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. Sunmmary of Decisicn

This decicion austhorizes PGEE o

the following increased revenue requirement from ivs electric
omers:

ECAC 3 27.984
AZR 84,569

ERAM (82,915)

Tozal $ 29,638

(Red P4

The increased revenue iz spread To'?&&E’'s ¢
on an egual cents-per~kilowatt-aour (xvWn ne auvhori
for each
of service for the 12 months beginning August 17,
effective June 1, 1983 are ac follows:

Inereoase

Class Anoun<t Percent
(000)

Residenvtial 310,000 0.8
Small Light ané Power 2,461 0.7
Medium Light and Power 7,014 .8
Large Ligat and Power 7,744 0.2
2ublic Autnorivy 161 - 0.9
Agrieulwural 1,848 0.8
Street Lighvting 194 0.4
Railway 145 0.9
Inverdeparimental 72 0.8
f0%al 329,638 0.8
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. In addiz" on TO the exvensive evidence produced on ovher
issues, PG&E's Exnibit 7 addresses those reagonazblezness guestions
designated in D. 82—t2-*0 as issues in This p*cceeding, as follows:

1. Qutages av Pivtsdburg 7 steazm plan

2. Reduced capacizy factors at <ze Geysers
Un- U-) -

2. Reliabilizy criteria.

A. StaZf Review ~ Iuels
Management ané Operations

e Fuels and Operavions 3ranch (P03) sval? repors &
convained in Exhidbiz 9. The Teport stavtes That because of limized
Tine dvailable, Tae review perforzed by FO3 of electric department
operations was linited <0 practices axnd policies. 0The gtaZ?
monivored 2G&E's electric operavions on a éaily basis saroughouv the
record period. Por this proceeding P03 also reviewed sthe 2ollowing
itenms for reasonadbleness:

1. Tean plant mainvenance ané operavions.
. 2. Ouvages of PG&E generaving uziss.

7. Turadowns 02 inexpensive power Lrom <he
Pacific Nortawest, and dackiowns of the
Geysers.

4. Dispazching procedures at PGE's power
conTrol cenver.

5. Cuzage 02 The Pacific Invertie on
Decenber 22, 1982.

The review identified no areas where P03 recommended
disallowances; due TO inherent complexities, the stalf's sTudy is
continuing in some areas and progress will be reporved next year.

The FOZ svaZff poinved out several areas where it felr 2G&E should
further support the reasonableness of i<vs ope-a ion.

The FOB review 0f 2G&E's gas department operations saowed
no evidence of imprudent operavtions; tThe 33 ’f TeporT svtavtes tThav
PG&E purchased reasonadle amounts 02 natural gas frozm each supply
source under the thexn existing prices and contractual and operational
consTrains.
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.B. CMA Presentations
CMA presenzel evidence oz wthe Lollowing reasdOnableness

issues:

1. Pacific Gas Transmission (2GT) <vakes <z
excess of th? nizizmum conTracrual
regquirement.

2. Possidvle zales oFf fuel 04l 1o PG&Z's
industrial cussomers.

%. TFailure 30 durn excess Zuel oil ("one-company
poliey”).
1. 26T Takes

CMA'3 witness tesrtified that the contractT berween PGXZ and
PGT called Lor a daily contract quantivy (DCQ) of 845 Mee2. The
purchagses of Canadian gas by 2G&E Zrom PGT were subdbjecs o Tre
following nminimum purchase obligatiozns:

75% o2 the DCQ (633.75 M2e2) each éay, ané

80% of The DCQ (676 MPef per day) each aonth, and

Q0% o2 vhe DCQ on an annual dasis.

‘.PG&E was directed in a prior proceeding To meet <the 80% monthly
obligation anéd <o acceptr for ratepayers The cost3 involved in noT
meeving The 90% annual obligation.

CMA convends whav, contrary <T0 2G&E asservions, 2G&Z was
10T limiting ivs gas purchases Zrom 2GT <0 Tze ziznimum monvtaly vake
requirement, and that PGEE coznsistently T00X zoOre vkan the anouznvs
necessary 9 meeT The monvtaly ninimum of 676 Mch per day (exceps
during the month of December 1982). CMA argued vhat vthe daily
records introduced in this proceeding shows That on a preponderance
02 days zThe takes were malde as an accomnmodastion To PGT, which had
contracted with Albersa and Souvzerz Lor a DCQ of 369.7¢ Mch, and

T The ALJ ruled that future revision o 2GT cORTracts was noT an
issue in vhe review o0f reascnablezess 0f past gas department
actions. This ruling is affirmed. An appropriavte vekicle for <thasz
review would be an O0II or a complainw.

-5 =
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.a.-c The internavional border, including the saved compressor fuel
volumes. 2G&Z urges that dy acquiring vhe addivional compressor fuel
from PGT, PGEE has discharged that responsidility in a reasonadle way

hasg acted prudexzly.

PG&Z convends that based on its svaff's iavestigation, Tne

Tariff and the invegraved operational ané convracwtual nature of

arrangezent 0 dring Canadian gas 0 California, the Commission
shoulc f£ind <hat PG&E's zakes 0f 2GT gas during vthe review period
were reasonable.

TURN svates thav CMA 2as presenved a compelling analysis iz
support Of ivs proposed penalty L£Or purctases of 2GT gas in excess o7
2G&Z's contract obligavion. TURN would invoke vTae penalty as a
disallowance froz the Gas Cosv 3alancing Account (GC3A) raviher <thaz a

ate Of return penalty proposed by CWA TTRN argued <hat the burden
oL proof nas nov been borne by PGE&E as T0 way ivs ractepayers saould
Pay Zor the excess gas taken by 2G&ET T0 cover ivs pipelin
subsidiary’'s adzitted excess gas purchases 30 Tees Tae subsidiary's
®...

iz ivs cloging brie?, CMA svates as follows:

"Assum-“ Tnat PG&E's svatenment 97 <The fLacvs adbous

iTs DGT oSt Of service coRTract (vrief, »».

53~54) are correcs, it =zusT be concluded Thas

°G&: nas no subszanvtial violavtion of Comzission

Lastruction in <This rega*d. Mucz Tize would zave

been saved for all concerzed if PGEZ nad been

nore adequave iz ivs a“swe* To our origizal dava

requesT on This subject.

Alzaougs CMA is now 2pparexntly savisfied oz This issuwe and
has abandoned its proposed adiusvtmenwt, TURN svill advoca tes Tals
adjustment To0 GAC. We conclude Travr PGXZ nas »orn buréen o2
proof on this issue and That an a2djusvmens in the amount oF
36,488,000 shoulé not be made {n <he GC3A.

2. Sale of Survlus LSPO

CMA challenged PG&Z assertions that it atvexmpted ©o sell

surplus low sulfur fuel 0il (ISP0) vo industrial users. 2G&2

-7 -
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.:es*:if;‘.ed that it was resvricted in sales 0f LSFP0 o pozenvial
customers who counlé take delivery By barge, as PG&Z had no <Truck Or
rail car loading facilivies for ISPO, which requires zeating prior 0
1oading and during ctransporvatiozn. CMA avvempred TO siow Taatv Iruck
and rail loading facilities exist whicha could be used by 2G&E. CMA's
investigavion was perfunctory and Iiaconclusive.

3. ”a‘lu*e w0 3urn
Zxcess Tuel 041

CMA also delieves that PG&E shouléd zave hurned ILSPO insvead
0f gas o reduce its excess L3P0 in faveatory. 2G&E's stravegy is
based on 2 so=-called "one-company” policy under which LT 1lo0ks at the
incremental ¢os8t of gas <o i3 ys zen, rather Taan it3 G=55 raste, in
analyzing The ¢0sTs 0L selling oil av 2 loss ratier Than bu-“i_g
oil. TUnder vae aralyses nade by 5G&u r Tais proceeding, it is
beneficial on 2 cost basis o0 PG&I's eleciric ané gas cusTomers,
collectively, ©o0 sell fuel o0il at as mucza as $13.50 per barrel below
The average cost 02 oil in storage and 0 burn gas instead. CMA

.argued That The added costs 0f fuel oil sales To eleciric custoners
be wransferred 0 the Gas Deparstzent. The propesed adjustzent for
the record periocd is $9.8 nillion.

TUBN supports PG&E's "one-company” policy axd szates Thav
certain difficulvies arise in considering CMA's proposed adjustment.
The 39.8 znillion is caleulated hy substracting vre »rice a2t whickh eaca
of the four oil sales was nmade 2roz the $34.288 per darrel G-55 rave
equivalent, and <hen multiplying by <he nunder of arrels in each
sucz sale. TURYN argues that <Tais meinod clearly overszases The
proper size of any adjusizent. AT least one of <The sales, APEX #1,
was negoriated and completed prior o Januvary 1, 1987, av which
all fuel 0Ll sales losses were part 02 the AZR, and were nov
includadble in the ECAC balancing accounz. TIURN asserts vthat i
noT clear on Tals record when the second Apex sale was consummated;
therefore, it cannot be determined whexn the losses from tzat sale

-8 =
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.rere recorded in the Blectric Cost Balancing Account (2C34). (2G&=
asserts this sale was consunmated ia January 1983.) The <hird Apex
sale and the Newhall agreezent both Toox place iz 1983, so any losses
would be included in ECAC according T0 D.82-12-109. Az laver
digscussed, TURN ckallenges The reasdnableness of those sales and
reconnends that The losses be disallowed. TURN ergued <hat There Iis
no reascn To transfer those dollars i taey were 10T reasonadly
incurred.

The CMA »roposal raises imporvant guestions of policy. The
issue of interdepartmental equity includes much z2ore than Just fuel
0il sales losses. IZ <she ¢il nad been svored ravher than sold, TURN
guestions whether a portion 0% the carrying costs would be assigned
TO gas customers and, if it were cheaper on 2 ToTal company bhasiz O
burn the 0il and reject gas, whesther any losses aceruing T0 g&s
customers would e transferred To0 the electric side. TURN <haerefore
reconmencs thav This Commission es<ablish a procedural veaicle for
addressing vwhe equity question in 2urther hearings.

. PGE&E asks that we affirm iss policy of pursuing Tthe least
c03ST energy strategy Zor ivs gas and electric Operations on 2
combined basis (so-called "one~company"” POlicy). T argues what for
many years, PG&Z has decided whether 0 bBuy gas or oil <o meet i3

tean elecvric plant demands dased on The strategy that would produce
the least cosv overall, within convractual, regulavory, and
operasional constraints. In vals analysis, P2G&E does nov consider
the G=55 ratve which the Zlectric Departmenst ras 0 pay for gas
because the G-55 rate represents a transfer price betweexn The Two
departmenss and does not change the Toval least cost svravegy for
PG&E's utility operations as a whole. 2G&E states vaat CMA
acknowledges That its proposed policy of deveraining fuel acquisizion
£or PG&E's Electric Department independent of ivs Gas Department by
recognizing vhe G-55 rate as the ETlectric Department's cost 07 gas
would lead to higher total cosss overall. In the review period vae
policy also would rave caused the GCBA TO accerue a larger

.u.ndercollection.
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PGEE argued Thas CMA'S concern is nov thav PGXE has
mininmized coste; inszead, CMA objects that The least cost policy nas
> Electric Department more Than a separate policy would. PG&E
That concern can be bevter addressed through vhe allocation
Trom & combined siravegy beitween tThe Caszs and Zlecesric
Departnents, by serting the G-55 rave 3o equitadly allocavte cosis
between the departments, while s%ill allowing the uvilivy <o pursue
the overall least cost srtrategy.

Ve believe that if PG&E had adopzed the fuel siravesy
recomuended by CMA, i3 would have been subject To c¢riticisa because
The nigher costs 10 its gas customers ané higher overall cost
PC&Z's "one-company” fuel sIrategy has noT bYeen shown TO be
unreasonable, and CMA'c proposed adjustment wi not be adopted. Ve
will review %he CMA proposal in <he context of 's general rave
proceeding where we ¢oncurrently establiszh rates for both gas and
electricizy, and where we can evaluase all desi el efcs
underlying the G~-55 rave level.

C. PFuel 0il Sale Losses

TURN argued that PG&E had failed zo take inTo account The
Commission's express directive on fuel oil inventory carrying ¢osic
in D.82-12~10¢ when it decided o0 sell fuel oil our of invenzory in
early 198%. PG&E's witness tesvified Thav The company decided o
gell the ofil av a 39.25-1% per barrel locs hYecause this was less
costly than eitner durning the oil and rejecting gas ($13.50 per
barrel) or continuing <0 20ld The oil in inventory ($18 per darrel
for a minimum Two-year holding perzod). TURN contends, nowever, Thav
vhe oprion of continuing To hold the o0il would only cost $18 il <ze

arTying cost was caleulated according <¢ <the uvilizy's pre-tax
corporate cost o capival. Prior vo D.82-12-10¢, zhis would rave
been appropriate, as ratepayers reimbursed the uvility for carrying
o0il In invenvory av That ravte. But D.82-12-109 specifically changed
the ratemaking treatzent o o0il invenTory To provide for ravepayer
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reimbursenent of only bYalancing account n oil invensory
held in excecs of <thne ﬁa‘ety stock. ae balancing account
ingerest rate, vhe option of nolding inventory would have been
closer to 36 per barrel for s two-year pe:iod. whicn ig less <than wne
89.25-81% cos< selli i Therefore, TURN argues,
PG&E was imprudent in ma

ravepayer costs.

PGEE argued wi nazs misrepresented our actions in
D.82~12~109. ©PG&E agrees that the decision authnorized PC&E vo
recelve tne ECAC interest rate 0il invenstory volumes detween 5.4
and 11.4 million barrels. Further, PC&E agrees thav the decision
provides that future oll sale leosses would be judged in ligrht of znav
adoprted invenzory wreavaens. PCE&Z argues tnat it would be
unreasonadble To construe IRic 2n vhav fael o0il sales should de
analyzed by the company bdased o rricular inventory "zic:" and it
associaved carrying cost rate. PG&E points out that D.82-01-10%
provided for recovery of zero carrying ¢osSTs above the inventory
level of 11.4 million dbarrels. If PC&E were 70 use this "zero

srying ¢ost" 25 a crizerion for deci ing hetween nolding sucn
inventory or se l*ng it 2%t a loss it would azlwayz chooze o noléd ixv.
Tais, a v0 2G&E, would lgnore The ’acv That nolding invenzory

does ¢: ' 03%e, namely, their coporate cost of capival. Thus,
using the inventory cerrying cost raves allowadle {or ratemzxing To
gaide fuel use decizions would éisvors such édecisions and lead <o
cconomic fuel sales possidilities being igrnored. This would de 2
perverce ousconme of D.282-12-109 zince <has decision also e¢zlled on
PG&E to reduce its fuel oil inventory. 2G&E thus coneludes thrhav its

losges on fuel oil zales were nct imprudent even though whey utilized
the corporate cost of capital te evaluaste Tac expense associaved with
tae option of convinued invenzory holding.

