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costs efficiently. We intend <o 2pply siziler ori:
revisions to the fuel cost recovery procecures for California's
electric uvilivies.

Under today's revisions, the Commission will ¢o
adop®t an annual forecast of all fuel-relaved expenses.
of the Zorecast amount will be placed in the Annual Zner
for recovery in rates. Thre ve placed
Znergy Cost Adjustment CAC) balancing account, anéd used =0
caleulate 2 billing fac would recover the projected account
balance over <the year. ~related expenses vary, <he
utility will be adle %0 recover changes in <he ECAC share <hrough
adjustzents in the Billing factor. However, because each year's AZR
amount will not be changed <o reflect expense changes, this AZR/ECAC
split means that utility sharehollers will bear 10¥ of any unforecas<®
changes in fuel-relateld expenses.
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The new allocation changes the present AER/ECAC procedure in
two major ways. FPirst, it provides uniform rate treatment for 2all
fuel-related expenses, thus elinminating perverse incentives for
utility management inherent in the current procedure. This move %o
unifornmity reduces from 100% to 10% +he portion in AZR of four <uel
expenses related to the management of fuel oil inventory: carrying
costs of fuel o0il in inventory, underli<s charges, facilities
charges, and gainc or losses from sale of o<l <{nvent ory. Second, the
new procedure increases the AZR portion of all remaining fuel-rela<eld
costs “rom 2% to 10%, while limiting the +tosal pos3ible variation
earnings attridutadble to fuel cost changes.

Under the present AZR/ZCAC splis, there is considerable risk
<0 Edison's shareholders that their earniy 8s will bYe aflected by
swings in expenses of itexms cont tained in the AZR. 3By reducing the
cozpany's share of risks related 4o fuel oil inventory Lrom 1099 <o
10%, we are reducing a2 major risk 4o chareholders.

We also limit a second risk 40 Zdison's shareholders. =n

replaced today, there has deen no limis <o potential gais
Zroz changes in the 2% of other fuel cos<s con<ained
AZR. We will adopt a cap on total earnings fluctuations which
caused by unforecast changes in fuel expenses. ©"his cap will be 150
basis points on pretax resurn on common ecuivy, which represents
slightly more than $32 million in 1983,

This realigament of <the risks rela<ed 4o fuel expenses
should not sigmifican<: 1y affect Zdison's cost of capital.
Shareholders and ratepayers will have some of their fvel-related
risks increased, and some decreased. We bYelieve <he result is an
appropriate balance of risks and opportunities.

The ratepayers will also denefit directly £rom the newly-
adopted system. Pirst, their share of the risk of most fuel-
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related cost changes is reduced from 98% to 90%. Second, the move <o
treat all fuel costs consistently elizinates the present systez's
incentive to the utility t0 manage AZR-recovered expenses diflferently
than ECAC~recovered expenses. Under %the new AER/ECAC mechanisn,
every action Edison takes to reduce its own expencses will alzo reducee
the expenses charged %0 %the ratepayers.

II. INTR0DUCTION

On April 28, 1982, the Commission issued Order Ins<i< ting
Investigation (0II) 82-04-02, an investigution on i%s owrn motion in<o
appropriate incentives for efficient management of fuel costs by
Edison. While Edison was <he only named respondent, Pacifiec Gas and
Electric Company (PG&Z), San Diego Gas & Electric Company (SDGEZ),
and Southern California Gas Company (SoC2l) were Qirected <o
pariicipate and comment on policy issues. These energy utilities
participated actively in recognition that the findings and
conclusions of QII 82-04-02 might be applied <o <henm.

0I1 82-04-~02 identifies as its central issue =he al ocat‘on
of risk between shareholders and raitepayers in conjunetion with <he
zminimization of total energy costs. The invesiige<cion focused on <wo
specific areas of interest: (1) what modifications in ICAC
procedures, if any, would enhance the incentives for utilities %o
minizmize their fuel costs, and (2) what incentives can be acdopted
through ECAC and AER <o encourage the developuenv ané use of
alternative resources %o reduce the utilities’ reliance on o1l znd
gas for electric genera%ion.

The Coanission set out six specific policy issues for
analysis as a means of focusing the testizony:

a. Whether the current 2% of estimated fuel cos*
included in the Annuel Energy Rate (ATR) should be
maintained, increased, or elizminated.




Whether gains or losses on the sale of fuel oil
and underlift and facilities charges should

continue to bhe estimated in azdvance and included
in the AZR.

Whether the carrying cost of oil in inventory
should continue %o be included in the AZR.

Zow and 0 what extent carrying costs of excess
0il in inventory should be recovered.

whether the ECAC balancing account ratemaking
procedure should de gradually <erzinated in
phases, or terxzinated cozpletely, or whether any
particular fuel component now included in 2CAC
should be excluded.

ble and/or desiradle %o change
igks and rewards between
eholders created by +he ZCAC =0

Whether it is feasi
the zllocation of r
ravepayers and shar
gininize fuel cos=ts.

=4
-

16 and

, SDG&Z,
%y Date
Normaliza<ion (TURN), and the Commission S+a<s (Sta<s). he matver
wag subnitted on Septexzber 28, sudject 40 receipt of concurrent
briefs on October 29, 1982. 3Briefs were filed by Zdison, PG&Z,
SDG&Z, SoCal, TURN, City of San Diego, Califo=nia Departzent of
Consumer Affairs, and S+a<s.

Tveen days of hearing were held bYeitween Aug:

st
Septexzder 28, 1982. ZEvidence was presented by Bdison, DGET
?
&

Sierra Pacific Power Company (Sierra Pacific), Toward Utili

W

pA
2

IIZ. SUNMMARY OF DPROPOSALS
A. Edison

Zéison proposes that the current ATR/ZCAC procedures be
maintained without change. All facets of the current procedures,
including the 98% ECAC/2% AZR split, the 100% recovery of underlifss,
carrying cosis and gains or losses on the sale of fuel oil, and %he
temporary continuation of balancing account treaitment for facilities
charges, should be retained. ZEIdison recommends <hat a floatin
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inventory procedure be adopted to account Lfor oil in inventory in
excess of adopted levels and suggests adopition, in a future Edison
ECAC proceeding, of a mechanisnm for ratepayers and shareholders <o
share costs occasioned by deviations of Lfuel o0il inventory levels
fron adopted levels. Edison also feels it is essential that the
Commission establish criteria for determining the appropriate dase
level of fuel oil to be adopred.

Zdigon has indicated that it would prefer 1008 »alancing
account treatment for all fuel-related expences, Hut does not
advocate such <reatzent at this <ime. Zdisgon contends that investors
ere still considering the impact of <the current procedure which has
been in effect for less than two years for on, anéd +that any
change in ECAC procedures would have an un influence upon
thez. Sierra Pacific’s position is in sud urrence with

(X
Zdison's.

PG&Z's primary recomzendation ca2lls for 100% recovery of 2ll
fuel-related expenses through ECAC, and elimination of the AZR. D2G4E
contends that <the annual reasonabdleness review 0 energy expenses
conducrted by the Conmission is a sufficient incentive %o the util
TO encourage ¢ost zinimization. DPG&Z further argues tha
recovery 12 not falir 10 either %the utility or the ratepayer
chance events can have a large impact on the level of expenses
estizmated in advance.

In the event the Commiscion retains the AZR, 2G&Z has wo
proposals for the treatment of 0il in inventory. The firse
mechanisn, designed Lor °G&E by ite consultant, Bhergy Managenent
Associates, Ine. (EMA), 15 for continued estimasion of an annual
level of oil in invent ory., ‘o. which carrying costs could be included

ity
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in the AER.1 Subsequent additional costs of excess ¢il in
inventory during any given year would Ye allocated s0 that 30% of <he
extra costs would be borne by PG&E's shareholders while %he remaining
70% would be recovered from the ratepayers through ECAC. 7This
mechanisn is referred to as a Floa%ting Inventory Mechanism. PG&E,
nowever, disagrees with INA's recommendations and sugges+<s,
alternatively, %hat 100% of any carrying costs in excess of those
adopted annually and recovered in base rates be afforded halancing
account wreatment.
Through rebusttal testimony, PG&E urges
current annual reasonableness review, wnile recoz
increase its effectiveness without causing N
relief. DG&Z proposes review of reasonadblen
be held afver an initial round of hearings
balancing rates are set and implezenzed.
ifurcation would allow sufficient <ime <0 examine reasonadlene
issues in devail without delaying +the izmplementation oF new rates.
%y present
ts then &
eperating forecast for the coning veer which would serve as a
benchmark in the record for consideration in the following year's
reagsona®dleness review. Iurther, PG&Z proposes a time<adle or

o o

LR

hearing and decision within 180 days of the close of <he record
period.
C.  SDgaE
SDG&E proposes recovery of 100% of all energy-relatel
expenses through ECAC. If the Comzission rejects this

regulatory lag plan for the reasonabdleness review, which ealls for

1

The EMA mechanisz assumes continuation of <the existing ZCAC/AZR
procedures ané percentages of fuel cost recovery.
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recommendation, SDG&E sugges+ts expansion of ECAC to include all
energy expenses except Tfacilities charges and certain fuel oil
inventory costs. SDG&E recomzmends elimination of most 0f the AZR.
Underlifts, oil sale losses and gains, and certain inventory expenses
would be placed in the balancing account. The AZR would retain only
facilities charges and the carrying charges for +he adopted level of
fuel o0il in inventory.

SDG&E proposes a "deadband" mechanism for handling
variations in fuel oil in inventory:

"The annual expecteld level of ‘uel 0il in
inventory is adopted and the carrying costs are
included in base rates: a 'deadbaﬂd’ encompassin
some 70-80% of +the expected variasions in that
inventory level is set. 7o *he nxten* that
inventory levels vary within thas deadband, <he
resulting carrying ¢osts are recovered in fsll
through +ha balancing account. IS expenses vary
outside of the adopted deaddand, the utility woul
nov vecover those carryiag ¢osts without maxing a
srecific showing justifying <the reasonableness of
those expenses in the reasonableness review.
Similarl if <he expenses are Tower than he
adopted {evel Dy more than <the deadhand allowance,
the utility would have %o justify why a refund <o
ustomers would not be appropriate.”

