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(Appearances listed ia Iaterim Opinion, D.82-04-119.)

FINAL OPINION

-

3y vhis order, we dispose of the remaining issues ia
Application (A.) 82-03-04 régarding the reasonadbleness of Southera
California Edison Company's (EZdison) fuel and purchased power
Transactions in 1981.

Alzer reviewing Edison's reasonadleness report and <he
reports submivved by our svalf, we £ind no specific inssances of
unreasonable or imprudeat conduct dy Edison apart from the
performance of Mohave Uaits 1 and 2.

In 1981, Edison's fuel and energy resources were managed TO
take advantage of low-cost econoxy power and increased gas supplies.
Higher priced oil generavion was displaced so that oil resources
accounted for oanly 21% of Zdison's Tozal energy requirenents ia 1981
as compared to 28% ia 1980.

We €0 adopt staff recommeadatvions for disallowances in two
areas. Pirsy, we 2dopt the staff's recommended ratemaking treatment
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The CEC appeared solely +to advocate more extensive
nonitoring of the power pooling opportunities available %o Edison in
the record period. The staff supports the CEC's proposal while
Edison opposes it. We £ind merit in the CEC's proposal and will
order Edizon to device and implement a power pooling monitoring
system with the CEC anéd our staflf.

II. 3Background |
A.82~0%7=04 involves = son's ECAC »illing

factors, determination of a2 new annual review of
Edison's 1981 fuel and energy *r The ECAC billing ’acvo'°
and AER were revised in an inter D.82-04~110C issued
April 28, 1982. Additional hearings were held on May 3-7 ané May 24,
1882 t0 receive Edison's annual reasonabhleness report. ZEdison
Presented seven witnesses in support of its reasonadleness showing.
The staff offered two witnesses, and the CEC sponsored one witness on
power pocling. Opening driefs were filed by Edison, s+tafs, TURN, and
the CEC on or before July 2, 1982. Reply briefs were £iled by
Zdison, staff, and TURN on or Yefore July %0, 1082.

On September 22, 1082, the Commission issued 2.82-09-104
Tor A.22-07-10 maintaining +he ECAC Yilling factors adopited in
D.82-04-119¢. The decision also modified D.82-04-11C 40 value
prerelease energy from SONGS Unit 2 a4 Edison's avoided cost for ac-
availadle energy purchaszes £iled on a2 guarterly basis. All other
portions of D.82-04-119 were left unchanged.

dls gsue
Thic opinion addresses + general guestion of whether
Edison's fuel and purchased power %transactions in 1981 were
reasonable. The following specific reasonadbleness issues emerged a<
hearing and in the briefs £iled by +the parties:

1. How shouléd energy received under the Portland
Exchange be valued for ratemaking purposes?
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. Shouléd the 2Procedure be appl‘ed <0 ope-a ions
av thne Mohave Generating Station in 19817

Zas TURN shown that in 1981 ZEdison was

imprudent in ivs fuel oil pu'cn¢ue in

renegotiating ite Tour Corners Coal
Tecaent, Or in operavion of SONCS Unit 17

Should Zéizon e recuired to inciude
adc*tzon_; gate o“ its powar pooring and
econoy energy Transactions in itc annual

reasonavlenecs *npo.v 25 reccomzended by the
C-u-up

ad

V. Qverview of Zdizon's 1981 Energy Resources

Edison'c generution systenm TS Of Fossil=fueled
geveration (o0ili, gas, and cozai), ation, nyéroelectric
generation, and purchased power anc i Y Trom 1880 o 1081,

Zdison's geaneration nix changeé as Follows:
1080(¢%) 1081 (5)
28 21
Z4
1

2
Nuclear 1
Eydro £

Purchased/Interchange 20 2A

100% 100%

Tion from gas increaced, and annual
power ana change increased ~'szaﬂ—1a¢xy. These incre
enablec a 3o i ! eration in 1931,
an¢ gac plants and Two coal plants
198 . m : ogevher produced £6,022 million kilowatss of
ecuricl orced outage rate for These units was delow
The heat rate for the oil and g2 units increased froz 9,996
Btu/kWn in 1980 %o 10,107 Bzu/%vWn in 1981. :

o

/
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v K

Boison arserts thut Lte operation of its 0il and gas units
wius reasonadble and prudent. _ . 53 ¢concurred That the
units' heat rates and capacizy factors were all within acceptadle
limits.

