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Bury. David N _ Barry III. Richard K. 
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a 1. omia Edison Company: David B. 
Follett, Attorney at Law, and S. J. 
tunningham, for Southern California 
Gas Company; Graham & James by Boris A. 
Lakusta. Attorney at Law. for S:terra 
Pacific Power Company; and Daniel E. G:tb·son 
and Gail A. Greele~. Attorneys at Law, 
for Pacific G8.S an Electric Company; 
responden'ts. 

Gre~g Wheatland, A-etorney at Law. for 
's.11.fo:rIl.1.8 Energy CoIIJlllission, interested 

party. 
Alvin S. Pak, Attorney at Law, f'or the 

commission staff .. 

o 1" I N'1 0 N, -------
This proceeding is an investigation conducted under the 

Cormuission's rulemaking procedures as defined in Article, 3,.'5· of the 
Commission's Rules of Practice and hocedure for thepurpo:se 'of '. 

. . , ~ . 

establishing evaluation guidelines for researc:hand development 

" ,,~,,# 
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and demonstration (RD&D) projects for ratemaking purposes.. The 
follo",""ing energy utilitj:es are respondents: 

Pacific Gas and Electric Company (pG&E) 
CP National 
San Diego Gas & Electric Company (SDG6E) 
Southern California Edison Company (Edison) 
Sierra Pacific Power Company (Sierra P'acific) 
South-west Gas Corporation (SoWest Gas) 
Pacific Power & LiRht (PPL) 
Southern California Gas Company (SoCal Gas) 
The Order Instituting Investigati.on (011) states that in 

its decision in PG&E t s last general rate proceed'ing, (Deeision (D.) 
938S7 in Application (A.) 60153). the Commission directed: the'staff p 

PG&E. and other energy utili tie's to part:tc:tpate i.n, a workshop: for 
the purpose of developing an appropriate definition of. RD&D and method of 
setting RD&D prioritie;.l/ 

'j< , 

'r~' 

" ••• we will require staff. PG&E p and: other utilities to participate 
in a 'WOrkshop to which the Energy Commission staff 1s, :tnvited. 
After the workshop. participants will recommend to the Commis-
sion appropriate revisions to the definition of RD&D and a 
system setting RD&D priorities ..... tt. ' . . 
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We also cormnented in the PG&E decis.ion that RD&I> projects 
Which pertain to development of renewable energy resources should 
be encoUraged' and~ that those RD&D proj ects ~ich aret:i.ed 
to its resource plan should have a high priority.. 'We d'id; not 
indicate that other types of RD&D proj ects lI.'Ould not be funded'. 

the OIl further states that the staff conducted workshops 
'Which were attended by' PG&E ~ Edison~ SoCal Gas ~ Sierra Pacific' .. 
SDG&E, PPL. SoWest Gas, CP National, the California Energy Commission 
(CEC). and representatives from the office of the Governor. 

Attached to the OII is a staff report prepared' following. 
the workshops, which contains a recommended definition, ,0'£ RD&D and 
a proposed system for setting RD&D prior:tties~ The staff recommended 
~ its report 

1. 

2. 

3. 

that the utilities: 
Use the Federal Energy Regulatory 
Commission (FERC) accounting defin,i-
tion of RD&D mth modifications,; 
List their RD&D projects in order of 
priority;' and 
Show the relationship between theirRD&D 
projects and their resource plans . 

..... '. 
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The 011 states that any adopted guidelines should'provide 
the ba~is for analysis of RD&D programs in general rate proceedings. 

The 011 provided for 'Written proposals. comments. or 
exceptions to the staffYs proposed guidelines., followed bya public 
hearing at which all parties ~uld have the opportunity to, make 
oral comments on the staff's proposed guidelines, and the comments' 
and proposals of other parties.. Written comments were received 
from PG&E. Edison, Sierra. Pacific. SDG&E, Soeal Gas, and eEC., eEC 
also filed written proposals 'Which would require coord1nation and 
documentation of the ties between the utilityts' RD&D progr8m~ its 
resource plan" and the state energy policy as enunciated' in CEC' s~ 
biennial report. 

At the public hearing held on October2S:. 1982 in' San 
Francisco before Administrative Law Judge Jo1m W., Mallory" argument 
and further comments were received from the staff" Edison,. PG&E,,, 
SDG&E,. Sierra Pacific. Soeal Cas,. and eEC. ' Respondents were also 
permitted to file additional written comments w!th respect toCEC 
proposals. 
Purpose of Proceeding 

To analyze the staff proposals" a clear:' id'ea of our 
purposes in this proceeding is required. 'This proceeding stemm.ed 
from our inability to review PG&E's M&D prog~ams for funding. in 
its last general rate case. The ,rate case t~elim1ts' d'idnot 
pel:mit us to fully explore that issue because PG&E: " apparently ,had , 

, ,. 
not isolated, its RD&D programs so that they could' be identifi'ed' 
by the staff,. resulting in our perceived, ne'ed f,or an exPlicit 

,definition of RD&D applicable to gas and electric,ut1lit:i.es. With 
such a defini.tion in place before PG&E's next general rate increase','" 
proceeding,., argument s as to what programs, are truly ,RD&D' projec~s 
would be el'lmjDated. ' ,:~ , 

