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02INZIOX

3y application No. 59258, Southkern Californiz Zdison Company
(2disor) seeks (1) a certificate of public convenience and necessity
TC participate in the construction and operation of an Integrated
Coal Gasilficavion Combined Cycle Demonstration Project (2roject) at
the Cool Water Generating Station near Daggett, California; 2
Jinding that the Joint venture organizing the 2ProJect and any enti-
Ties pariticipating in vhe 2roject, excluding Zdison, are noTt publi
utllities sublaect to the Commission's furisdicsion under Publzze

oo

T

Jtillicies Code Section 216; and a finding that the particinastion
b7 Zdiscn or any other California public utilicy in the Project
does not izvolve (a) the issuance of securities, Or other evidence
¢f interest, or ownership, or Indebtedness, or (») the assumption

of any oblligation or liabililicy as Tantor, enderser, surety, oo

otherwise in respect of the securities of any other person, firm,

cr corporavion. Zdison furcther reguested preliminary approval of
the zmethod of funding the 2rojfect, including the racovery oF "fuel
drocessing Jees”" through the Znergy Cost Adfustment Clause (ZCAC)
and The recovery of 4Lts own capital Investnent through base rates.
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SUMMARY OF DECISION

This decizion grants a cextificate of public convenience
and necescity to Edison o warticipate in construction of z 100 MW
Conl Gnzification Comhined Cycle Demonstration Projecet.

The applicant requested recovery of 5302 millicn in fuel
processing feez, 3176 million in c¢coal expense, and $53 million
for Lts capitval investment including 2 return of 12 percent. Edizon
further requested recovery of the entire $531 million during the
even=-year demonsiratvion periliod. The decision authorizes recovery
of an amount estimated to be as much as $466 million through ECAC during
the seven-ycar demonstrution perilod. The amount of recovdry during
the demonctration period iz limited to the value of eclectr Ly
generated 2y the Project ot Edison's m marginal COot. Any costc cxceeding

44
J-
that value urc recoverable uflter the demonstration activity is
completed, when the Projeet reosults can be evaluited,
. The applicant further requested 2 finding that the Jjoins
venture organlzing the Project 45 not a "public utility” subject
The decizsion ¢oncludes thatcinece

Texzaco's coal 5&:1 Lcatlion process and not to pro~

icity to Edizon's ratepayers, the Project facilities
ecicated £O public usze. Therefo*e, the Joint
not own, control, or operate
not a public uwtility subject to
the Commiccion's Ju
A commercial scaloe Lont of the coal Lon combined
cyele nroceonc hing beneftvn for Gdizon's . 5 Zn that 47 the
oprocess i sueconsful oo nliormative Lo
imported foszil [fual miy covolve. Given this potent 11 Jor lonp-
erm benelits Lo Ldison't ralepayewrs and California, we believe
t Yo¥o) o Lo pormit ratepayer Tunding of LEdicon's chare
r

*

imental undertaring




" A.50268 L/sm*

o " BACXGROUND

Texaco, Inc. (Texaco) and Zdisen have proposed this 2roject
0 demonsTrate Over a seven-year period the commercial feasidIlity
of integrating Texaco's coal gasification process with a combined
cycle powerplant. The Project is not needed 2s 2 resource TO
meet Zdison's electric generating needs, and mo attempt has been
nade by Zdison To designate this ProJect as a planned generating
resource because of 1ts experimental nature.

O December 21, 1975, The California Znergy Resources Conser—
vation and Development Commission (CEC) approved Edison’s Applica-—

Zon for Certification (AFC) of the Project. Certification was

granted pursuant to the expedited siting procedure established by
the Legislature In the Coal Gasification Generation Act, Chapter
TS In Division 15 of the Public Resources Code. Shortly before
issuance of the CEC's decision, IZdison appllied to this Commission
for 2 certificate of public convenience and necessity (C2CN)
tnder Section 1001 of the Public Utillties Code and General Order
Ne. l31=3.

Many of the issues formerly addressed by the Commission i
CICN applications already have been resolved by the CEC in 1ts AFC
sroceeding. Section 1001 of the Public TUtilitles Cole provides in
Part Thavt:

"The Commission, as 2 basis for granting any certillia

cate pursuant to Che provisions of This section shall give
consideration T0 the following factors:

(a) Community values.

(5) Recreatiozal and park areas.

(¢) Eistorical:.and a2esthetic values.
(d) Influence on envirorment.

With respect to any thermal powerplant or electrical
transmission lize Jor which a2 certificate is reguired pursuant
TO the provisions of DJivisien 15 (commencing with Section
25000) of the Public Resources Code, =0 certificate shall
be zranted pursuant to thils section wifthout such other certili-
cate raving Yeen odbtained Iirst, and the decision zranting
such other certificate shall be conclusive as ©0 2l. matiers
detarmined tThereny and sha'l take Tae D.lace oY the recuirenment
Tor consiceration 8y the commission of factors (a), (b)), (&),
and () Specitied i TLLS SEGLiOnR." (ZO0DRAaSis acaeq)
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Iz 1ts decision, the CZEC cdetermined that the Project Teets the need
specified by the legislature iIn Public Resouwrces Code Section 25651
(9) for the development, demonstration, and cemmerclalizartion of
zew and advanced technologiles such as coal gasification. Addition-
2lly, the CEC found that the Project may be constructed and operated
iz an envirommentally acceptable manner curing the praoposed seven-—
year demonstration period by certiflying an Eavironmental Impact
Teport prepared pursuant to the Califormiz Zavirommental Quality
AcT.