Feicon operatea one rucliear piant i

in 1981, BONGS Unit 1.
The plant generated only 624 million ¥Wh in 1981 becausc of three

major outarses. The firzt began in 1080 and ended June 17, 1981,
Thin outage was du2 To repair of the stenm generation wubes. The
necond major outage cecurrec from Juiy 17, 1981 to Aupgust 16, 1981,
Thin outage was caused by fire damage at one of'the TWO eomergency
diegel pencerators. The last major ousage in 1981 zoov place from
Seatemder 4, 1981 to Novemder %, 1981. 7This ouzage occurred wnen o
repulated power zupply Tailed.

Bdison asserts that 2il of theze outages were unforeseeable
in nuture. RBdicon further maintning that its maintenonce and
apeeation of SONGS Unitw 1 was comprehensive ane vigiliant at sll
nimes.  Btaff took no ezception to Bdison's elaims. Az discuSse
beiow, THRN questioned the prudence of the July-August outage.
Partien agreed that Ihe reasonableness of the fuel coztc incurred
parsuant to the Jaruary-June - ne Left open pending the
Commission's decision on The e of direct cosis of the stean
reneration tude resieeving. > W 'have riow zddresgsed This
question in D.82=12~055, the rel: repiacement Tucl ¢osT question

hould he considered in FBdison reasonuaoleness review.

Ediszon owned and opernted %6 hyaroelectric piants wnich
provided un operating capacity of 877 megawatts (MW). Theszse plants
proaquced 7,8%2 mililion ¥XWh in 1881. The average unit availability
wi O4.7% An 1981,

In 1021, Edison purchased record amounts of econony or
surnjuy energy from the Pucific Northwest, Jouthwest, and Californin
ntitities.  Total purchasec power and interehnnpes amoun%ed %o

f,/07 miilion kWh. TRdicon aszerts that the 1981 purchased powar and
interennnmen resulted in sudstantial savings from the d displacement of
ol in isn meneration system. The staff agrers that purchased and

- .

inhoerehanes power was leSs costly whan oil and fAZ peneration.

-5 -
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In summary, Edison contends that its energy resource
managenent in 1981 was reasonadble, minimized +the costs of
electricity, and provided safe and reliadle service to i%s
customers.

V. ?Portland Exchange

In the fall of 1978 Edison entered into an exchange
agreement with the Portland General Zlectric Company (Portland). The
agreement svates that Edison would provide 4o Portland 225 MW of firnm
capacity for three months during the winter of 1978-79, and a minimum
of 170,000 megawatt-hours (MWh) of energy. E=dison actually
transnitted €0 Portland 542,990 MWh of energy at an incremental cos
of $13,575,000.

In return, Edison was ‘o receive 225 MW of firm capacity
for four months in the summer of 1981, and a %otal of 1.27 +times the
total energy taken by Portlané under the contract. Thus, Edison was
entitled to receive from Portland 1.27 %times 542,990 Mvh or
689,597 Mwh.

In 1981, Portland returned <o EZdison 498,285 MWh. Poriland
returned an additional 12,513 MWh in January 1982, leaving
178,800 ¥Wh still owing to Edison. The ccope of +his proceeding is
limited to consideration of <the appropriate ratemaking treatment for
the energy received in 1981.

Edison accounted for the Portland Exchange in the following
nner. In 19782, Edison removed the incremental ¢ost of the energy
transmitted Yo Portland from Account 555, DPurchased Power. IRdison's
incremental cost at “that time was 25 mills/%Wa, and +he incremental

cost of the 542,990 MWh transmitted 4o Portland was $817%,575,000.
Since this amount was sudtracted from Account 555, it was excluded
from the ECAC balancing account caleulation at +that +ime. As a
result, Edison’'s ratepayers were no*t charged with vhe fuel costs
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associated with producing the 542,920 MWh. Instead, Edison's
shareholders bore +he cost of <this power.

In 1081, Zdison valued <he 408,285 Mh received fronm
Porvtland at i%s then existing incremental cost of 5C.1 mills/kWh.
Edison booked 824,885,000 in Account 555 for +he returned energy.
Edison asserts that like all other exchange agreements, it valued
Portland Exchange energy 2% its presently effective incremental
costs. Since the incremental cost increased from 25 mills/¥Wn in
1978 to 50.71 mills/kWh in 1987, Bdison would receive more than %wice
the amount it expended on fuel.

Steff tokes exception o : 's treatment of the Portland
Exchange and reconmmends an alterna%te ratenmaking treatzent. waff
caleculates that the 408,285 MWh returned %o Zdison in 1081 is only
72% of the 689,507 MWh owed dy Porwland under the agreemens.
hecordingly, stafl would allow Zdison %o recover only 72% of the
$1%,575,000 in fuel cosgts incurred in 1978 4o produce <he 542,890 Mh
sent to Portland. Staff recommends +hat all ener received by
Zdison under the Por=land Exchange should be valued for ratemaring
purpeses at <The »ro rata share of costs actually expended by Edison
for production oL the energy. Under this method, Zéison would be
allowed %o value the reiturn power only a%
of 25 nills/%Wh.