Ve velieve that 2G&E deci easonableness
review pericd wvo sell oi re proper economic
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¢choices. However 5 6 tne record before ucg,

PG&E's proposed ( 5T recovery on such lLosses
Teasonadvle.
1T waz not The invtent of 2.82-12-106% =<
use decisions. Rather, i3I was The intent <0 sh som¢ <he burden
oL excezgive fuel o0il purcrases 0 stockholdéers. That decicion found
wnav PGEE nad excessive fuel inventory levels that were in pars
coused by the company's fuel o0il contract wish Chevroon USA, Ine.
(Chevron). While nov paszing Iudgzens on the P5&E-Chevron LSFO
conTract per s we did conclude that "we will begin =
(contracv-related) expenses dback 16 sharenolders wizh
intention of shifving more expenses in furure years
?. ©). A mechanisz for explicitly shifting some cos
gharcholder was the two-tier inventory approach that was adopte
fuel invencory, like oTher utilivy acsess, costs <nhe uvi
of capival vo car: ,2 The wwo=tier invenTory scaeze only
¢ PG&E to recovery carrtying costs a3t a lower ECAC rave for ¢
second, more "excessive" invensory tier. Purtaer, for noléding above
The geconé vier, no carryiag cosve would be allowed in raves. Tor
each tier, any cdivergence between the carryiag cocte a2llowed for
purposes and wne corporave cozt of capival would be 2 ¢cosT borne by
svockholders. This not only would allocate tne burden of excessive
inven ory holdings more L2irly, it would give The utilizy a strong
incentive To reduce its invenzory 1
PGE&E correctly points out vthat it would be at odds wivh vhe
P.82-12-109 4if <hne companv'* incenvtive <0 reduce fuel ofil

.

was seriously weakened bhecause <hey were forced wo urtilize

long-tern capizel
sources Occauiona’ly, uno* c¥e nventory will be
financed out shorv-tern cap*t o : empo*a‘g
0ont‘ngencies. Dne invenvory in queszion ner 2 < fall invo
vnie category, aowever. It nad risen to higher 1 ls only because
. 8 nizsestimavion of long-term meeds by PG&E and an a2bhrormally nigh
hyd*o year.
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the ECAC carrying cost rate Or The zerod carrying ¢ost rate when
analyzing whether <o carry'oil in inventory or sell iv 23 a loss.
The economically effliciens choice hetween cuch alternatives ¢an only
be arrived am if the continued carrying option is evaluaved av ivs
nigner real cost, the corporate cost of capival.

On the otaer rand, it would also de le ané av
¢dds with D.82-12-109 if ravepayer oxposure o % : 0% excessive

0il purchases by PG&E were increased merely be made "cosv-
saving” cales of its noldings. This is precisely

TURN raises. The prodlem can bde illu

lizwed in dvs drief regarding the Adex

TURN voinvs our thav PG&E could nave ei

per barrel loss or it ¢ould continue 310

Assuming a varee-year inventory perioed,

roughly $27 ver barrel av The corporate of capizal 30 nold or
approximately S9 per harrel at the ECAC 5 "noved ea*" The
carrying costs allowable in raves would

saarenolders carrying an $13 per barrel

that because ratenayer cost - ’diwp oytvion are

312.50 per barrel asscciated wis: e, it was imprudeny

vo undervake the sale. PGEE z 3 ne sa2le gchould zave bdeen
nade as the economic¢ cost of A ofa sale. 312.50 per barrel
less than The economic cost of convinuing To hold <ae o0il, $27 per
varrel.

In vhis exomple, 2G&E was correct in meking vhe sale dhuv i
is unreasonable that ratepayer exposcure T0 The ¢ozis of excecsive
fuel 01l purchases be increaced from $9 To 312.50 per dbarrel simply
because of the sale. Ravher, ratepayer exposure o the burden of
this fuel ¢il should renmain zt the saxe level regardless of vae use
of the oil. Thus, in this example, £¢ per dbarrel is allowadle in
raves whether the 04l iz neld or gold a= ot 2G&E, nowever, <o
2ble to reduce ite stockholder burden from $18 to 33.50 ($12.50 - 39)
per barrel by making the proper cconomic choice and selling <the oil.

% -
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Qur conclusgion nere Zollows D.82-12-109, where we stased

"Our reduction in the carrying charges applicadle
To ecoromic 0Ll in venco*y beyo ¢ operational
needs ¢oanges vhe calculations app opriate <0
dete-min wpether sale of ’ue’ 0Ll av 2 loss
would benefit ratewnavers, and 1“erefo"n waether
such losses snoulc bDe recoveradle in rates."
(p- 17, ex pnas s added.)

Cost recovery on fuel 0il sale losses will be determined by lookizng
gTrictly aT the ravepayer ¢0sts associaved with such an acTion.
Eaving cecided the proper ratezaking Treatment 02 The Zuel
0il sale losses in principle, we nmust address Twd prodblems wizh
ITRN's analysis which aZfect our deverzination 0f <he zize of any
subsequent fuel oil sale loss disallowance. DPirsc, TU2RN argues.thast
1€ <he 01l in quesvtion had dbeen heléd instead of sold whe ratepayer
cosT would have dbeen measured by vie dalancing account inverest
rave. This Iis incorrect. As Bxhidbit 7 indicaves, 21l of the oil
Sales in quesTion were made out of inventory above The 11.4 million
barrel level and this 0il was being carried zoTally at stockholier
expense with a zero per cenv carrying cost for ravepayers. Iz
eggence, stockholders were tovally avt risk €or thais o0il. Our earlier

-

analysis indicated Ihav ratepayer cosTS s2oulé 1ot increase simply
because The company made a "cosT-saving" o0il sale. Since ke
invenzory in question was carried at zero rasepayer expense, Talis
would indicate tTzaaT ratepayers saoulé 20T bYear any expense Zor zhe
Zuel 01l sale loss. Revurning %o our earlier example, The company
would be totally at risk for vhe 04l iz guestion and wouléd reduce izs
losgses fron $27 per barrel 10 312.50 per barrel by selling it rather
vhan holding it. Ravepayer expense is zero in either case.

1L our analysis was o sTop here, we would concluée that
PG&E should bear The woTal amount of fuel 0il sale losses incurred
Three sales made subsequent 70 D.82-12-109. This would amouzns %O

roughly 317 million. There is, aowever, 2 seconé prodlexm wita The

- 14 -
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.ana‘.’.ysi That was noT brought out in TURN's argument. A proper
congideravion of ratepayer costs under 2G&E's 20lé versus sell
decision musT Take inTo account the 1izing of ratepayer costs uxder

eivher option and also vthe longer tera effect Trat either oprion has

n future fuel zanagement decisions.

£ the oIl in question had bYeen held it would have led <o
ravepayer payzent 0L zero carrying ckarges over a zuliiple-year Tize
Irame and, 20ssidly, corporate cosst 0 ¢apizal charges as the overall
inveatory dropped TO Targes levels. Zventually, the fuel would aave
beer burned at a future cost 22 3$38.50 per varrel (the original
purchase price of 0il). The present value o0f These ¢OSTS represent
the ratepayer ¢osv under the hold option. I¥ <the 0il were Iasvead
80ld iv would zave led To az inivial 1o0s3 which PG&E would have -
ratvepayers recover, and then, eventually 0il repurchase av a future
oLl price when oil was again going 70 be either held a3 needed
invenvory Or burned. The present value 0% zzese cosTs represent the
ratepayer cost under the sell ¢option. 2ais metaod of analyzin
ratepayer cosvs is analogous tToO 2G&E’'s methodology irn Ixhidvit 6.

An {llusvravive example 0f This method using the Apex #3
sale, atv aypoviaetical three=year holding pericd at a zerd carrying
cost rate, & 330 per barrel 1986 oil price with immediate burz uwpén
repurchase, ané 2 15% discount rate is as follows:

Ratepayer = present [carrying + PV [o0il durn 3
hold ¢costs wvalue co3T8 ) years zence)

=z Q + 25.31
= 325.31
Ravtepayer = PV [Loss_on + 2V [0il repurchase
sell costs sale] 3 years nezrce)
12.50 + 19.73
3$3%2.23

The Iincrease in ratepayer costs associated with full ratepayer
payzent of 0il sale losses wouléd, in this exanple, be $6.92 per

@ - 15 -
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.ba:rel. With the sales tax adjustzent c¢cived by 2G&EE in its drief of
approxizately $2.70 per barrel, the increase would drop To $4.22 per
barrel.

This Type o2 comparison of ravepayer ¢0sts under the Two
oOprions represents the proper way ©0 analyze The extent TO waich PGEE
increased ravepayer costs by s ing oil ravher <Thaa holding iv, and,
therefore, whe porvion 0f cosT recovery on ¢oil sale losses Thav
should be denied. Unfortunately, we cannoT make suck a2 caleulation

T t2is Time decause we lack evidence on This record oa vhe lengzh of
vhe drobable holding period of the oil in guestion, the fuvure
repurcihase price of the 0i1 under tThe sell oprion, vhe proper

iscount rave, the proper sales Tax adjusvtment, and parvicular sales
waich properly fall within the reasonableness period. We will, .
Therefore, call on vhe parvies 710 consider whis isgsue nmore Zully in
The next reasonadbleness review wita .He present intent of denying
rate recovery on some porvion 0L oIl sale losses at that vize.

.D. Geysers Power Plant Per_or:nance

In last year's reasonableness review concerns were
expressed by various parvties regarding vthe declining capacivy facwors
av vthe Geysers Power Plant. In D.32~12=10Q we commented as 20llows:

"Taese Ls3ves are in a gray area. Alsaoug:r PG&3
nas nmade a sudbsvantial showing, There suill
exists subdgvanvial doudt regaréing Tihe
reasonableness of its operavions iz -heSﬂ areas.
We expect That uhese issues will be prizary
%ssugg %n PGEZ’s next reasonadbleness proceeding.

P. -

The perforzance 0f vhese uznits did 20T become a primary
iszue in zhis proceeding as we had hoped.

The record shows <haat ke capacity factor av Geysers
Unit 15 was only 34.9% 4n 1982. The coniract with tThe svean supplier
for vhav univ provides £or subsvanvial penalsies if the supply is
insufficient To0 atrain a 50% capacity factor. It is unclear a3t This
vine, however, whether the shortfall was the resauls 0f inadeguate
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addivional evidence

ALJ muled tThat This iz
elaved civil court liv

sue
tigation., az {amedi

opardize an early and faverable settlemen

Altaough receiny of fursher eviden
deferred., <he parties briefed this issue.
brief that PGXE'c LSFQ inventory analvcis ass
©o obvain addizional LEPO from Chevron. Abcent IalT arcangenent,
conciderably longer period of €0 <o 120 days would be necessacy.
This would increase the LSP0 zafety stock inventory reguirezent by
700,000 To 1 million darrels. TURY = at av PGXE'c assuned
annual ca*"y*ng cost oF $9 per varrel,
customers 86.3 ©o £2 zmillion annually. TURN believes vnat 36—
million would be & reaconable price <o pay <o free ratepayers
$40 2illion annuel facilisty charge and 50%-above-market ¢il price
conzained in tzne Chevron ISTO a"rangemen:. TURN asxe vhat we order
That any agreement whicn recuires 2G%E I ney o Cheveoon shall
conzain the following clause: r not dbecone
effecvive until vhe California Publie i izsion nas
aurhorized PG&E to recover in rases all nve provided taerein.”
The general puryoce of this proposal is meritorius as there are ouver
linivs to whe recovery thav will be zllowed. One possidle option zae
Commission may choose <o explore in the fuzture i3 she provisd <aaz
future reaconadleness review periods purchases under The renego
Chevron contracs will be compared with durchases ¢f LSFO on <The =
market, plus the exsra carrying costs for <he longer lead tines
deliveriez of spo: purchases. Ovaner options may be equally
atvractive and Th c snould he addreceed in Tae nexwy
Teasonableness pr oceec.ng.
While we will adopv TURN'c proposzal, we are mindful vhav

the record on this point in the proceeding culminaving in
D.82-12-109 (whicnh was incorporateé into tae record by D.83-04-089)

8 ~
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.:nay sTill prove To be valuadble TO the ultizavte resolution of <his

issue. Trerefore, we will incorporate vaat record invo ?6&Z's nexw
reasorable review proceeding.

P. Guidelines for ZCAC Review 0% Purchases
Zror Qualifying Pacilities

Staff Witness Quinley proposed iz EZxaidit 10 a set of
iéelines for The review 0F tae reasonableness of uTility purchases

of energy and capacity from qualifying facilities (Q¥s) im 2G&2's
next reagonableness review proceeding covering the review period 0%
Pebruary 1, 1983 szhrough Jazuary 31, 1984. The guidelines would
apply only <0 purchases under nonstandard contrac¢ts, as yurcaases
under standard offer contracts establisned under our OIR 2 decisions
would be accepted as reasonable ané would 20T be subject To review.

According o the witness, PG&Z spent $26.5 million 7o
purchase 432 gigawatt hours (gWa) of energy and 91.7 megawatss (MW)
0L capacity Irom cogeneratdrs ané small power producers in Tze

.curren‘: review period, at an average ¢cosT 07 61.4 mills per kilowazv-
n

nour (¥XWh). The witness' analysis indicated shat these purchases
were reasonable in that The average price paid was less vhan currenw
avoided costs.

The purpose 0L the guidelines are =wofold. The £irsv
purpose i3 To alleviaze 2G&2's concern about The prudency 0f envering
inTo nonsvandard convracts wiica call for izmedizvte term payzents
above avoided costs, particularly when such ¢osts are falling; andé
2G&E's right To recover in ECAC proceedings purcnased POWwer expenses
above current avoided costs. The witness stavted thav, while in Thae
ilong term, <the QF nonsvtandard convracts will rov*de savings 0
ravepayers helow avoided cosTs, There is no present certaiaty zhat
the long-vterm benefivs will be given consideration ia evaluating
revenue recovery in ECAC proceedings. The witness indicaved That i<
is also uncerzain whesher, in the ECAC review process, curreas
avoided cost forecasts wonrld be substituted Tor tae utilivty's avoided

-19 -
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e QF convtracvs.

The witness' proposed guidelines were designed <o ad¢éass These
rovlems. Secondly, having the proposed guideld in place

asgertedly would encourage 2G&= ané oThaer eleczric utrilities To enter
230 nonszandard ¢onIracts, thus providing more capacity and energy

from nontradivional energy sources.

Cross-examination by 26&= developed that some of <he
current nonstandard contracts with QFs consain eivher a price change
indicator (PCI) or payment tracking account (2TA) zechanism, whickh is
designed T0 keep ratepayers whole under 2 range o2 avoideé cosT
situations. It is PG&E's view that noastandard QF contracts
convalining PCI or PTA mechanisms provide adecuase e provection <o

atepayers assuming a QF &oes noT cease prodmesion early, precluding
The necessisy for staf? guidelines for use in The nexs review period.
dr. Weissenmiller, appearing on benal? of the Znergy
Producers proposed in Bxaidbiz 16 supplementary guidelines o Those

.proposed by witness Quinley. The Prizary purpose o7 zhe

supplementary guidelires is <o establish specific nonsvandard
coniract provisions TO ensure repayment 9f overcollections within a
specified period (PT4), to place a Cap Or Iaximum On overpayments IO
a QF, and 30 require securisy coverage of overpayaents. The
principals for whom <he vestimony was adduced are orizaril
inTereszed in establisning publicly owned QFs who will operase
facilities for creaving electricizy from gardvage and oviaer zunicipal
wasSte materials. Asservtedly, establishment of whe additional
guidelines proposed in Zxnivit 16 will aid the pudlic bodies in
negotiating nonstandaréd contracts with PGEE anéd othaer ele¢trie
vilivies.

The Znergy Producers' proposals overlap Tae subdbject masster
of our Iinvestigations in OIR 2, and the applicazions wnica Zollowed,
in which initially we have examined long-terz ané shorv-terz QP
standard contract verzs. The record in QIR 2 and subsequens
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.proceedings is voluminous, and we woulé zave more informavion

-

context. The proposed guidelines for ECAC review of nonssandard QF
contracts will not be adopwed in tais proceeding. Znergy 2roducers
should file a request ©o reopen Or modify QIR 2 for vhe purpose of
reviewing vae »roposed guidelines.