As a2 result, although the matlers remalining for the Commission
To consider are few, they are of great Importance. We zust decide
whether the estimated 3531 zmstllion total cost 0fF the 2xoject s
reasonable and acceptable in terms of rate Impacts on Zdison's
custimers. Also, we must evaluate the method of cost recovery
roposed for the 2roject by Edison and then determine whetler ok
proposal is consistent with the public Iinterest.

' Hearings were held iz Los Angeles on February 1§ and 25, 1680
and in San Francisco on March 6, 1980 berfore Administrative Law
cudge John J. Doran. Zdiscon presented evidence and testimony
Tarough two witnesses: T. L. Reed, itz project marager, and Zodney
Larson, supervisor of regulatory c¢eosts. The stafl withesses were
Zigiao °aL_a, sentor utilivies engineer and William Thompsen, finan-
eral px:m‘*er,

The matter imitially was submitted on March 6, 16880 subject ¢
the receipt of a late~{iled exhidbit from Zdiscon and the liling of
concurrent briefs by Dotk partlies. After reviewing Zdison's Late-
filed Zxhinit 8, the stafs filed a motion to strike several statements
made by Rodney Larson and to adzit into evidence 2 declarati of
Willzaz Thompson. That motion was granted on May 1, 1980 by
Adnindstravive Law Judge, and the matter was submitted based upon
the revised record.
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PROJEZCT DESCRIZPTION

Zdison’s proJect manager testifled that Texaco axd Zdison have
sponscred the Project to test and demonstrate the feasidility of
integrating a commercial-size ¢oal gasifier using the Texaco gasi-—
Sication process with a conventional cembined cycle electri
generation plant. The  Project's goal 15 to demonstrate that the
integraction of ccal gasilfication with combined cycle technology
should Be viewed as a commercial alternmative $0 traditional energy
sources used by many Unifted States Industries. The organizers of
the Project contemplate testing various types of domestic coal,
whick, Iin the event of successful performance, could permit an
crderly transition from 0Ll t0 gasified coal in both retrofis
anc znew plant applications in California and throughout the natilon.
Successivl demonstration could expedite commercial Implemerntasion
of coal gasification technology, since the efficilency and envirorn-—

zental acceptabllity of the process will have been adequately
demonstrated.

The Irofect Iinvolves the design, construction, testing, and
demonstration of an integeated ceoal gasification combined cycle
cemonstration plant (Plant) at the Zdison Cool Water Generating

vation liocated zear Daggett, California. The 2lant will be
designed to produce synthesis gas (carbhon monoxide and nydrogen)
oom coal. The synthesis gas will be supplied T0 2 new combixn
cycle electric generating unit (owned by the Prolect) and may also
be supplied to an existing converntional voiler (owned by Zdison
iz The event of femporary Interruptions in the cperation of the
combined cycle electric generating unit.

The 2rofect will have a generation capacity of about 100 Mw.
Tae coal gasification process uses the concept of partial oxidation
of ¢cal to produce a medium 3Tu gas approaching 300 34w per cubic
foot. Coal Iis ground and zixed with water TTo form 2 slurry. The
slurry 1s fed 4Znto the gasifier with oxysen where partial combustion

ot W
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takes place. The resulting gas 1s ¢cooled in 2 reaction heat steanm
generator prior te cleanup. Most of the ash will be removed as
slag. ZIRemaining particulate matiter is removed from the zas ia
carhon serubbers. Carbonyl sulfide and hydrogen sullide contamine—
ation are removed In a sulfur removal and recovery system. The
cleaned gas will be burnmed In. 2 gas twrbize which will In turn
drive an electric generator. Ilectricity produced by the Projecs
Wwill De transmitied to Zdison's service center over the existing
200 kv transmission system. NoO new offsite transmission facilities
will De regquired. It 45 estimated that the full load net heat rate
of the Project will be approximately 11,000 Btu/kWh for an efficiency
of ajhout 31 pexcent.

PROJECT QRGANTIZATION AND FUNDING

Zdison presented, through Its project manager, the Zdiscn and

Texaco agreement (Agresment) dated July 31, 1679 and first amendment
€0 dated Pabruary 5, 1580 which provides for the Joint ownership
o the Plant by eackh present and subseguent party to the Agreement.
Zack parety will cwn an undivided percentage Interest based on its
capital contribution tO the 2Profect. AL all times Zdison wall
TeTalin . ownership of the plant site. AT The present time Texaco,
Zdison, axnd the Zlectric Power Research Institute (ZPRI) nave

agreed ©0 contribute 2 total of $100 z=illion towards funding of

The 2rolect, and 1t Is expectad that other organizations will

beccme parties t¢ the Agreement and contridbute capital.