In response, Edison contends +hat <the recomnendation
would unfairly impose a lozs on its shareholder ! oss would

ivs 1978 Iincremental Qos%

oceur because the stall has not considered the financing or carrying
costes borne by the shareholders from 1978 <o 1081.

that its shareholdlers
costs from 1978 4o 198

dison assers
b4 JL,0 nort=term financing
1. n points out these carrying costs,
which are associated with 817,575,000 incremental cos%t of

producing energy in 1978, e not incluéded in the working ¢ash
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allowance adopted by the Conmmission 4in £ts 1979 or its 1981 test year
general rate cases. Therefore, Edison asserts that its shareholders
financed the production of energy and took on all financing costs
from 1978 until Portland fulfilled its return obligation in 1981.

At the very leas%t, Edison maintains it should be allowed <o
recover the pro rata share of the 1978 expenditures and the related
financing costs amounting to $14,749,000. In addition, Edison asks
the Commission to permit recovery through ECAC of incremental cost
revenues exceeding its direct costs as fair compensation to its
shareholders for assuming all risks under the Portland Exchange.
Edison argues that its shareholders not only financed the transaction
but also bore the risk that Edison's incremental cost in 1981 would
be less than its incremental cost in 1978. IZ <This actually had
occurred, the return power would have been valued at an amount less
than the cost of generating the inivtial power, and Zdison's
shareholders could have taken a loss.

Furthermore, Zdison argues that if the stall recommendation
is adopted, Edison will have no incentive t¢o enter into other
exchange agreezeats which usually benefit the participaving utilities
and their ratepayers. Under Edison's accounting method, Tthe utility
is given an economic incentive t¢ negotiate exchange agreements in
the future. Thus, Edison asks that it be allowed to recover the
entire $24,985,000 based on itz 1981 incremental cost of 50.1
Dills/kWh. |

After considering the argunents offered by Edison and
staff, we find that Edison should be permitved to recover for the
1981 period the pro rata share of the 1978 fuel costs as well as
financing expenses amounting to a total of $14,749,000. This result
compensates Edison for all direect costs incurred in the Portland
Exchange ané assures Edison that it will be made whole for any future
exchange agreements into which i¢ enters. Our allowance of Linancing
costs removes the disincentive which Edison claimed the staff
recommendation would create for future exchange agreements. v//
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VI. Coal Plant Incentivesz

The Procedure was adopied in D.93%E% issued July 22, 1981.
The Procedure created incentives for Edison'c coal plant operations
baced upon a set of ctandards. The adopted standards are gross
capacity factvors and gross heat rates. IZ Edison operates its coal
plants within a "null zone" around these standards, it will receive
a piant's
e

&}

i
dollar-for-dollar recovery of the planis' fuel costs. IZ
performance is above or velow the zone, then a reward or peaulty ic
assessed. '

The purpose of the Procedure is to inject meaningful
incentives into utility. operavions. We found in D.9%%63 thaz
traditional EZCAC treatment lacked adequate incentives 10 nminimize
Edison's fuel costs. 7Tnis new Procecure is intended €O restore cone
rigk To the utility in <the hope that nmore efficient uiility
operavions will ensue. This proceeding iz whe first application of
our adopted Procedure.

By D.82-0%-05% iszuec March 16, 1982, we modified D.9%3%6%
40 that the Procedure applies only to 98% of she energy costs
recovered through ECAC. We also decided that <he grocs heat rase
standard for the Mohave coal plant chould be adjusted based on the
results of a long-tern performance study 0 be cubmitted in an ECAC
reasonableness review. In D.9%36%, we had adopted a standard based
upon deasign gross heat rate curves. In allowing adjustment of <the
Mohave standard, we did not repudiate the D.9%36% standard dbut simply
recognized That further refinement of the gross heav rate ciandard is
warranted.

Yot surpricingly, Edison and gtaff dizagree on the
interpretation of D.9%%6%, as modified by D.R2-07-05% and the

e

npplication of the Procedure o Edison's coal pilants.

- 10 -
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VII. TURN's Allegavtions

TURN in itc Opening Brief made the following specific
recommendations:

1. The Commission should aisallow
$4~340.8 piliion in fuel ¢¢s3ts incurred by
Edison under its 1981 contract with Texaco.

2. The Commizsion should disallow 34 million of
increased coal costs in 1981 avvridutadble <o
renegotiation of Edizon's contract with Utan
International, Ine. {(Utah).