We 4o not vthink this, an ZCAC proceeding involving oze
utility, is vhe place T0 240pT guidelines £or reviewing nonszandard
conTracts. Once we szart adopting guidelines o apply during ZCAC
review, we will nave essexntially gone far down the »ath of approviag
a new standard offer. CThe result would be some paramevers 2or
nonstandard contracts, and when those are set we would aave soze
loogely defined convract parameters in addizion <o the specific .

U

available To us L£ the proposed guidelines were reviewed Iz That

standard o%fers alrealy adcopted for Tae three largest eleciric
utilities in D.82-12-120, issuved Decezber 30, 1982, in A.82-03-25 e=v
al. Tursher, sucik guidelines come T00 close o constivTuting "advance
approval"” of nonstandéard contragTts, sozmethizng we have discouraged,
except in extradordinary circumszances when a2 uvtilitTy nas specific
concerns about 20w cortract provisions will relave o ivs ultimave
¢ost allowing for paymeavs (0.82-~01-103, 0IR-2, issued January 21,
1982, »p. 100—104).

What Quinley and Znergy 2roducers propose is essentially
refining, changing, or creating new svandard parazeters. That should
noT be done wizthout & carefully developed evideaviary record in a
general proceeding; and it shouléd be done oz a statewide basis wizch
2ull input from all concerned. We are nopeXul <hat <The negoviating
conference held in A.82-04~044 eT 2l., <O avlenpT To have agreennens
on some svandard offers based on long-run avoided coswts, will be
fruitful and we can pus some additional standard offers in place (av
least on an Iinterinm dasis). Z <hat Occurs, vThe presgure IO have
nonsvandard eontracts szould be mivigated. It is just TOO early av
This Juncture, in <kis proceeding, vo adopt The »roposed guidelines.
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IZrergy Producers should file a2 petition TO reopen
A.82-03-26 et al., Or pursue their poinvs in A.82-04-044 et 2l., for
our goal is To nhave reasonabdle svandard offers which can be
extensively used, obviating the need 2or a plevaora 92 nonstandard
contracts.

G. Staff's Proposed
Accounting Adjustments

Based on The szaff accountants’ examination of recorded
dava in the ECBA in the audit period, <he staf? avdis report (Exhidiz
19) recommends several accounting adjustmenzs.

-

'« AzQunt 02 Overcolleczions
The audit report concluded that the recorded overcollection
in the ECAC balancing account is understated. Tze svtaf? recommends
Thet the July 31, 1983 overcollected dalance of S414.8 million
estinated Yy PG&E should be adjusvted wo $454.9 million, as szown in
Tadble 1 of Exhibiv 24. This was later adjussted in late~Filed Zxnidicz

.26 To $438,305,000 o reflect the Timing 0f <She rate change in PGEE's
last ZCAC decision. This will be accepsed.

2. 3Bookeéd Puel 011
Carrving Cos%s

Tne staff audiv report also recommended that The ZCAC
balancing accounst snould be adjusted To reflect the removal of fuel
Oil inventory carrying costs dooxed 1nto ke ECAC balancing account
from Decemdber 22, 1982 through December 31, 1982. Puel 01l inveatory
carrying costs above 5.4 zmillion barrels of fuel 0il up 0 11.4
million Warrels were autnorized to be recouped <whrough the ECAC
balancing account av she commercial paper rave per D.82-12-109, =
commence on January 1, 1983, rather vhan December 22, 1982. The
effect of this adjustment is 30 increase the overcolleeTion as
January 31, 1982 by $.37 million. This adjustmenty was not challenged
by PGE and will be adopted.

.
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5. Cepacity Sales to CVP L///
The ctaff accoan*ing witness recoonmended <hav capacizy

revenucs associated with the Californiz Valley Projeet (CV2)
in tne amount of 325.2 mi oé invgerezt of
through Jaruary %1, i ae ZCBA. Tris
the azount CV2

VP reflecs

CVP snould e credived to the ECBA on an ongoing
¢T objeet o the vroposecd Treaiment., a3 long s
1low The company TO correct tne balancing
Linal resgolution of tThe izzue, zubject to
lew, so that wnen The dispute is resolved, PG&E
would be allowed T0 recover reasonable amounts ¢redited. The sTaff
audit recommendation should be adodted, sudject To review by she
Commizsion when The dispuste between PG&E and CVP iz recolved.

4. ZCAC Recovery on Excess
Qil in Invenzory

Tae stafl 33t I 1tes that for January 198%, PGE
recorded carrying costs of fuel ¢il in invenvory in
Yelancing accounst as the commercial paper rate on difference
between the actusl recorded amount which exceeded The austhorized
celling of 11.4 million barrels in inventory and 5.4 nillion barrels
of fuel oil in inventory which was the autnorized amount of fuel oil
in inventory for AZR recovery in D.82-12~109. Trne staff Yelieves
that PG&E zhouwld have recorded in its ECAC kalzncing account, at tae
commercial paper rate, fuel oil Iinvenvory carrying ¢
difference beiween the recorded amcunt of barrels

ceiling (not to exceed 11.4 million varrels) aushorize

D.82-12-109, and 5.4 nillion harrels of fuel 0il in invensory
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conmencing January 1, 198% 30 properly comply with the intent of thas
decision. The ctaff rocommends that fuel oil inventory carrcying
coste be reduced by $.%1 million for January 1983. The relazed
interesy effect tThrough January 3%, 1687 ic 3%7,745. On cross-
examination %ae staff accountant presented several alsernasives 10
The manner in which tinis adjustment saould be calculated.

In ivs opening brief PGLE advocates whe staff alvernate
metnod which allowe it To record carrying costes baged on The
difference bertween actual invenvtory voluzmes 2nd the 5.4 million
barrels included in AER, subject to a2 6.0 million varrel annual cap.
IURN svatec that The annual cap ic a cumbdersome procedure that will
only lead to more difficulvries, especially when lecss than a full year

T overlapping annuval perlods are subject 1o review. TIURN advocases
a monthly cap, based on monthly inventory estimates underlying tae
adopved annual average. 7TURN a*gu°~ Thav svall nor 2GXE
has correctly appliecd the Swo-tier method zdvocated by it and
asservedly aaopvea in D. 82-12-‘09, and as the ECZA 2djustment i3

reaver vaan vze 3310,000 advocavted by Tae svafl, PG&E should adjuss
iTs ECBA calculation of 04l invenvory carrying costs for January 1983
equenz noaths to ¢onform vo TURN's metaodology a2nd precent
eulations in ivs next ZCAC annual review.

We believe the record is sufficient To decide <this
without carrying it forward 30 the nexs ECAC annual review.
correct the January 1983 recorded carrying cozv of fuel oil in
invenzory in the nanner originally pronosed dy tiae staff. As we
treat the carrying costs on fuel oil differenstly in <nis decizion (as
discussed later) no further adjustmenss in the ZC3BA are necessa

o St e L4

I. ECAC ISSu=s
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.Auguaz 1, 1983 <hrough July 31, 1984. 7These eatimates served as The
bases for PG&Z and our stadf calculations 0f the change in revenue
requirenents Lor ZCAC and AZR. 2G&E's esvtimates were accepred by The
svalf excepr for power Irom hycroelectiric generation resources-4
The parties stressed tThe imporzance of accurave forecasvting because 2
greater portion of fuel ¢osts are transferred o0 AZR (as discussed
later) and, thus, are exposed t0 over- or undercollection. The
undercollections o0f the AZR porsion ¢f fuel ¢0sv3 are unrecoveradle
by Tae utility ané the overcollecwuions provide an inceative To The
utilizy, sudbject to the related cap on earnings. We cannot simply
accept tae uvilizy's Lorecast as we have in The past, dDut nust
carefully evaluate the esvimaved fuel use iz <he forecast vericd.

1. 2G%Z Eydro Resources
During the course o2 the hearing, the estimave oFf
aydroelectric power availadble Zrom PGEE aydro plants ané from
purchased power hydrogeneravion sources located witain northern

"Ca-iforn*a were revised ©o reflect The April 1, 1983 suow survey.

The effect of using April 1 rather Than the March 1 data convained in
vhe application was TO increase vthe forecasted amounts of availabdble
hyéroelectric power. 3oth PG&Z and the swaff based their esvtinmaves
Lor the 1987 porvtion 0f she Lorecast period on the April 1 survey,
and <he 1984 porvion of the Lorecast period on nisvorical
precipivation data

Under cross—examination, it noT 23 2 part 02 his direct
testimony, PG&E's witness vestified thar PGEE expects a carryover
invo 1984 0L abour the eguivalent 0f 483 gWh 02 aydroelectrical
generation and that 2G&Z would store Tais waver for use in the 1984
summer peax usage months of July, Augusz, and September. Ia other
words, 1/3 (or 161 gwWa) of such carryover aydroelecsric power should
be added TO the Lforecast for July 1984 since August and Seprembder ar

.4 The greater availability o0f aydéroelectric power Zrom PGEE
generation and in The Zorm o purcaased power iz <the svaff forecast
replaced an equivalent amount 0% natural gas steam plant generavion.
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veyond The forecast period. Az

revised ivs forecast 1o include the additional 67 &in (Exnivic 26).
PGEE supporws this treatment as it is in accord with ivs wasic

Fgament that it is in the best interest of its ravepayers %o L///
use the carryover for peakin g power during 3 aontns when ivs
Systenm peaks occur.

TURN argued that the envire ca rryover zhould be included in
the forecast year. Tne first reasen advdncpd by TURN i5 that <he
2vidence introduced in PG&E's genersl rate increase proceeding snowed
that the utility's avoided cosste are aigner in winter monihs Than
during summer montas: Therefore, it would be prudent o uge %he
carryover Iin the early monthas of 1984. TURY alsoe argued that 20&EZ's
nydroeleciric power forecast is geriously flawed. D2G%ZE's forecass
was developed on a "eurrent outloox" dYasis us tne lavest snew
survey Zor <he forccast months of August through Decezmbder 1983,
However, for the forecast months of January through July 1984, PG&E‘s
forecasy assumed average nydro producstion dased on hissorical daza.

The use of "normal® or "average" nydro producvion for zae January
through July portion of she forecas=s v period produces a discontinuisy
shown in the zonthly projections in tre following vabdble:

PGEE Eviroelectric Power Forecast
Year Vonzh £vn

108% Auguss 14017 .1
Septenber 1256.0
Oevober 12%6.1
Novenmber
Decenher

anuery
February
March
April
May
June
July

Total for AZR Forecast Yeriod
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We have serious qualms adbout PGZI's Zorecasting
meTRodoLlogy. Specifically <This record convains nd explanation oF tTae
ationale for werminating Tze "current outloox" on December %1, 198%
and assuning normal aydro condizions thereafter. We see no reason
way PGEZ cannot produce 2 12-monva forecast based on curr
condivions, especially whez <Tre record indicates that ovher entities,
such as CVP?, have tze ability <o perforz a 12-month, rather than 8-
zonth, current Oouvtlook. S3Such a forecast would greatly assisTt our
gvall and intervenors in gaining a zeaningful underszand_“g ol trese
imporvant issues. Such underszanding is crucial in view 0% Tae

reater porvion 0% PG&E's forecasted fuel costs now includable in +n
AZR, and thus 107 subdbject 0 balancing account treatmenst. Witk tais
increased AZR, greater fLorecasting precision is essential %o ensure
fairness <0 BotTh 2G&E and ivs ratepayers.

in view 0% <hese concerns, we corclude <shat 2G&Z's
fTorecasted use of carryover hylro cannot be adopted. We are 20%
.persuaded by <his record thav PG&E will not use carryover aydro prior
TO0 July 1984 o meev peak sunmmer demand. While we decline w0 include
The envire carryover in the forecast year, we are persuaded Thav i%
{8 a reasornable judgment in view 0f <The manner in whica This issue
developed To include two-trirds, or 322 gWa, o2 the carryover ayéro
in tae Zorecast period. We £ind reagonabdle and adopt Lor purposes of
tkis proceeding The stalf forecast 0 PGET aydroelectric power ofF
14,116.8 gWa adjusted by vhe addivtion 2or carcyover intTd 1984 of
water In sTorage in arn amcunt equivalent o 322 gWh for a T0%al of
14,438.8 gWh.
2. Purchased DYower Volumes
The greatest difference betweern The PGXZ anéd szaf?s

estimates 18 in purchased power. DPG&E estimaves 21,955 gWe at an
average price of 2.72 cents per kWz; the staff esgsvtinates 23,609 gwh
at an average price of 2.5394 cents per kWh, which includes cerzain
adjustments suggested by TURN. TURN and CMA support the staff's
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esvimate o volume and price. PG&3 and vhe staff used different
mesa0ds to forecast purckhased power resources. PG&E based ivs
forecast On separave analyses 0L the different componenss. 3By far
the greatest amount 0% purchased power is generaved by zydroelectric
resources in 1983, dut reflects aistorical average availabilizy iz
1984. The 2G&Z witness vestvified tnat PG&E expected large amounts of
economy energy o ve available from Pacific Forvawest ayérogereration
sources througs tze end of July 1983 in <he form of "spill”
energy.s No provision is made in PG&Z's Zorecast Lor <khe
addivional purchased power whica zay be available because of tTae
aeavy precipization Iin Tae last winver period. Or <The otkter nand,
the st2lf nas Teken this factor inTo account in its revised tables in
late-filed Zxhidiv 26. '
Zvidence concerning rainfall and climasic facT0rs was
presenved by CMA o support The staff's ZLorecasts of zydroelectri
power available in 1984 Zrom PG&Z and Norvthwest resources. It is
CMA'S contention tThat The weatzer conditions prevalent during <he
1981-82 and 1982-83 winter periods will also lizely occur during the
198384 winver period bovh iz California and in the Pacific Norzhwes<.

2G&Z presenzed evidence and argezeny in support of izs

£ iz
forecasting meshods and in Opposizion TO Those used by vne sTall.
2G&Z argued that we should accept PG&E's estimate of irrigation
i{gTrict's aydrogeneration as more religble as it is based on Tae
snow surveys, walle voe staff nas Iincluded The power pus-czased Ironm
irrigavion districts wivth 211 ovner purchased power. IDGEE also
opposed <the stafl's metnod oF Lorecasting =oval purchased power using
linear regression on a time basis. 2G& argues that there Iis no
Theoretical basis for relaving total purczased power wish ine,
especially since much of Lt is precipation-related.

5 Spill energy is priced lower <than oTher forams 02 eCOnOTy energy
because it results from <The generation o2 electricity from water
whica cannot be stored berind dams bdecsuse rThe sTorage is Zull, and
thus, nust be spilled whether or nov elecvricizty is generazed.
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. PGEE's estimate ignores factors vemperizg its reliance on a
rolling average of five years. Thesgse Factors include addizional
irsvalled Bonneville Power Administration (BPA) capacity of 3,900 MW
in 1982; addivional Northwest generation and storage in 1982:; reduced
Northwest loads in 1983 over 1982; and increases in invertie capacity
over The five-year period. Moreover, wkile 2G&E's own hydro estizase
has increased some 20% from ivs Pebruary o April 1983 ouzlock, its
Northwest purchased pewer estinate renains unciaanged.

Tae staff estimese 0F purchased power, while not ideal, is
The besv availabdle on tais record because it gives fuller
consideration To The expected availadility of nydroelectric power
the second parst of the forecast year. 0On <Tae whole, zhe'sv"f
egtimate produces more reasonable results than PGEE's e <e oF
purchased power.