I:. 
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Secondly ~ the PG&E management report prepared:" by Cre'sap,. 
McCormick and Paget (eM£» was critical of PG&E':s management 
of RD&D proj ects. principally because RD'&D proj ects THere managed by 
different groups.. and no one manager had full responsibility over 
all R.D&D proj ects. Thus. PG&E and our staff had' no means ,of 
evaluating the efficacy of any proj ect in relationship ~~.: other 
projects. In the event that ratepayer fund'irig 'NaS n~.t pronded 
for all projects. we could' not readily detenline which proj:ects' 
should be eliminated or postponed. ' PG&E has indicated in i':si 
current Notice of Intent (NOl) that it bas corrected many of the 
deficiencies pointed' out in the Q!? report. PG&E· also, has'insti-
tuted a matrix form of analysis for establishing. priorities of its 
RD&D projects similar to the systems. used by SDG&E ,andEdison~ 

DeteX'lXlination of which 'RD&D proj eets should" be disconti-
nued or postponed for lack of funding has been difficult to resolve' 
in other energy utility general rate case's.. For that reason our 
staff has proposed that the respondent utilities furnish a priority 
list of the projects to be considered for funding: in a general rate-
proceeding. To this end,. the staff also proposed· that the respondent 
utilities furnish cost/benefit analyses of their proposed 
projects so that those unliKely to produce results, which a:re bene-
ficial from a monetary standpoint will not be funded.' 

We also commented in the PG&E decision' that RD&D proj ects 
which pertain to development of renewable energy resourcess·hould 
be encouraged and~ that those RD&D proJects" which are tied: to 
its resource plan should have a high priority~ We did not indicate 
that other types of RD&D proj ects would not be funded .. " 

Based on the forego:Lng~ our purposes in this proceeding~, . 
, , 

are to establish: 
1. A definition of RD&D projects which utilities 

will be required to follow in filing requests 
for ratepayer funding of propo·sed or' current 
PJ>&D proj ects in their general rat.e increas,e 
applications.' ',-

-5-
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2. '!he criteria for determining whether a 
proposed RD&D project is, worthy of rate-
payer funding. 

3. A means for dete:rmining tho,se approved 
RD&D projects which should continue to 
be funded and those 'Which should be 
dropped or postponed in the event rate-
payer f'\llldiug is curtailed for any reason. 

Staff Proposals 
The staff filed at the hearing its comments in reply to. 

respondents and interested parties (Exhibit 1). The staff exhibit 
contains revised proposed guidelines which it re~uests that' the 
Commission adopt. Exhibit 1 states that the proposed: guideline's are 
not intended to be incorporated into the Com:mission~ s rules of practice 
or the Regulatory Lag Plan (now retitled the Rate Ca'seProcessing 
Plan) nor enacted as a new General Order. Rather~ these guidelines 
should be endorsed by the Comxnission for immed'iate publicat:ton and 
use by the staff as a standard practice report t08.ss1st staff 
personnel in analyzing and determining a proper RD&D component for 
general rates in the rate proceedings of utilities engaged:' in RD&D 
activities. As such. ,the guidelines assertedly will promote the, 
£air evaluation of a utility's RD&D efforts under discernible and 
consistent principles. 

In Exhibit 1, the staff amended its proposed "final ' 
guidelines" found' at Chapter 3 of the Evaluation Guidelines, appended 
to the OIl. The changes embodied in the amendments assertedly do 
not reflect substantive changes; the changes are in,t'ended to clarify 
and more succinctly state the meaning of the guidelines. 
RD&D Definition 

Staff has reco'Dmlended that the basic FERC 'definit:tons~/ be 
used 'With added language identifying, t'WO classes of exc,lusions. 

2/ The FERC definitions for RD&D projects for electric utilities 
and for gas utilities are set forth in Append'ix A. 

-6-
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In order to clarify the exceptions provision to, the exclusion,. 
staff sul:mitted the following revised paragraph: 

.. MAJOR EXCLUSIONS TO FERC DEFINITION 
The tel:'%ll "research. development and 
demonstration" does not include environmen-
tal, siting or seismic studies and assessments 
performed in conjunction with the design, 
construction or operation of p·lant or 
facilities utilized for the commercial 
production, transmission or distribution of 
natural gas and or electricity. nor does it 
encompass the development of business or 
engineering data processing materials, soft-
ware or hardware. provided that nothing herein 
shall limit such stUdies. assessments or 
development which are an integral part of an 
other~se qualif!ed RD&D project. 
The staff proposed that should it and a utility have 

differing interpretations of the FERC definition, the utility would .' ., It be required to provide, as part of its general rate case f11ing~ an 
explanation and justification of its interpretation. 

PG&E, SDG&E, and Edison agree to, the adoption of the 
FERC definitions but oppose the staff's proposectexclusions. '!'he 
utilities believe that the FERC definitions are widely known and 
accepted and that further exclusions are unnecessary refinements 
of the FERC definitions. The staff believes the' exclusions are 
necessary to clearly provide that p"lant siting and. data. processing 
activities are excluded from RD&D accounts, but may be included in 
appropriate conservation-related or data processing-related' accounts. 
Utilities may request,. explain, and justify inclusion of unusual. 
proJects in RD&D accounts in connection ~th general rate increase. 
filings. By its. late.:filed Exhibit 3 p CEC I~oncurs .in the d'efinit·ion 
proposed in staff Exhibit. 1. 