%2. Tne Commission should disallow $18.7 million
in replacement fuel costs resuliting from the
July-August outage at SONGS Unit 1.

We will now consider these issues.

A. DIxmension of Tevaco Contract in 1981

In 1981, Bldison purchased 29.9 million darrels of fuel
0il. Most of thiz fuel oil was low-sulfur fuel oil (LSFO) naving o
raxinum 0.25% sulfur content.

About 9%4 (20.7% mililion barrels) of the LSPO purchased by
Edison wus acquired uncer c¢ontracts with Chevron, Pervamina, and
Tornco. These qontracts were Tirst cxecuted in the 19708 to meet

Leigon's long~range fuel requiremento.

The Texnco coniract wus entered into on June 1, 1977.
Texaco apgreed 1o deliver 4.5 million varreliz of LSFO for the period
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March 15, 1977 to March 14, 1978. On April 14, 1978, the contract
was amended to reduce the annual delivery to 2.4 million barrels.

The contract term was extended to Mareh 14, 1981. On Pedbruary 17,
1981, 4he contract was further amended 4o provide Zor annual delivery
of 1.2 million darrels and a contract term extension %o Marech 14,
1e82.

TURN asserts that Edison's extension of +the Texaco contracet
on Februvary 1%, 19381 was imprudent and unreasonable. ITURT argues
that since "in FPedruary 1981 Edison was aware that large additional
voluzes of gas would bde avaliladble...and that at that tinme it was
selling itc cheapest 0il (Pertamina Low Sulphur Waxy Residue (LSWR):
Appendix A), it is very difficult to understand why Edison would
voluntarily durden itself with even more LSFQ in 1981."

TURN has calculated a range of disallowances +0 be used 47
the Commission finds that the contract extension was imprudent. If
one assumes that the 1.2 million barrels purchased froxm Texaco in
1081 after the contract was extended were needed, then <the §4 nillion
difference between the price of the Texaco 01l and cheaper Pertamina
0il, that was avallable to Zdison over the same period of time, is
the appropriate disallowance. XHowever, if one Jinds that <he
1.2 million barrels was not needed by Edizon and should not have heen
acguired, then the entire cos%t 0f <he 1.2 nillion darrels or
£40.8 million should bhe disallowed. TURN favors disallowance of <the
entire 8$40.8 million. TTURN would allow Edicon %o recover in raves &
suz equal to the product of +he number of dharrels of Texaco 0il
actually dburned times Edison's then existing incremental cost. In
this way, ITRN claims Zdison will recover its expenditure only when
the Texaco ¢il is durned. ‘

contract extension. As explained by Zdison's
was extended for +three reasons:
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Edison was trying to maintain a nunmder of
fuel oil suppliers.

The Texaco ¢contraci's price seemed favorable
at the time.

Edison's exemptions from %the Tuel Use Act of
1978 were due %$0 expire in QOctobver and
Decexber 1081.

Extension of the Texaco contract provided Zdison with three
independent suppliers of LSFO in 1981. 7TTRN alleges +that the Texaco
deliveries of LSFO were subject 4o the zame disrupitions +thas
Pervanmina supplies were. O2herefore, in TURN's opinion, Texaco was
not an additional source of fuel oil. IURN's theory that the
Pertamina and Texaco supplies are dependen® sources is redusse
Edison's Reply Brief at page 46 az follows:

"TURN imp*oge*ly suggests that Texaco fuel oil and
Pertamina LSWR are cdependent, subsvitutadble
sources. Although Texaco may utilize ;ndonesian
erude 0*1 in the manufacture of product for
Edison, everyone should recognize that crude o0il
is not the same as LSWR. The crude oil is
available to Edison by virtue of i4s exploration
and development activities in Indonesia.

Texaco's crude 0il availability has no direct
relationship to production of LEWR by Pertamina.
It is the final product, not the crude, that is
utilized by Zdison, and a shortage of one product
would not necessarily result in a shortage of the
other.”

Zdison further notes that Texaco has international sources of crude
oil unlike Pertamina.

TTRN argues that the recorded prices in 1981 of Texaco ISF
were consistently higher than prices for Pertamina’s LSWE
Therefore, TURN maintains that the Texaco contract extension did noz
provide favorable price terms as alleged by Edison's witness. Zdison
points out it had no reason 4o believe at the %time “he contract was
extended that Texaco's prices would be higher 4han Pertamina's.




