heber, shall
not be recognized for ratemaking purposes,

4. Edison shall submit the accounting methodology that it will
use to separate out its Heber related activities from its activities
that are recognized for ratemaking purposes, including any separate
subsidiary arrangements that may be implemented, to this Commission for
Commission approval prior to cost recovery for Heber gemerated power,

Yeey o
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5. The Executive Director of the Commission shall £ile a
Notice of Determination for the project, as set forth in Appendix A
of this decision, with the Secretary of Resources.

This order becomes effective today,
Dated 0CT 201882 , at San Framciseo, Califormia.

We will file a concurring opinion.

R Yy
rexident
Commissioners RICHARD D, CRAVELLE
LECNARD M. GRIMES, JR.
VICTCR CALVO P
Commissioners

LAY

So::::nissioner Prizeilla C. Grovw,
»04D5 nocezsarily adzont, d4ia
Lot particirate

I CERTIFY THEAT THIS DECISION
WAS APPROVED BY THE ABOVE

COMIESILNERS  TCDLY.” >




APPENDIX A
NOTICZ OF DETERMINATION

-

1 ™0: Saecretary for Resources FROM: California Public
1216 ¥inth Street, Room 1312 Utilities Comnicesion
cacrazento, California 92814 350 MeAllister Stxeet
Sax Francisco, Calif. 94102
// v3sECT: Filing of Notice of Determination in compliance with
Section 21108 or 21152 of the Public Resources Code.

Application 61167

Project TiT1e 4 ver Goothernal Generating Station Plant No. 1

State Clearinghouse Muxder (If sudmitted to State Clearinghouse)
SCH 79021361 (lead Agency: Imperial County Plannding Department

Contact Ferson Telephone Number
Tames & StAEr (y5) SF7 <fofr  (RTESD
Project Iocation

Imperial County, CA

Project Description
. Construction of a 47 M{ Geothermal Electric Generating Flant.

Ihis is to advise that the California Pudblic Utilities Commission
has made the following deterzination regarding the

above descrided project:
1. The project has deen /X / approved by the CAC

. [/ disapproved
2. The projeect /7 xill kave a significant effect on the environ-
ment.
E ha' 79 na# ’

3. [y 7/ Aa Environzmental Impact Report was prepared Lor this project
pursuant to the provisions of CIQA-
/7 A Negative Declaration was prepared for this project purst-
ant to the provisions of CEQA. A copy of the Negative
Declaration is attached.

. Dec. 31, 1921
Dete Kecexrved for Filing
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D.82-10-049

LEONARD M. GRIMES, JR., Commissioner and
VICTOR CALVO, Commissioner, Concurring:

wWe concur.

By assuring Southern California Edison Company recovery
of avoilded costs and treating actual costs "below the line” our
decision offers =dison an opportunity to carn a profit commen-
surate with the skill, ingenuity, and cfficicncy claimed by the
company. To the extent that Edison manages to keep its actual
costs below avoided costs, it will profit; to the extent that
it fails, Edison will lose.

We encourage the management of Edison to rise to this
challenge by devoting its best commercial and professional talents
to making the Heber project a profitable venture. For the rcasons
discussed in our decision, a successful project will benefit both
sharcholders and ratepayers alike.

while our decision today limits Edison’s recovery %o
avoided costs, this Commission has not ruled out the use of added
payments to compensate future QF or utility projects for the value

£ benefits which are currently unqguantifiable. Such payments
may be necessary to stimulate the development ©f certain projects.
To accist the Commission in evaluating future projects and in
determining avoided costs, we invite interested groups including
Edison, other utilities, and public intercsted organizations o
provide us with information on how benefits which are now unguan-
tifiable may ke gquantified and introduccd in our analysis of cost
effectiveness.

s e
cCommisSsLONer

VICIDR CALVO, Commissioner

San Francisco, California
O¢tober 20, 19382
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In this decision we grant Edison's request for a CPCN to
puild the Heber project. The projeet was found in D.932035 to be
technically feasible and based on both a reliable zeothermal fuel
source and a proven power production technology. These findings wexe
not controvertced in the present proceeding

We conclude in this decision that the cost-competitiveness
of the project vis-a-vis other generation options is uncertain, _ However
our adopted ratemaking arrangements minimize this coste compet;tlvcnesa )
risk for ratepayers, and these arrangements, coupled with the “further
ron-quantifiable benefits associated with the project, provide a sufficient
basis for granting a CPCN. Thesc benefits associated with the,Heber“pronC'
include the cnhanced diversity of Edison’'s resource mix, reduced risks
associated with smaller shorter lead time projec;sildccrgpsed rcliance on
on Zorecign fuels, and reduced air cemissions. o