'We have carefully reviewed the oral and written comments 
of the parties and conclude that the FERC definitions' &8 mod:Lf~ed::: 
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by the staff exclusions provide reasonable defin..itionsoflU>&D. 
projects of electric and gas utilities to. be used in evaluation 
and furiding ofRD&D projects in major rate cases. 
RD&D Priority System 

Staff would require every utility requesting RD&D·funding 
through general rates to. submit a point evaluatien er listing of .. 
individual prejects· in erder of their respective prier:i:ties~ PG&E 
and Edisen agreed· to. de so. using their matrix appreach. 

Staff emphasized the impertance ef previding the listing 
to. the clesest degree of accuracy possible. ~i capturing the relative 
tmportance ef individual projects as against ethers~the Commission 
and all pa.'rties interested in RD&D issues may mere fully evaluate 
the design, seepe, and intentions of the utility-"s overall RD&D 
program. !he staff states that although a matrix. system accomp·lishes 
this to. a great extent, it leaves too great a level of ambiguity. 

The utilities point out that a certain degree e·f ambigu~ty 
is desirable~ censidering the nature of RD&D projects. The priority 
system proposed by the staff fixes the relati~e· importance of each 
preject at the time that the priority list is adop·ted. Factors 
unkne'Wll at that timeeannot be taken into. consideration ill deter-
mining 'Which proj ects should be delayed or discontinued if funding 
is not available. The matrix system permits evaluatien 0:£ all 
facters relevant at the time a funding decision must be made. Many 
of these factors may not be known when the priority list is developed 
in the course of the general rate preceeding.. The matrix system 
assertedly permits factors ether than the initial concept of the-
fmportance of a project to be evaluated when curtailments are made 
in RP&D projects. 

• 'to, 
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The staff contends that the matrix systems do not permit 
a level of evaluation which 'INOuld establish whether ~he'1mportaxice 
of any·project would justify its funding over othel:' proj.ects .. 
However~ as an alternative to a points system,,. staff. suggest's that 
the utilities provide six matrixes using various, funding scenarios~ 
~ •• at 1001. of proposed fund:tng. at 907. •. at 801.,. at 707." at 60'7. .. 
and at 501.. That distillation of projects assertedlyp..ro'V!des: the 
same information staff seeks through its· listing system.· 

We have reviewed the contentions of the staff, and the 
utilities and conclude that the matrix approach to' establishing 
priorities should be adopted as an alternative to the staff method. 
'I'bat approach has been used by Edison and SDG&E for some time. and' 
has proven to be adequate for evaluating RD&D projects at dtfferent 
times in relationship to other projects and overall goals. For the 
purpose of setting priorities for establishing funding, :tn a general e rate increase proceeding. utilities will be required ,to' furnish six' 
matrixes as suggested by the staff for different' leve'ls of ,funding:~·· 
Guidelines to Evaluate 
Individual RD&D Proj eets 

Staff also proposed in Exhibit 1 seven guidelines' to'.' be' 
followed in evaluating the priority of, ind1vidualproj'ects,. as 
follows·: 

. STAFF"S FINAI,.'GUIDEt'INES-
The proj ect should offer a r4~asonable probability 
of providing benefits to the ratepayers. The 
utility's priority-setting process should m:tnimize 
expenditures on those concepts which have a low 
probability of success. Every proJeet~ except 
those which are the subJect of a gove:rmnental 

.. 9-
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". 

mandate. should be subject to,a co-st-benef1t 
analysis at the time of its origination.&t 
regular intervals during its development .. and· 
upon its completion. The project should also 
support one or more of the following: RD&D 
objectives -of the Commission: 
1. The project should be consistent 

with the utility's resource p,lan. 
2. The utility must comply 'With 

existing environmental regulations .• 
The project Should lead to environ-
mental improvement. 

3. The proj ect should enhance public 
or employee safety. 

4. The project should support the 
Commission's conservation objectives 
and promote conservation by effi-
cient resource use or by reducing 
and/or shifting syst~ loae. 

5. The project should develop new 
resources. particularly those 
resources Which are renewable, 
and/or processes or otherwise 
further supply technology. The 
project should reduce reliance on 
finite, nonrenewable resources. 

6. The project should improve operating 
efficiency a:ndlor reliability or 
otherwise- reduce operating costs. 

7. The project should not duplicate 
research currently. previously. or 
imm;nently undertaken by other 
utilities or a research organization. 

-10-
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Coa~ Benafit Ana~ysis 
The preamble to the staff" a px:oposed guidelines'requires, 

that utilities submit cost/benefi't analyses of proposed and present 
projects. PG&E, Edison, and Socal Gas object to. this requirement,~ 
The utilities point out that the potential ramifications of any. 
research proj ect are u.nknO'WIl. when the proj ect starts; and if: 
the eventual outcome of the project was known, resea.rch would not 'be 
undertaken. So Cal Gas stated' that it conducts cost-effectiveness 
analyses on its total research program, which is a component of its 
research proj ect evaluation and selection system known as Mult'iple 
Option Ranking Technique (MORT). Those analyses allow So Cal Gas 
to maximize the effectiveness of its overall program;.' 