Texaco and Zdison aave each commitved $25 mallion to ta
Project, and EPRI zas committed $50 million. 3Sechtel and General
Slectric are in the finzal phases of negotiations to cemxmit 325
aillion, —espectively, totaling one-pall of the estimated capital
cost of $262 million. Negotiations alse have bDeen started with
Pacific Gas and Electric Cempany for Ltvs parxticipartion in =k
2roject. Zdison's witness further stated that the target date for
full funding of the Prolfect 4s the end of 1580.

g
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The Agreement provides that the Project willl be funded by
the contributions of parg;qipants ané sponsors. Each particirpant
will commit 2 ziaioum of $25 miAllicn te the Project and will agree
o assume a proporticnate share of all Zrofect costs. Zach
sponsor agrees o cammit a nindzum of $5 millionm but lLess than $25
afllion to the Project and wilill agree T0 assume 2 proportionate
share of all ProJect costs up to the 2mount of its CORTTIDULLON..
AlL participants except EPRI will be subfect to unlimited llability,
and 1t i1s contemplated that participants will Indemnify sponsors
for Liability incurred 1n excess of thelr convridutions. Funding
of the Project will be totally Tinanced through the above-descridbed
commitments. The Agreement does 20t provicde for additvional cutside
money in the 2roject or for the issuance of any bonds or other
Zerms of long-term dedt Dy the Project.

The Agreement: provides that a 3oaxd of Control will de the
governing body for the Project and will be comprised of eack
farticipant who will have one vote. A two=thirds vote of th
3card members without a dissenting vote by Zdison or Texaco will
be required for all decisions although this aspect zay be changed
to expedite the progress of the Project. A Management Commities
will be the operations group and will report to the Zoaxd of
Control. The Committee will be comprised of eacz participant who

will have one vote; decisions and directions will require 2

TWo=thinds vote except that 1L Zdison or Texaco cast 2 CQissenting

vote, the matter aust De submitted To the 3caxrd of Control for

resolusion. Sponsors will have 20 2roject Zanagement responsibilities
Zéison will supply the coal to be processed by the 2rofect,

WLll mevain title ©o the resulting syathesis gas, will operate the

combined e¢ycle unit, and will own the electrical power produced Irom

the synthesis gas fed into the combined cycle unile. IZdison will

P27 the 2rolect a fee for the processing of Its coal., The amount

£ the fee patd for gas consumed by the cimbined cycle univ will

be based upon 2 formula Intended (assuming the Plant achieves an
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average operating capacity of 77 percent) ©o repay to each narti-
¢inant (except Zdison) 4ts net capital plus its pro rata share of
the Zroject!s estimated operation and maintenance costs arxd to
Tepay o eack sponsor cme=ball’ of Lts capital contridbution. The
fee which Zdison will pay for synthesis gas, which may be sup PplL

in the event of temporary interruptions in the operation of the
combined ¢ycle generating unit tto an existing Talson-owned gererat-
g unit located at the Planmt site, will be calculated on 2
replacement fuel ¢cost basis.

The Agreement provides that at the end of the estimated

uration of the Profect (seven years) or upon earlier termination,
e 3oard of Control will dispose of the 2lant. Zdison will have
>ight of firxst refusal 0 purchase the Plant or any discrete
orTions thereof. The price at which Zdison may exeres its
188t of first refusal will be the lesser of (2) the highest bona
Tilde offer Zoxr the Plant or any discrete portion thereof net of
Qispantling and 2lant site restoration costs and other costs of
the sale, or (b) the amount of unrecovered net capital plus
estimated net salvage valve. TRhe »roceeds from the sale of th
Plant will Ye distributed o participants (except Zdisoz) and
sponsors: (1) to cover demolition ané Iestoration COSTtS, 47 any;
(2) to cover previcusly unrecovered Operation and maintenance
cosTs, 4if any; and (3) as a return of net capital plus estimated
net salvage value. ZIxcess proceeds, 1L any, are payabdble %o Zdison
ane would flow tThrough to the —atepayer.

The Agreement provides that participants and sponsors will
recelive certain royalty payments and/or grants and licensing righes
ére_ Tences related to the technology Ceveloped by the 2roject and
access T Information relating T0 the technology and cperations of
The 2-oject.

The Agreement provides that the ?rojeet will terminate:

(a) after cornducting Plant tests for 2 period of a2t least seven
vears; (b) Af either Zdison or Texaco withdraws, however, th

g
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?roject may continue in existence up to seven years 1L The remain-
Ing participants decide by unanizmous vote £0 continue the 2roject;
or (¢) on the hankruptey, insolvency, ox liguidation of any partici-
Pant, unless otherwise decided by unanimous vote ¢f the remaining
participants. |
The Agreement provides that the Zoard of Control may also

terminate the Project at any tixme upon the unanimous vote of its
zembers. In addition, the Projfect will be termimated 1T any actlion
o> inaction by this Commission or other state or lelderal agencies
would significantly delay or inpede the 2roject Or prevent Tecovery
L net capital or recoverable COsSTS.

2ROJZCT COSTS

Zdison's project manager testiflied that the total estinarted
capital expenditures for the constouction of the 2roject is esti-
zated To be $292,000,000 and that In accorcance with the terzs

£ the Agreement, the net estimated recoverable capital for the
serticisants, exciuding Zdison, was $168,300,000.F The full
$168,300,000 wall bSe reimbursed only 1 the 2rofect operates

at an average capacity factor of T7 percent over the seven-year
cemensIration perioQ. ARy capacity Jactor less then the 77 percent

goal will proporvionally recuce tThe relimbursement. Any capacity

Jactor greater taan 77 percent will not increase the reimbursement.