While granting Edison's request for a CPCN, we de¢line to
accept Edison's proposed ratemaking treatment for the projeect. Iastead
we find that the szafl's recommendation thdt Heber cost recovery be
limiced to avoided costs is a more reasonablc ratemaking arrangement,

ta avoided cost recovery the risks of p*ogect cost~competitiveness
are borne by Edison stockholders rather than ¥acepayers. We conclude
that this is an appropriate allocation of risks for this project. Inm
essence, Edison will recover costs £or power produced f£rom the Heber
geothermal project in a manner that is consistent with cost recovery
by non-utilicy small power producers that opcrale similar alternative
energy projects., This ratemaking treatment is ;\:easonable way to
protect the interest that ratepayers have in obtaining cost~effective
power from the HMHeber plant, |

Finally, we conclude that the Heber project for which we are
granting a certificate is in compliance with the Cahiﬁornza Environmental
Quality Act (CEQA). In making this determination we rq;y on the Imperial
County Final Environmental Impact Report anc Conditional Use permic
relevant to the Heber projecct,
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This revenue requirement of 17,4¢/kWh was compared to 2
range of avoided cost projections prepared by Edison. ZEdison's most
recent estimates of 30-year levelized avoided costs range from
10.9¢4/kWn to 13.4¢/kWh. Edison points out that these recent avoided
cost figures represent a significant decrease in avoided costs.
According to taison, thil decrease should trigger lower, remegotiated
brine prices under the terms of the Brine Sales Contract, thus bringing
total project costs closer to avoided costs.

Further, Edison argues that a comparison of Heber project
costs with avoided costs is a very limited measure of the project's
overall value., Edison asserts that unquantifiable benefits such as
reduced air pollutants, diversification ¢f resources, and reduced oil
and gas dependence are not considerég in an avoided cost comparison.
Edison contends that the inclusion of these unquantifiable benefits in
the overall analysis of the project mgkes the Heber project a desirable

.a.nd worthwhile project despite its higb{ revenue requirement.

Edison also points out that the development of altermate/
renewable resources is intended to suppfépt traditional oil and gas
wmits. As these altermate/renewable resouxces are developed, the
demand for oil or gas should drop leading to lower prices and reduced
avoided costs based on oil and gas prices. \Edison argues that a cost
comparison of an alternate/remewable resource\with the traditional
oil- or gas-based resource it is designed to réb}ace is tantamount to
punishing success. As Edison develops alternate/renewable resources,
it would become increasingly difficult to meet an avoided cost
standard based largely on the price of oil or gas. Thus, Edison
maintains that strict adherence to an avoided cost standard will slow
the development of alternative/renewable resources,

In summary, Edison believes that even though the Heber
projeet's esgémated revenue requirement could significantly exceed
projected avaided costs, the project's unquantifiable bemefits
outweigh this cost difference and justify approval of the project.
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Edison argues that even if the project does not meet a strict
economic test of cost-competitiveness, it will also produce associated
non~quantifiable benefits which make it a desirable undertaking. The
primary benefits that are pointed to are the enhanced diversity of
Edison's resource mix, reduced risks associated with smaller, shorter
lead time projects, decreased relionce on foreign fuels, and reduced
air emissions in the South Coast Air Basin, Further, Edison points out
that the construction of this project is likely to create momentum
toward the further development of geothermal resources in the Imperial
Valley.

We would note that Edison stockholders reap many of the non~
quantifiable benefits associated with this project. Risk is reduced
by investing in smaller investments ¢of capital., Cash flow is improved
through a project with a shorter time. Veolatility of future earnings
is decreased through the establishment of a more diverse and stable
fuel mix. \\

We agree with Edison that there are also nom-quantifiable
Yenefits for ratepayers associated with this project. However, these
benefits are not unique to Heber, In gemeral, such non-quantifiable
benefits also accrue from independent small power producers which sell
electricity to Edison at its avoided costsﬁ\ Indeed, we have supported
£ull avoided costs for small power produceré\in part because of these
additional benefits. Similarly, the non-quantifiable benefits would
make the Heber project clearly desirable if it could produce electricity
at or below avoided costs. However, if the Heber project camnot be
economically developed within avoided costs, it is unclear why rate-
payers should not rely on other independent small power producers for
the equivalent energy production., As noted above, the cost-competitiveness
of the Heber project is uncertain,

Aécordingly, the decision to grant a CPCN is dependent upon
the ratemdking treatment that will be associated with it. We will =
grant a CPCN under the condition that avoided cost ratemaking is used,

. as described in the following sectiom.