As the staff initially had not proposed a methodology 
for preparing cost/benefit analyses, such method'ology was submitted 
in late-filed Exhibit 4, as follows: 

"a. 

"b. 

An estimate of total project costs to be 
borne by ratepayers. inclu'sive of· all 
capital and ordinary expenses. and, if 
different from such est1mate, an estimate 
of total project costs which are' expected 
to be incurred by the utility; 
An estimate of quantifiable proJect 
benefits, e.g., potential cost savings to 
the utility or its ratepayers accruing: as 
a result of tncreased systemic efficiencies, 
demand reductions, 'the development of new 
energy technologies, etc_; 

ftc. A descri.pti.on of qualita1::tve proJect 
benefits not subject to quantification 
under (b), hereinabove, e.&.~ environ-
mental improvement. including (i) a 
discussion of the potential effects of 
the pla:cned research, development and 
demonstration upon the utility"s opera-
tions. and (ii) the enumeration of the 
data required to reduce- qualitative 
benefits and potential effects to' 
quantitative t~s. together with infor-
mation pertaining to whether such data 
will be developed during the course of 
the project and,. if so,. 'When; and',. 

-11-
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·'d. A discussion of the changes 3.$' to any 
information previo'tlsly provided with 
re;spcet to ~n ongoing project .. e.g~:. 
the upd~ting. of cost or benefit est!i-
mates occurring as a result of project 
development. achievement,s or failures 
to d<ltc or technological development 
or research not conducted by thcp . 
utility. 

"To thc~ extent the utility po-sscsses .:lddi-
tional inform~tion upon which it has 
relied in making iits decision to request 
fund:i,ng for a proj'ect, that information 

- should also be included in its cost-
b~c£it ~nQ.lysis.·· 

The llbovc methodology docS.not weigh proposed projects. 
solclyon t:hc project's .:lbility to produce cost-effective technology 
but recOZnizes that unquantifiab1e benefits may ensue .. This' type. 
of analysis is proposed to bc, used as .:lnother too,l to· eV<ll'l.:ratc· the 

• I " , < • 

..... ·o=thiness of =atcpayers' funding of proposed RD&D proJects.' 
The pro?osed sta.ff cost/benefit methodology mit:tg.~tes . 

::l..'lny o!: the objections raised by respondents, a~'~such analyses y • 

. should ?rovide a useful tool to the parties and,to· the'Comm:ts,sionin 
evaluating both ongoing projec:ts and propos.ed P~Oj ects~ . The s~aff 
proposal will be adopted. 

We point out here tholt we eo.' not expcct.lll. proJects to be . . 

cost-effective upon completion~ Dcvelopment-level' demonstration., .. :_ .... 
plants generally arc ~ll-sc.:lle pla.nts dcsignecF to' t~stth(',t.~.cJ;l.n~logy ." 
'::or much larger commercial demonstration plants. As· the~ test faci-

'~ . ., ~ ." 

:ity does not h~~e the oper.lting economics of scale of, thclJ.:r-g:er~ . 
commercial pl.:ln'ts~ .lnd as development <lnd researcn cos,ts~rc...f'Olde<i 

~ ,," . , ",' 

, . ~. 
' . 

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

'J. ,: 

\ ." 
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into the ~evelopmcnt plant's construction costs. development, plants 
are not likely to be cost eompctitivc with existing commercial " 
facilities. Howevcr. in some cases such development:' M:s:long-run 
benefits for the r.:ltep.:lycrs and may merit r.:ltep·ayer supp,ort. 
Coopatibility of RD&D Projects 
With Utilitv R~sourcc Plans . 

The staff propos'es eMe each utility be required to provide 
a clear showing of ho-weach generation or nong,enc-ration reso\lrce.~: 
project relates to the utility's resource plan. 'The sta'ffackno~ied&e's 
that the inclusion of RD&D proj ccts in resource plans is not req:uired~~ 

The utiliticspoint out that not all RD&l) projects a7;c 
\. , 

rcla:cd to resource plan aC1:ivitics. For cX.:lmp-le. Edison. MS no-
objection 1:0 providing a showing of how RD&D programs involving p-ower 
scnera:ion technologies or conservation and lo'admanagem~nt relate' 
:0 the utility's future resource pl.:m. Edison" s ',RDOcD program 
addresses additional llrC.:lS. such a.s energy transp~~t,~ h.a:~a:rdOU~. 
wastes. NOx ::-eduction. and wotcr conservation; none of which relates 
to its r~source plan. Assertedly the proje'cts will producesub-"~ . 
st.:lnti~l benefits to Edison·s r~tcp<'lycrs and to soeiety~eventhough< 
the proj ccts do not involve gcner.:ltion or cons'crv~tion load management. 

CEC proposed the follo~ng :ldditiono:l guidclin'c: 
"The proj-ect should be designed toprovidc' 

infor.n.3.tion neccss.:lry to the log,icaldevclop-
mcntal sequence for .:l tecbnology or tech-
nologies. The project description should 
include a clear tic to the t:tility resource· 
plan~ and to stc'lte policy as a:rticulated in· 
the most recent Bi.ennial Report." . 