1/ The net recoverable capital will be reduced If the Project

aTora2ets "sponsers,™ who will recover only one-halfl of thelir
capital contributions. Alse, the net recoverable capictal
will be reduced by 10 percent if the Internmal Revenue Service
approves an Znergy Tax Credit for the 2roject.
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Purther, the witness testifled that the total operating
expense for the seven-year demonstration period 1s estimated to be
$302,025,000 for the Zuel processing fee axnd 3$176,350,000 for the
cost of coal used in the process (both 2t a 77 percent capacity
factor). The witness explainedfthat the fuel processing lee Is
calculated ©0 cover the estimated operating axnd maintenance
expense of the coal gasification faclility and the net recoverable
capital of 5168,300,000. Zdison proposes that the above-astimated
3478,419,000 be furniskhed by the ratepayers to the Project through
ZCAC rate proceedings over the seven years of the cemonstration.

Toe witness also stated that Zdison proposes to place its
525,000,000 participation share In rate base and amortize It over
the seven-year demomstration pericd (20t to be recovered through
ZCAC). A total of $53,088,000 would accerue to Zéison during the
demonstration pericd through base rates when & 12 percent rate of
return is inclucded. The total amount tto be charged ratepayers In
ooth dase ravtes and ZCAC over the seven~year demonstrration period
of this coal gasification facility is estimated to be $531,507,000
at a 7T percent capacity factor. The fuel processing charges were
estimated by Zdison to increase the ECAC bHilling facts by .035#4/kin,
a2t or above 2 77 percent average capacity factor. Inclusion of
Zdison's $25 million investlent iIn rate base would ralse base
rates By .0L0Z/kWh. 3Both increases would Occur OVer the seven-year

1ife 0f tThe Zrolecst.

STAFT POSITZON

The Revenue Requirements Division (staff) reviewaed the cost and
Dave impaces

£ the Project and submitted an alternative cost recovery

Jetheoc or thils Froject. For the purpdses of sals proceeding, tTh

stall acceprted Zdison's projections of a $292 million capital coss

an@ $531 million total cost for the Project. The safs also agraad

that the proposed repayment t0 participants, other than =dison,

0
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of all their capital contridvutions and repayment %0 sponsoﬁs of only .
one-hall of thelir contributions through ZCAC 45 falir and »easonable.
Zowever, the stal? takes issue with (1) Zdison's request for the
racovery of the entire $531 million Project ¢cosT Ifrom the rate~
payer during the demonstration period, and (2) EZdison's proposed
Tecovery through hase raftes of 1Ts own capival contribution with
a return.
The stalfl points out that most of the techrnology involved
*h.s »oJect Ls proven, but the 2rojfect will be the first
commerﬂ_a*-sized combination of a combined-cycle facllity with 2
coal gasifier. Consequently, there is 2 less than five percent
Probability that the 2xoject will not generate elect‘ic:ty.La/
Zowever, regardless of the amount of electricity generated, the
2roject -esults may show that the combined technologies are not
economically or envirormmentally féasible in Californfia.. In that
event, the ratepayer would pay the total Project cost of $531
aillzon L2 endugh electricity 1s gemerated to achieve an average
capacity factor of 77 percent over the seven-yesr demonstration
perioc. ATt The same time, however, coal gasification would not be
a commerclally proven process in this state, and the ratepayer
would have gzained wvery little at great expense.
The stalf characterized the various henefits that may acerue
from the Profect as "tangibvle™ and "iatangible” benefits. A
"cangible™ benefit is the electricity that will be genmerated from
the Project while "intangible benefits Iaclude the rights $0 th
tmedacyele factlity at salvage value, royalty Income tThat
zay he received from patents Or other licenses developed from the
2roject, tThe royalty credivs Jor Jutwre use of Texace's Coal
Gasification Process by Zdison, and the possible advancement of an
alternative technology which will reduce the utility 1ncustry's

la/ If the °*ozec 15 a complete fallure and does nov generace
any elect ity, _di.o will request racovery only of its
capital investment Witk no return component. Since the capacity
factor of the ProjJect would be 0 percent, the ratepayer would

-~

noT pay any "fuel processing fees” through ZCAC.
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dependence on imported oil.g/ The starfl’'s characterization of

"tangible™ and "intangible™ bernefits distinguishes between the
benefits tThat naterialize dwring the demonstration perifod and
those that may occeur afterwards. In the stall's view, Zdison's
ratepayers during the seven-—year demonstration period should not
Ye asked to pay for more than what they are recelving. The staf?l
2alntains that the customers during that pericd benefit only foem
vhe electricity that is generated Ircm the Project. Accordingly,
the stall asserts that these customers' financial support of the
2roject should be limited to The value of electricity they receive.
All other costs Lacwred during the demonstraticon period may be
charged To future ratepayers, those customers whe at the c¢onclusion
of the demonstration perilod may reap the rewards of the "intangihle”
Senefits.