A.82-03-04 ALJ/vdl *

Edison maintainsg that TURN has the venefit of hindsight which wag not
available to BEdison's fuel supply depariment when tThe contracty was
extended. Furthermore, Ediszon points out that the Texaco LSFO was
cheaper than Chevron's LSFO, and the contract extension enabled
Edison to reduce more costly Chevron deliveries.
Pinally, EZdison's witness explained that at the time the

Texaco contract wac extended, Edison was looking anead to the
possible expiration of its exemptions from the Fuel Use Act. IT
those exemptibns expired, Edison would have been unable to burn some
25 million barrels equivalent of natural gas. |

' For the above-siated reasons, we find that Edison's
extension of its Texaco contract was a prudent and reasonable
d%cisipn at the time it was made. We reject TURN's recommendation

2 ldisallowance.

! . . .
B. Renegotiation of Utah Contract

| ! Y ’ :
Edison purchases coal under long-terz contracts with

! | |
Peabody Coal Company and Utah.” Inm 1981, the Utah contract was

'

réncgotiated due to changes in economic conditions. The

renegotintions raised the price of coal paid oy BEdison by 11¢ per
million Btw, or by a total of about §4 nillion during 1981. '
Edizon's witness explained that the renegotiztion was
authorized because all participants in the Utanr coniract agreed that
extreme economic changes had occurred since the contract was first
negoviated in 1966. Bdison's witness vesvified that in 1966
inflation was only 2%, while in vhe 1979-1980 wine period when
rencgotiations Took place, inflavion was 12¥. He further testified
that depreciation expenses concidered in the base price covered new
aquipment costs in 1966. That cepreciation allowance did not
ndequately cover replacenent equipment coste in 1981. ZEdison's
witness stated that signifieant coste impoced dy new Mine, Health and
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Safety, and Reclahation regulations were not foreseen in 1666 when
che regulations dicd not exisT. Finally, Zdéison's witness testilied
that capital costs associavted with opening up additional coal
reserves had increased by over 200%. A<ter evaluating these factors,
Tdison and other participants vo the Utah convracy concluded that
Utah would have received a negative rate of return i the contracs
was not renegotiated. After renegotiation, Edison projects Urah'z
rate of return to be 15%, consistent with The rates of rewuran earned
by similar coal mining companies.
marough cross-examinavion and 133 opening and closing

briefs, TURN questions the‘prudence 02 the renegoviation of tThe
contract. - TURN azserts that part of the addivional cost of coal o
Tiison is unrelated 1o inflation, dut rather <o an investment by Jrah
International in Mining Area %. According to TURN's analysis, Bdison
would be required to pay 8.5¢ of whe 11¢ per million 3Btu increase in
price even if no inflation oceurred. TURY believes that The
inelusion of a %Take or pay clause and 2 clause ensuring a "Jfair and
reasonable" rate o return for Utah International in the renegotiated
contract provides additional evidence that the renegotiation is noT
juctified on the basis of changes in Tne economy. Pinally, TURN
amserts that in general Edison ¢id not drive a hard enough bargain
because it chose not to arbitrate the zatter as the original coniracy
permi%ts, and because Edison received no consideration for the
concessions it made to Utah International.
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We note tnat stafl's analyses of the contracted coal price
do not ndequately address the question of whetner or not Bdison's
decisions regarding the renegotianion were good ones. Those analyses
compared the price Edison paid for cozl in 1987 with averapge 3tCam
coal prices in the west, and compared the cost of coal-fired
generation on the Edison systen with the €037 of 0il-fired
generstion. It is the responsibility of the utility %o seekx tne
Lowest cost supply oprions availadble to it. If Bdigson lost 2 low
£ost source of coal because it did not drive a nard enough dbargain,
then Bdison acted imprudently, regardless of the comparability of the
resulting price.

TURK nag raised several issues of concera for whichn
Zdison's explenations are not completely satisfactory. However, the
evidence in tals record is not ndeguate to determine conclusively
whether & disallowance should de made, nor, i¥f so, what the level of
¢isallowance should be. Accordingly, we will provide that this
matter be suvjectT to further review in Zdison's next reasonableness
proceedings.

C. SO0NGE Unit 1 July=-August Quispge

TURN has focused upon the second of shree major ouTages at
SONGS Unit 1. This outage occurred from July-August 198% anc was
nuged by a diesel generazor fire. The replacement power cost 0F
this outage was estimated by Edison to ve $18.7 million.

TURY sudmits That the outage is due zo Edison's negligent
operation of SONGS Unit 1. CURN nsks the Commission to disallow the
fB.T7 million due %o Zéison's alleged negligence.