-13-
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. . 
The utilities and the staff disagree with this gu.ideline-~ 

They point out, as above, that their RD&D projects concern broader 
interests than those addressed in. CEC~s Biennial Report.. 'the 
utilities believe that the CEC proposal to link a utility:'s RD&D 
efforts to etc's Biennial Report would create jurisdictional 
uncertainty because the responsibility for evaluation of the . 
reasonableness of ratepayer funding of RD&D projects lies ,with 
this Commission. The utilities urge that ~ consider state' energy 
policy when evaluating RD&D proposals but that our evaluat:ton be 
unencumbered by a direct lfnkage between RD&D programs and the 
Biennial Report. 

We will not adopt the CEC proposed guideline for the 
.' ' 

reasons stated above. We will adopt the staff-propos~(rg,uideline, 
modified to require linkage between the utility" s resource plan and 
RD&D projects involving only electric generation and transmission, 
natural gas production and transmission, and electric and gas' 
conservation and load management. ' 
Cost Recovery Practice 

The staff proposes that the ut:tlit:i:es. inclune n:tSC'~',!I~:i'~o~ in 
their filin~s describing how expenditures are to' be recovered for each 
RD&D program or proj ect. The staff recommends that the basic' ratem.aking 
policy for recovery of R.D&!) expenditures should continue to- be the' 
expensing of RD&D in the various accounts' in eon:t:or!l'!e,!'.ce~·:'1th the 
FERC Uniform System of Accounts'. RD&D expenditures result:r:~~ in the 
construction of tangible plant would be capitalized and: reco~ered', 
t:hrou~h depreciation and return on investment when such !>l«"t. h~cOTr'les 
used and useful. EXceptions ·should be 'baildled on a case-by-c:ase basis .. 

All parties agreed' that the expensin~ of RD&Dproj.eets' i~ . 
preferred,. and that the propriety of capital:i:z:tnst ind:i:vidual pro.1e~ts 
or alternative treatment would be addressed on S'. case..;by-cSlse: b~si·!). .. 

. . ' 
''1. 
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Coordination. with Research 
Organizations' and Other 'Ut'ili'ties 

"', 

, ' 

The staff recommends that an annual RD&D coordination 
meet:lng.·be held~ in January or February which would' be attended' by 
representative's from the Commission and the- utilit:tes~ CECand 
research organizations would be invited.. The purpose. of the meeting 
would be to allow exchange of :tnformati.on in an effort to better 
coordinate RD&D activities and avoid duplication. 

PG&E. SDG&E. and Ed:tson would all exclude·nonutility 
participants. excepting the staff .. fromthe'annual RD&Dmeeting .. , 
unless otherwise required. Staff is unsure about the:rieed' to' exclude 
these-parties from the meeting.. The broadest exchange of information 
and opinions. in staff's judgment. could: only i.mprove the usefulness 
of the meeting. 

'We see no need for exclusion of CEC and research' 
organizations from th~se informal meetings. 
!.evel of Effort'--'Budgeting 

The staff recommends that no specific ceiling or floor be 
imposed for level of effort for any util:l:ty.· All parties are in 
agreement that no specific level of spending should be imposed .. 

CEC proposes criteria for evaluating the propriety 
of proposed budgets for a given utility. Staff is ' 
unsure about how to translate CEC proposed :~criteria into,budgetary 
guidelines and' declines to do so'. Based upon its P4s,t experience 
in rate proceedings~ staff believes a case-by-case' review of , 
historical expense levels. new projects. economic conditions and 
inflation is the best procedure by which to determine a prudent 
and reasonable level of RD&D expenditures. 

'We concur in the staff's analysis. and we ~ll not 
establish a specific ceiling or floor, to be imposed upon a utility's 
level of funding of its RD&D pro-Jects. 

-15-
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"Manner of Publication 
Of GUideline's ' 

'. Staff proposes the publicationo,fthe guidelines adopted 
in this proceeding as a Staff Standard· Practice ~ 'I'he guidetines~ 
as a Standard Practice. assertedly 'WOuld permit s,taff to'evaluate' 
a utility"s RD&D showing in a general rate case·and provide' the 
utility with notice as to the basis upon;which the evaluation was 
made. Staff believes this will enhance the development· of . RD&D 
testimony and the pO'tential for the settlement of issues prior to' 
formal hearings. Staff points out utilities regularly follow the 
methods set forth in Staff Standard Practices:tn develop,irig: their' 
evidence for general rate proceedings. or explain in' detail the 
reasons why a different method is used'. 

The guidelines adopted here are to provide utilities with 
a unifo:rm. basis of presenting :information. on RD&Dprojects for which e ratepayer fUllding is sought. and to reduce the s,taff's and' other 
parties' efforts in evaluating such projects :tngeneral rate proceed-
ings. Respondents' general rate proceedings (except CPO National" PPL», 
Southwest Gas. and Sie~a Pacific) are subJect to· the Commiss.ion's 
revised Rate Case Processing Plan (RCPP) adopted October 20~ 1982.' 