As poinved ouv in P&E's driefd, whe adjustment in sval
Bxhidiv 26 for reduced CV2 loads o0f 366 gWh shouléd be eliminaz ed

.because vais adjustaent was alreedy included in 2G&Z='s estizazte

adopted by <he staff. Szaf? concurs iz this change iz ivs forecast.
3. 2Purchased Power Prices

PG&Z and the svaff prepared their estimates of purchased
power prices in a zanner sgizilar T¢o vThe development of purchased
power volumes. 2G&Z priced out each source separately, while tae
staf?l witness used 2is aggregate Trending metTaod TO Cevelop unis
prices. The svtafl wivtness believed what variances in ifzdividual
purcaased power sources would balance so That 2is mevthodology was
reasonable. With respect to Northwest power prices, The witaess

esvified:

"Q 2y using ven years of historical daza wita the
first segment 0f <the years raving the lower
price Lor the Northwes<t power Tnan the lazter
years, area’'<s you also ternéirg %0 bring dowzn
whe price of Northwest power?
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I édon't whiak so.

3y using linear regression I £itzed 2 trend
line through these data points and tne trend
line reflecvs the sum %o%al of 211 tae
different pricing caanges whas nave occurred
over tais Ten~year period.”

PGEE presented the redusttal testizony of a statistician o
challenge the staff witness's regression arnalysis. She was unaware
of PG&Z's mevnodology and could not TesTify That 2GEI's method was
any better than that of <The staf?f.

The CMA witness vestified as 70 ke difficuliy of
forecasting Northwest volumes and prices ané trhat, in view of
clizatological Trends, The stafs estimaste was conservastive.

We believe that both The 37Taff and 2G&E forecass 0f ezergy
prices are conservative considering recens prices azé availabilizy o7
economy energy.-

The adopved purchased power Zorecast and pricesg are sez
Lorta in Table 1. '
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TABLE 1

Pacific Gas and Electric Company
2urchased Power Forecass
August 1, 198% <through July 31, 1984
Receivecd

Me gawatT=Zours Cost 0f Emeray _
Year (Ne<t) NS Cent/zwWn
1973 0,418,084 $ 44,831 0.430
1974 66,904 0.%88
1975 106,46¢% 0.654
1976 147,455 1.125
1977 y 235,528 2.405
1978 142,943 0.952
1979 158,166 1.371
1680 211,319 1.392
1981 575,353 3.323
1982 401,818 1.537

23T 83/84 2.575

Adjustment for eszizmazed favorable 1983 ayéro comdiviozns:

. Results of Regression Analysis 20,188
Less PGEE purchases £rom Zyatt-Thermalizto (1,168)
Plus Irrigavion District 1983 additional
nydrogeneration 1,197
2lus CV2=-USER addiviozal 1983 aydrogezerazion 1,231
Plus SMUD addivional 1983 aydrogezeration 143
Plus addivional Pacific Norwthwest purchases 1,652

Purchased Power Zstimate Sxpense 23,243 gWn

25,247 gWn x $.02575 XWh = $598,507,000
Less Irrig. Dist. O&M

Bxecluded Zrom ECAC 8,400,000
Toral : $590,107,000
Average Price
without 0&M Paymeats: $590,107,000/23,243 = 2.5389 ceat/kWa
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4. Conventional Possil Plant Eeat Rate

The Lollowing tadble from PG&Z's Bxhidit 7, page 3-35, shows
conveavional Fossil fuel plans heat raves and ovaer daza for The
years 1977 Through 1982:

1977 1978 1979 1980 1981
Billioa xWn 42.8 29.8 36.5 29.2 %32.5
Eeat Rate 33u/kWh 10,391 10,275 10,452 10,630 10,745
Capacizty Pactor* 67.4 47.1 57.7 46.2 51.4
Gaz Million Z2+ 38.4 21.0 36.1 2%.8 47.0
0il Million ZB*~ 34.7 28.1 25.0 15.9 g.9

*

*The ratio of recorded production (Xwn)
T0 possidle producTtion.

**Zguivalent harrels.

The data clearly shows thavt heav razes nhave been sveadily increasing
since 1978. 2PG&Z claims This is due 0 good hyéro condivions

. (Exnibiz 7, page 3-34). Waile g00d aydro condisions apparently are a
conTriduting facvtor, tThey are noT The only Zactor. Iydro cozditions
have n0v steadily iaproved since 1978. Staf? originally used <the

1982 recorded neat rate in estimating “uel expenses, on The Theory
vaat the forecasst year would be similar o calendar year 1982, dus
Then accepted PG&E's esvtimasve in lave-filed Zxhibis 26 afzer

e ole aln

questioning by TURN oxn the subjec<.

The quanvities we are adoptiag Zor aydroeleciric generatioxz
and purchased power are consideradbly less than for calendar year
1982. Thus we don't believe it appropriate To use the recorded 1982
heat rave. We are concerned with the contizuing upward treand iz heas
rates. PG&Z's estimated heat rave of 10,809 Btu/kWh for <he forecasst
period would reverse vhe upward tread, i it actually occurs. That
heat rate will be adopred as we expect PGE&Z tTo devove sufficient
resources t¢ operavtion of its electric steam plant system o achieve
a neav rate 2t least as good as the adopted forecast period heat rate.
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. We fiad the staf? adjusted resource 0 be reasonable
for wne purposes o this proceeding, as shown We will
reexamine The staff forecasting method For future proceediags oz a
case-by-case hasis.

TABLE 2

Pacific Gas ané Zleczric Company
AcopTed Resource Mix Zstimaze
Por Forecast Pericéd
August 1, 1983 sarougr July 31, 1984
Juel Required

igawatt Heat Rate (3{llions o 3Btus)

Source of Power Eours  (Bzu/kWn) Gas 041

PG&E Eydroelectric . 14,439 - | -

Purchased Power 23,243 - T -

Geothermal T,417 - -
Combustiozn Turbines 5]
Refinery Cogeneration 254

. Convenvional Stean Plantg-

0il Test Buras 423
SubtoTal 45,819

Convertional Steamr Plants-~
Remainder 1 6y767 181 ,235
Total Electric Energy
Regquirenent 62,586
TovTals

Gas 181,235
01l = Residual

Qil - Disvillaze

B. ZECAC Treatment 07 Chevron
Facility Charges

PG&E's original ECAC revenue requirement included ,
$42,662,000 of facility charge payments TO Chevroa in The forecass
period, as well as cervain estimated payments iz its July 31, 1983
balancing accomnt figure. The ToTal amouns iavolved is $52,788,000.
As previously Iindicated, PGEE currently is 20T making such payments

. pexnding outcome of zegoviations with Chevroa. %222 accounvants
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recomzend exclusion of these azounts froz PG&E's ECAC current revezue
requirements.

0.82-12-109 directed that 2G&Z accunulate Chevron facilizsy
crarges in a subaccount 0f <he EC3A for lavter rate Ireavzmeat. 2G&E
szated in ivs brief that its prizary proposal is o contizue TO
accunulate all Chevron facility charges iz <the ECZA sudbaccounst for
later regulatory review and recovery. PGEE asks that, penéin
Surther review of Chevron contracs, the present ZC3A subaccount for
facilivty charges should bhe convinued. We coneur with this proposal.
The facility charges will convtinue To be accounted Zor in a
subaccount 0f the ZCEBA; and facilivcy charges will be deleved fron Tne
nisgorical ané forecast period EZCAC revezue reguirements.

TTRY asks that we indicate <0 PG&E <hat the adopved
ravemakizg treavmexzt for facilivy charges does 20T guarantee Thazt
PG&Z will recover all, or azy »orzion, of whe payzmexnzs actually nade
70 Chevron. TURN believes such language Is necessary iz order vo
enphagize thaz oy PaymenTs <o Chevron will receive careful serutiay
by the Commission. Iz support of its request, TURN argued <hat
PG&E's economic analysis of ivs Zuel oil requiremenzs iz <This
proceeding makes vwhe assumption what LSFO purcitases in lave 19837
would come from Chevron at a price of $35.20 per barrel. DIurchases
in laze 1984 are projected to cost $37.70 per bvarrel. This compares
with PG&Z's assumed current LSPO sales price iz the spov market oFf
$24 per harrel. TUnderlying the future ISFTO cosvt is PG&=E's assuxprion
vhat it would buy aay required ILSFO Zrom Chevroz at a price over $11
per barrel in excess ¢of what it cowld sell it for. TURN asservs thatv
it is 2ot reasonable for PG&Z to pay almost 50% adove the market
price £or Zuel. We coznclude thav PG&E should be placed on zoTice
vhat facilivty charges acvually izcurred will nov auvomavically be
recovered through ECAC procedures, evea though EC3A accounting for
such charges is approved.
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C. Ad Valorem Taxes on
0il Iavensory

PGEE proposed in ivs application thav 28 valorem taxes on
0il inventory be removed from its gezeral rate cage and be placed in
ivs EZCAC/AZR which is consistent with PG&E's proposal iz OII
82-04~02. The szaff recommended removal of such ad valorem <axes
from ZCAC/AZR. In ivs brief PGEE asks we follcw our decision ia OIZ
82-04-02 with respect To This issue. Iz thav proceeding, the ad
valoren vaxes oxn 0il inventory are excluded £rom ECAC/AZR and
included iz base rates.

D. Calculavion 0f Change in
ZCAC Revenue Recuirement

Table 7 sevs forta the adopted caleculation of the changes
iz the ZCAC revenue requirement.
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o TAZLE 3

Energy Cozt Adjustment Clause
Caleulation of Chance in Revenue Recuirement

Revision Daze: August 1. 1983
Torecast Period: Twelve Menzhs Beginning August 1,

Line
No.

13

£ty
s I &)
(82
>

<t 13
£S

I3 B
R

Ite
Possil Fueled Planzs
Gas
0il-Resicual
0il=Digztillaze
SubroTal~Fossil
Geothermal Szeanm Plants
Yuelear Steam Planvts
Purcnased Electric
Energy (1) - 590,107

Economy Energy Credizt §30 750)
Subrotal 1,857,657

2lus: 0il Invenzory

Carrying Cost (&) 65,086
Subtozal |943£y;79
Less: ©% of Energy Expenses (2) 173,947
Subtotal: 914 of Energy Ixpenses 1,758,792
Allocation o C2UC

Jurisdicsional 3Sales (3) 1.7%1,88%
Enerzy Cost Adjustment Account

Balance, Zstimated az of

July 31, 198%, and Adjusted

10 Provide for Amorvization

over 12 wonzas £%8,%05
Subtotal 17 y
Adjustment for Francnise TFees

and Uncollectidle Accounts

Expense {4) 10,258
Towal ECAC Revenue Reguirement 1,203,250
Dotal ECAC Revenue 2z

Present Rates (5) 1,275,852
Change in Revenue Requirement 27 ,98%

(1) Execludes operation and maintenance payments
relaved SO gervain energy purcnase convracte.
g Line 11 x .09
Line 13 x .9847
g Line 16 % 0.00793.

™
ikt

o
£

$(000) |

s 970,350
46-380

1,519,%#;

288,521

—_at PS

0

- ~}
- ~N ~4 -

H SN

-3 B

-2 —‘.\0‘4\1‘0

oW -10hwIhwo-—

-—

—n

1
12
'3
4
5

—_

-—
MrtA i g

AT rates coffective June 15, 198%.

In billions of Biu or gigawalt-aours.
In dollars per million Btu or cenTte
per kilowatrs~hour.
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. The adopted forecast period carrying cost of o0il iz
inventory Iis setv forth in Table 4.

TABLE ¢

2acific Gas and Zlectric Company
Carrying Cost o‘ 0‘ aventory

Iten
Authorized Qil Iaventory Level 7,900,000 3dl.

b

Value of Qil in Iaveznzory
(Zine 1 x $38.90) 3307,%10
Revurs and Income Taxes 365,086

IZ. AZR ISSUZS

A. 3Backgeround

The purpose of the AER i3 ©0 recover in raves fuel-relaved
costs which are 2ot givexz balancing account treavment. The AER is
devermined by forecasting reasonable ¢osts for the 12-mozth period
beginning August 1, 1983.

In D.83~12-109 we established for the forecast period
nding July 31, 1983 a minimum oOperavtional fuel 0il fzventory oF 5.4
million barrels which is included iz AZR as equivalent <0 rate base.
The carrcying charges on zhe AZR minizuz operatioznal fuel oil
inventory are computed at the curreant aushorized rate o2 return. The
carrying costs 0% an addiztional fuel oil inventory nov needed for
operational purposes, dut economic ToO hold, were iacluded ia ZCAC acv
vhe lower inverest rave applicadle To0 the ECAC %alancing account.
PG&T was placed on notice in that decision <that in ensuing years iz
woulé be our invtention To reduce the allowable i{aventory woward the
operavional requirement level and thkat it would be <0 2G&E's

advazvtage Zor it To Propose to implemeat 2 Zloaving iaventory
mechanism.

B. 0II 82-04-02 InvesztigaTion
OII 82-04-02 is a generic proceeding dealing with Zuel
procurenent and fuel use policies of eleetric uvtilities. One of zre
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@
rincipal issues in OIT 82-04-~02 iz tne appropriate allocation of
fuel=-relaved expences for rate recovery bhewwe = ané ECAC.
Relaved isscues consildered in QII 82-04-02 which affect tThisz
proceeding are: (1) the appropriat s rave(s) <0 use in
caleulating fuel inventory carrying . 2) whe cap on AER
earnings variavions which should be 2

C. Operavional Fuel Qil Reguirement
ard Carrying Charges

PGEZ pointe out in Exhiviv 6 vhav its projected minimum p///

fuel oil inventory regquirezenvs are zade up oF three Y»asi

components. The first Ls a year-round inventory amount of five

nillion varrels which is recded 10 casure system reliamdility in she

face of bYasic convingencies zuch 25 locational gaus curtallzente,
ransaission ouvages, andé oil delivery probdlems. Tne second iz a

zonthly inventory reguirement which iz greaver Than or egual 1o five
illion barrels which depends on ceasonal convingencies such as

abnormal dry year condivions whiecn increase <he need for Ther

regources, or abnormally cold winter condivions which increaze

-

priorisy gas ucage and decreaze Ihe wat 0f ges available for
electric gereration. Talis sezsomal inveatory reguirement peaxs
December, when the uncertainty aboutr winter heating requiremenzs a
rainfall levels is gre

The Lirsy Two components of the fuel inventory reguirezent
repregent 2 zalety STOCK NeCessury TO insure against sysven
uncersainties. A taird component of iaventory arises when it is more
economical vo nold invenvory at vhe December peakx levels taroughout
The year rather than selling off she invensory a2fter December and
buying LT up 2gain in the following autuan. This compoéaent can
incresse the invenvory regquirements in the menths other than

December, thereby raicing the yearly average.

6 In D.82-12-105 1seucé December 22. 1982, we revised the AZR/ICAC
allocation for Southern California Edison Company (Zédizon) o 10% Lor
AZR and 90% for ECAC. We placed a2 cep on resulsing earnings

variations of 160 basis points on pre-sax eguity earnings.
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. PG&ZE's proposed inventory requirement for the forecass
year, 7,9%9,000 million barrels, is derived in using 7wae
aforementioned shree components of montaly residval fuel oil
iaventory and, in addivion, adding 120,000 barrels of distillate Zfuel
safesy stock.