D. Sofal Gas
SoCal, in substantial agreement with SDG&Z and the other
vilities, advocates continued recovery through ECAC of expenses
related 0 the purchase and use of natural gas for electric
generation. BJoCal concludes that the BCAC recovery mechanisn
promotes the use of natural gas, which 4% argues is a bet<er and =ore
efficient fuel.
E. TURN ,
TURN advocates major reform 0 the current cost recover
mechanisms used by the Commission in setving rates for the major
electric utilities.
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TURN's underlying prenise is that a comdination of
ineffective review of utility energy operations and a multiplicity of
balancing accounts which recover in rates the vast majority of energy
expenses has resulted in the elimination of incentives for the
utilities %o minimize costs anéd aggressively seek alternatives €0
fossil fuels. TURN believes tha%t the current reasonableness review
is <00 limited in scope and +oo dependent upon information provided
by the utilities to provide an effective independent check upon
energy operations.

TURN proposes to replace the allegedly cuzdersome ECAC/AZR

roat with a single, prospective, and all-encozmpassing annual rat
The proceeding would cover 2ll aspecvs
, esStimate expenses in advance for 2
forward~looxing %test year, and establish ratez. Retrocpective
reasonableness review would be elizminated. The Citvy of San Diego
Joins recommendation.
he conclusion of the <%est year, a "true-up” proceeding
would take place, with two zain functions. First, the true-up
proceeding would make 2 "pro forma” adjustment <o energy'cos:s o
normalize the effect 0Ff certain chance events which had affected
estinated energy costis.

The second major adjustzent contemplated in tThe true-u
proceeding requires adopiion in the annual rate case of a deadband or
range of expense variatvions for energy expenses.2 Once <he
deadhand is estadlished, the utility would adsord in Lull any expense
variations within the deadband. Furtherzore, there would de 20
reasonableness review if expenses varied within the deaddand.

2 7URN proposed no specific level of variation or dollar amount Ior
the deadband.
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If, however, expenses varied %0 a point beyond the deadband, the true-
up proceeding would examine +he reason for the variation. IZ the
expense variations were due to uncontrollabdble and unpredictadble
factors, the variation would be eligidle for balancing account
treatment.

TURN also proposed an alternative method for recovery of oil
inventory expenses. TURN suggests that oil in inventory up to the
level normally required for o¢peration of +the generation plants
receive treatment as a rate hase iten, Lorecast in advance of the
test year and included in rates <hrough calculation oF earrying
charges using the authorized ravte of return. 04l held in excess of
the adopted operational level would be recoverable in rates, usuzll
via the true-up proceeding; dut the carrying costs wouléd de
caleulated using the short-terz interest rate applicadle a2t the <ine,
such as the present ECAC dalancing accoun® interest rate now used.
Any adjustzment for o0il inventory in exgess of the adopted operasionzl
lizmit would only apply for changes in 0Ll inventory causeld dy factors
other %han the uncontrollable expense varlations contafined in the pro
forma adjustment. P. Commission S$taff

The Commission g8%2ff analyzed the presenst ECAC/AZR
procedures, and the degree +0 which utility management can control
fuel=related costs. tafs then presented three alternative proposal
for changing ECAC/AZR %o reallocate risks between ratepayers an

shareholders.

1. Analysis of Paectors under Managezent Control.

tafl's analysis exphasizes ~That 2anagement's ability <o
control fuel-related costs varies greatly overtize. In a singl
year, EBdison is largely dependent on the effects of market and
weather forces on the éompany's forecast supply and demand. To some
extent, improved forecasting can reduce the impacts of such




0II 82-04~02 ALJ/3s/av/wpse/me/ka+ -

fluctuations. Even in 2 single year, a utility can affeet fuel-
related expenses by assuring the reliadility of its facilities, ané
by taking advantage of spot zarket and purchased power opportunities

In the short <ernm, 2 utilivty can izmprove plant reliability~
through operations and maintenance policies, can diversify supply
sources Tor needeld fuels, and can develop and institute cost-

fective conservation ané load management programs. These

activities begin to reduce =she utility's vulneradility to
fluctuations in what the utilities have ca2lled in %his proceeding
"uneontrolladble” factors.

Qver the long +term, manazgenment has - "eontrol”
over fuel-related costs. Xost importantly, of
generation, “ransnission and dis<ridustion facilities recduce *he
systen's depe ndence on less secure sources, and so minimize

valneradilisy <o price anéd supply fluctuasions. Tor exazple,
Zdison's resource plan is directed toward diversifying energy sources

and reducing dependence on oil and gas.
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In the long term, random fluctuations in "uncontrollable™
hydroelectric and purchased power sources will also average out. The
company can plan its system to make the most cost-effective use of
such sources, including provisions for alternative generation in low-
hydro years.

taff is concerned that any revisions in ECAC/AER recognize
that degrees of "controllability" increase over time. talff proposes
higher utility shares in the risks of variations in fuel price and
supply, o hasten management efforts to assert immediate~, short- and
longer-run control over fuel-related expenses. Stafs also proposes 2
"cap" on fuel-related fluetuations in utilisy return, %o protect <he
cozpany Lrom financilal hardship, especially in the early years when
fewer risk-controlling decisions have heen izplemented.

2. DProposed AZR/ZCAC Changes

All three of Staff's main proposals for revising ZCAC call
for an increase in the percentage of energy-related expenses sudbjecs
TO0 AZR ztreatazent. The proposals are distinguicshed prizerily by <he
canner in which the AZR-ECAC percentages are calculazed.

a. The Utilities Division advocates a mechanisn ladeled

tabilized Percentage Zguivalency Risk Opporsunity Sharing (SPER0S)
which would operate to allocate all fuel costs between ECAC and AER
rates S0 thav a variation in the forecasted energy expense
produce the same percentage change in wtility shareholéer ea

the percentage change in customer rates. Using current da%a o
Zdison, this mechanism produces a 16% AER/R4% ECAC dis+rivution
costs.
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b. The Revenue Requirements Division reconmzends allocating the
fuel costs between ECAC and AER so that the utility would absord a
percentage of energy costs which makes the risk of earnings
fluctuation due to fuel-related expenses comparadble to the earnings
risk the utility normally experiences Lor other costs, such as the
expense items included ia the b*ennial general rate cases. Ior
Zdison, this me+thod produces a 13% AZR - 87% ZCAC distridution of
costs.

c. The Policy and Planning Division proposes z 20% AZR - 80%
ZCAC distribution of fuel-related costs, bazed upon an analysis of
the increase in risk that Zdison can sustaia without causing a
significant increase in Edison’'s cost of capital.

All three proposals incorporate 2 "cap” which would lizmis
the poscible annual earnings variation frozm increazsed allocation of
energy costs to the AZR. 7The proposals Lor <the size of the eap vary,
and are bacsed upon differing measures of ea*ninso. Usilities

ivision would limit the variation <o 5% 0F the retura on cozmon
equity. The Revenue Reguirements Division would limit the va

in return on rate base 40 %5 basis points. Finally, the Policy
Planning Division proposes 4o limit Lluetuations in pret
common eguity to %00 basis points. The financial
Edison in years of exitreze fuel expense
$25.9 million, $26.9 million, and $45.8 =

5 The dolla* estimates are based upon the rate dbase get Lorel
the Staff report at p. 50, as well as on information provided
Exh. 34, A.61138, which iﬁc ludes the staff’'s recommended rate
return on equity (17. 25%)
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In addition to the proposals to revise the AER/ECAC split,
the Staff has presented 2 series of minor adjustments to current ZCAC
procedures which could be adopted as a more limived reform of ECAC.

These proposed adjustments include 4wo which can be implemented
sinultaneously with the revised AZR/ECAC percentages.

1. Institute uniform AZR/ECAC cost allocation for all
fuel~-related expenses, including inventory
carrying costs, underlifts, oil sale gains or
losses and other such items which are now
recovereld entirely through the AZR.

2. Tor purposes of calculating carrying costs on fuel
il inventory recoverable through ECAC, the
Connission should use +the most recent twelve-gzonth-
endeld realized rate of re%urn, rather <han <%he
present systex which makxes the carrying cost
caleulation based upon the authorized rate of
return.

In addition, Staff outlined four measures designed 4o be

. izplemented independently o any change in the ATR/ZCAC spli<:

1. Limit dalancing gccount treastment for fuel o4l and
natural gas %o:

a. Volume fluctuztions using the original
price estimates adopted at the beginning
L the twelve-month ECAC period.

Price fluctuztions only for voluzmes of
0il or gas included in the originel
esvizate of fuel expense at the beginning
0L the twelve-month ZCAC period.

Study the effectiveness of implementing power
plant efficiency standards for all generating
plants to formulate incentives %0 pinimize 0:il and
gas usage.

Allow interest on the ECAC balancing account only
on a ne+% after tax dalance, on a zonthly dasis.

Allow recovery of revenues for franchise fees anéd
uncollectible expenses for ZCAC on an estimated
basis.
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Staff suggests that 0il in excess of the adopted annual
inventory level be accorded treataent consistent with all other fuel-
related expenses. TUnder Staflf's proposzal, if +he Conmission were %o
adopt a 16% AZR ~ 84% ECAC, 16% of the inventory cost for excess oil
would be bBorne by +he shareholiers, and 84% of the costs wouléd de
recovered through the ECAC balancing account.