The 3Tafl offers two Teasons I support Of 1ts cost recovery
zethod. TFirst, the stafl contends that 1ts method 4Zs the most

ecultable allocation of costs and benefits of the Project. Txnder
Zdison's proposal, all costs of the Project may be pald for durixg
the demonstration period by the ratepayer. Under that proposal,
the present ratepayer bears the eatire cost of developing ax
lterzate technology while futwrs consumers 0F electricity derived
wrom ¢oal gas would recelve 2 large share of the 7roject benefits.
In comparison, tThe stall contends that 485 method limits the ratew

payexr’s contrihution during the cemonstratlion period %0 the value
of electricity received; the excess ¢C3t Of electricity produced
oy the 2rolect would he set asicde until after the demonstrascion

Zdison's project manager testililed that Zdiseon does not have
ny plans for coal zasification facilitiles in this decade and
that L this Project L1s successful, coal gasificatvion will

become & viable alternmative for the following decade (18907s).
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period when ccal gasification is a commercially proven technology.
In this way, the star’ argues that the true beneficlaries of the
Froject would be required to pay a share of the demonstratio

¢cost for advancing coal gasification technology.

Second, the staff notes that Edison’s proposal allows it
to recover its $25 million capital Investment plus a 12 percent
return regardless of this Project’s performance. Idison would
2ave no ecencmic stake In the success or fazlure of the Prolect
since Lt would reccver $53.088 mfllion thrcugh base rates wioether
or not the °‘03ect demonstrates the commercial feasidility of
coal gasification in Califormia.

. Under the staflf methed, Zdison woulld not recover all Project
costs during the demonstration period. Instead, ¢osts exceeding
the value of electricity would be leferred until after the dexon-
stration period. I the Prolect is successful, 3/ then the defarmed

costs, acerued allowance for funds used during constructzon (AFTDC),
and a retuwrn would be paid by the ratepayer. If the Prolect is
unsuccessitl, then only the deferred amount would be paZd by the
ratepayer over 2 five=year period. The stall contends that iTs
zethod gives the Commission an opportunity o evaluate the 2roject

T the conclusion of the demonstration pericd. v the same tize,
Zéison is given an Incentive to aininmize the costs of Thls Prolect
and T0 ensure that the Project 1s successful. The stall convtencs
That 12 a utility does not have an econemic stake in the cutcome

-

The stalfrs definlition of a "successful™ 2roject neans that

the Zr0Ject must prove the commercial feasibilitcy of coal
Sasification i California. The 2rojfect will be cons: dered

a success by Tthe stafl if Lt shows that coal ~as:ficat is

an economic and e*v**onme“ta_.f sound alterzmative ©0 es*ab"* L1ed
energy rasources and leads to the construct o: of other

larger ¢oal gasificavion facilivies., Zéison's concept of 2
"successful™ Project is based on th e cabac:ty factor achleved

2y the 2Prolect during the demonstr n period., If th
2roject reaches an average capacity “ac*o* of T7 pevcent over
the demeonstration period, the Project would be considerel 2
suceessiul deaonstration.
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of a project, then the ratepayer has n0 assurance that the utility's.
management will be reasonably prudent in the ‘selection, constructlon, |
operavion, and nanagement of commercial demonstratlion projects.
Lastly, the staff notes that il the Commission finds that the
2roject’s facilitles are not public utility property as requested
by Edison, then Zdison’s $29 milliom capital Investment cannot be
included in rate dase and Tecovered thﬁéggh base rates1£/ The
stalfl maintalins that the ratepayer cannot be compelled to pay a
Tate of ceturn on property which 1s not dedicated to public use.

ISSUES PRESENTED

This project is the second application brought before us

for certification of a powerplant cdemonstrating an alteqnative
energy technology. The first appilcation involved San Diego Gas
and Zlectric Company’s (SDGXE) Seber Binasy Geothermal Prolect,
A.56280. We authorized special ratemaking treatment for the Zeder
2rolect because of SDGEE's marginal financial condition. Iz doing
S0, we emphasized Tthat because of the special circumstances
izvoived Iin The applicavtion, that cdecision did not set a precedent
for other projects. (SDGLE Heber Binary Geothermal 2rolect (1680)

coTC , Decision No. 91271 issuved Jamuary 29, 1880).
Thus, this 2roject appllication will be oux finst resolution’ of the
Lzportant econcmic issues ralszsed by ratepayer support of a commercial
cemonseration project.

Recovery of a rate of return through ZCAC 1s not permissidle
since fuel adjustment clauses cannot contaln any element of
orofit for the utility. (Southern Cal. Ed<ison Co. v. 2ublic
Tedilities Comm. (1578) 20 Cal.3d ol3, ¢ld, ©lS.)

14
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The issues and questions raised in this application are as
follows:

L. To what extent and Iin what manner should
electric utility customers finance or otherw
wise support the construction and operation’

of a commerclal-sized demonstration power
pLant? '

Is the $531 million total cost of this Project
and Edison's proposed recovery of that cost
reasonable and acceptable in terms of rate
Impacts on Edison's customers?