Qacific Gas and Electric Company
Proposed Zow Sulfur
"Puel 01l Inventory Reguiremenss
(Tnousand Barrels)

3eginning
Znd 0% Monz:z oL Monza Jorecass 2xd 0% MonTa
Safevy Operaztional Fuel 0il Operavional
Monch <Tock Reguirement Surn Recuirement

Jyuly 5,000 ,21 8,183
AugusTt 5,000 ,18 8,180
September 5,000 ,18 8,180
Oczober 5,100 ,18 8,000
Novenber 7,100 ,Q0 g,000
Decendber 8,000 ’ 8,000
1084

Jarnuary £,000 7,850
Pebruary 7,850 7,700
Mareh 7,700 7,550
Apri 7,550 7,530
May 7,530 7,510
June 7,510 7,490

Average 7,819

Stafl does nov Tae overall Zuel 01l requiremeznts.

Zowever, in s7tafl's view <l eTy 3T0Ck level 02 5.7 zillion
barrels of LSFP0 and 0.12 zillate eguaves TO Tze
"minimun fuel oLl requirement TO meeT Operavting needs” adopied in
D.82-12-109. Threrefore, following that decisiorn, the safety svTock
requiremernt of 5.8 nillion barrels would be recovered in the AZPR a%
The currenv authorized rate of revurn, while The addizional 2.1

@ =zillion barrels of inventory requirement in excess of ke safety
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sTock would be recovered in ECAC at the current balancing account
Tavte. PGEE argues that the entire amouns should be carried at the
authorized rate of return.

we will adopt 7,929,000 Yarrels a5 2 reasonadle operavional

sea
fuel oil regquirement for <ne forecasy year As whe invenzocy

analycis that it iz dbased on &id nos explic-z-y include demand
uncervainties or <he possibilizy of Diadlo Canyen not being on line

uring the forecast year, we consider it 30 e a relasively '
consgervative estimate.

Pollowing voday's cecizion in

inventory amount will ve placed in
2% the auvhorized rave of rew
placed in ECAC wnere iv will Ye carrie no ear T
return. Inventory levels in execess of > adopred amount will Ye
carried atv e Thrce-month commercial I 2Te, as provided for
our deciaion in 0II 22~04-02.

D. Esvinmeted Expense for Facilisies
Charges and Underlift Payments

Pacillivties charges and underlifv paynmenss were discuszed
under a separate neading. Az indicateé in thaw &izcussion, no
Tacilities charges or urderlift payments have 2¢tually been nade, ané
separate ZCAC accounving vreatment nas dbeen provided for zae Cnevron
facilivies charges, if any, accruing in the forecasy pericd.
Therefore, no amounts
wnderlifv paymenzs.

E. Gains and Losses Prom
Sales 0f Puel 0il

¥o geins or losczes from the sal
for the forecast period.
P. AER Percenzage

should be included for facilities charges or

Unéder rrens procedures
allocated on she basiz of 2% o AZR and 98% to RECAC. A noted above,
today's decision in 0II 82-04-02 allocated 9% of all forecasted fuel
and fuel-related expenses %o AER andé 91% to BECAC for 2G&E. 7The AER
ic subject vo a cap of 140 bdazis poinvs.
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G. Change in AER Revenue Requiremens
For rorecacst Yeur

The following +able sez
requiremont for the {0
3ion.

Pacific Gas and Zlectric Coampany
anual Znergy Rave
Caleulation o' Cna re in Revenue Rec:

Line Vo. ITe
1 Carying Cost of 0il Inventory
2 Esr. Puel & Purenased Power Expenses 1 B67,65%
% Sudbtozal 1,9%2,739
Nine Percent of Ene penzes ‘73,947
Allocation to CPUC :
Sales** 174,285

Adi. for Prancris 3
U1c0¢lﬁc {hle Ac : 1,358

Toval AER Revenue chuir men 172,543

Less: AER Revenue Aurthnorize
Derision 82-12-109 ee,074

Change in Revenuc Reguire £4,559

“Tine 3 %
*#Line 4 x
*r*Tine 5 ¥
V. ZRAM
A. ERAM Revenue Reouirement
2G&Z"'s ZRAM recuest iz dased on D.82-12-11%, D.22-12-C55,
and D.82-12-056 concerning tne calculation of ERAM revenues. 3va2ff
audivors have reviewed PGZE's calculazions and are in agreezent wizth
The ERANM revenue reguirement. NO Ovher pariy ovjects. We will adopt
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G&Z's proposed ERAM decrease of $82,915,000 as shown in the
ollowing zable:

TABLE 7

Pacific Gas and Electric Company
Derivation of the Change in Revexue Requ reaent for <the
Zlectric Revenue Adjusvment MGCQBMiS"
(+000)

Base Revenuve Azount for Twelve=Monztn
Beginning August 1983 $2,188,930

ZRAM 3Zalance Estimated as of July 31, 1983 (14,709)
Total Revenue Requirement $2,174,221

Less: TRevenue at Base Rates 2,257,136
Change in Revenue Requiremernt $ (82,915)

(Red Pigure)

B. Preliminary Stazement

. The staff accounvtant tesvified <what 2 clarification 0

PG&E's preliminary statement is required o Part 2, No. 5 (2)(2) (Cal
PUC Sheev 7582-E). The s<atement "The amount of 2leectric DeparTme
revenue from all applicable sales billed during <the month at 3ase
Rates:" should be changed 30 "The amount of Zlectric Department
revenue for services rendered during the month at 3ase Rates:" Tae
witness stavted tThat this change reflects a clarificaztion of <he
Commission's invention of tThe operavions 02 ZRAM. XNo one opposed
Tais recommerndation and it will bde adopved.

V. RADTE DESIGN

In D.82-12=113 daved December 22, 1982, on rehearing of
PG&E rate design issues, we established The following procedure for
treating o0ffsev revenue changes:

"We prefer that vhe rate design porsions of o2fsev
proceeding be rnoncontroversial. The mevacdology
TO be applied To revenue changes waich take place
before the next genera_ Te case will be o a
equal ¢/xWh dasis.”
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PG&E's proposa’s comply wiwi Tais *equiremer* The
specific rate sTructures are (1) resideazs ves revaiz 2 30%
differential between Tiers in effective rases and a Tier 1 rave
approximately equal T0 80% of the system average rave (SAR);
(2) Scredule Nos. AS~18 and AS-223 are changed t0 reflect tie new
SAR; and (%) tizme~of-use scredules maintain she existing ratios
bevween The On-peak, 0ff-peak, and the partial peak effective rates.
The proposed rate s<ructures are reasonable. Xo parsty T00x exception

To PGEE's proposed rate design. Iv {3 reasonable and will de
adopred.

VI. IURN's Notice of Tntent %0 Claim Commensasion

CURN Ziled its Novice of Intent 0 Clainm Compensasion under
Rule 76.23 of the Commission's Rules of Practice and Procedure on
June 22, 1983.

Rule 76.27 specifies That a Notice 0f Intent 2ust seT fors
The £ollowing three items of information:

"(a) A showing that, but for the abhili 739
receive compensazion unéer these rules,
parvici pa ion or invervention in Tre
roceeding may he a significant financial
hardshis for such Parvi -pa“v www, 1% The
Comzmission has devermined shav <ae
pa':icipant nas me<w i<s burden of showiz
financial rardsaip p*ov‘ously in The sgame
calendar year, parsic pe.nu shall zake
reference To vaav decision b7 number <
savisly <his requiremenz. (Empnasis
added.

in eve*y case, a specific dudget Lor zae
p bo pan. spall he £iled snowing <he <ozTal
pensa Zon which <he parsic pan' believes
iT nay bYe ensitled <0, The basis Zor such
estinave, anéd the extent of fTinancial
commiTaent tO Tne participavion. ##*,
(Emphasis added.)

A statement 0f <ike zavure and extent o7
planned parvicipation in the proceeding as
far as it % possible 0 sev IiT out wahen <ae
Wolige of Intert wo Claim Compensation is

o "

- 4% -
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In D.83~-05-048, issued during this calendar year (May 18,
1983), we found that TURN had esstadlished its financial nardship;
Therelore by making specific reference o 3.83-05-048 in {vs Notice
of Invent vo Claim Cozmpensation, TUZN nas satisfied the requiremens
of Rule 76.23(a).

TURN submitted 2 dudger of $15,500 in compliance with
Rule 76.23(d). TURY also indicated <rat, if <ae Commission
Ceternines zere that TURN has made 2 subssantial contridution, it may
request vhat a mulviplier of 1.5 be applied <o tThe dudgeved 2mounts
clained, as discussed in D.83-04-017. This %opic will de “urtiaer
addregsed by TURN in any compensation filing ulrtimately sudmivsed dy
iT. Wizh <he applicaviorn of tae multiplier, TURN'sS <oTal request
woulé he approximavtely $23,000.

Rule 76.2%(c) requires that a svatezent of she nature and
extent of planned parvticipation be £iled wita the Novice o0f Invent.
TURN states that iv conducted extensive prehearing discovery and

avtended virvually all of <zae 2earings. Tre zajor igssues addressed
by TURN included nydroelectric ané purchased power estimases and <he
economics ¢of fuel 0Ll sale losses which, with other issues, are
analyzed in TURN's drie?.

TURN has complied wisth vhe provisions of Rule 76.23(a),
(»), ané (c), and has establisned %3 eligibilizy Zor compensasion in
This proceeding.
Certain procedural igsues were raiseéd »y 2G&Z iTs
Reponse o TURN's Notice of Intent, Ziled July 5, 1983. ?G&: b
in its Response <That TURN's Novice of Intent was Ziled well after
evidentiary nearings had dYegun and ended, theredy vriggeriag Rule
76.51, which provides in relevant part:
"(a) A pars icipans who has nov requested a
Zinding 0f eligidilicy Zor compensasion
under Rule 76. 23 zay make suca a request

aXver evidentiary hnearings nave begun. Such
request shall no3v bYe granved unless good

- 44 -
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cause Tor 3 5 5% iz shown and
unless <the ' 2 Rule 76.2% are
net and unl parvicipant can
demongtrate znu., soseny participasion by
the participant, an iopporvant izsue has nos
or will not be adeguavely congidered in <he
proceecing.”

PGEE claims vhat TURN
equest, as required vy Eule 76.31
0% Liled wishin five dayz afzer
76.%1(b). Further PG&E asks <he
applicabilisy ¢f Rule 76.%% <o TURN's :
OQur rules clearly ¢
Invent av three geparate ingtervals 1 ne yendency of Commission
proceerdings. Cwo of these intervals are covered by Rwle 76.2% whier
cpecifies that such Nezices are to be file

onTexplate The filing of Xovlices of

comzencemens, or after completion, of
third situation, under Rule 76.3%, 2 parsicipa
. for =2 finding of ellgibili:y for compence

nearings have degun. In suen a situation,

oncidering such a movion while hearings are ongoing,
favor of vhe requirement of a good cause snow.ng. Such logistical
prodvlexs are not prezent when 2 Novice is f£iled bYefore coamencenment,
or af<er coaplevion, of evidenviary hez ing , anéd in those
sivuations, the good cause showing iz not reguired.
TURN's Yotice was filed, nov during tae pend
ntiary nearings, dbut after those hearings were c¢cogplet
ule 76.31 iz inepplicable vo RURN'z <

Whilc TURN has complied wivh

determination whether TURN sas made a oubstantial contridbuvion
proceeding pending review of further appropriate £ilings made unéde
Rules 76.26, et seq.

viden
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In iv3 brief swaf? poinved Out The many diffieulzies iv
’aced in analyzing and presenzting its case in tzis proceeding in view
linmiTarions on tTime and resources. 7I% is crucial <pat we allocaze
&£

gufficient stall resources To obsain a comprenensive record in fuel

offset proceedings where the issues are complex ané the rave impacs
is subszantial. < <he same tize Tze resources of intervencors suck
as TURN, if carefully directed, become increasingly inmportant <o <he
outcone.

TIZ. TPINDINGS OF PACT

A. Rezsonableness Issues

1. DPGI vakes of navural gas in excess 07 tThe zinizum
convracTual requiremens were T0 cover Tae reasonadble and necessary
operating expenses associzted with 2GT's purczase of navurzl gas for
sale To PG&Z; therefore, <the <Takes iz excess 0f <iae zminizum nontaly
requirement were notT imprucdent éuring the review period.

. 2. It nas not been shown That any 0F PG&E's custozers whica

aave The capability To dburz ISPO also aave vhe capadilivty of
recelving barge siisments, Or That PG&E courld rave arranged througk
Terainal operazors To move LSPQ by mozor carriers; Therefore, it has
notT been shown that 2G&Z was izprudent by noT atrenpiing To sell
excess fuel 0il To its cussomers during <he review period.

3. 26&E's leasT cost energy strategy under whica 1T decides
whether 0 buy gas or fuel oll To0 meet its electric gteam plant fuel
demands based on The least overall ¢o0sT 0 bovh its gas and electric
customers was reasonable during the review period.

4. PG&E's decigion during the review period vo durn navtural
gas in lieu 0L LSFO and <0 sell such 0il at 2 1083 represezts g
proper economic choice.

5. It is nov reasonable for ¢ost recovery from ratepayers on
fuel oil sale losses during <he review period ©o de aigher vthan whaz
ratepayer costs would have been i the 0il had heen neld, using the
carrying cost raves adoprted in D.82-12-10%.

- 46 -
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. 6. The present recoré does not allow devermizazion of Tae
proper level 0L ratepayer ¢osTs associated with fuel 04l sale losses
during the review period.

T. The capacity factor of Geysers Uriz 15 of 34.9% in 1982 was
subgvanvially below other Geysers Units and bdelow a reasonadle
level. DPG&Z’'s contract withi its stean supplier Zor shat uni
provides venalties 1f the steanm supply is insuwificient v0 atiain a2
50% capacity factor. Tae record in wais proceeding is insufficient
©0 determine whether the low ¢capacity fLactor at Geysers Unit 15 was
The result of inacequate stean supplies or for some ovher reason.

8. Review 0f PG&Z's LSPO convtract with Chevron was carried
over Td Tals proceeding Irom the last annual review proceeding
(D.82-12-109). Contract negosiations between 2G&E anéd Crevron are
gTill under way and will not be concluded in <he near future. 7Tae
reasonableness of the provisions of zize Chevron contracs, including
The facility and underlift charges, cannot be desernined wnsil <he

.contra.c* provicions are finalized.

B. Acecountiag Addustments

T. The svaff's estimate 0f <the overcollecsion in zhe ZC3A as
of July 31, 1983 o2 $459.9 million is reasonabdle and saould be
adopred.

2. The ECBA should ve adjusted $.37 million o reflect tThe
removal of fuel 0Ll invenzory carrying ¢osts bYooked To tThe ZCBA fron
December 22, 1982 through December 31, 1982, as the auvnorization for
procedure 4id nov become effective until Januvary 1, 1983.

7. Revenues for capacity sales to CV2 of $25.2 million plus
interest of $2.7 nillion through Jazuary 31, 1983 should be credized
To ECBA, and subsequent CTP capacity sales revenue saould be credized
©0 EC3A on an ongoing hasis. These cnarges saould he reviewed when

Tthe dispuvte between CV? and PG&Z concerning =he appropriase level is
resolved.
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4. Ixcept as indicaved in the prior findings, PG&E acted
reasonably in the review period of April 1, 1982 tarough Janwary 31,
1983 ©o minimize the energy costs associated with the supplying of
gas and elecvricity %o its customers.

C. 3BCAC/AZR Issues

1. The resource mix forecasts 0f the sval’ n0re reasonably
reflect the potenvial availadbilivy of aydroelectric power ia the
forecast period than the PG&Z forecass.

2. The s7aff resource mix forecast for DPG&T hyiro should de
adjusved TO add she carryover izto 1984 of the equivalent o2 322 gWn
OX zydro energy, and she staff resource mix forecast for purchased
power should be adjussted TO reverse a staf? adiustment 07 366 gWa To
PGEE's esvimate of nyéro power purchased Zrom CVP.