The Staff also outlines more cozplete revisions of fuel cost
recovery procedures which are worthy of future discussion dut which

v adaits are insufficiently detailed <o be implemented at this
time. TFirst, fuvture energy cost recovery proceedings night set
specific limits on the amount of 0il and gas fuel which can bde
recovered in rates. These linits couléd be reduced each year <+
encourage a steady reduction in the use of such fossil fuels
Second, zajor energy uvtility rate proceedings could be restructured
S0 that energy costs could be considered in conjunction with othe
fuel=related expenses, such as conservation, load managezent,

maintenance, facility planning, and rate design.

¢ 07 TET PARTIES
A. Utilities' Position

utilities are in essential agreezent that 100% recover
of all fuel-related expenses <through ECAC with an annual
reasonableness review constitutes the most effective mechanisno for
satisfying the legitimate interests of both shareholders and
ratepayers. This proposal is advanced because of the alleged
unpredictability, volatilisty and uncontrollability of the utilities’
energy nix and costs. The utilities also generally agree in their
eriticisz of the TURN and Staff proposals. Therelore, their
positions will be presented as ome.
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The utilities contend the S+tafl and TURN proposals are
founded upon the false premise increased financial exposure %o
Tuel cost uncertainty will enhance the utilisy's incentive and

ability to zinimize Ffuel costs. The utilities find no factual
support for a finding that an increase in the utility's direct
Tinancial stake in its fuels management decisions will induce %he

cesired action of minimizing costs and reducing reliance on o0fl and
gas.

The utilities argue that the underlying assumpiion of <he
TURN and Staff proposals is unfounded because:

1. Utilities already have %the greasest financisl, corporase,
and regulatory incentives to minimize 2ll costs, including
fuel costs, consistent with their obligation %o serve:

The supposed incentive offered is at best transisory,
potentially illusory, and zay sizmply produce gamesmanship,
as opposeld to additional efforts %o reduce fual cosss:
Even i€ the utilisy's incentive %0 further reduce

¢osts could be enhanced, given the uncontrolladle

nature ol fuel costs, there is litsle, if any,

Zurther 2etion <he utilisy could +takxe %o lower

fuel costs;

The earnings fluctuations and financial risk

™

=0

which the 3%aff and TURN recozzmendations wou
!
e

<l
expose the utility woull impair the utilis
financial health, increase its cost of ecapi
reduce its access <o capital, end therefore
Jeopardize its long-tern ability %o secure
alternative energy resources.

The utilities believe that the annual reasonzbleness review
provides the appropriate signal +o zinimize energy costs. Since all
energy costs are subject 10 review o0f their reasonadbleness and
prudency, a sufficient incentive to ninimize costs exists.

e
1
Lo
S
a

1,
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Absent compelling circumstances, %the reasonable and prudent
action is 10 minimize energy costs. Thus, the annual reasonadleness
review provides the appropriate signal to minimize enmergy costs, aad
allows the utility some opporiunity to explain circumstances, such as
environmental considerations, which forced it to deviate from <ha*
goal. No such opportunity for explanation is provided under a
fornula incentive such as the ARR.

Even {f additional incen*ives for cost ninimization wer

the Svafl and TURN proposals fail, in <he uitili<ies’
opinion, To induce the desired result. The utilities posit that
proposed incentives would only work if management had zufficient
control over energy costs %o be adle to respond %o the incentive.
The utilities ¢laim that all the evidence demonsirates tha%t <he
utility has no realistic ability %0 respond 4o <the incen<ive by
further reducing costs decause energy cos+ts are dominated by eventis
outside the conirol of utility management. For Zdison, the annual
swing in uncontrollable short-tern energy cosic may be as high 22
3500 zillion above or velow normal year levels consider ing potentizl
fluctuations in demand, hyéro, pu'chaoed power, and natural gas
availability. In PG&Z's case, the annual swing in uncon<rolladle
short-terz costs could bYe as high as $1 billion. OTherefore, <hey
conclude that the incentive provided is illusory.

The utilities further maintain that <this illusory incentive
zight even backfire. Since energy costs are substantially
unconirollabdble, the utilities would reduce their exposure %0

variation between the AZR forecast and aciual energy expense by
improving their forecasting capadilities.




1
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The utilities no%te that accurate forecasting is not the sazme
&3 cost minipization. Accuracy in forecasting simply indicates +thas
the utility is a good forecaster. t reveals nothing about how well
the utility manages fuels. The utilities argue +that each proposal %o
increase the AER will therefore create an incentive 4o seex stable,
easily forecast energy sources, regardless of their relative cost.

Consequently, the utilivy couléd have an incentive %o “avor
predictable energy sources with steady availability, such as firn
purchasel power contracts, over sources more &ifficult <o predies,
such as econoxny purchase arrangements, regardless of cost
comparisons. The utilities argue that <his incentive against
uncertain energy sources will impede the desired development of
alternative energy sources. New technologies, such as solar and
windé, have not yet proven commercially feasibdle and have unknown
reliability. Such new sources couwléd have volatile, uncon+trolladle
availability. Therefore, the utili<ies conclude <hat a cozpany
seeking to maximize its profits would have 2 strong incentive <o
avoid these new and unpredictable resources.

The utilities further assert that $taff's alleged incentive
would, in practicali<y, be so diluted 25 %0 de of minimal val uwe. The
utilities contend that under each Staf? proposal, any revenue denefiy

for reducing fuel costs will de transitory. As the utility improves
its performance, the resulting lower costs will be reflected in 212

wture years' forecasts, resulting in a2 lower AZR allowance.
;herefore, the u.ﬁlit:es claiz that any incentive provided by
increasing the AZR percentage weould be 2iflu<ed as the utility could
reap its rewards only in the initial year.
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Pinally, the utilities argue that the Staff and TURN
proposals, if implemented, would increase the utilities' potential
earnings fluctuations and so result in an increased cost of capital.
The utilities claim that the $+taff and TURN proposals are not
inproved by their proposed earnings fluctuation caps. If <he
Commission properly allows ithis increase in earnings fluctuations ¢
be reflected in the utility's authorized rate of return, customers’
rates will be increased. I the Commission does not reflect the
increased cost of capital in the zuthorized rate of return, or delays
inclusion in the zuthorized rate 0F return, the utility's financial
position will deteriorate and its adility <o attract needed capital
will be impaired.

The uvtilities argue that increased volatility in earnings
will cause investors, pa*ticula*ly bondhollders, to guestion the
utility's adbility to satisfy its fixed obligations. In 4urn, zhe
wariness with which investors view earnings volatili4y will cause <he
utility's cost of capi<al 10 increase.

3. TURN's Position

TURN argues that eiiszing procedures transfer excessive rick
froz the utilivties and their shareholders %0 the ratepayers.
Purthermore, IURN has witnessed with alarm the proliferation of

e ol me

special balancing accounts and adjustment c¢lauses in recent gyears.
In TURN's view, <this development has led +o unaccepsadle regulatory
fraguentation. Every application deals with partially overlapping
issues and expense items, yet no one case proviles a single,
comprehensive overview of the entire utility. As a result no nember
of the Commission stafl can alequately cover a utility.
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In TURN's view, there is little incentive for the uiilities
t0 pursue least cost fuel strategies under current procedures. The
essential feature of TURN's proposal s replacement of the ECAC/AZR
format with 2 single, prospective ratezmaxing proceeding in whieh <he
utility would face significant risks and opportunities in its
nanagezent of fuel costs. The S+ate .Department of Consumer
shares this position.

ITRN recommends accomplishnent th goal by adontien of
an annual forecast of fuel-relaved expenses, in a general rate
case, and a reguirement *that the utilities operate wiithin <has
bulget, sudject to cervain lizmitations. TURNK contends <hat adop<ion
of its proposal would provide the following immediate henefits:

-k Dedw
1. Zlecsric ra%es would e stahle and
precictadle for an e

2. Rerrospective reasonableness review would be
elizinated. Rates would be estadblished once each
Jear to cover estimated fuel costs. These
estinates would not be generated in the ofsen
perfunctiory manner that typifies current ICAC
proceedings, but rather would resuls froz =he same
searching examination 4hat ocours in the general
rate case foruz. The "durden of proof" problexs
inherent Iin the retrospective reviews would de

largely elimina<sed.

The artificial distinction between fuel-relased
costs dealt with in the general rate case, e.g.,
conservation, load nanagement, operating
efficiency expenses, etc., and those now covered
by ECAC would be eliminazed.

The utility would have a significan% incentive %o
minimize fuel costs, but would not be exposed,
beyond reasonsble lizmi%ts, +o unpredictable or
uncontrollable deviations froz forecasted energy

ahe
cosSts.
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Electric utility customers would enjoy a far
greater degree of assurance that the energy-
related components of their moathly bills included
only fair and reasonable cos+%s. Cganges in rates
izplexzented outside of the regular, annual rate
adjustoment would be directly related o

understandable factors sueh as major variations in
rainfall.

TURN illustrates operation of its proposal by use of a
hypothetical.

Following appropriate hearings, a 12-zo0ath fuel
cost estimate Jor a test year beginning January 1,
1987 is adopted by the Commission for utilizy
"X". This estimate is dased on normal rainfall
ané projects a revenue reguirement of $2.5 billion
for energy costs. Base rates sized %o satisfy
his revenue requirement are set by the
Cozmission. t the close of the test year an
annual "true-up” £iling would be required. “%he
utilivty would present i%s actual fuel coszs for
the past year ?assume $2.7 billion). The utilisy
wouléd also present "adjusted"™ or "normalized”
costs reflecting those expenses that would have
been incurred had hydro produc+tion matched <he
forecasted level (2 pro forma hylro 2djustzment).
Any factors other than aydro, such as natural gas
prices or purchased power gquantities, 4hat the
Comnission considers to be categoricall
uncontrolladble and unpredictadle would, like
hydro, be an "adbove-the-line" i<exz and therefore
be reflected in this pro forma adiusimens.