The RCPP' was adopted to replace the Regulatory Lag Plan 
for major utilities' general rate cases which~ in tu~~ superseded 
conflicting provisions of Rule 87 of the Commission's""Rulesof 
Practice and Procedure. 

'!he ReP? p%'ovides for the manner in wh!ch an NOIshould 
be p%'epared. including the data to' be subnitted by the utility. 
'!he guidelines adopted in this proceeding supplement the' specific 
rules conta1ned in the RCP!> and. 1n effect~ become part of t~t 
plan. Therefore. the guidelines adopted here will supplement,and' , 
amend the RCPP'.. The RCPP does '0.01: apply to,CP National" P~L.,~t 
Gas. and S:te:rra Pad.f:tc. ~ see no- Deed far the RD&D gu:tdel:tnes, to apply to- those 
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,I "'~1~g;9' : 
u1;ili~i¢s ~s thcyprimarily opcr.lte in other seste:s and ·a.s their ,: 
RD&D prog:-aDls relate more to their out-of-s·tate o·perations ~han to 
their operations conducted in C.:l:liforni3. 

In issuing the .:1.dopted RD&D guidelines .. 'we arc 
the RCPP a.dopted Oct~bc:r20, 1982 by Resolution AI.']-l49·~ 
Findings of Fact 

. '. 

amending . . , 

1. There is a need for uniform guidelines with respect to . . ,' , 

major energy utility requests for ratep2.yer.-funded RD&D' proj'ects: in 
general r.:lte proceedings. 

2. The definitions and 
modified as indicated in this 
be adopted to govern requests 

g,?-id~ll.nes proposed. by the staff, 
op~nion ~ wi.ll be rea-sona ble ·3.nd' should '. 
for funding of RD&D. proj.ects··,inmajor. 

energy utility gencr.:ll r.:lte proceedings. 
Conclusions of Law 

. . 
. : . .-... 

1. The .:ldopted ~idclines~ l.n e£fect~ modify,theprocedures 
for filings under the cOmmission t s recently .:ldoptcd RCPP.. 

2 _ The RCPP should be' amended by incorPorating the- g:uidelin<!s 
adopted in this proceeding. 

3. The .:ldopted guidelines should spply to. the RD&Dstatus 
=eports required t.o be filed by the major energy ut,:tl:tt.:tes.on. or 
before April 15 of C.:lch year as required by prior Comm:tssiondecisl.ons, .. 

4. This o::der sbould be eff.ective tod.lY in order that the 
guidelines ~y be implemented immediately. 

IT IS ORDERED th~t:· 
1. The definitions and guidelines for thefili;'lS o·f. requests 

for ratepnycr-funded Research~ Development and Demonstration (RD&D) 
proj.ects. as set forth in Appendix Ato this,order,. a):.e· adopt~ct as, a 

'. 

rrodification of Appendix B, purv.gr~p'h 6, of tne St.'lrlo&d ·~cquircments·r..ist ,of,', f' 
Doo..'Imcnts in SUpport of w NOI set forth in the R:ltc Case Processing Plan mcP~):; L 
adopted by the Commission effective October. 20, 1982'.:· 

.' ., . 
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2. The~ RD&D guidelines set forth in Appendix A to ·.this order 
shall apply ~lso to sta:tus reports of RD&D pr<>j ects : required to be. 
filed by respondents on O'r before April 150 of eachyearw 

3. The adopted guidelines in Appendix A are effective· on'the 
effective date 0': this order. 

4.. A CO'Py of this' order shall be. served on all resPO'ndents. 
and other mteres1:ed parties in OII. 82-08-01 and upon the parties 
listed in Appendix A of ResolutiO'n ALJ-149. 

S'w All mot:tons not prev:tously ruled O'n are denied' •. 
&. Appendix A to' this order applies to Notices of Intent (NO!s) 

filed after the effective date of this order, except that· PG&E' and' ' 
SDG&E. who currently have NOIs accepted for filing., shall make filings· 
consistent ~th Appendix A w:tthm 60 days of the date' O'f· this order. 

'This order is effeetivetoday. 
Dated DEC 1 1982 , at San Francisco,. california.· 

' .. ~.' .. ' 

JOHN E.J3RYSON' ' ... ".or 
Prcsidt--nt ". ' .. 

RICHARD' ~D·::C}).AVELLE ." . 
LECNA!tD1'I~.· CRIM£$,.:'JIt .. :' 
VICTOR',CALVO' '.' .' 
:r~ISCiLA'cciEw .... 
'.;-::' :'Coxn:n~oncrs' ";;' ',"j:'.:,.' , ,," , '.' 
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I. Definitions 

A. 

EXCLUSIONS TO FERC DEFINITIONS 

The term "research. development and demon-
stration" does not include environmental. 
siting or seismic studies and asses~ents 
perfonned in conjuncti'on 'Nith the design, 
construction~ or opera.tion 0'£ plant or 
facilities used for the commercial 
production. transmissl.on,or distribution 
of natural gas and/or electricity, nor 
does it encompass the development of 
business or engineering data processing 
materials. software or hardware,' ~ovided 
that nothing shall limit such stu ies. 
assessments, or development which 
are an integral part of an other:w:tse 
qualified RD&D project. 