Is the Joint venture or any of the partici-
pants organizing the Project a public utility
subjJect to this Commission'™s Jurisdiction
wader Public Utilitiles Code Section 2162

DISCUSSICON

A Ratevayer Suppnort of Commercial Demonstration Projects

One goal of regulation Iis to attempt t0 match benefits with
COsts, l.e., to Try TO assure that the beneficiliaries of a project
Pay the ¢ost of that projJect. An equitable allocation of the
benefits and costs of a commercial demonstration project I1s somewhat
difficult to make for a number of reasons. First, the benefits
of such 2 project cannot be foreseen with certalinty, and, conse-
quently, 4t 1s nearly impossible %0 identify those Iindividuals who
will beneflt therefrom. Second, most of the benefits from 2
demonstration project occur after the demonstration activity is cone-
clucec; however, most of the cost of a project obviously must be paid
PrIOr to and during the‘life of the project. Because of the
difficulties in allocating ¢osts and benefits of commercial demon-
stration activities, a large portion of those activities usually
are subsidized by government grants. In this way, the financial
burden is carried by the general body of taxpayers instead of a
single group of customers.
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Unfortunately, Edlson so far has not attempted ¥o obtain
federal grants for the Project dut has solicited funding only from
private sources. ZEdison’s project manager stated that federal
funding has not been sought because of the length of time iavolved
In applying for federal grants and the conditions usually attached
to government funding. In the event that Edison 1s ungble to
secure sulficient pri@ate funding, Zdison will apply for federal
funding of the outstanding amount. If private contributions are
inadequate, we expect Edison 0 pursue all possible sources of
federal funding, Iin particular any loan or grant programs established
purswant to the Energy Security Act of 1980, recently enacted by Congress.

- As an Inducement for private investment, Zdison has requested
that nearly all of the costs of this Project be paid for by the
ratepayer during the demonstration perdiocd. In other words, Edison
seeks TO impose on 1ts ratepayers the risk that the Project s
unsuccessiul even with achilevement of a 77 percent average capacity
factor. Other participants and sponsors in the Project share the
risk of lower capltal recovery 1f the Project does not reach the
targeted 77 percent capacity factor. Edilson, however, seeks a
guaranteed recovery of its entire capital contridusion irncluding
a return. )

We agree with the staff that there are benefits in this
Project that will acerue to both present and future consumers of
electricity derived from coal gas. Present consumers receive
the immediate benefits from electricity produced by the Project.
Future consumers will benefit from the development of coal gas-
ification into an economic Industry. Presumably, the Project will
show whether the coal gasification process can produce électricity
in the Califormia environment at a cost reasonably competitive with
the cost of other established sources of electricity. Therefore,
we find that the staff's cost recovery method provides a matching
of costs with benefits of this Project that is reasonable and will
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adopt the staff proposal for that reason. The equitableness of
the stafl method is that it requires those who benefit from a
¢oal gasification industry to pay for the demonstration cost of
develcoping that industry.

The staff initially approximated the value of electricity
that will be generated by the Project using Edison's system
average price of 8.5¢/kWa. Edison advocated use of a marginal
cost of ll.5£/kWh to calculate the value of electricity. We are
of the opinion that marginal cost 1s appropriate for a commercial
demonstration project of this type. Since the development of
alternative energy technologiles i1s extremely important both for
ratepayers and soclety, 1t Is reasonable to encourage the develop-
zent of these resources by authorizing Edison to charge 1ts marginal
cost for electricity ﬁrodueed from the Project.

Using a marginal cost of ll.Sﬁ/kWh,E/ the cost of electricity -
To the ratepayer over the seven-year demonstration period would be
about $466 million 1f the Project achieves a 77 percent average
capacity factor. This would require Edison to carry the balance
of the $531 million total Project cost, amounting to $65 million
In deferred costs, until the conclusion of the demonstration
perlod. At that time, Edison may apply for recovery of these

deferred costs, including accrued AFUDC, 1f the Project results
warrant such recovery.

Edison's supervisor of regulatory ¢osts testified that the
average marginal cOSt over the demonstration period is about

1l.5Z/kWh. If 11.5¢/XWn 15 not an accurate es

L4

timation of

o1t 3 rent figure to
- Yy preduced bdy ¢
period . ¥y the P?oject
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Recovery of Project Costs.

Edison has requested recovery of the following Project costs
the seven-year demonstration period:

Operations and Maintenance Expense $103.72 {(million)
Net Recoverable Capital $193.3

Total Fuel Processing Fees $302.029

Coal Expense ' ' $176.390
Edison's Capital Cemtridbution $ 53.088

Total Project Cost $531.507 (miiliozn)

Zdison proposes that the fuel processing fees and coal expense are
to be recovered through ECAC. Edison's $25 million capital

contribution, including a return, amounting to $53.088 million is
T0 be recovered through base rates.

1. ECAC Recovery

The staff did not review the projected ¢coal expense or the

. estimated operations and maintenance expense for the Project. At
the time This proceeding was submitted, Edison had not secured a
coal supplier for the ProjJect. Accordingly, the reasonableness of
those expenses must be shown by Zdison Iin future ZCAC proceedings.
Qur acceptance at this time of these two cost items does not fore~
close the staffl or any other party from exmmin_ng those expenses
in an ZCAC proceeding.