TURN bases itc position upon documenziation obtained from
une Nuclear Regulatory Comazission (NRC) on <he cause of she diegel
fire. According to WRC documents, the diesel fire wns caused by
"Tatipue cracking" of a orass fitting in the lube oil system. 0il
lenking from the cracked fitting ignited when it reached 2 hot diese]
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generator component. This instrument fallure was traced 2o an
unauthorized modification to the salevwy-related equipment of the
diesel generator. The modification is considered unsuthorized
vecause it did nov conforn %o the design specifications or the
construction specifications for the equipment.

TURN argues that based on the above faects, the Commission
should find Edison negligent as a matter of law. TURN asserts that
Edison's failure to abide by the applicable design eriteria and ¢odes
should be measured by the tort concept of negligence per se. Under
this theory, a2 finding of negligence and legal liability occurs
without consideration of the particular surrounding circumstaaces
because it can be said the action is $o clearly violative of
standards of care thav 20 reasongble person could have acted in thaw
manner. Thus, TURN asserts that Edison's failure 1o comply with the
¢iesel eguipment's design standards should austomazically result in 2
finding of imprudence without any further Inguiry iato <he
circunstances of the accldent.

Bdison responds “that TURN wouléd hold Zdison To o standard
of reliability thet ig identicel to the XRC's safety standards.
Zdison argues that equipment reliadbility standards cannot be eguated
to the NRC's safety standards.

We cannot agree with TURYN that negligeat per
se. OQur regulatory standard for prudent : navior does not
ishap or error.

personnel az
SONGS TUnit 1 made a modificztion To on ; that dié noz
meew design requirenments. This deviation and the resulring ouvage
proved to be very costly. EHowever, we are not prepared To find
Edison imprudent on these facts alone.

AlL that has been shown on this cord

Alzwhough we do not find imprudence shown in <This record by
IURN, we are left with several unanswered questions about the
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ousage. nov Xr ry Zédison’ made the nodification
to the diesel generator which caus We do not Zunow what
the proper method i3 for lLocating axd repairing an oil leak at 2
diesel generator. The lLengtn of The ouvtage, one moath, i3 nov
cdeguately expiained Dy an eigni-nminute fire which Zdison claims
resulted in minimal damage to The diesel genmerazor. We are uasure
whether the length o Tthe outage was extenced b

re¢uirement. In short, we are not satisfied wizsh
ceveloped in this proceeding regarding the diese
will éirect Zcison T0 zaxe 2 further showing on

éeview proceeding. We also will dire £2
The cause of the die
%0 0
outage. Tni : : emals : No party
foreclosed : mstances of tihis ouvtage at The
nexs :

ecommends what we increase our review of Edison's
power pooiiag 1Tione in tThe annual reasonadlenesc review
proceedings. 2 fically, tne CEC zdvocazes ingtizution of a2
conmputerized sy nonitor Zdizon's unit commitaent, economy
energy - and coordinated maintenance effory
; 7 Zdison currently doec not keep
i<s power pooliing opporiunities. Conseguently.
parvies are unable o review The reasonabvlieness
00ling aetivities since the necessary data are nov

Pooling reduces fuel costs
ratepayers. The CEC srgues
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that 2 zore extensive review of power pooling in +the annual
reasonableness proceedings is appropriate since <the Conmission can
disallow lost savings attridutable to power pooling opporiunities
Bdison should have entered into. The CEC submits that such a
reasonadbleness review of Zdison's power pooling transactions it not
possible unless the Commission revises EBdicon's present daia
reporting requirements.

Edison submites <hat an ECAC proceeding ig not the
appropriate forum for the discussion of a computer gonitoring systen
and *the ongoing data submiszion recommended by the CZC. Zdison
points out that it already iz working out with the Coxzmission stald
the detalls of a revised data sudmission for ZCAC vroceedings.
Edison velieves that an informal arrangezment with the Comnisszion
3tall will eliminate any need for a formal Commission order.

In a2ddition, Zdison argues <that a2 ¢ost benelis analyﬂis of
the CEC's proposal should be made helfore Zdison is ordered %
ingtitute 2 computerized monitoring systenm. Until the c¢osts aﬁe
benefits of the propoged sysvten are gquantified, Edison convends that
a Coamissgion order endorsing +the proposed systen would be premature

Stafd did not analyze the CEC's proposal in de*a,-.
However, stafl reconmends avp*oval 0f the CEC's proposal since it
would help stalf evaluate Zdison's purchased power transactionz.

wWe £ind merit in the CEC's proposal and will order Zdison
t0 arrange with our s+taff institution of a computerized monitoring
systen. The CEC 3+227 alzo should bde allowed To participate and
contribute suggestion