In the event the staff and utility have differing inter-
pretations of the nRC def:tnit:ton.. the utility shall 
provide, explain. and justify its own interpretation. 

B. FERC Definition ... El'e'ctric 'Util·:tties 

''Research. Development. and Demcnstration" 
(RD&D) means expenditures incurred by 
public utilities and licensees either 
directly or through another person or 
organization (such as research institute" 
industry association, foundation. univer-
sity. engineering company,or similar 
contractor) in pursuing research. develop·-
ment. and demonstration activities ' 
including experiment, design. installa-
tion. construction. or operation. This 
definition includes expenditures for the 
~plementation or development of new 
and/or existing concepts until technically 
feasible and commercially feasible opera-
tions are verified. Such research~ 
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development~ and demonstration co,sts 
should be reasonably related to the' 
existing or future utility business, 
broadly defined, of the pub-lic util:i:ty 
or licensee or in the 'environment in 
Which it operates or expects to operate. 
The term includes, but is not limited to·: 
all such costs incidental to the des.ign. 
developmen~ or implementation of an 
experimental facility. a plant process. 
a product,. a fo:z:mula~ an invention,. a 
system, or similar items, and the improve-
ment of already existing. items of a like 
nature; amounts expended in connect:i:on 
with the proposed development and/or 
proposed delivery of alternate· sources 
of electricity; and the costs o,f o,btain-
inS its O'WIl patent, such as attorney's 
fees expended in making and perfecting 
a patent application. The te:rm includes 
preliminary investigations and detailed 
planning of specific projects for securing 
for customers nonconventional electric 
power supplies that rely on technology 
that has not been verified previously 
to be feasible. The term does not 
include expenditures for efficiency 
surveys; studies of management. management 
tecbnique~ and organization; consumer 
surveys. advertising. promotions .. or 
items of a like nature. 

c. nRC Definition '-' Gas Ut'::tl'it'i'es 

"Research. Development. and Demonstration" 
(RD&D) means expenditures incurred by 
natural gas companies either directly or 
through another person or organization 
(such as research institute. industry 
association, foundation, university, 
engfneering company, or s~ilar contractor) 
in pursuing research. development. and 
demonstra~10n activities including 
experiment, design. installation~ con-
struction, or operation. ·This def:tnition 
includes expenditures for the ~plementa
tion or development of new and/or existing 
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concepts until technically feasible and 
commercially feasible operations are 
verifiedr Such research. development, 
and demcnstration costs should be reason-
ably related to the existing or future 
utility buSiness", broadly defined. of the 
public utility or licensee or in the 
enviromnent in which it operates or expects 
to operate. The term. includes. but is not 
:imited to': all such costs incidental to, 
the design. development. or implementat:r.on 
of an experimental facility. a plant 
process, a product. a formula. an invention. 
a system or s~ilar items, and the improve-
ment of already existing items of a like 
nature; amounts expended in connection 
w.Lth the proposed development and/or 
proposed delivery of substitute or 
synthetic gas supplies (alternate fuel 
sources, for example. an experfmental 
coal gasification plant or an experi-
mental plant synthetically producing gas 
from liquid hydrocarbons); and the co-sts 
of obtaining its own patent~ such as 
attorneys fees expended in making and 
perfecting a patent application. The 
term. includes preliminary investigations 
and detailed planning of specific projects 
for securing for customers nonconventional 
pipeline gas supplies that rely on tech-
nology that has not been -verified previously 
to be feaSible. The term. does not include 
expenditures for efficiency surveys; studies 
of management~ management techniques, and 
organization; consumer surveys, advertising. 
promotions, or items of a like nature. 

D. As used here, cost-benefit analysis me3nS an analytical 
presentation of projected costs and benefits associated 
with a proposed RD&D project including, but not limited 
to, the follOwing information: 

a.. An estimate o,f total project costs to be 
borne by ratepayers. inclusive of all 
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capital and ordinary expenses. and. if 
different from such estimate,. an esti-
mate of total pr~ject costs which are 
expected to be incurred by the ut!lity~ 

An esttmate of ~uantifiable project 
benefits .. e.g .. potential cost savings to 
the utility or its ratepayers accruing 
as a result of increased sys.tetnic effi-
ciencies,. demand reduct:tons. the develop-
ment of new energy technologies. etc.;. 

A description of ~ualitative- project 
benefits not subject to ~uantification 
under (b) above. e.g... environmental 
~provement. includ~g (i) a discussion 
of the potential effects of the planned' 
research, developmen~ and demonstration 
upon the utility's operations, and (1i) 
the enumeration of the data re~uired to 
reduce qualitative benefits and potential 
effects to- quantitative terms .. together 
~th fnformation pertaining to· Whether 
such data will be developed during the 
cour se of the project and.. if so.. when;. 
and. 
A discussion of the changes as to any' 
information previously provided .with respect 
to an ongoing project.e.g. the updating 
of cost or benefit estimates occurring 
as a result of proj ect development .. 
achievement s or failures to date or 
technological development or research 
not conducted by the utility. 