The estimated capital cost of the Project 1s $292 million.
Approximately $198 million is net recoverable capital which is to
be returned to participants in the Project through ECAC collections.
Edison’s project manager testified that the capltal cost may be
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overstated by as much as $40-50 million. The attraction of

"sponsors” and the approval of an energy tax credit by the IRS may

reduce the net recoverable capital by as much as $50 million.

Thus, the net recoverable capital may be as low as $148 million.
Additionally, Edison's project manager testifled that there

i1s & less than lofpercenx probability that the Project will operate

at or above an average 77 percent capacity factor dufipg the

demonstration period. . As a result, the capital actually collected

through ECAC may be less than the allowable net recoverable

capital since the amount of capital pald back to participants and

sponsors is controlled by the capacity factor achleved by the
Project.

With the above observations in mind, we find that the recovery
tarough ECAC of fuel processing fees and coal ‘expense 1s reasonable.
Since we adopt the staff method of cost recovery, the recovery

through ECAC during the demonstration period 1s limited to the
value of electricity produced by the Project. We expect Edison to
use 1ts best efforts to ninimize expenses and direct the stall <o
examine the Q&M expense and the coal cost in the upcaning ECAC
proceedings. We also note that the amount of net recoverable
capital may be significantly less than the projected $198 million
stated Iin the application. Since we are adopting the stafl method
of cost recovery, Edison will not recover all Project costs duwring
the demonstration pericd but will defer recovery of costs exceelding
the value of electriclity generated at the Project. We believe the
deferral of any excess ¢cost gives Edison an Incentive T0 ninimiZe
the capival cost by actively soliciting sponsors for the Project
and establishing eligibility for tax credits.

2. 2ase Rate Recovery

Edison requested recovery of its $2°5 million capital contri-
butlion through base rates so that 1t could earn a return on Iits
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investment during the demonstration perlod. However, at the same
time, Edison requested the Commission t¢ £4ind that the Project is
not a public utility. We make such a finding, as explained here-— - -
after, but then cannot allow Edison to enter its $25 million share
in Eggrpublic utility prOperti into rate base. Property which has
not been dedicated to public use 1s not properly included in rate
base. IFurthermore, we will not authorize recovery of Edison's
capital Investment including a rate of return through ECAC since
the fuel adjustment clause 1s confined to a dollar-for-dollar
Tecovery of expenses. Consequently, we are compelled to treat
Zdison like all other participants dwing the demonstration pericd.
Edison may recover its capital contridution through ECAC to the
extent that the staflfl cost recovery method will permit such recovery.
AT the conclusion of the demonstration period, Edison may apply

for recovery of any deferred cost, Including AFUDC, and a return.
If the Projfect does not succeed -~ '

/$Nh—MR—4&n&‘dﬁ%ﬁf?ﬂ:ﬁmfbfrvﬁﬂﬂﬂﬂf
plus an AFUDC factor accrued during the. seven-year deMonstration  #
pericod. The purpose of this Project 1s to test the commercial
feasidbility of coal gasification in California. Whether the Project
results indicate commercial feasidility or infeasidility, the
demonstrastion purpose will have been met. AFUDC covers the in-
vestors' risk when a Project 1s undertaken and carried through

to completion, and Edison's investors will be entitled to compen=-
sation for the cost of money used during the demonstration phase.

I2 the Profect 1s successful, then recovery of the deferred cost,

acerued AFUDC, and a return will be authorized.
The net effect of the stalfl method of ¢ost recovery 45 similar

to our present accounting treatment of construction work Iin progress

in that the investor i1Is compensated when the demonstration phase is
concluded and the plant is included in rate base at which time it

can earn a rate of return. The cost of any deferred money used during
the demonstration period but collected alfterwards 1s accounted for
through the addition of AFUDC to the investment. In this way, the
financial burden 1s shifted from present ratepayers ©o future ratepayers
to account for the entry of the plant facilities into regular utility
service at a future date.
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C. Public Utility Status

A remaining issue 1s the applicant's request for a finding
that the joint venture or any of the participants in the Project
1s not a public utility as defined dy Section 216 of the Publlec
Utilities Code and therefore not subject $0 the Jurisdiction of
this Commission. That request was based solely upon Section 246
of the Putlic Utilities Code.?’ .

The staff pointed out during the hearing that Section 246
applies only to contracts approved by the Commission prior To
January 1, 1979. The Texaco/Edison Agreement upon which this
Project 1s structured 1s dated July 31, 19679 and was filed with
the Commission on November §, 1979. Clearly, the provisions of
Section 246 cannot apply to this ProjJect application since the
Texaco/Edison Agreement was 2ot even submitted for approval dy
the Commission before January 1, 197S.