1=
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Ratemaking Treatment

While finding sufficient basis for granting a certificate to
allow this project to go forward, we are also cognizant of the need to
safeguard ratepayers' interests in the ratemaking treatment that we
approve for the project. In this regard, we decline to accept Edison's
proposed ratemaking treatment. Edison requests that we find that brine
costs incurred pursuant to the brine sales agreement are reasonable
ané recoverable in ECAC, and that the capital costs of the project should
be rate-based and subject to the company-wide authorized rate of return.

We agree with staff witness Thompson that this ratemaking
treatment will place undue risks on ratepayers that Heber project costs
will, in actuality, be excessive, ab¢ve avoided costs. The cost-
competitiveness of this project is tép uncertain vis~a-vis avoided
costs for us to place this risk on ratepayers. We agree with staff
that it is more appropriate in this cQse for Edison's management and
shareholders to take on this risk, as &anagement is in a better
position to carefully compare likely project costs with forecasted
avoided costs. This is particularly apﬁ%opriate since Edison's
management is in a better position to ascertain the prospects for
brine price renegotiation under the contréct, and to carry out such
renegotiation in a vigorous fashion., We wﬁll therefore adopt the
staff recommendation and limit c¢ost recover§ on the Heber project to
avoided costs, allowing Edison management and\shareholders to take the

isks and potential returns associated with thg cost~competitiveness
of the project. \

A

This approved method of ¢ost recovery should provide Edison
with a strong incentive to go forward with a project that is structured
in the most economical way possible, to keep construction costs down,
and to pusn;vigorously for lower brine prices during the life of the

project. Ar the same time, ratepayers' interests will have been
protected, ;
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Avoided cost recovery for power produced by Edison should be
based on the energy and thirty-year capacity payment schedules of
Standard Offer #2 filed pursuant to D,82-01-103. This basis for
avoided ¢ost recovery is appropriaﬁéuior a long term firm power source
such as the Heber project. Payments £6r. Heber power pursuant ToO
Standard Offer #2 should reflect any revisions that are made in this
price schedule between the date of this decision and the date of c¢ost
recovery.

Cost recovery £or power produced from Heber shall be limited
to avoided cost recovery in ECAC at the time the power is produced.
Actual costs incurred to produce the power, and associated returns to
shareholders, shall be treated "below the line" and not recognized for
ratemaking purposes, now or in the future, Edison shall observe the
strictest accounting requirements for separating costs and rTeturns
associated with the Heber project and other company ¢osts and returns
that are recognized for ratemaking purposes. Edison shall submic the
accounting methodology that it uses to separate out its Heber related .o
activities, including any separate subsidiary arrangements that may -
be implemented, for approval by this Commission prior to cost recovery
for Heber generated power,

We recognize that this innmovative cost recovery scheme is a
departure from more traditional forms of utility project cost recovery.
It is, however, a reasonable method of cost recovery given the facts
of this case. As noted above, the cost-~competitiveness of this project
is quite uncertain. Moreover, it is ¢lear that Edison's management is
in the best position to weigh the risks and potential returns associated
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with this project's costs vis-a=-vis other generation options. Edison's
management can thus make a precise judgement about the economic
viability of the project and act on the basis of this judgement.

By placing the risks of project cost-competitiveness on Edison's
management and shareholders in this way, ratepayers' interests will

be protected.

The certificate that we grant for the Heber project is
¢learly conditional on this adopted form of cost recovery, as this
form of cost recovery is nQCessary o protect ratepayers' interests
in this case. The certificate\is thus a stricter and narrower grant
of authority than that which aﬁpertains to other utility projects
which are granted certificates coupled with traditional ratemaking
treatment, The method of cost recovery adopted for Heber is reasonable
based on the facts of this case but is not precedential toward che
treatment of other utility applications.

Environmental Impact \

In A.59512, Edison's prior £iling om Heber Plant No. 1,
considerable information was presentéd on the environmental impacts
expected to occur from construction aﬁ§ operation of the proposed plant.
In accordance with CEQA requirements, in early 1980 Imperial County
issued a Final Master Environmental Impa¢t Report on the 500 MW of
geothermal generation in the county propésed by both Edison and
San Diego Gas & Electric Company. This master FEIR was used by the
county in evaluating impacts associated with Edison's Heber Plant No., 1
in determining whether a conditional land use\ permit should be issued
to Edison for this plant, Because of our decision to reject Edison's
prior application, we did not make any findings ‘on environmental issues
in D.93035. \

In the current proceeding, Imperial Count&{s Master FEIR was
incorporated into the record by reference, There hés only been one
change of any environmental significance in the project since the
previous agplication. At that time, Edison proposed to use water from
the New RiYer in reinjection processes to replace brine used and lost'
from evaporation in the cooling tower. In its current applicatiom,

. Edison proposed to use ixrigation water for cooling for at least £ive
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years, and, if possible, longer to delay the capital costs associated
with construction of the water treatment plant, Impacts associated with

this change had already been analyzed in the master FEIR issued by
Impexial County.
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5. 1In the renegotiated brine contract, Chevron has taken a
more equitable share of the capital costs of the project.