Por utility "X" <he normalized rate year ¢o0s%s
produced by these adjustments egual 32.58
billion. In other words the company incurred £120
sillion in additional, uncontrollable "above-the-
ine" expenses because, for example, hydro was
less than normal. Such cos%t changes would be
reflected as upward or downward rate adjusementy
for the coming year (much like current over- ané
undercollections). Eearings would be held for
this purpose 1if any parey %00k issue with %he
accuracy of the recorded fuel expenses or the
calculation of the pro forzma adjustment.
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.

IL the Commission decided %o leave +he utilities
any risk for all "below-the=line®" <fuel cost
changes, this would be the end of the regulatory
line for test year fuel expenses. That i3 to say,
utility "X" would not recover the rezaining $80
million by which its normalized rate year expenses
exceeded the test year estimate. More likely,
however, the Commission would want to apply 2
"dead band" concept a2s a limitation on possidle
fuel cost profits and lozses. The deadband could
be sized so that it would be large enough %o
creave real incentives for c¢ost minimization, hut
nov so large as t0 impose uwnacceptadble risks on
the company or its shareholders.

Asgume that the Conmmisszion has adopted a $50
zillion deadband Tor utility "X" in the forecast
proceeding. In this instance, the "normalized”
test year resulls would be coampared with the
adopted ectimate Yo deterzmine the magnitudle of the
difference (nere $80 million). If 4the shorifall
or excess azmount fall within <the adopted deadband,
that would be the end of +4he matter.

I the difference between normalized and estimated
cosvs Lfell outside the deadband, either upward or
downward, (here it exceeds it by $30 million) the
Yility would include in its true-up filing 2
devailed itenization of the causes for <he
deviation in costs from the adopsed estimate. Such
factors could include higher or lower <han
anticipated 0il costs, reduced or increased
availabilivty of coal, nuclear or geothermal
eneration, increased or decreased purchased power
1€ that is not *reated adbove-the~-line), higher
heav rates due %o forced outages a%t the zore
efficient thermal plants, etc. If actual
nornalized costs exceeded the deadband, the
utility could seek to recover the adéditional cosss
above the deadband only dy showing that those
expenses (here $30 million) were unpredictadle at
the time the forecast was adopited, unconsrollable,
ant consistent with the overall policies approved
in the projection case. If costs were incurred as
8 result of changes in policy or s+rategy, the
utility would be required to show that such
changes were reasonable due to factors
unforeseeable at the “ime of the forecast.
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Likewise, if costs fell below the deadband level,
stalf or intervenors could show that the savings
were not due to anyh action of <he utility, bdut
rather resulted from unpredictable and
uncontrollable events. In either case, if the
Comnission found that costs ahove or below <he
deadband should flow %o the ratepeyers, rates

could bBe adjusted prospectively in conjunction
with the pro forma hyd*o ad justment.

As is apparent Iroz its proposal, TURN is recommending 2
fundamental restructuring of the Commission's current regulatory
frameworz while acknowledging its imperfections. TURN contends <has
its proposed reform is an appropriate first siep toward a "return <o
normaley” in California rate regulation.

C. S+teff's Positions

Staf? identifies four reasons why the current EZCAC/AZR
procedures reguire reform: the current ATR provides inconsistens
incentives; utility shareholders are not exposed <o significant risk

e ey

with respect %0 energy expenses: the present EZCAC/AZR procedure
.:

provides no incentive for us ©0 increase <the use of renewadle
and alternative resources; and the present reasonadleness review of
utility energy operations is not sufficient %0 ensure that utilities
have done the maximuz %o reduce energy expense

All parties agree that the current mechanisz which provides
1006 recovery %hrough the AZR of certain ofl by such as
underlifis, o0il sale losses, and carrying charges, but recovery of
only 2% of the remaining energy costs in the AZR, produces perverse
incentives for the utility.

Stafl presented an example. Consider that ear
year, & utility has already incurred underlif<s or losses
oil up to the level egtimated at the +time the AZR was set
year. II the utility should decide that it could dispose
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additional excess oil in order %o accommodate cheaper ruéls, sueh as
gas, the shareholders would pay the full cost of additional
underlifts or oil sale losses. If, however, the utility rejected <he
cheaper fuels, and continued to burn oil so that it did not expose
ghareholders to the costs of additional underlifts, it wounld receive
98% of the cost of the o0il burned (if the decision passed subsegquent
reasonadbleness review). In this way it iz possidle for the utilisy
©0 percelive that it should increase the duraing o oil in order to
protect shareholders. This i{s con<trary t0 the desired resuls.

All the Staff proposals resolve the problem by providin
consistent rate treatment Lor 21l fuel-related expenses, including
underlifis and the cost of durning 0il. TUnder this approach doth

atepayers and uha-eholders benefit if the least cost aliernative is
chosen. This occurs because the shareholders pay a constant
percentage of whastever exitra ¢cost is required, and ¢

the lower cost path is chosen. Likewise, <the rat epaver '

increase by 2 constant percentage of whatever excess cosis

incurred, regardless o the pa.uicular expense iven.

Staff maintains that the present ECAC/AZR procedures &0 20+
contain any inherent incentive for the utility %o increase use of
renewable or alternative resourcs, since energy costs are recovered
on a dollar-for-dollar basis. I% makes no difference whether
expensive 0il or relatively cheap hydroelectricity is used, since
costs are passed on 40 the ratepayers to the sane extent. Therelore,
an objective of Staff's revision of the ratemaxing procedures is <o
encourage the shift t0 renewadle resources.

One oL <he factors of fuel expense over which managezent of
the utility does have c¢control is in the 1ong-rahge choice of
resourg¢es; the utilitiés can reduce their risk frozm price increases
and supply insecurities by accelerating the replacement of fossil
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fuel plants with renewable resources. The Staff contends that, if
some risk 0L energy expense is placed upon the utilities, the path %o
renewables and alternative resources will become a logically
attractive means to reduce the risk as nmuch as possidle. The S+vafsl
proposals are designed o0 place sufficient risk on the utilities %o
encourage cost-effective changes in the resource nix without imposing
financial losses on the utility large enough %o delay %he rogran of
conversion to renewable resources.

Prior to creation of the ZCAC and itc predecessor fuel cost
adjustnent procedures, utility shareholdlers bdore the full risk of
variavions in energy expense from forecast levels. In Staff's view,
the present systexz, with 98% of all fuel expenses recovered through
the balancing account on a dollar-for-dollar basis,
or no incentive in <the ratenaking process %To encourage the uti
zininize costs. I a dollar is spent, it will be recovered, s
only to its passing the serutiny of <he reasonabdleness review.

Staff asserts that the experience 0f the past 4wo years
dezonstrates that <the reasonadleness review of utility energy
operations cannot be counted on to provide a complese and eritical
study of the utilities' efforts %0 provide a least cost resource
zix. S%aff also maintains that +the reasonabdleness review process
fallivle and cannot be expected to comprehend <he whole systen of
energy operations of any utilizy.

Staff contends that the "reasonableness" showings of <he
utilities tend to be conclusory statements that expenses have deen
reasonable. rthernore, such statements tend To0 be sponsored by
witnesss with only general knowledge of the subdbject gained fron
others. There is little first-hand testizony.

Staff concludes that the reasonzbleness review should be
maintained despite its limitations, because it provides unique
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ablility and £lexidility %o addlress unexpected issues and events.
addition, it is essential that the reviews continue 86 that
Commission auditors can exazine the utilities’ books to see that
expenses are properly accounted. ZEowever, Staff finds little reason
for public confidence that the process of the reasonadleness review
alone is sufficient 10 ensure that the utilities are following a
least cost energy strategy. taff is also +troudbled by the fact that
the Conmission ané the ratepayers nmust rely solely on an
investigative process dependent upon *those being investigated for its
effectiveness. vafl concludes that the reasonableness review may de
improved, and more vigorously implemented, and that it should de
paintained. Zowever, S<aff feels that the pudblic deserves a more
cervain and effective forz of regulation —- a financial incenti
that will induce the utilities to reduce energy ¢osts for their own
financial dYenefist.
Staff notvtes that the shareholders are currensl
accept the risk of expense variation
in base rates, for which there iz no bal necing account recove
direct sense.’ Stafsf argues that by imposing on <the shar ehol
significant risk of expense variation, withous exposing +he x
1o severe negative financial impacts, the Comzission can give
utilivies substantially more incentive %o manage thei. energy cosvs.
The Stafll argues *that each of ivtes »roposals has a2 soun
theoretical bdasis. Ttilities Division's proposed nmechanisz is dased
upon the intuitively fair novion <that if energy expenses vary, the
shareholders and ratepayers should share in the consequences of that
variation. Accordingly, the mechanism calculates a specific AZR/ZCAC
allocation so that any’given rror in energy cost forecasts

& The effects of the Electric Revenue Adjustiment Mechanism (ZRAY)
are discussed below.
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would change customer rates and shareholders' earnings by <the same
percentage. The calculation takes into account all elemen¥ts of the
revenue reguirement, including base rates, the AER, ECAC, and other
miscellaneous offset rates. Tor Edison, using data available fronm
its recent gene-a’ rate case, the appropriate ATR/ECAC split is
caleulated to be 16%/84%.

By this proposal, Staff links the fortunes of shareholders
and ratepayers. Any management decision which reduces costs will
benefit the shareholders and the ratepayers by the same percentage.
Furthernore, Staff pairs this concept with a limitation on the extent
oL earning variations which shareholéers will be reguired <o ahsord,
thereby preventing the financial consequences o extreze variation in
costs from injuring the utilities’ financial health. TUnder <the
proposed mechanism, the AZR percentage and the expense variation
liznitations wouléd be set every +two years in general rate cases.

talf contends that this mechanisz will provide a short=-run
for the utility <o reduce energy cosis and a long-run incenti
move t0 more stadble forms of generation, theredby avoiding <
and supply instadility associated with oil and gas.