To the extent the utility possesses additionalinfo·r-
mation upon which it has relied in making its dec'ision 
to request £\lnding for a proJect. that information 
should also be included in its- co·st-benefit· analysis • 

. . ' 
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The prO'ject should O'ffer a reasonable prO'bab,ilityof 
prO'viding benefits to' the ratepayers~ The utility's 
priority-setting prO'cess should minfmize expenditures 
on those concepts wMch· have a low probability 0'£ 
success. Every project. except those ~ich are the 
subject of governmental mandates. should be subject 
to a cost-benefit analysis at the tfme of its origi-
nation. at regular intervals during. its development 
and upon its completion. The project should be 
consistent with the utility's resource plan. if the 
project involves electric generation or transmission .. 
or gas production or transmission. The prO'ject must 
comply with existing environmental regulations. The 
project should not duplicate research currently. 
previously. or imminently undertaken by another utility 
or a research organization. The project should also 
SUPPO'rt one O'r mO're O'f the 'following RD&D objectives' of 
the Commission: 
A. The project should lead to envi"ronmental 

ilnprovexnent. 

B. The prO'ject should enhance public or 
employee safety. 

C. '!he p:rojec't should support the CO'lllmissionPs 
conservation objectives and promote con-
servatiO'n by efficient resource use O'r by 
reducing md/O'r shifting system: load'. 

D. The proj ect should develop new resources. 
particularly those resources ~ich are 
rene~ble. and/or processes or other~se 
further supply technology •. The project 
should reduce reliance on finite. non-
renewable resources. 

E. The proj eet should improve operating 
efficiency and/or rel:tab:i:lity or otherwise 
reduce operating costs_' 

.~, 
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The utility shall include 'in it s filings the· system 
it has used to arrive at the priorit:tes given to· its 
RD&D programs and proj ects. 'l'be system for setting 
RD&D priorities should facilitate evaluation and 
screening of RD&D in a elear and 0 bj eetive manner and 
should allow arrangement of programs and projects 
according to their priorities. This lis.t ranking each 
program and project according to priorities should be 
included in each RD&D su'bm!ssion. A matrix system 
for evaluat~ug priorities may be used in lieu of a 
list ranldng system. If the matrix system is used, 
separate matrixes shall be subnitted show.tng RD&D 
program funding levels of 100%, 90%, 80%, 70%, 6-0% 
and 501.. 

IV. Cost Recovery Prac't:t'ce 

!he utilities shall include discussion in their filings 
describing bow expenditures are recovered for each ' 
RD&D program or proj ect. The basic ratem.aking po·:Liey 
for recovery of RD&D expenditures shall be the expens-
ing of RD&D in the various accounts in conformance with 
the FERC Uniform System of Accounts. RD&D expendi-
tures resulting in the construction of tangible plant 
shall be capitalized and recovered tbroughdepreciation 
and return on investment when such plant becomes u'sed 
and useful. Exceptions shall be handled on a case-by-
case basis. 

V. Coordtnation w!th Research Organizations 
And Other Uti1.iti'es ,.,.,.,. . " , 

An annual RD&D coordination meeting shall be held in 
.January or February and shall be attended· by repre-
sentatives from CPUC and the utilities. California 
Energy Commission (CEC) and research organ:£zations 
may be invited. The purpose of the meeting .shall.be 
to allow exchange of information in an effort to· better 
coordinate RD&D activities and avoid duplication of 
effort. 
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VI. Level o'f Effor't' '-' lmdget'ing 

No specific ceiling or floor shall be imposed for 
level of RD&D effort of any utility. 

(END OF APPENDIX A)" 

... 
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ut:i1ities as they primarily operate in other states and as' their: 
RD&D programs relate more to their out-of-state operations,tMu to. 
their operations conducted in California. ' 

In issuing the adopted RD&D gu:tdel:tnes. we are amend'ing 
the RCP!> adopted October 20~ 1982 by Resolut:ton AL1-149. 
Findings of :Fact 

1. There is a need for uniform guidelines. with respect t~ 
major energy utility r~quests for ratepay~-furiCredRD&D: projects::'in 
general rate proceed1n~. ..... . . 

2. The definitio~ and guidelines proposed by the staff," 
modified as indicated in ~his op:tn:ton,. will be:' reasonable' and should· 
be adopted to govern requerts for funding of RD&D proJects :tn major . 
energy utility general rat~proceedings. 
Conclusions of Law \ 

1. The adopted guidelines t ::tneffeet ~ modify the: procedures , " 

fer filings under the Commisston" s recently adopted' RCFt> •. 
2. The RCPP should be ded by :i:ncorporating t'he guidelines 

adopted in this proceeding.. 
S. The adopted guidelines hould apply to the RD&D: status 

reports required to. be f::tled by tb: major energy ut:tlities on' or 
before April 15 of each year as req ired by prior CommiSSion decisions. 

4. !his order should be effec ve today in order that the 
guidelines may be implemented 1mmedia2 ly. 

IT IS ORDERED that: 
1. The. definitions and-. guidelines for t e filing. of; requests· 

for ratepayer-funded' Research_ Development and Demonstration' (RD&D) 
projects. as set: forth :tn Appendix: A to this orcIet~ are adopted, as'a 
modification of the Rate Case Proeessing Plan (RCPP) adopted; by·the 
Commission effective October 20~ 1982r 
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