6. In the renegotiated brine contract, the elimination of the
demand charge has created a moxe balanced set of remedies for
non-performance.

7. In the renegotiated brime contract, the brine price escalation
index is less closely tied to oil price escalation,

8. The brine price escalation index is projected to escalate
faster between 1984 and 1996\ than oil prices during the same period.

9. The cost-competitivegess of Heber vis-a-vis other generation
options has not been demonstrated.

10. Heber will produce noﬁyquantifiable benefits that are not
considered in a strict avoided c5§t test of cost-competitiveness,

11. Heber will enmhance the a;versity of Edison's future resource
mix,

. 12. Heber is a smaller, shorter-lead time baseload generation
project when compared to conventzongl baseload projects such as
coal-fired powerplants.

13. Heber will allow decreased zeliance on foreign fuels by
Edison. \

14, Heber will allow reduced emigﬁions in the South Coast Ailrx
Basin by Edison. \

15. Heber is the first of several commerczal geothermal generating
facilities planned by Edison for the Imper%al Valley.

l6. Edison's proposed ratemaking treatment for Heber cost recovery
will place undue risks on Edison's ratepayexs that such costs will be
excessive, above avoided costs.,

17. Edison is in the best position o méke a precise judgement
about the ecqnomxc viability of the project, is the parcy respomsible fpr
brine prmce.qggotzatzon and is best able to weigh the risks and

potential regurns associated with the comparison of Heber costs and
.other genexration options,

g
-
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18. The staff recommendation that Edison be limited to
avoided cost recovery on Heber is reasonable,

19. Under the staff's recommended method of ¢ost recovery,
ratepayer interests in relation to Heber will be protected.

20. It is reasonable that avoided cost recovery for Heber
should be based on the energy and thirty-year capacity payment
schedules of Standard Offer #2, filed by Edison pursuant to D,82-01-103,
revised to refleet any changes in that Offer made by this Commission
prior to Heber cost recovery.

21. Protection of ratepayer interest requires a strict separation

£ Heber costs and returns and other Edison costs and returss that are
recognized for ratemaking purposes.

22. Changes or alterations have been required in, or incorporated
into, the project which mitigate or avoid each of the significant
environmental effects identified in the master FEIR.

23, Changes or alterations in thé\project which mitigate or
avoid significant environmental effects\are within the responsibilicy

and jurisdiction of Imperial County and ﬁave been adopted by that agency.
Conclusions of Law

1. The Commission is required to isége a decision on A.61167
on or before October 22, 19382, by the Permié\Streamlining Act,

2. A CPCN should be issued to Edison 6? build and operate Heber,
conditional on the cost recovery arrangement aéopted in this decision,

3. The staff recommendation to allow Edison avoided cost
recovery for Heber should be approved. \\

4, Avoided cost recovery for Heber should be based on enexgy
and thirty-year capacity payment schedules of Standard Offexr #2, filed
by Edison pursuant to D.82-01-103, revised to reflect any changes in
that offer made by this Commission prior to Hebexr cost recovery.

5. For accounting purposes, Edison should strietly separate Heber

costs and -meturns from other Edison costs and returns that are requesTed
— i
for ratemaking purposes,
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6. The Master Final Environmental Report issued by Imperial

County satisfies the requirements of CEQA in accordance with Public
Resources Code §21167.2,

1. A certificate of public convenience and necessity is
granted to Southern California Edison Company (Edison) to construct
and operate the Heber Geothermal Generation Plant No. 1 (Heber),
conditional on the cost recovery arrangements authorized today.

2. Cost recovery for power produced from Heber shall be limited
to avoided cost recovery in Edison eﬁergy cost adjustment clause
(ECAC) account at the time the power is produced, based on the energy
and thirty-year capacity payment sche&hles of Standard Offer No, 2,
filed pursuant to D.82-01-103, revised\co reflect any changes in that
Offer made by this Commission prior to ﬁeber COST recovery.

3. Costs incurred by Edison now or, in the future to build and
operate Heber, and returns to shareholders derived £from Heber, shall
not be recognized for ratemaking purposes,

4., Edison shall submit the accounting methodology that it will
use to separate out its Heber xelated activﬂ;ies from its activities
that are recognized for ratemaking purposes,\@ncluding any separate
subsidiary arrangements that may be implementéd, to this Commission for
Commission approval prior to cost recovery for \Heber generated power.