The historical risk proposal 0f the Revenue Regquirements
Division calls for the allocation of expenses to the AZR such thav
vhe investor will absord energy costs 10 the point where the risk of
nonrecovery of expenses for fuel-related items is comparab’e To thast
risk associated with other costs. This recommendati s based upon
the fact that shareholders of the utility have always aboo"bed the
risk of expense variation in virtually 2ll categories of utility
expense, ineluding taxes, depreciation, and operation and maintenance
costs. Staff reminds us that shareholders bore the cost of variation
in energy expenses until the early 1970z when rapidly escalating £
costs made the risk of such variation t00o high for the utility %o
sustain without frequent rate relief. 1In response the Comzission
created the fuel cost adjustment clauses.

26
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The essence of this Staff proposal is to return to the
investor “hat proportion of the risk of expense variation that i
retained on nonfuel-relatel expenses. This proposal would an AZR o
that the largest expense variation in fuel costs would produce no
greater earnings variation than the utilities' investors presently
experience experience with other costs, as measured by variation from
the suthorized rate of return set by +the Coamission.

Variation in rate of return on rate dase is used to gauge
earnings velatility. The his%torical risk proposal assumes tha%t %he
variation between authorized and realized rate of return is and will
be an acceptabdble level of earnings variatvion for the shareholders <o
absorb. As was intended with the original creation of the ZCAC
mechanism, the ratepayers will assume expense variztions in excess of
that level to protect the utility from extraordinary fluctuations ir
energy costs. However, under 3+aff's cecond proposal ratepayers will
no longer absord virtuzlly all risks of energy cost variations.

Por purposes of illustration, the Staff witness used <he
period 1976 to 1981 as the base period from which o deterzine the
risk of not earning the rate of return authorized by the Commission.
In practice, a running average would be used <o include the rate of
return experience of the utility in the most recent years, z2lthough a2
span of several years should be used. Turthermore, <he S542ff made an
allocation based upon the ratio of fuel expenses 10 nonfuel expenses
for 1972 to avoid the effect of recent fuel price escalavtion in the
proportion 0f Luel-related risk to be assumed dy investors. 2his
ratio could be adjus+td, but the Stafs recommends the use of the 31%
energy costs/69% nonenergy costs ratio for the present to simulate
the proportion o0f energy risk borne dy investors prior to the
enormous fuel price increases of the seveniies. The result of these
calculations is an AZR of 13% and an ECAC allocation of 87%. The
overall rate of return of the utility can vary dy 0.%35% under this
allocation, matching the historical experience of 1972.

27
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Staff argues that adoption of this method would place upon
the shareholders a risk of variation in fuel expenses directly
comparable to the risk they now dear for nonfuel expenses. For this
reason, Staff concludes that the effect on the cost of capital should
be minimal, particularly when combined with the earnings "cap"
proposed by Revenue Requirements. The cap would provide 2 paximum
earnings variation of approximately 5%, or 0.35% overall rate of
return. The dollar impact of that swing on Edison's current systex
would be $26.3 million.

The Policy and Planning Division recommended that rate
treatment for fuel expenses be split on a 20% AER/80% EZCAC basis.
The proposal is based on detailed analyses of the effect that
earnings fluctuations might have on Edison's cost of capitel. The
witness concluded that the cost of capital would not be significansl
changed if the 20% AZR/80% ECAC proposal were adopted, comdined with
a 300 basis point limit on pretax variations in return on common
egquity.

In his analysic, the witness exphasized <the importance of
considering potenvtial impact on the cost of equity separately frox
any impact on the cost of dedv, since the owners and ¢reditors
perceive fuel-related risks quite differently. Tirst, the witness
argued that the cost 0f equity would not rise as a resuld of <he
proposed revision in current fuel expense allocation since any
increase in earnings fluctuations would not be correlated with the
aggregate econony. This conclucion is consistent with Linancial
theory, and is well supported by numerous expirical studies.

Second, the witness concluded that the cost of dedt would
not rise significantly due to the proposeld revision. Ee noted that
the cost of dedt fe stiongly related %0 cash coverage of inter
had previously developed an econometric model which clearly
demontrated the importance of interest coverage in determining bond
yields. Based upon the staff projections of Edison's 1983 cost of
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capital made in A.61138 (Exhidit 34¢),and the staff analysis of fuel
expense estimate error in this proceeding (Appendix A of stafls
report), the witness studied the effect +hat the proposed revision
would have upon Edison's after 4ax interest coverage in a year of
extremely underforecast fuel expense (assumed 0 occur one +time in a
forty-year period). The analysis indicates tha®t a moderate reduction
in interest coverage would occur, £roa 2.71 <imes %0 2.57 <imes,

ince the 300 basis point limit protecys the codpany Irom any greater
erosion in coverage.

In making <his »roposal, the Policy Division witness
recognized that the Commission night adop?t an electric revenue
adjustment mechanisn (ERAM) in its decision for the general raze
case, A.51138, which would protect Edison 2ron revenue swings which
night otherwise result from substantial “imates of the +oxal
electric sales used €0 set rates during . I£ guch an
ZRAN mechanisn were adopted, a major potential source of earnings
erosion (which could reduce interest coverage) would de elizinated,
substantially reducing the risk to Zdison's dondholders.

The S+taff contends that its “hree primary proposals
represent zajor improvements and refinements of existing ECAC
procedures. The unform 4reatment of all fuel-related expenses
eliminates the perverse incentives present under <he current sys<
and the increase in AZR percentage places increased risk upon
shareholders anéd +ies th €0 the ratepayers. All utilis
actions To reduce the impacts of rising energy ¢osts on shareholders
will also benefit ratepayers. +af? maintains that this automatic
mechanisze will operate in conjunction with the reasonadleness review
to provide specializeld review 0f specific transa
feels that its proposzls also resolve the prodblexm of excess oil in
inventory by ellocating the costs between ratepayer and shareholler
in 2 manner that will reduce revenue swings due 4o excess oil.

tioﬂs. Mhe SU pn-
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Accordingly, the Staff recommends thait the Commission adopt one set
of the Staff proposals.

Staff also presented a collection of secondary proposals,
for the Conmission to consider as supplements, or less-sweeping
alternatives, to0 the primary recomnendations. These seconiéary
alternatives were recommended for adoption 1f <the Commission were
determined +to make more limited changes in the AZR/ECAC mechanisa.
The first, uniforn <reatment 0f all fuel-related expenses in
AZR/ECAC, is a severable element of S<taff's primary proposals. Th
other secondary proposals would heange slightly the calculation of
return to Edison from some factors in the ECAC balance, would reduce
the amounis of 0Ll or gas cost chenges eligidle Lor treataent in
ECAC, or would expand the applicadbility of power plant efficiency
standards.

V. DISCUSSION
A. Background: Fuel Cost Adfustment Cla

The development of the current EC
t0 the early 1970s. Prior to that tine, fuel coc
stable, and were projected as normal ¢osts of service
infregquent general rate proceedings. In <the early 1970s,
factors began to drive up energy costs rapidly: increases
price of fuel oil; increaged use of fuel 0il due 40 2 shortage of
natural gas; and a2ir pollution regulations which mandated <he burning
of more expensive, low-sulfur fuel o0il. These price increases were
net covered in base rates and therefore were absordhed by the utilicy.

The Commission recognized that a combination of general
inflation and rapid changes in fuel costs had seriously impaired the
utilities' financial integrity. In March of 1972, it authorized
estadblishment of a Puel Cost Adjustment (PCA) for Edison. The FCA
vas based on current rather than forecast oil anéd gas prices and a
twelve-nonth forecast of loads and resources assuzming normal hydro
conditions. It recognized increases or decreases in Edison's Lfossil

i
o
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fuel costs compared %o the costs already reflected in dase rates.s

Subsequent to adoption of FCA, above-average precipitation
increased available hydro and purchased power and comsequently
lowered fuel costs. Large utility overcollections resulted, proapeing
the Commission in April, 1976 %o abandon FCA and <o 280p% the
original ECAC procedure. This ECAC procedure was designed vo keep
the utilities exactly whole for all of <heir reasonably incurred fuel
and purchased power expenses. The ECAC rate was based on twelve-
nonth recorded data and subject to semiannual revision. A dalancing
account approach, initially rejected for PCA, was adopied. The
purpose of the balancing account is %0 accumulate the difference
between ECAC revenues and expences recorded each month. The dalance
in the account is reflected in sudsequent adjustzents by an Energy
Cost Adjustment Billing Pactor (ZCA3P).

During periods of increasing fuel costs, the gap between
incurred and recovered costs would izmpair a utility's cash “low.
Conversely, in a period of decreasing fuel costs, the ZCAC would
produce utility overcollections. In reaction 70 prodlems created by
regulatory lag and controversy engendered by <he use of recorded
versus estimated fuel expenses, 0II 56 was instituted in the fall of
1979, to analyze whether any changes should bYe made %0 the then
existing ECAC procedure.

In a January 1980 interizm opinfon (D.91269), the Coxzzission
changed the ECAC to 2 more forward~-looking dasis and ordered <h
following bYasic revisions: from sexiannual %o triannual adjusizments
to the ECABPY; from recordeld to estimated resource mix; Srom recorded
to estimated energy prices; from recorded 4o estimated sales; and

5 PG&E, SDG&Z, and Sierra Pacific received authority to estadlish
PCA mechanisms in 1973.
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fron a recorded to an estimated dbalancing account balance on the
revigion date. The Comuission also recognized the appropriateness of
a variable, rather than a fixed twelve-month, period for amortization
of over- and undercollections.

In 2 second interim decision issued in 0II 56 4in January
1980 (D.91277), the Commission revised <he balancing account interess
rate from a fixed rate of 7% +o the variadle rate of commercial paper.