We are simply g*v‘ng formal recognition to a procezs that

already iz underway bYetween Edison and our staff. The potential of a
conputerized monitoring systex Lor improving our evalua<tion of power
pooling is consideradble. At the same tinme, the durden upon Zdison
appears small since some of the information sought on unit
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commiTment, economy energy transactions, and coordinated maintenance
already is generated by Zdison and can be easily provided.
Vie agree with Zéison Thav increased monitoring of power
pooling eveantually should extend - egula ed electric utilities
Californiza, mnet just Zdison. we are persuaded By The

n e
ZC's showing in this proceeling < vensive and sysvenmati
review O0f Edison's power pooling ! begin now.

wu

IX. 2Provisional Unde

During 1921 Eéizon paid $12,200,000 in provisional
o Chevron. O0f <nis amount, $6.573,000 was p2id Lrom

vo Octoner 20, 1981, <he period prior <0 adopTion of an AER
for Bdizon. Conseguently, $6,573,000 of <he underlift payments is
included in the ECAC dhalancing account for 1%21.

Tne svaff reconmmended that whe £6,573,000 ané £297.000
related Interest should ve excluced froz whe ZCAC balance unvti
Zdison demonstrates that the uaderlifz payn S cannot e recovered
from Chevron.

Béison recomnmends thav the paymen:s convinue
in <he ZCAC balancing account, witha interes T, unTil

are deternined shrougnh nego:i Tiom or litigawion.
the amount of the underlift payments may be adius
S no reason 0 exclude the payzments from The :a;anc‘qg acecouny av

Ve are n¢T persuzded that v 1ift payments should be
.ded from the balancing accouns n ison appears To be

wing every availablie means oF recover:? thne undéerlift payzments
from Chevron. Zdisorn nas made tTne underlift payments to Chevron.
Until z7ald or any ovher pariy suggests that Edison was imprudent in
Paying these uanderlift fees or that Edison igs nov diligently seeking
recovery from Chevron, we can find no dasis for <he exclusion of
these payments from <the balancing account

+ et S a8 e AW e T
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PMndings of Paet

1. By A.82-0%-04, Edison requests autnority <o revise its ECAC
pilling factors and AER.

2. The AZR nas veen revised o reflect tne rate of return
wcopted in EBdicon's general ravte decision in A.61138, D.82-12-055.

2. Zdison entered into an exchange agreement with Portiand in
1978,

4. Edison transmivtted 542,990 MWh o Portiand in 1978 and
recaived 498,285 MWn from Portlanéd in 1981

5. Fdison's incremenial cost in 1978 t0 generate the
542,990 MWn sent to Portiand was $13%,575,000.

6. The $1%,575,000 incremental cost was not included in the
TCAC dalancing account from 1978 <o 1981.

7. Edison's sharenolders incurred short-serm Zinancing costs
of 54,940,000 from 1978 to 198! since the incremental cost oFf the
Portiand Ixenonge wag not included in the ECAC palancing account

8. Edison's shareho cnould racover whe increnental 2035t

derg
and the finaneing cost of he Portland Exchange if the agreement was
# reasonable and prudent transaction a3 the Time it was entered into.

9. No party has argued that Edison's exchange agreement with
Portlend was imprudent.

10. The Portiund Exchange proved o be veneficial to Ediszon and
it ratepayers.

1. The Portland Exchange was a rezsonadle and prudens
transaction ot the time it was entered into.

12. IZaison's sharenolders bore no extraordinary risk in
financing the Portland Exchange from 1978 <o 1681; Edison's
uhnreholders osore only the risk that the Commission might find the
@xﬁhxnpe agreenent To dbe an imprudent “Sransaction.

15« ZEnergy received by Edison from Portiand in 1981 should bde
vaiued a2t the pro rata chare of costs actually expended ny Edison
pius finanecing coste.

’
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14. The Commission adopted a Procedure in D.9336% issue
July 22, 1981

5. On Maren 16, 1982, zhe Commissiorn mocified D. 9336% %o
provide that the Procedurs shall apply <o only 98% of energy cosis
recovered througn ECAC.

6. A peﬂalty 0f 84,716,000 iz calculased under the Procedure
necause Edison's Monave plants 4id noT meet zhn

3 stated perlormance
geals in 1981.

7. Edison na icazion of zhe Procedure TC The
Vohave plants be ' ~term study on grosc nheat rates
2% the Iohave plants

18. Deferr Propriate since the gross heat raze
standard currentl - ne Procedurs n2s not heen shown <o de
unreasonadle.

19. A penalzy of $£,%19,000 icg appropriate sinece Zdison's
Yonave plants ¢id not meet ia 198% zhe performance goals stated in
~“he Procedure.