3. CThe svaff resource zix and relaved prices, adjussted as
indicaved in the prior Zfinding, are reasonadle for The purposes oF
This proceeding.

. 4. A L0ossil Zuel neat rate 0f 10,809 BTu/xWa (Tadle 1) is
reagonable in connection withz the resource mix adopted in vhe prio
finding.

5. Z2G&Z should continue To accumulate Chevron Zacilisy cha*ges
in 2 subaccount of the EC3A Zor laser ravte Treatiens, as ordered £
D.82-12-109.

6. In accordance wivth findings made zToday in a separate
decision issued in QII 82-04=02, ad valoren vsaxes on 0il inventory
will continue 0 be included in base razes.

7. The staff's proposed guidelines Zor ZCAC review of
purcaases from QPs and Zzergy Producers’ related proposals overlap
The subject mavter of our investigations in 0I2 2 and relazed
proceedings. IThe proposals for evaluation o0f purchases 07 energy and
capacity from Qs are premature and should not be adopred.
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An operavional fuel oil reguiremens

for tne forecass
oceeding.
Carrying ¢osvs on she
irement snould e recovered
sue set forta in the decisi
10. XNo facil
“ron sales of fuel o0il, arc eszzim
11. TPuel related expense
adopted operational Tuel

Lot
LI 4

Lity or under

and AER in accordance with 9
adonted in The decisio
2. The adopred
on the operavional fuel
revenue reguirements
and 6 are reasonadle £
A 12-nonth 1
Issues
Dhe caleulazion of The ERAM
Tadvle 7 is

0f this proceeding.

year in

period ana is 2dopted for

reasonable

ior harrels
Tne purpose

£ 7.9 nill

fuel ofl
wizn The Zindinges on
woday on QII 82-04-02.
2ad no gaing or losses
ne forecast period.
ATTYLNng CO3TS On T2l
in ECAC

arnings

all be recovered

including c¢cerrying cossts
and tne relazed ECAC and AZIR

Torth in Tadles 7, 4,

Tevenue

and i:c

Part E, No. 6(a)(2) of 26&3's
SnOwW that revenue for se
Tates, rather than anounis
e ERAMY accouns.
osPeczive £ilinge 2ané
with the Commission's decision in
application of ERAX o AER.
2. Other I
1. 2he rase deci proposed by 26
D.82-12-11% angd

~
o1

in accordance wivth <he
requirenments of or tTne purposes of
Thiz proceeding.

2. The revenue changes

uracrized Yy <Thisz order snouléd de

recovered over a 12-monvh period.

_
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. 5. IURN, in £iling its invent o clainm compensation, has
complied with Rules 76.23(z2), (b), and (¢) o2 the Comnmission's Rules
£ Praczice and Procedure.

VII. CONCLUSIONS OF LAW

1. DPGXZ shouléd be authorized to recover additional annual
revenues over a 12-month period, in accordaznce witi the adopred -
design, as Z¢llowa:

{+000)
ECAC $104,715
AZR 7,839

ZRAM (82,915)
rocal 29,639

(Reé Pigure

2. 2ne changes in raves axd charges authorized by <thi
decision are justified ané reasonadle.
. 3. 2G&2 should be placed on novice that the Zuel relaved

operations 0F Geysers Unit 15 during the April 1, 1982 -~ January 31,
1687 review period and thereafvter will be seruvinized in <he next
annual review 30 devernmine whetier a pezaliy should de izposed Zor
the low capacity Zacvor of zaavt unit, anéd o deterzine whether she
Low capacicy factor was vihe result of an ‘ﬁadequa e fuel supply.

4. 2PG&E should be placed on novice that fuel oil sale losses
incurred during vhe presexnt review pe.-od will be scruvizized in the
next reasonabdbleness review ©0 devermine a disallowance consistexnt
with our Zindings herein.

5. 2G&Z should be placed on notice thatr the dispuved revenues
booked in vhe ZCBA Lor capacity sales o CVP2 will Ye subiect w0
Zurther review when that dispute is settled and will =no<v
automatically be recovered simply decause tThey were actually expended
and accounted for in the EC3A.
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6. DPG&E should be placed on notice That the ravexaking
Treat2ent under waicn it accumulates Chevron facilivy charges iz a

de s da W - e

ZC3A sudaccount does =0T guarantee That it will recover all, or azy
porzion, of the payments actually =made %o Chevron. The record
developed o dave (see D.82-12-102) snould be incorporazed inzo
?G&E's next reas¢nableness review.

7. TFurzner considerstion of the staff's proposed guilelires
Tor ZCAC review of QF purczases, and Erergy 2roducers’' related
proposals, should receive consideration in the context of QIR 2 and
related applications if appropriate petitions to reopen or modify are
filed.

8. A ruling on whether TURN zas zade & major contridbusion

L

is proceeding in order o0 support Ivs clainm for compensavtion under
ale

ule 76.27 should be made after receipt of further Zilings under Rule
75.26 e seq.

9. 2PGZZ should he directed To sxmend ius 2reliminary Statemenz
in accordance wizh the above findings.

10. ince the revision dase is passed shis order should be
effective Todz
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. , APPENDIX A

List of Avpearances

Applicant: Peter W. Hanschen, Shirlev 2. Woo, and Steven T. Greenwald,
Attorneys at Law, for Pacific Gas ané Electric Company.-

Interested Parties: William T. nson, £or Stanford University:
Michael Peter Florio, Attorney at Law, Robert Spertus, and Sylvia M.
Siegel, for Toward Utility Rate Normalizatioz (TURN): Jane S. Kumin,
Attorzney at Law, for Natomas Company: Antone S$. Bulich, Jr. and

llen R. Crown, Attorneys at Law, for California Farm Bureau s
Federation; Fobext M. Loch, Thomas D. Clarke, and Nanecy I. Day, for
Southern California Gas Company: Leonard Smaider, Attormey at Law,
Zor City ané County of San Francisco: EHarrv XK. Winters, fSor the
University of California (Berkeley): Edward John Reeve, £or Simpson
Paper Company:; ROy Alper and Dan Richaxds, Attornevs at Law, and
Jan Hamrin, for Independent Energy Producers Asscociation: Dr. Robert
Weisenmillex, for Independent Power rporation; Gorden . Davis,
William H. Booth, and Richard C. Earper, Attorneys at Law, and
Robert E. Burt, for California Manufacturers Association; Matthew
Brady, Richard Owen Baish, and Malcolm T. Dungan, Attorzevs at law,
for El Paso Natural Gas Company:; Philin A. Stohr, Attorney at Law,
£or General Motors Corporation:; and Ronald C. Peterson, At-orney at

. Law, <or Tour Cormers Pipelizne Companv.

Commission Staff: Timothv E. Treacy, Attorney at Law, and Raymond
Charvez, _
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cmmarison

Montaly Usage
240 xWh
500

1,000

New Bills
$12.41
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o _ APPENDIZ C

Present Adopred
: Average Average
Cuswomer Effective EfZfective

Class Rates Rates % Inerense
z¢7kWh5 (¢75WE;

Regidential 6.404 6.457 0.8
Small Light and Power T.T7T17 T-770 0.7
Mediuvn Light ané Power 7.021 T.074 0.8
Large Light and Power 6.530 6.583 0.8
Public Authority 6.056 6.109 0.9
Agrieulwural 6.914 6.967 0.8
Street Lightin 14.337 14.390 0.4
Railway 6.155 6.208 0.9
Interdepartzenval 6.897 6.950 0.8

(ZXD 0P APPENDIX C)




PRISCILLA C. GREW, Commzuuloner, Dissenting in part:

I dissent on three findings mode in today's decision which
rules on PGSE's annual reasorablencss review. Thoze findings
concern (1) outages at RPittcburg 7; (2) decreasing capacity
factors at the Geysers exclusive of Unit 15; and (3) purchasce

of gas from Pacific Gas Tronsmission in excess of minimum monthly

take regquirements. n my wview, the record and PUC ztaff analysis
were insuflficient for me to determine whether or not PGSE acted
reasonably in these three matters.

In addition, think the decision should have ruled on the
proposal by the California Manufacturers Association (CMA) and
Toward Utility Rate Normalization (TURN) +that the Commission order
an investigation of Canadian natural gas purchases including high
take=-or-pay reguirements. Rather <han ignoring thic regquest, the
decision should have stated whether or not the recuest iz granted
or denied, and the rcasons for that determination.

Pittcburg 7 and Geycers Powermlants

In the previous rcasonablenezs review L{or PGsE, the
Commission stated:

"The testimony of 2G&E shows that there were
indecd substantial outages at Pittegburg 7 andé
decreasing capacity factors at the Gevsers...
These iscues are in a gray area. Although PGSE
has made a gubstantial showing, there still exists
substantial doubt regarding the reasonableness of
lt” operations in these areas. We expect those

cues will be primary issues in PG&E's next
reasonableness procecding." (Decision 22-12-~109
mimeo pp. 25a-26)

In its report, PUC staff did not address these 1981 outages
at issue for Pittsburg 7; instead staff reviewed 1982 outages only
at Geysers Unit 4 ané Contra Costa Unit 5, ané recommended no
disallowances. Today's decision does not mention Pittshurg 7.

As "substantiol doubt regarding the reaszonableness" of Pittesburg 7

operations existed as of the last reasonableness review, I cannot

make an affirmative finding reversing that view in the absence of
taff analysis




0"2"

Today's decizion alco makes an implicit finding of reasonable-
ness £or all Geysers units except Unit 15. It defers to a future
proceeding questions raised by TURN concerning Unit 15. However,
Unit 15 represents only about 5 percent of the total installed
Geysers fieléd capacity. PUC staff presented no analysis of <he
reasonablencss of declining capacity factors at the Geysers field
or assessment of the fuel cost consegquences of +his decline.

In the zbzence of such evaluations, I cannot moke an affirmative
finding of reasonableness for all units at the field exclusive
of Unit 15.

PGT Purchases

CMA initially proposed that PG&E be found imprudent in
taking gas above the minimum amonthly regquirement from Pacific Gag
Transmission (PGT), and that it be penalized §6.482 million.
TURN supported this adjustment. In its closing brief, CMA revised
its position "assuming that PG&E's statement of the facts about its
PGT cost of service contract are correct.”

Today's decision states,

Although CMA is now epparently saticfiecd on
this iscue and has abandoned itz proposed adjustment,

TURN ztill advocates this adjustment to GAC. We
conclude that PGSE has borne the burden of proof
on this icsue and that an adjustment in the amount
of 56,482,000 should not be made in the GCBA.

The Commission's decision gives the impression that this
$6.488 million purchase is Zound reosonable primarily because
CMA withdrew itz original objection. On the bacis of the rzeco:zd,
I am unable to determine whether thiz $6.428 million purchase was
reasonable. It would have been decirable for our staff to have
offered a perzpective on the arguments 0f parties on this contested
issue.

%%LZM‘-"‘C :

PRISCLLLA C. GREW,vYCommizsioner

Auguszt 17, 19832
San Francizeo, California




A-83=04=-19 ALJ/vdl

Sunmary of Decision

This decision authorizes PG&E To recover on an anzual dasis
<he following increaseé revenue requirement from ivs electric
custonmers:

(«000)
ICAC
AZR
TRAD

ToTal

Tre increased revenue is zpread ToO PGEE's cussomer classes
on an equal cents=per-kilowatIi-nour (xWn) basis. The authorized
increase in California jurisdictional gross revezues for each class
of service for zne 12 zonths heginning August 17, 1983, above raves
effective June 1, 1983 are as follows: g

-

Lnerease

. Class Anount / Dercens

(000)
Residenwial S10{b10 0.8

Small Light and Power 2,461 0.7
Medium Iight ané Power 7,014 0.8
Large LighT and Power 7,744 0.8
Pudblic AuthoriTy ; 151 0.9
Agriculwural i 1,848 0.2
Street Lighting 194 .4
Railway ; 145 0.9
Interdepartmental 72 0.8

ToTal B $29,639 0.8
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. Typical residenzial bills under present and proposed rates
re get forth in Appendix 2. The auvhorized rate iacrease is
" expected TO raise an average zonvaly resicdential bill for usage of
250 xWr by $0.14.

We also find <kat in she review period PG&ZE acted
reasonably to minimize the fuel coste associated with The supplyizg
of gas and electricizty TS its customers, except as explained iz the
%08y o< the decision.

Public Hearings .

Public nearings were neld in A.03-04-10 before Commissioner
Vial and/or Administrative Law Judge (ALJ) Mallory in Sadf?rancisco
on May 23, 24, 25, 26, ané 31, and Juze 1, T, 9, ané 10, 1983 . The

vTer was subrivred Oz an inTerizm basis sudjecs :o/;;e Liling Of
concurrent closing briefs on July 5, 1983. Evige nce was presented on
behald of applicant, The Commission stals (s*aff), CaliZornd

Manufacturers Associavion (CMA), ané Yy _ndepe dent Zrergy 2roducers
AssoclaTion and Szavte of California, Denam:n ot 0f General Serviges

.and Solid Wasgte Management 3oard (ecol .gec*‘vely Spergy 2roducers).
Briefls were 2ilec by 2G&2, s<af?, CMA, “awards Trilizy Razve
Normalizazion (TURN), and Energy Prodidcers.

I. ANNUAL RETASONABLENESS REVIEW

2G%E"'s reporv on she ~e£$onab ness of ivs gas and eleetric
energy ¢osts for the Ten-mon< h/period April 1, 1982 shrougkh
January 31, 1983 is convained An Bxhidit 7. The ten-month period
represents a2 tTransitioz reporzing pericd (Zrom April 1 - March 3
period To the current February 1 - January 371 pericd). The repors
detalils vhe decisions madg/%y PGE&E during <he period. DPG&E contends
That its energy management in vhat perliod was rezsonadble azd prudent
measured agalinst corditions known and foreseesble at Tae Time The
actions were implemented.
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.‘:har <he difference hetween 676 and 845 Mch wazs o :-ovide sor
compressor gas To ve used by PGT o =ove Th
Tharough its systez. CMA's witness seszvtifie
r¢ reduced because o lesser purchases,
Trangmicted with less compressor ga3. CMA assersts
sulficient gas iz excesz of 476 Mch <O solve 2GT's p-oblem 02
overcomnivtment. CMA recozmends thavt the 2G&Z actica be 2ound o be
imprudent and $5.2488 million be returned <3 justzens-olause
(GAC) valancing acccunt. TURX supporzs <
PG&E argued vhat CMA and TURN
PG&E's Canadian gas takes on the erronecus assuzpz%{ < zeither
the PGU~PGEE conTract 20r the PGT tarise requireg/?G&E <o pay for any
gas abvove 80% of <the DCQ. 2G&E urges thast zhi/PG&E-PGE'convracz
canndot bve viewed as an isolaved consracT, bg; instead nust bYe seen as
part ol the chain of contracts designed o Hring Canadiaz gas w0
California through the Alberva-Calis rnia/;ipeline 2rodeev. PGEE
believes that the PGT~PGEE cornvracs s;ou é De analyzed and
.coo:-dir. ved with the PGT coatrace "'/""e US=Canada iznternational
and Tze contracIs wizh -he/A’berza producers whick are all
The arrangement <O drizng Canadian gas o Californd
2G&E staves tha i 3/% C zarill recogriz
convracTual liznks and o;e:a:-o;él eé3. TUnder the 2PGT
reagonable ané necessary ope:écing expéenses associated wita 2GI's
purchase of natural gas <or sale 10 2G&I are part of 2Gl's coss o
gervice for which PG&T is responsidle, reflects <he integrated navure
o2 vhe Alderta~Califorziza pipeline projecs, and ties 2G&E's paymext
resvo""ibilizy TO the c¢ogvs Lacurred by 26T vo obtain gas av <he
' Tional Worder for service vo PG&E. PGEI argues that izcluded
reasonable and necessary oSperaving expenses is Account 803 of
Zorz Systen 0f Accounvts which convaing 2¢T's purchased gas
expense. ALl gas purchaseld dy 2GT is for sale v0 P(&E; therefore,
unéer the vtariff, PG&Z is responsidle Zor 2GT's purchased gas ¢osTs

o _6-
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. PG&T argued that CMA'3s concern iz noT that PGZE has

mininized costs; insvead, CMA objecwts <havt <he least COST polic& has

08T The Zlecwric Department more than a separate policy would. 2G&E
believes that concern can be bestvter addressed <tarough vne allocation
0f costs Zrom a combined stravegy hetween the Gas and Zlectric
Deparctmenss, by serting the (=55 rate to eguizadbly allocate costs
between the departzents, while stTill allowizng the utilisy o pursue
che overall leas<T ¢0sT sIravegy.