The Tinal decision in 0II 56 (D.92496, dated December G,
1980) made perzanent the changes instituted by <he <wo interinm
decisions. Additionally, 2% of most annual fuel costs and 1008 of
certain expense items, such as underlift and facilities charges,
gains and losses on 0il sales, and carrying costs of o0l in
inventory, were excluded froz ZCAC. Prospective estimates 0f <he
reasonable levels of these expense i%ens, including +the 2% of fuel
costs, were to be recovered in base ratez through what ig now
called the AER. The ECAC procedure had reagched itc present stage.

3. Allocating Risks

As stated in the order (0II 82-04-02) whieh insti+tuted <his
investigation:

"Allocation of risk %0 utility shareholélers has always
been the central tool available under +raditional
regulation for encouraging esficient utility decision-
naxing. While balancing accounts have been essentizl
as a response to0 financial c¢risis in the short tern,
the risk reducing impacts of fuel cost adjustment
clauses in the long +erm need 4o bYe addressed.”

Our concern in this OIT 4s therefore <o Tind an appropriate
allocation of risks between the ratepayers on one hand, and Zdison's
shareholders on the other. Edison must shoulder a high enough
proportion of risk to assure the most attentive and efficient
management of fuel-related expenses. At the same %time, the level of
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risk should not be so great that it cannot be borne without imposing
significant increases in the utilities cost of capital. We will
therefore limit Edison's exposure to earnings fluctuation. By
capping such swings, Edison's ability +to raise capital should de
unaffected by today's decision.

1. The AER/ECAC Split

As described abdbove, the present AZR includes 2% of most fuel-
related costs, but 100% of fuel oil inventory cosis. All part‘e-
have agreed that this distinction has produced perverse incentiv
for the utilisy.

Consider, for exanmple, a situation in which a u%ild Ty were
offered an unforecast opportunity o duy inexpensive purchased power,
but would then have to reduce its o0il durn. If the utility were
thereby forced %0 "underlif4" oil already contracted for or sell

rom inventory, it would lose 100% of the unforecast loss, dut
receive only 2% of the benefit of the less expensive purchased
power. Zven if the total cost of <he purchased power plus the oil
sale losses were less than the cost of durning the o0il, the utility's
direct financial incentive under <he exist ing AZR/ZCAC mechanisz
would be to burn the oil.
We will elinminate this perverse regulatory incentive <o
tility management. Today's decision will provide for consideration
of all fuel-related costs, including +hose related <0 fuel oil
inventory, in both AER and ZCAC. All “uel-related ¢o0sts will receive
the same 90%-10% allocavion beiween ECAC and ATR. Consistent wit!
this decision to provide uniform treatment of all fuel-related
expenses, we will reject Staff's secondary proposals <o limis ZCAC
treatment of o4l and gas, end to implezment a broad range of power
plant efficiency standérds.
2. 10% AZR/90% ECAC
Parties in this proceeding proposed a broad range of
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managenent will have an enhanced incentive t¢ mininize costs at the
time each decision is nade; this reduces the relative importanice of
after-the-lact evaluation by the Commission.

The utilities cite as "disadvantages” of a lacger AER the
enhanced incentive to spend money on Zorecasting, and <o attenmpt ¢
ensure against unpredictable fuel swings by fixed-price contracts
with suppliers. Neither response, if rezsonedly limiteld ic
inappropriate. Ratepayers 2lso have an interest in nrice
predictability and stability. Accurate forecasts can bdoth reduce
disruptive surprises, and draw attention t0 those zreas of fuel-cost
panagenent which warrant the most atve We will continue %o
review Edison's fuel-related decisions the course 0f existing
procedures: budgev for forecasting inr fuel purchases i

ZCAC annual reviews; and proposed facility investzment decisions in

isd
certification proceedings. This regulatory review shouléd ensure
unreasonable degi
The utilities also claixm +that any atiempis they make 0
ninimize fuel costes will be overwhelzed by unpredictadle and
"uncontrolladble” wvariations in price anéd supply. We &0 not agree.
We are pe*suaded by Stafi's arguzents that utility management has

significant influence over fuel expenses, particularly in the long

CE 2 -

sione are no+ made in the search for stabilis
&

run. In the short tern, management can izprove operations and
forecasting accuracy ané in the long term reduce the utility's
dependence on fuel 0il and natural gas through capital invesizent,
and cost-effective conservation and load nanagement prograss.

We agree with the staff arguments that EZdison and its
ratepayers should share the costs and benefits of fLfuel managezent
decisions. ZHowever, in the interest of caution, and in recognition
of the fact that any prbposed split must be baseld on assumptions that
ultimately depend on reasoned judgment, we will adopt a 10% AZR
forEdison. This figure falls delow the 13% to 20% range encompassed
by
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the three staff proposals. EHowever, it does provide a significant
increase in the shareholders' proportion of the risk of most fuel-
related decisions while reducing the risks presently associated with
nanaging fuel oil inventories. We may in the future c¢onsider further’
enlargement of the AER share.

In adopting this procedure, we reject TURN's proposal Zfor
three principal éeasons. Pirst, it would maintain the artificial
distinction between "controllable” and "uncontrollable” expenses.
Second, this distinetion would perpetuate the perverse incentives
contained in the present AZR/ECAC mechanism. Third, 2URN's proposal
would impose unreasonable administrative durdens.

5. A cap on AZR-induced earnings fluetuations.

Ve agree with the parties in this proceeding that 2
reasonadble limitation should be placed on the to%al risks +o
shareholders of fuel cos%t changes. DPurther, we agree with S$+aff that

the most appropriate way %o limit these risks is €0 cap the size of
the adjusitment. Ve reject TUEN's proposal <o narrow the types of
varietions to which shareholders are exposed, dbut to leave <the
shareholders' potential exposure unlimited. As explained above, we
prefer more uniforz regulatory “reatment, unencuzbered by artificial
distinctions anmong types of fuel

One of our principal concerns in selecting a cap on
potential AER-related earnings adjustments is %o avo‘d increasing
Edison's cost of capital. We believe tha?t Edison's shareholders caxn
bear a limited share of fuel-related risks without raising the costs
of capital. 7This is particularly <true since'today's decision reduces
Edison's share of the risk of losses associated with fuel oil
inventory from 100% to 10%, by revising the AZR/ECAC split. Further,
the cap adopted today also eliminates the unlinmiteld potential
exposure which EZdison presently faces on 2% of other fuel costs.

The Policy and Planning Division witness argued that fuel-
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related fluctuations of up to 700 dasis points on pretax return on
equity would be tolerated by Edison’'s shareholders and bondholders
without significantly increasing Edison's cost of capital. Ee argued
that this would represent a small potential variation in
shareholders’ return and that years of positive and negative
adjustnent should average out over <time, s0 that expected return over
time is unaffected. The witness also presented znalysis that <the
proposed cap was also low enough t0 reassure dondholders +tha%t onlj
minimal changes in cash coverage of interest due on dedt could occur.

The witness' evaluation of the impacis on costs of capital
oL a 300 basis point cap may well be valid. Purthermore, our
adoption of ERAM in D. 82-12-55 in A.6113%8, Edison's vest year 1987
rate case, eliminates the risk to Edison of electric sales swings,
which has been a major source of financial risk +o0 Edison's
shareholders and bdondholders. In the interest of caution, however,
we will'set a cap of 160 basic points on variations in pretax return
on common equity. Such a ¢cap should produce no measurabdle increase
in Bdison's capital costs.

The 160 basis point cap and 10% AZR will keep Zdéison's
shareholders partially at risk for all unforecast price changes in
1987 of less than $498 million. 7This calculation is based on staff's
forescasto of Edison's 1983 ra%te base o0f 37,412,400,000 and a capital
structure which includes 42.0% common equity. In D.S82-12-55, we
adopted a rate dase of $4,768,171,000 for 198%; the gréatest
difference £from S+alf's earlier forecast results from the continued

exclusion of additional nuclear generation facilities froz the rate
base. TUsing the adopted rate base, Edison will be at risk for $32.04
million in 1983; inclusion of the nuclear plant in rate base would
increase this exposure.

Staff has estimated that such unforecast Lluctuations will
rarely exceed $500 million in a2 given year. This range should be
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narrowed further by making the AER calculation in the spring of each
year, when nore accurate forecasts of in-state hydroelectric supplies
are available. This and other procedural issues are discussed in <the
next section.

C. Implementing the new AER/ECAC mechanisz.

Today's decision establishes +the hasic elements of Edison's
new AER/ECAC mechanisz. A number of important procedural questions
remain t0 be resolved. Also, a2 nusher of procedural changes propesed
by Staff and others are not disposed of by +his decision. Further
hearings will be held to address the questions set forth below.

Pirst, as indicated in the order which instituted this
investigation, although we limited +the facvual analysis 4o Edison, we
fully intend that the approach established in this proceeding de
subsequently applied to the other electric companies within our

- Wik

Jurisdiction. We have made 2 policy determination that all fuel-
related expense be recovered through a conbination of the AZR and
ECAC ra%tes. 7Tor Edison, we have decided that 4the reasonadle
allocation for fuel-expense recovery is 10% through the AZR and 90%
through the ECAC, subject to a 160 basis point cap on variations in
pretax earnings on cozmon equity. This cozbination leaves the
shareholders wi<h a share of the risk of most fuel-related expense
changes.

Substantial differences exist among the electric utilties
under our jurisdiction. TFor each company specific circumstances Dust
be tarxen into account in determining an appropriate allocation of
fuel expense between AER and ECAC rates. We will issue this decision
on an interis basis and here nane PGEE, SDGEE and Sierra Pacific as
respondents to the next phase of this proceeding. These new
respondents will be exﬁected to file, within 30 cays of the effective
date of this order, the da%ta necessary to permit determination of the
proper allocation of fuel-expense recovery between the AER ané ECAC
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rates. Ihe required deta are specified in detail in Appendix B,
attached to this order. The further hearing in this proceeding will
address these filings, and will not be used %o relitigate the policy
determinations reached in this decision.