20. Zdison enwered into 5 long-ters fuel oil supply conmsra
with Texaco on June 1, 1677,

21. ; he Texaco contract several ti
Febrvary : 2 the contracs 1o Mareh
22. : i 2ed the Texazco contracs,

27. Texzco contract, Tezaco was
an addivional source 5 & nerztion systenm.
24. ZEdison' g I 0 CONTract WAt remsonable sv

+ -

wita Usan in

greenent raised the price of coal.
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27. Renegotiation of the agreement was initiated dYecause of
extreme ecconomic changes which produced 2 negative rate of retura Ior
Utan. '

28. The reasonablenesz of the increased coal costs due 0
Zdison's renegotiation of the Utah agreement chould bde examined
further in EBdison's next annual reasonadleness préceeding.

29. An outage at SONGS Unit 1 occurred from July~August 1981.

%0. The outage was due To a diesel generator fire.

31. The €ire was caused dy an unauthorized modification o the
safety~related equipment 0f the diesel geaerator.

32. A% the vime The fire occurred, Bdison was in the process o
inspecting the diesel generators.

%. Bdison's personnel responded To the fire prompily and
minimized damage to the diesel generator.

34. ZEdison has upgraded its inspection procedures 0 ensure
that n similar outage dces not occur again.

35. Zdison has not adeguately explained the reasons for the
July~Auguss, 1981 outage at SONGS Uaiv 1.

%6. The svaff and otvher parties are unable o thoroughly revicw
the reasonadleness of EZdison's power pooling aciivities without
accesa %o the relevant dava.

37. The relevant aata currently are not compiled in a
systematic manner and provided to our svaff by Ediszon. .

38. The CEC's proposed cozmputerized nonitvoring system will
provide thne ztaff and other parties with the relevant data needed <o
review the reasonableness of Edizon's power pooling zciivities.

39. Institution of a computerized system TO moaitor unic
commitment, cconomy energy trancactionsz, and coordinated maintenance
will not impoze an undue dburden on Ediszon and should ease whe
workload carried by our ztaff.

40. Szalf har made no recommendation on The replacement power
¢035%3 caused by the sleeving repair outage at SONGS Univ 1.

-

&
41. The issue of replacement power cocts should be examined in
Bdigen's next annual reasonableness proceeding.




A.82-03-04 ALJ/vdl *+

42. The gtaf? accountant has recommended that provisional
uaderlifta paid by Bdison to-Chevron from January 1 through
October 20, 1981 should be excluded from the ECAC balancing account
until Fdizon demonstrates That these provisional underlifts cannol be
recoverca {rom Chevron. '

4%. The provisional underiifts shoule not be excluded Irom %ne
¥CAC bYalancing accounv until the reasonableness of <these payzents is
deternined in a later proceeding.

44. In view of the delay beyoné the revision dave,
should bve effective <oday.

Conclusions of Law
1. ™he reasonableness of replacement power costs at SONGS

Unit 1 due o the diesel generator fire in July~-August 1981 should be
determined in the next reasonsbieness proceeding.

2. The reasonableness of replacement power Cogis due O the
sleeving outage should be examined in the noxt reasonableness
proceeding.

%. Provigional underlifts paid in 1981 should ve examined when
the €inal payments %o Chevron are deternined and 3he reasonadleness
of sush paymen<ts may de examined. ]

4. If the lLong-tern study of 24 gross heatv rate standard for
the Mohave units chows the adopted standard o ve clearly

unreasonadble, we will consider adjustment of the penaliy imposed in
this order.

5. The reasonablenesz of the increaced coal ¢osts due 0
Rdison's renegotiavion of the Utah agreement should be examined in
the next reasonableness proceccing.

- vk i —
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() PINAL ORDER

IT IS ORDERZED <hav:

1. Southern Cziifornia EBéison Cozmpany (Bdison) shalli value
energy received uncer zhe 1978-1982 Exchnange Agreement with Portiand
General Zlectric Coapany 27 The pro rata share oF cos3ts ac:ually

expended by Zdéison to transmit power neral Electric

Cozpany plus 21l financing or carrying 35 L exeliude v///
211 amcunts exceeding these direes €os3s

Adjussment Clause (ECAC) oa;ancirg ageouns.

2. A penalzy of 84,%12,000 iz imposed under The Coal Pianv

ve Procedure due o The performance of The Nohave plaats.
hall envter this amount in the ECAC valancing account as a
pcnal ' ¢dju
Caiifornia Znergy Cooniss
unit coamivmeny, econonmy ener T o ¢ooréinaved
maintenance. Zdizon snail Ther davta On power pooiing

transactions which vhe Commiss <% ceexc To He necessary.
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