We believe that if PG&E had adopted the Zuel strategy
reconmended by CMA, it would nave beern subdject 0 crivicism-decause
The aigher costs T its gas customers andé higher overa,l“éoscs.
PG&2's "one~company” fuel sTravtegy 2a2s 20T heen showﬁ/fo be
unreasonable, and CMA's proposed adjusvtment wi 4%/435 be adopved. Ve
will review the CMA p*oposa_ in the convexst 0L/PG&Z's general rate
proceeding where we concurrently establish ré%es for both gas and
electricity, and where we can evaluavte 2l ravte design elemexnts
unéerlying The G-55 rave level.

C. Puel 0il Sale Losses

TURN argued that 2G&Z had Zailed T0 vake 1at0 account whe
Commission's express directive on’ fuel oil inventory carrying ¢osts
in D.82-12~100 when it decided :5 gell fuel 0il ouv 0f invenTory in

early 1983. D2G&E's witness tescified That wne conpany éecided T
sell whe oIl at a $9.25-13 per barrel loss because Thals was less
cosTly than either burning the oil and “ejecting gas ($13.50 per
barrel) or continuing to/hold <whe 0il in inventory (818 per barrel
for a miznimun two—yeaa/io’d ing pericd). TURN convends, however, %hav
the option of continwing To n2old vhe 0il would only coss $'8 if zThe
carrying cost was calculated according o the utility's pre-tax

e W

corporave ¢oOST oiycapizal. Prior To D.82~12-~109, zThis would have
been appropri ate ag ravepayers reimdbursed <he utilizy for carrying
¢il in nventory av that rave. 3Buv D.82-12-109 sgpecifically changed
the ratemaking tratment 0f 0il inventory w0 provide for ravepayer

- 10 -
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.reimbursemenz of only bvalancing account i interest on 0il invenzory
held in excess 0f tThe safety sTOCK. AT <he halancing acecounv
aterest rave, The Option of holding o0il in invexnTory wouléd rave been
closer To 86 per barrel for a Two-year period, whick is less tThan The
$0.25-813 cost 0L selling vhe 0il av a loss. Ther Zore, TURN argues,
26&E was imprudent in making the 01l sales and needlessly increased
ratepayer cosvs. )

PG&Z argued zhacv QURN has zmisrepresented our actions in .
D.82-12-109. D2G&T agrees sne decision authoriz; ec ?G&, <0 /4/
receive the ICAC inveres<e e on 01l iznvenzory volumes berween 5.4

nd 11.4 nillion darrels. Zursther, PG&E agrees 1hd€'the decision
provides that future oil sale losses wouléd be +£gged in light of thasv
adotped inventory treatment. Zowever, 2G&E argues that it would de
unreasonable ©o construe this To mean That fuel 0il sales szouléd de
analyzed Dy The comzpany dased on parvi {aar invenzory "tier"” andéd izs
assoclated carrying cost rave. ZPG&E/points out that 2.82-01-103%

_provided Lor recovery of zered ca{pfing cosTs above tThe invenTory

.lnve" of 11.4 zillion ba.:':'e‘.’.s. /If PG&Z were TO use Thls "zero

carrying ¢osT" as a criteri i/for deciding beTween holding suca
inventory or selling i< acl? Loss it would a2lways croose 30 hold I=.
This, acecordéing To 2G&E, woulé ignore Tae fact tras holding iznvenzory
does cause real ¢os<s, né;ely, wheir coporate ¢os8% 9% capizal. Thus
using the inventory cg;éying ¢osT raves zllowadble for ratemaking <o
guide their fuel use decisions would diszors suchk decisions and lead
3o economic fuel sales possibilities Yeing ignored. Tais would de 2
perverse outcone oé D.82-12-109 since <Tha<v decision 2alsd called oz
PG&E To reduce i.o fuel oil inventory. PGE&E <vausg concludes That ITsS
logsses on ,uel 0il sales were 20t imprudent even Thdugh Trey u‘i ized
the corporaze’ ‘cost of capizal To evaluate The expense associated witha
whe optTion of convinued inventory noléing.

We believe <that PGE&E decisions during shae reasonableness
review period 0 sell 0il in invenrTory a2t a 1088 were proper economic

. - 11 -
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':hoices. However, based on the record before us, we believe <Thav

D
o

PG&Z's proposed level 0f cost recovery on sucz losses is nov
reasonable

IT was 2ot The intent of D.82-12-109 =0 disTory 2GXZ's Luel
use decisions. Rather, it was The invtent ©0 shifv some of the durden
of excessive fuel 0il purchases TO svocknoliers. Thav decision Zound
vhat PG&E had excessive Zuel inventory levels that were in parc
caused by tre company's fuel 0il contract wivta Crhevron USA, Inc.
(Chevron). Waile not passing judgmens on she PG&E-Caevro 2-LSFO
conTract per se, we &id conclude That "we will begin/;o shift some
(coatTract-related) expenses back <0 sharendléers wita the present
intention of shifzing more expenses in future years." (D.82-12-109,
2- 9). A zechanism Zor explicizly shifting 30nme cosTs dack TO The
sharenolder was the <wo=Tier inventory approach that was adopred.
Waereas fuel iavenzorsy, like ovTaer woilix fﬁ asseTs, ¢0sTs the utilisc
ivs coss Of capizal 9 carry,2 The Two-tier Iinventory scheme only
allowed PG&E tTCO recovery carrying costs a2t 2 lower ZCAC rate Ior The
second, more "excessive™ inventory Tier. Further, for rolding above
the second <vier, no carrying costs woulé Ye allowed in raves. 2or
eaca vTier, any divergence bYevween The carrying c¢osts allowed Zor rave
PUCPOses ané vthe corporase cé:: 0f capizal wouléd “e a ¢cosT horne by
stockholders. Tris not only would allocase <the hurien 07 excessive
inventory noldings zore ‘/irly iv would give <he utilivty a sTrong
incentive ©0 reduce -ts/inven:o*y levels.

PG&E cor ec*ly points out vhat it would be at odds wizh <he
inzernt of D. 82-12—109 if the company's incentive To reduce fuel oil
inveatory was seriously wealened decause They were Torced vo usilize

2 Long-tvern invenvory levels are financeé Zrom long-terx capival
sources. Occasionally, shorv-vterz increases in inventdry will be
financed outr of short-terz capival sources <O zeeT Tenporary
contingencies. The invenvory in question nere cdoes nov fall

This category, however It nad risen ©0 zigher levels only decause

0Z a misestimation of long-vTern meeds by 2G&Z ané an adnormally high
hydro year. et

- 12 -
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.:he ZCAC carryirg cosT rate Or The zerd carrying cost rate when
analyzing whether To carry 0il in inventory or zell iz av a loss.
The economically efficient choice beiween such 2lterzatives can oaly
be arrived at i <he continued carrying opzion is evaluavted av its
higher real co0st, The corporate cost OfF capival.

Oz the Other zand, it would also be unreasonable and at
0dds with D.82-12~109 4if ravepayer exposure w0 The ¢0sIs 0f excessive
o0il purcnaces by 2G&Z were increased zerely bYecause PG&E made "cosT~
gaving” sales of itTs 20léings. This iz precisely The prodlez thav
TURY raises. Tae problem can be illusstraved usizng TURN's Zigures
listed in itz brief regarding The Apex F3 0il sale iz Janvary 1983.
TURN D0inTs ouv ThaT PGEE coulé nave either s0ld taig oiY at a $12.50
per barrel loss or it couléd continue o carry it in fﬁ;en:ory-
Assuning a vthree-year inveatory period, <his inﬁenzo:y would cosv
roughly 327 per darrel at The corporate ¢osT OF capivcal <o z=old or
approximately $9 per Yarrel az <the ZCAC raze. As n0ved earlier, ke
carrying coets allowable in ravtes woulé 4’39 per harrel wi<a
.shareholders carrying an $18 per darrez durdez (S$27-9). U argues
That because ratevayer costs under jhe noldéing option are 39 versus
312.50 per barrel associated with She sale, it was imprudent Lor 2G&E
TO undersake the sale. DPGZE argues taat The sale should rave been
nade as vthe economic cost oF 'éguloss on sale, $12.50 per barrel was
less vhan the economic cost Af contiauing To n0lé <he 0il, S27 per
barrel.

In this example, PG&E was correct iz making vhe sale bdus
is unreasonable That raTtepayer exposure IO The costs o excessive
Suel 0il purchases be/increased from S o $12.50 per darrel simply
because of <he salef/ Ravher, ratepayer exposure o tze durden 0%
this fuel 01l should remain at the same level regardless of the use
of the oil. Thus{ tbis exanple, $¢ per Yarrel is allowabdble iz
rates whevher zﬁé 0l is neld or so0ld aT a loss. 2G&Z, however, is
able o redu;?/i:s stockholder burden from $18 o 3%.50 ($12.50 - $9)
per darrel by making <he proper economic choice and selling <whe oil.

- 13 -




A.83-04-19 AZJ/vdl

.e.ddi-.:iona.l evidence was adduced. ne the inivial day of hearing cthe
ALJ ruled that this &
.ela ed civil court 1

rin
ssue wasg <o be deferred until completion of
ivigasion, as immediate consideravtion may
jeopardize an early anéd favorable settlemenc.
' Alzrough receipt 072 further evidence on Tais issue was
deferred, <The parties driefed zais Lssuwe. TURN »0invs out in 2
brief <hav PGZE's LSF0 inventory analysis assuzmes a 60-day leal tinme
<0 obtain adéditional ILSTO £roz Caevron. Absent tThat arrangezens, 2
congiderably longer period of 90 o 120 days would be necessary.
This would iIncrease the ISPO safety sTock invexsory requirement By
700,000 o 1 million barrels. TURN svates vthat at ?G&B'sléssﬁﬁed
annual carrying ¢osT 92 39 per darrel, <hne added izventory would cosv
custonmers S$6.3 To $9Q zillion annually. TT2XY believesféiaz $6~9 -
million would be a reascnabdle price 9 pay ©0 Lree” ratepayers 0L <The
340 zillion annual facilisy charge and 50%—a§9,e-: rxeT 0il price
convained in <he Czevron LSFQ arrangement. TUZN asks TzaT we order
.':b.a': any agreement walich requires 2G&=Z ‘} vy zoney ©o Crevson shall
contain she Lollowing clause: "This agreement szall n0% become
effective until the California °ub’*6/U:il wies Commiszi{on has
autnorized 2G&Z to recover in rates all payments provided Taerein.”
The gereral purpose 0f this p*oposa_ is merizoriuvs as :here are Quier
linits <O The recovery what w*l‘ be alloweé. One possidle opTion <re
Commission may choose T0 exﬁiore in <he Lusture i3 <he proviso thav &
future reasonableness rexiew periods purczases under tThe renegotiaved
Chevron consract will Ye compared with purchases o2 ISTO on <he spov
parket, plus The extra carrying ¢osts for <hke longer leaé Times for
deliveries of spot/purchases. OQOvrer options may e equally aztrgzive
and these mavTers should be addressed in the next reasonadleness
proceeding.
While we will adopt TURN's proposal, we zre nindful thaz
the record on wThis point in the proceeding culzinating in
D.82-12-109 (wnich was incorporated into he record dy D.83=04-089)

- 18 -
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. 3. Cavacity Sales to CT?

The s7aff accounsing witness recomzeded That capacity sales
revenues associazed wita the California Valley 2Projeect (CV2) convwr
in The amount of $25.2 =millicn, plus related interest of $2.7 millioz
Tarcugn Janvary 31, 1987, be credized o <wre ZC3A. Tais azount
relates 0 a dispuve between 2G&XZ and CVP over tine amount CVP owes
2G&Z for capacivy provided. 2PG&E's billings ©o CV2 reflect PG&I's

nverprezation 0f CV2's liabilisty, while C72 nas paid a smaller. -
anount which i< conzends is the proper level. 2endin resoiﬁgion [t
sze dispute, Tae staff audit report recommends zhas amoﬁgés Billed <o
CT2 snould be credited To vae ZC3BA on an ongoing baézs. PGEE does
noT oBjeet TO The proposed Treatlent, as long a5 the Commission will
allow tThe company <0 correct the halancing acecount <To reflect The
final resoluvion 92 <he issue, subjecw :o/géasanableness review, 30
wnat wnen The dispute is resdlved, 2G&E would be allowed IO recover
reasonable azmounts credized. Thae syaff audit recommendation should

.be adopted, sublect 0 review oy <zne Commission when siae dispuTte

between PGEI and CV? 4is resolved.

4. CAC Recovery on Zxcess
"

z
Qil in Inventory
m

«
-
1)

. / - .
ne staff audis report svates That S0r January 198%, 2G&E

-

recordel carrying coscz/pf Zuel 0Ll in inventory in i=s ECAC

balancing account a2t tie commercial paper rate on the difference
vevween Tne acvual reé%rded anmount waicen exceeded <whe ausaorized
ceiling of 11.4 nilzéon barrels in inventory and 5.4 million darrels
oL frel 0il in inyéﬁ:ory whick was vhe asuvtaorized azmount of Zfvel 01l
in invensory for /AZR recovery in D.82-12-109. The szafl believes
vhat 2G&E saoulg zave recorded in its ZCAC dalancing account, at Tae
commercial paper ravte, fuel oil inventory carryizg ¢osIs on Tiae
diflerence bé%ween whe recorded amownt OF2 barrels in invenwory
ceiling (notT w0 exceed 11.4 million barrels) auszorized in
D.82-12-109, ané 5.4 zillion darrels 0% Zuel 0Ll in izvenwory

- 2% .
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.commenc:.ng January 1, 1983 <o properly comply with the intent of <hat
decision. The stalff recommends that fuel 0il inventory carying costs
be reduced by $.%1 million for January 1983. The related inveress
effect through January 31, 198% is 8§3,745. On cross—exazinavion =ihe

stall accountant presented several alzernatives o the manner ia

which Tais adjustment should be calculaved.

~In ivs Opening brief 2G&I advocazes the 37aff alvernate

metnod which allows it 0 record carrying cossts based on ke
difference Yetween actual inventory volumes ané the 5.4 nmillion

varrels included in AZR, subject 70 2 6.0 zillion darrel annual cap.