Second, Edison and Stafs will e directed to set forth +he
specilic terms of tariffs embodying +he changes in ECAC which we are
ordering today. ZIdison and Staff should also include, at <he
hearing, 2 proposed accounting treatment for the adopted cap on AZR-
related earnings fluctuations. The Proposed accounting itreatmen<
should be consistent with Staff's suggession that Téison track i+s
totel revenues and AIR revenues in g manner similar %o <he ZRPAY in
Place for PG&Z and SDGEE, and adopted in A.61138 for Sdisor.
Sizilarly, the %hree addi<ional respondents nazed adbove should de
prepered Vo propose the specific terms of +tariffs and the accounting
“reatment through which changes in their AZR/ECAC allocation would be
implemen<ted.

Third, 2% the hearing all respondents andé <he S+taff will e
expected to adlress the issue of the appropriate interess rate <o de
allowed for fuel inventories. Analyses should include consideratior
o whether rates might appropriately Qiffer besween amounts of <or
0il up to the adopted operationzl level as opposed to amounts avove
that volume.

Fourth, the implementation schedule and other procedural
details may be modified by the decision in Order Instituting
Investigation (Rulemaking Proceeding) 82-09-02 (procedural 0II) which
is the Commission's concurrent investigation "for <he purpose of
establishing stendards for the £iling and content of gas and electric
offset rate proceedings and to revise the current procedures and
schedules for the filihg o2 such applications.”™ fThe procedural 0II

further is charged "to consider reducing +the rumber of offset £ilin
per year and %o coordinate gas and electiric offset rate
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proceedings”. TUntil the procedural OI is conciuded the new schedule
of ECAC filings for other utilities will not be known.

Zowever, implementation for Zdison should net be delayed.
The AER/ECAC split adopted here for Tdison should be placed in effecs
in the first new twelve-month AZR pPeriod. This date is presensl Yay
T, 1987, but is subject Yo change by decision in 0II 82-09-02.

The lecision in OIX 82-09-02 should address The Leasibilisy
ol an AZR/ZCAC schedule which allows <ipme for analysis of snow-pack
and precipitation €ata in the spring. Che uncertainty in forecas<
fuel mix would be substantially reduced if +the ATR is se+ af+er
California hydroelecsric supplies can Ye forecass confidently anéd <he
best possidle estimate of imported hydroelectric~dased purchased
power supplies can be nade.

We will also leave %o 0II 82-09-02 the resolution of PG&Z's
Teconzendation to bifurcate the annuel Teasonableness review, and %he
actual establishzment of the annusl forecast of fuel-related cos<s.
VI. CONCLUSION

Today's decisto
deterzining an appropris
ané dalancing account
expenses and <ransact

ve balance bveilween forecast-yeor rat zarzing

-—ad

n convinues the process, begun in 0II 56, of
-

retrospective ratemaxing for fuel-related

ions. The new AZR/ZCAC mechanisz will provide
Zdison's management with a Strong incentive 10 manage fuel-related
expenses efficiently, dut will limit Bdisen's to<al risk in order %o
avoid any chance of compromising the utility's ability %o raise
capital.

Up To %the limit izmposed by the 160 dasis Point cap, Zdizon's
shareholders will share the burdens and benefits 0f fuel-relased
decisions on ravepayers’ rates. At the adopted 10% AZZ., %he
shareholders receive one-tenth of such fluctuations. Wi+h +he
adopted 1987 ratebase, Edison would receive i<s maximun adjustzent of
$32 million if fuel-cost forecasts erred by roughly $%20 million,
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which would mean an unforecast change of roughly 15% of fuel cos<.
If fuel costs unexpectedly rose $320 million (e.g., 4in response %o an
exceptionally dry year, a major OPZC price increase, or unexpected
outages of several large Edison power plants) the ratepayers would
Zace an increase of just under 3290 million, while Edison's
shareholders' pretax return on equity would fall by $72 million. I
fuel expenses dropped $320 million (vecause of a we+ year, QPZC
collapse, and/or exceptionally efficiens operation of power plants),
Edison's shareholders could receive a pretax honus of 332 million
while the ratepayers could receive z 3290 million reduction in rates.
We recognize tha%t the evidence suggests that fuel-related
éxpense variations can be as large as 5500 million. This is
consideradbly larger +han the 5320 million swing which would drive
Edison's AER-related earnings fluctuation 4o +he cap. However, we
anticipa%te that the reasongdle expenses gssociated with SONGS 2 ane
3, and the Palo Verde uni*s will be passed into Zdison's ra%e dase
after those unitc become used ann userul. Zter that ¢ime, +the 160

basis point cap would embrace a larger range of fuel-related expense
variations.

Pindings of Pac+

T. Fuel cost adjustment Procedures were developed in response
to dramatically escalating ané unpredictabdble energy costs encountered
by California's regulated electrie utilities in the early 1970s.

2. TUnder current AZR/ECAC procedures, utility ratepayers bear
the predominant share of the risk “hat actuel energy expenses will
vary from estimated expenses.

2. Current AER/ECAC procedures protect the financial integrity

of the utilities from the impact of unpredictedle, constantly
escalating fuel prices.
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4. An increase in the proportion of financial risk of fuel-
related expenses imposed upon utility shareholders will operate as a
further incentive to Edison's management to most efficiently control

t8 energy costs.

5. The TURN proposal is an inefficient and impractical method
10 reallocate the risks and rewards created by the AIZR/ECAC between
ratepayers and shareholders.

€. It is appropriate %o provide consis<ent rete treatment
all fuel-related expenses by including all such expenszes in both

AZR and ZCAC and giving them equal percentage recovery.

7. The adopted 10% ABR/S0% ZCAC split will further induce
Edison to control its cosvs.

8. Adoption of an earnings cap of 160 baszis points on presar
return on common equity will limit <he maximun financial risk borne
by Zdison sharehollers under the revised AZR/ECAC to roughly $%2.04

nillion in 1983, based on the rate base and capital structure adopzed
in D.82-12~55 in A.61138, Edison's test year 1983 rate proceeding.

9. Costs incurred beyond the adopted earnings will be subjecs
0 balancing account recovery: 4o the exitent Z8ison’'s fuels

managenent produces savings up to the amount of <the earnings cap, i*s
shareholders will retain the henefits. ’

10. Qur revisions to the AER/ECAC, when viewed in combina<ion
with the 160 basis point cap on varia%ions in return on comzon
equity, will not have a significent izmpact upon Zdison's eost of

¢capital

1. Under the adopted AER/ECAC revisions, *he carrying cost of
oil in inventory, underlift charges, facilities charges, and gains or
losses from sele of 0il inventory are afforded the same treatzent as

all other energy-related expenses through +the 10% ATR/90% ECAC
allocation.
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12. To the extent feasible, it is reasonadble to time the date
of the fuel mix projection to include complete winter precipitation
data.

13. DPG&E, SDG&Z, Sierra Pacific, and Sofal Gas participated
fully in this proceeding.

4. In order that the changes in Edison's AXR and ECAC

rocedures c¢an be implemented at Zdison’'s next annual reasonadleness
review, it is appropriate that this order be made effective today.
Conclusions of Law ‘

1. The Commission should revise +the AZR/ZCAC to more
appropriately allocate the risk that actual energy expenses will vary
from estimated expenses between Edison's ratepayers and shareholders.

2. The Commission should adopt 2 105 AZR/90% ECAC procedure

or Edison, with all fuel-related expenses afforded consistent
eatment.

3. The Commissiorn should adopt a cap of 160 basis points on
variations in pretax return on common equity, %o limit the maxizoun
financial gain or loss potentizlly incurred by Edison's sharehollers
under the revised AER/ZCAC procedures.

4. The Commission should name PG&E, SDG&E, and Sierra Pacifi
as recspondents to this investigation and address through Turther
hearing the appropriate allecation of rate recovery between the AZR
and BCAC for all fuel-related expense. The three respondents should
file with the Commission all data necessary ©o deterazine the
appropriate AER/ECAC allocation.

5. Turther hearing should bYe held in 0IT 82-04~02 <o allow
review of the exact terms of proposed tariffs which eadody the
changes 4in the AER/ECAC which have been edopted today.

6. Specified details for implementing <he adopted changes in
AER/ECAC procedures should be addressed in 0II 82-09-02; however, the
decision in Edison's next annual reasonableness review should not de
delayed.
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7. This order should Ye made effec<ive today, in order =o
ensure that the changes in Zdison's AZR and ECAC procedures can be
iznplemented 2t Edison's next annual Teagonableness review.

INTZRIM CORDZER
IT IS5 ORDERED that%:

1. Southern Califorania Zdison Company (Zdison) skall #:le
within 30 Cays of the effective date of <this order a Proposed <arife
ceontalning revisions %o its AZR/ZCAC procedure consisten® with <his
decision.

2. The Commission Staff shall file within 45 days of %he
eZfective date of this order a proposed Sariff reflecting
revisions to Zdison's AZR/ZCAC procedure consistent with this
decision.

7. Revisions to Zédison's AZR/ICAC Procedure consistent with
this decision shall be included in he o=les concluding Zdison's nexs
annual reasonableness review, now scheduled “Lor Maz *, 1983%, s0 tha%
Zdison will Ye subject %0 the revised procedure during 19083-1984.

4. Pagific Gas and Tleetric Compeny (2G&Z), San Diego Gas &

lectric Company (SDG&E), and Sierre PaciZic Power Cozpazy (Sierr
shall each be a respondent inm all Cursher Phases of <hi
wion.
PG&Z, SDGEE, and Sierra Pacific shall each ile 2n original
ncd 12 copies of the comoliance data 2as specified 4nm Appendix 2 of
this order within 30 days of the effective date of this order.

6. Purther nearings skall be held im 0TI 82-04-02, in San
Francisco. These hearings shall address: =he proposed tarifss riled
by Zdison and %the S%a2®: Idisoen's Proposed accounting treatment “for
the adopted cap on earaings Tlacvtuation; and, for PG&E, SDGXE and
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Sierra Pacific, the appropriate allocation of fuel-related expense
for rate recovery between the AER and ECAC.

This order is effective today.

Dated DEC 22 1982

at San Prancisco, California.

JOFN L. BRYSON
Prrsident
RICHASD D CRAVELLE
LEONARD M. GKRIMES, jR
VICTOR CALVO
PRISCILLA € CHREW
Commissionery
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APPENDIX A

List of Appearances

Respondent: John R. Bury, David N. Barzy, III, Richard K. Durant,
Carol B. Henningson, and James M. Lehrer, Attorneys at Law, for
Southern Califernia Edison Company.

Interested Parties: William L. Knecht, Attorney 2t Law, for
California Association of Utility Shareholders; John W. Witt, City
Attorney, by William $. Shaffran, Deputy City Attorney, for City of
San Diego; Randall wW. Chilcress, William Reed, and Jeffrev Guttero,
ttorneys at Law, for San Diego Gas & Electric Company; Graham &
James, by Boris H. Lakusta, David J. Marchant, Thomas J. MacBride, Jr.,
Ann C. Pongrancz, Attorney at Law and James 3. Eenly, for Siterra
Pacific Power Comoany; Harry K. Winters, f£for the University of
California; Jane S. Kumin, Attorney at Law, for Natomas Company
and Thermal Power Company; Antone S. 3Bulich, Jr., Attorney at Law,
for California Farm Bureau Feceration; Robert M. Loch, Jeffrey E.
Jackson, and Thomas D. Clazke, Attorneys at Law, Zor Southern
California Gas Company; Daniel E. Gibson, Shirley Woo, and Steven
Greenwald, Attorneys at Law, zor PaciiiC Gas and Electric Company:;
Nane¢v R. Teater, for Stanford University:; Reoger .Dickinson, Attorney
at Law, %or Galifornia Department of Consumer ALfairs; Robert Spertus
and Michel Peter Florio, Attorneys a+ Law, for Toward Utility Rate
Normalization (TURN); Catherine A. Johnson, Attorney at Law, for

California Energy Commission; anc Robert L. Burs, for California
Manufacturers Association.

Commission Staff: Timothv E. Treacy and Michael B. Day, Attorneys at
Law, William R. Stalder, and Ravmonéd A. Charvez.

(END OF APPENDIX A)
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Appendix 3

Description of Data To EBe Provided
Yy PG&E, SDGE&E and Sierra Pacific

Tuel Torecast Data

1. =& 1 twelve-month calendar year forecasts developed within
last 15 years of;

Energy production by resource type including purchased
power (GWhr).

Total generation and sales (GWn).

Twelve-zonth average total and operational oil
inventory levels.
5 wwelve-nonth forecasts for other than a calendar year
basis are available, and the company helieves they are
significently more sccurate or precise, they should 2lso be
subzitted.

2. Recorded twelve-nmonth da%ta corresponding <o +the items in 1a and
v, above.
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3. Porecasts for the forthcoming AER year (preliminary, if
necessary) of:

i. Resource mix, GWh by <ype.

ii. EHeat rates, by resource type.

iii. Fuel prices, by resource type.

iv. Total generation and sales.

V. Operational 0il inventory level.

vi. Zcononic excess oil inventory level.
Financial Data

The following data must be provided on both 2 recorded dasis
for 1982 (as of Decemder 31, 1982 if availabdle, otherwise of
September 20, 1982) and on an estimated dasic for 1983.

Total Sales Revenues for the %twelve nonths
o) Percent of revenue at+ridbuted %0 elec<ric sales

Interest Expense for the twelve months

Total Debt Service (inecluding interest and payments o 211
sinking funds) for the “twelve months

Total Rate Bace
o) Percent of rate base attriduted <o eleetric service

Total Value of Current Liahilities

Total Value of Long-Ternm Liabilities
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Total Value of Common Equity
Total Value of Preferred Stock

Effect on after-tax earnings available for coazon stock in:
total dollars
per share of common stock
rate of return on equity
comparing recorded earnings with pro forma earnings assuning
no dalaneing account from incepiion of ECAC to present.

(End of Appendix B)
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regulatory treatments, ranging froz 4the utilities' arguments for 100%
dbalancing account treatments to TURN's proposal to consider fuel
costs within an annual rate case. As we will explain bdelow, neither
extreme is appropriate. Instead, we will adops 2 10% AZR/90% ECAC
split for Edison. '

The utilities'’ proposal is in direct conflict with our
determination 0 return more of the risks of variation in fuel-
related expenses to the utilitie Their proposed 100% balancing
account treatment of all _uel-ralated costs would renove their dire
financial stake in the outcoze of Yuel zanagenent decisions. The
Commission's annual reasonadlenes view would <then provide our only
OPPOrtunity *o0 review these decis I+ would be inappropriate %o
place such exclusive reliance on reasonaQleness review. -

;;V~*“L'&”“'jﬁaayouabla. s reviews are’ extraoniimeniie difficuls /
proceedings. In contrast vo standard prospect&ye ratenaxing
. procedures, review proceedings must rely in large part on the records
ané recollections provided by <the usility <o reconstruct the
krowledge and options availadle at the +tizme par<ticular decisions were
nade, and o separate what could *eavoaably have Deen forezeen at <he
time from what subsequently iranspired. THISTZS{er=the- ac*“vtw”'
inveszigation—ismovronly—tnherentliy it rion Ty U T reguires oy /tfﬁhﬂ
tall %o penfonm_tasks whick are_oussilde-the-range-o07. aetivisies
gena*allj_convi&erQJ;3237 > ﬁzgjyg.igag;%izzgr“*Unde- these
circunstances, 1tX e - W dresiculate 2 consistent set of
easily-£ollowed obfect iJgBE"it ria. This lack of c¢clarity increzses
the so-called "regulatory risks" faced by utilisy management.

The 2% Aé? was introduced in order o relieve utilities an
the Comzmission o‘ the burdens of exclusively retrospective evaluation
of volatile ‘uel-*elated costs. The sane principles guide 4olay’s
decision. Sincq the shareholders will Dbe directly at risk,
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7. This order should be made effective today, in order %o
ensure that the changes in Edison's AER and ECAC procedures can de
implemented at Edison's né&ﬁ\annual reasonableness review.

INTERIM ORDIR
IT IS ORDERED that:

1. Southern California Edison Company (Edison) shall file
within 30 days of the effective date of this order a proposed %arifs
containing revisions to its AMR/VC\C procedure consistent with this
decision.

2. The Commission Staff shall fNle within 45 days of the
effective date of this order a simila:\proposed tariff refllecting
revisions to Bdison's AZR/ECAC proceduré\gonsistent with this
decision. N

. Revisions %o Edison's AZR/ECAC procedure consisient with
this decision shall be included in the order concluding Edison's nexs
annual reasonableness review, now scheduled for May 4, 1983, so that

Zdison will be sudject %o the reviseld procedure during 1983-~-1984.

4. Pacific Gas and Electric Company (PG&Z), San Diego Gas and
Electric Company (SDG&E), and Sierra Pacific Power Company (Sierrz
Pacific) shall each be a respondent in all fur ther phases of this
investigation. Ot S /”*“%,ﬁﬁgiifléif:a-
5. PGAT, SDGAT, snd Sierra Pacific shall each FiieAdats o
specified in Appendix B of this order within 30 days of the effective
date of this order.

6. Purther hearings shall be held in 0II 82-04~02, in San
Prancisco. These hearings shall address: <the proposed tariffs f£iled
by Edison and the Staff; Edison's proposed accounting treatzent. for

the adopted cap on earnings fluctuation; and, for PG&E, SDGEE and
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List of Appearances

Respondent: John R. Bury, David N. Barry, IXI, Richard K. Durant,
Carol B. Henningson, and James M. Lehrer, Attorneys at Law, for
Southern California Edison Company.

Interested Parties: william L:\Knecht, Attorney at Law, for
California Association of Utility Shareholders; John W. Witt, City
Attorney, by William S. Shaffran, Deputy City Attorney, for City of
San Diego; Randall W. Childress, 'William Reed, and Jeffrey Guttereo,

James, by Boris H. Lakusta, David J\ Marchant, Thomas J. MacBride, Jr.,

Attorneys at Law, for San Diego Gdb\i\zlectxic Company: Graham &

/4 Ann C. Pongrancz, and James B. Henly N\Attorneys at Law, fOr Sierra

——

Pya Pacific Power Company; Earry K. Winters, £or the University of

s,

California; Jomes S. Kumin, Attorney at Law, £for Natomas Company
»__and Therm&l Power Company; Antome S. Bulieh., Jr., Attorney at Law,

for California Farm Bureau Federation; Robert. M. roch, Jeffrey E.
Jagkson, and Thomas D. Clarke, Attorneys at Law, for Southern

California Gas Company: Daniel E. Gibson, Shirley Woo, and Steven
Greenwald, Attornmeys at Law, for Pacitic Gas and Electric Company;

‘I' Nancy R. Teater, for Stanford University:; Roger .Dickinson, Attorney

at Law, 1or California Department of Consumer AffairS; Robert Sperstus
and Michel Peter Florio, Attorneys at Law, for Toward Utility Rate
Normalization (TURN): Catherine A. Johnson, Attorney at Law, for
California Energy Commission; and Robert E. Burt, for California
Manufacturers Association.

Commission Staff: Timothy E. Treacy and Michael B. Day, Attorneys at
Law, William R. Stalder, and Raymond A. Charvez.

(END OF APPENDIX A)