IVRN states that the annual cap is o cumbdersome procedure Toat wil

- ; : -
only lead To zore diflficulzies, especially wnen less than a full year
or overlapping annual pericds are subject %0 review.” TURY advocates

el

2 montTaly cap, dased on zontaly inventory es:imaxes underlying Tze
adopred annual average. TURN argues thaz 1e3€he~ <wne s3all nor 2G&2
nasg correctly applied the Two-tier 2ev n?//advoca:ed by it ané

asser edly adopted in D.82-12-109, and wne ZC3A 28justzent is
greater thkan The 33 0,000 zdévocazed the staff, 2G&Z snould adjuss
i<s ECBA caleulazion of 0il inventory carrying ¢o0sts for Januvary 1983
ané sudbsequent zonIns TO confo; <0 TTURN's zevthodology and present
sucz calculazions in its next/ECAC annual review.

We believe <he *eco-d suflicient w0 decide This issue
wisnout carrying it forwa:d ToO The next ZCAC axnnual review. We will
¢orrect Tiae January 1°83f*eco~ded carrying cost of fuel oil in
inventory in <he ~a““é§ originally proposed by The swaZf. As we
Treav The carrying cos s on fuel o0il differently in =his decision (as

iscussed Laser) *o Turther adjustments in vre ECBA are necessary.
| II. ZCAC ISSUZS

A. Resource ¥ix Porecas<t

PG&E and our szalf presenvted separate esvtimates of zh
resource 2ix for <he electric sales Zorecasteld Zor the period

() - 24 -
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.beyond whe forecasy periocd. AT The reguest of the ALJ, our staf?
revised its forecast ©T0 include <vhe addivional 1671 gwa (Exkidic 26).

, 2G&Z supports tais treavaent as It is in accord wiza iTs basic

7/ argument thav igﬁ(is in The best inverest of it and iTz ravepayers To
use the carryover' for peaking power during The summer =onths whez its
sysvtem peaks ocour.

TURN argued tThat <the enstire casryover szoulé de included in

The forecast year. The STirst reason advanceéd by TTEN £fg shat <the
evidence introduced in PGEE's general rate increase p*oceed-ug snownd
That The utility's avoided ¢0sTs are higher in winver monizs an
during summer months; therefore, it wouléd be prudent %o use <he
carryover in tThe early monvths ¢f 1984. TURN also argned that PG&ZE'S
aydroelecstric power forecast is seriously flawed. -E&E's forecass
was developed on 2 "current OuTlOOk" basiz using The latest sSnow
survey Zor <the forecast zonTas 0f August Thnotgh Decemder 1983.
Zowever, for the forecast months 0F January Tarougz July 1984, PG&Z's
forecast assumed average aydro productidon based on nistorical daza

The use o "norzmal” or "average" hz; 0 production for The January
through July porvion of the Zorecast period prodéuces a disconTiauis
as shown in The nonthly projections in the Lollowing <Table:

26&= Eydroelectric 2ower Torecas:

Tear aWa

1983 T 1401 .1
Seprember 1256.0
Qctober 1236.1
Novezber 1329.1
Decenber 1364.8

et 9207
Februar -
March 7 1066.8
e
ay .
June 1085.3
July 1163.7

Total £or AZR Porecast Period 14116.8
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TAZLE 3

Energy Cost Adjustment Clause
Calculation of Change in Revenue Requlrement

Revision Date: August 1, 1983
Porecasy Period: Twelve Moznvhs 3eginning August 1,

lize Sstizaved e

Xo. Izem Quanzizy (6) ' $(000)

Possil Puelec Plants
Gas 181,235 $5.3541 $ 970,350
Qil-Residual 7,847 5.9105% 46,380

0il-Diztillaze 559 5.4472 52045
Subvoral~-Fossil » 041 1,019,
Geothernal Svteam Plaznvs T,417 . 3.890¢ 288,521
Nuclear Steam Plazss - - _ -
Purczased Zlectric -
Energy (1) 23,243 2.58%9¢ 590,107
Zconony Energy Credis 1 )

Subtoval
Plus: 0Ll Invenvo

Carrying Coss (gg
Subrozta
Less: S% of Znergy Zxpenses (2)
Subzotal: 95% of Brergy Sxpezses
Allocazion To C2TC

Jurisdievional Sales (3) 1,808,010
Bnergy Cost Adjustment Account

Balance, Zstizated as of

July 31, 1983, and Adjus<ted

T0 Provide Lor Amortization

over 12 moashs ' (438,305)
Subzoetal 1,369,705
Adjuszuenv for Franchise Fee;

and Uncollectidle Accounts

Expense (4) / 10,862

Total ECAC Revenue R::j;;emen* 1,385,567

-

owym IO\ B~

-

11
12
13
14
5

—_—

”oca’ ICAC Revenue az
resent Rates (5) 1,275,852
Chauge in Revenue Regquiremens 104,715
(1) Execlddes operasion and maintenance payments
-el Ted IO cerzalin energy purchase coaIracis.
-Ja...e 13 X 847
g Tize 16 x 0.00793.
AT T :es eflective June 15, 1983.
2 Iz billiozs of 3ru or gigawavs~hours.
In dollars per millioz 3Tu Or cents
per kilowavw~hour.
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principal issues in 0II 82-04-02 is the appropriate allocation of
fuel-releted expenses £or rate recovery between <the AZR and ECAC.
Relazed issues considered in 0II 82-04-02 waich affect tals
proceeding are: (1) the appropriase interest rase(s) o use in
caleulating fuel inventory carrying cosss, ané (2) <he ecap on AZR
earnings variasions waicz shoulé be adopwed.

C. Operational Tuel 0il Reguirezenz
and Carrying Caarges

2G&Z points out in Exhidbit 6 <hav its projected zinimux
fuel oil inventory requiremerts are made up TO hree dasic
compornents. The Lirst is a year-round ianventory amount of/;&ve
million barrels wikich Iis needed T0 ensure sysvem reliadblili<y in <he
Tace 0f basic contingencies suchk as locatiornal gas curvalilzents,
transmission ouvages, and 01l cdelivery problems.//rig second is a
aonThly invenvory reguirement whick is grea:e{/zhan or equal To Zive
million barrels which depends on seasonal cornvingencies such as
.abnorma.l ery year conditions which tncreazé tme need or Thermal
resources, or abnormally ¢old winser coigi:ions waich increase aigh
riorizy gas usage ané decrezse thg/anounz of gas availadble for
electric generavion. Tiris seagonal iaventory requirement peaks Iin
Decenber, when <the uncerzainzy 'gouz winTer nheazing reguirenents ané
rainfall levels is greavtesc<.
The first w0 components 0% zhe Zuel inventory requirenexnt
represent a safely stock/gecessary T¢ insure against systex

e e W

economical To hold inventory at the December peax levels Iarougrout

L

uncervaiaties. A :h%;&lcomponent 0f inventory arises waen It is more

The year rather :hdé selling 0f%Z The inventory after Decenber and
buying it up ag;fé in wne followizng ausunmn. Tais cozponent caxn
increase The invenvtory reguirementes in the nonvas otaer Than
December, thé}eby raising The yearly average.

@ 6 1n 0.52-12-105 tssued December 22, 1982, we revised The AZR/ICAC
allocazion for Soutnern California Zdison Company (Zéison) <o 10% Zor
AZR and 90% for ECAC. We placed a cap or resulving earnings
variazions o2 160 basis points on pre-tax equity earnings.
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stock would be recovered in EZCAC at the current balancing account
rate. PG&E argues that the entire amount saould de carried at the
authorized ravte of retvurn.

We will adopt 7,939,000 barrels as a reasonable operational
fuel o0il requirement f£or the Lorecast year. As the inveaTory
analysis thavt it is baged on did 2ot explicitly include demand
uncertainties or vthe possidilizty of Diadlo Canyon zoT being on lin
during the £Lorecast year, we consider it 30 he a relavtively
¢onservative esvimave

ollowing today's decision in 0II 82-04-02, 5% of/j
inventory amount will be placed i“ The AZR where iv wii&/be
at the authorized rate of return and 95% 0f This L{aventory will -be
placed in ECAC where it will be carried atv The earaned rate o7
reTura. ¢nven:ory levels in excess 0f the ad‘/;ed amount will be
carried av three-ponth comzmercial paper rave, as p:ovideé Lor in
our decision in 0II 82-04-02.

D. Ezvimaved Zxpense for Facilisi
Caarges anéd Underlifc Pavmencs

under a separavte heading. As indicazte nat éiscussion, =o
Zacilities charges or underliZy payments nave actually beex made, andé
gseparave ECAC accounting trediment zas beez provided for vhe Chevron
facilities charges, iZ ,4/acc*ui ng in the Zorecast pericd.
Therefore, no amounts should be included for Zacilities charges Or
underlift payments.

E. Gains and lLosses Prom
Sales of Tuel 041

Xo gaiﬁé or losses from the sale 02 fuel 0il are eatimaved
for the forecgsv period.
P. AZR Percenvage

Pacilivties charges and y: payzent3 were digcussed
<

_TUnder current procedures, PGXZ Zuel-related expenses are
allocated on the dasis oF 2% <o AZR and 98% <o ECAC. As noted adove,
today's decision in 0II 82-04~02 allocated 5% of all “Corecasvted fuel

@ 20 uel-related expenses To AER and 95% To ZCAC Zor PG&E. The AZR
is subject 0 a cap of 140 basis points.
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G. Change in AZER Revenue Requirement
Por Porecagt Year

The £ollowing table sets forTh the caange in the AZR
revenuve requirement for vTae Lorecast year based on The foregoing

discussion.
TABLE 6
Pacific Gas ané Electric Company
nauel Znergy Raze
Caleulazion ¢f Chrange in Revenue Reguiremeny
Line No. Itex ot
1 Carying Cost o2 01l Zavenzory $ 65,086 B
2 Est. Tuel & Purchased Power Expenses 1,867,653/;."
3 SubtoTal 1 r932 vmg
4 Pive Percent 0% Inergy Zxpenses* 06,637
5 Allocation <o CPUC Jurisdictional
Sales*+ 95,152
. 6 Adj. Zor Pranchise Tees &
Uncollectidle Accounzs IZxpenser=+ 755
7 Total AER Revenue Requiremen?//// Q5,91%
8 Less: AZR Revenue Autaorized iz
Decision 82-12-109 88,074
! 0 Change in Revenue Requirement 7,839
*Line 5 x 0.5
**”{ﬁe 4 x .9847
we#line 5 x 00793
IV. ZERAM
A. ERAM Revenue Recguirement

PG%E's EZRAM reguest is based orn D.82-12-113, D.82-12-055,
and D.82-12-056/pd£cerning tae calculation 02 ERAM revenues. Talt
anditors have reviewed PG&ZE's calculations and are in agreemeatv wita
the ERAM revenue requirement. Xo other party objecvs. We will adoprt
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cause for the lavte request is sanown and
unless the requirements 0f Pule 76.23 are
met and unliess the participant can
demonstrate thav, absen: participation by
Tae participant, an izportant issue has noT
or will no% be adnqua vely considered in e
proceeding.”

PG&Z claizms that TURN has nov shown good cause for its late
regues<t, as required by Rule 76.31(&), and <that TURN's request was
not filed within five days afver ivs appearazce, as required by Rule
76.31(v). TPurvaer 2G&E asks zhe Commission to determine tze 4
applicabilizy of Rule T76.31 To 2G&Z's reguest. ﬂ//,///

- Qur rules clearly convemplavte The Ziling 0% Novices of
inTeny av three separate intervals during the pendency oi/égmn‘ss‘on
proceedings. Two 0f these intervals are covered dy Rule 76.23 whica
specifies that suca Nozices are T0 he 2ileéd either efore
commencenent, or alter complestion, oF evidentiary nearings. In the
Third situavion, under Rule 76.31, a parzicigzéé zay make a Tequest
for a finding of eligidhilizy fLor compeasat§6i afcer evidentiary
nearings have begun. In sucz a sivuatior, vhe logissical problems o2
congsidering such 2 notion while neari 4 are ongoing, milizatze in
favor of The requirement of a good ghuse saowing. Such logisstical
provlems are 20t present when a Notice is filed bvefore commencement,
or alver complezion, of evidentéégy hearings, ané in those
sivuations, the good cause s ';ing is not required.

TURN's Nozice was/KZIed, not during <he pendency of
evidentiary nearings, bu:/;" er Those hearings were compleved. Thus
Rule 76.31 is ‘“applicaﬁie %o TURN's 2iling.

Wnile TURXY zés coxmplied with Rule 75.2%, we reserve 2z
deterzination wnecggr IURN 2as made a substanvial conwribution To the
proceeding pending review of Lurther appropriate f{lings zade under
Rules 76.26, et seq.
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. 8. An operavional fuel 0il requirement 02 7.9 milliorn darrels
is reasonadle Zor the fLorecast period and is adopted Zor the purpose
o tais proceeding.

9. Carrying costs on the adopvted operational Zuel ofl
-equi*eme 1T saould be recovered in accordance with the findings on
nis issue sev forva in <he decision issued today on 0II 82-04-02.

10. - No facilivy or underlifc charges, and no gains or losses
from sales 0f fuel 0il, are esvimated for The forecast pe*iod;

11. 7TPuel related expenses, including carrying coste on vhe
adopted operavional fuel 0il regquiremenst, shall beliecovered in ECAC
and AZR in accordance with 95%/5% split and related cap on earnings
adopted in the decision issued in 0IT 82-04—02'//

12. The 2d0pTed fuel relaved expenses _“cluding carrying cosws
on The operational fuel oil *equ*reme“,;/and the related ZCAC and AZZ
revenue requiremensts for Ih farecasj/yea- se%s fo... in Tables 3, 4

nd 6 are reasornable for tre purposes of shis proceeding.
1%. A 12-monsk periocd <o amof%ize tae ZC3A is reasonadle.
D. ZRAM Issues

7. The calculazion of xhe ERAM revenue recuirement Zor <he
Zorecast year in ZTable 7 f{s/reasonadle ané is adopted for the
purposes of zhig proceedidé.

2. Part 3, Yo. 6(;)(2) 0f PG&Z's Preliminary Statement snould
be revised 30 saow that reveaue for services readered during tze
nonth at base raveﬁ//racher vhan amounts hilled, shouléd he recorded
against The ERAM account.

2. Other Issues’

1« Dhe :éte design proposed by PGE&Z is in accordance wita the
requirements of D.82-12-113 and is reasonable for tae purposes o
This proceeding.

2. The revenue changes authorized by this order should be
recovered over a 12-month period.
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QRDER

IT IS QRDERED <zhat: .

1. Pacific Gas and Zlectric Company (PG&ZE) is ausnorized <o
file with this Conzmission revised varif? schedules 2or electric rates
in accordance wizh Tais decision on or after she effective date oF
this order. The revised <arif? schedule shall hecome effective n0%
earlier vthaz August 17, 1983, and gshall comply with Gezeral Order
96-A. The revised schedules shall apply oznly t0 service rendered on
or afver their effecwive dacze.

2. PG&Z shall amend ivs Preliminary Stavtement oz or before
August 17, 1983 as indicated in the opinioz.

This order is effective today.
Dazed AUG 17 1923 , 8% San Drancisco, California.

¢ . , A
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W\ e G T TICTOR CALYO -l T
“dun W Lomar? S M m’.‘ N e ) P . -y ‘.‘/’ﬂ/
L-will—fire—awrite DONA’ZD VIA.‘.% A P foirrt ALt /

/s/ PRISCILLA C. GREW VILLIAM T. BAGLE?

Comnissioner Coznissioners

Commizsioncr Leonard M, Crimes, Jz.,
beinz necessarily absent, did not —~
particinate.




A.83=04-19 ALJI/vdl

Moatrly Usage

240 kwWr
500
1,000

APPZENDIX 3

Commarison

Residential 3ill
Present 2ills

$12.30

29.62

72.10

(EXD OF APPENDIX B)

New 24lls
312.44
29.95
‘72.90