Edison's project manager explained that the request for an
exemption from Section 216 was caused by the desire of other
participants to avoid regulation by this Commission and other
regulatory agencles. A finding that the ProJect L1s 2 public
utility and therefore that participants in the 2roject are subject

to the jurisdiction of the Commission would deter capital funding
from private socurces. To avoid that problem, Edison and Texaco
structured this Project s0 that Edison purchases all ¢cozal fed into
the coal gasifier and owns all electricilty generated from the
combined-cycle unit. The Project, however, 1s a Joint venture,
and the participants have undivided interests in all project

Section 246 was added to the Public Utilitilies Code to facil-
tate a2 sale and leaseback of SDG&E's Encina 5 generating '
unit to Lloyds Bank of California. See SDG&E Encina 5 (1978)
84 CPUC 105 (Decision No. 89067 issued July LI, L1979).
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facilities. (Texaco-Edison Agreement, Section 3.1.) Edison
does not retain an exclusive ownership interest in the combinecd-
cycle unit although it is the primary operator of the unlt.
Section 216 defines as a public utility every gas and elec-
trical corporation. Sections 218 and 222 define gas and electric
corperations respectively as every corporation or person owning,
controlling, operating, oOr managing any gas or electric plant for
compensation in California. Sections 217 and 221 define gas and
electric plant as all real estate, fixtures and personal property
owned, controlled, operated, or managed to facllitate the production,
generation, transmission, delivery, underground storage, or Ifuwr-~
alshing of gas or elecetricity for light, heat, or power.
| The Project falls within the Section 216 definition of 2
, public utility both as a gas corporation and as an electrical
corporation.. The ceal gasification facility would be "gas plant”
operated to produce gas for power within the meaning of Sectlion
217. The combined cycle unit clearly would be "electric plant”
used to generate electricity for light, heat, or power. The
Project participants then would own, manage, and operate both zas
plant and electric plant; consequently, the Joint venture could
be considered both a gas corporaticon and an electrical corporation.
The only limitation on the bdbroad language contalned Iin
Sections 216, 217, 218, 221 and 222 is the prerequisite that
property must be dedicated to public use before 1t 1s sublect To
public utility regulation by this Commission. (Richfield 0411
Corn. v. PUC (1960) 54 Cal.2d 419; California Water and Telenhone
Co. v. 2UC (1959) 51 Cal.2d 478.) In the Richfield case, the
Court cdetermined that the Richfield 041 Company by delivering gas
t0 Southern Californiz Edison Company's Mandalay steam—electric
plant had not dedicated its gas reserves and pipeline transmlission
facllities to public use. The Court relied upon the fact that
Richfield's gas was delivered and sold pwsuant to a negotiated
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contract with Edison and that similar service was denled to Others.
(Rechfield, supra at 439.) Because Richfield had never shown

a willingness to sell gas ¥¢ the public or to offer its plpeline

for the public transmission of gas, the Court concluded that Richfield
was engaged in nompublic utility activities and was not a public
utility subject to the Commission's Jurisdiction. (Richfield,

supra at 435, 441.) ‘

This Project resembles the Richfield case since Edison pur-
suant to contracts negotiated with each participant will pwrchase
all coal that is processed Into gas and will own all the electricity
generated by the combined-cycle unit. Gas or electricity produced
by the Project is not directly avallable for sale to any other
party. Furthermore, the prinary purpose of the Project is to demon-
strate the commercial feasihility of a coal gasification-combined
cycle facility. The ProjJect will not bve constructed as a generating
resource to drovide gas or electricity to the public but as an experi-
mental Zfacility To allow the participants to test cilferent tyves oF
¢oal at a gasificartion-combinea ¢cycle plant.

Tor the foregoing reasons, we find that although this Project
falls within the literal language of Section 216, the Project is
not a public utility as long as the participants do not dedicate
the Project facilitilies ¥o public use. Such a finding, however,
also precludes Edison's request that its $25 million capital
contribution te Included in rate base. 3oth the staff and Cexpany
witnesses agreed that nonpublic utility property is not properly
included in rate base. The reason for that 1is the ratepayer
should not be compelled to pay a rate of return on property which

is not dedicated to pudblic use. DBecause we adopt the stafl’'s

cost recovery method, which limits Edison's recovery during the
demonstration periocd to the value of electricivty at marginal cosst,
Edison will recover Iits costs solely through ECAC. However,
after the demonstration period, i1f Edison acquires the Project
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facilities and dedicates them to public use, additional recovery
through base rates may de authorized.

Pindings of Fact

1. The lLegislature in Public Resources Code Section 25651(db)
has specifled a need £or The development, demonstraticon, and
commercialization of new and advanced technologles such as coal
gasification.

2. On December 21, 1979, the California Energy Commission
(CEC) approved the Application for Certification, Docket No. 78—
AFC-2 of the Cool Water Coal Gasification Demonstration Project
(Project).

3. In 1ts decision, the CEC determined that the Project
meets the need specified in Public Resources Code Sectilon 25651(»)
and certiried an Znvirommental Impact Beport prepared pursuant
to the California Environmental Quality Act.

4. Mueh of the technology involved in this Project is
proven, and the pwpose of the demonstration i1s to ascertain the
econopic and environmental acceptibility of a coal gasificartion-~
combined cycle electric generation facility. . The applicant estimates

" a less than S percent probability that the Project will not
generate electricity.

5. The U.S. electric utility industry, as represented by
ZPRI, supports the proposed Project and will contribute $50 million
©0 the financing of the Project.

6. Coal gasification technology based upon Texaco's process
has been employed In small pileot plants and industrial facilitles
but has never been demonstrated in a commercialfsized‘power plant.

7. Edison is proposing to participate in the design, con-
struction, and operation of a 100-MV coal gasification combined-¢cycle

demonstration project at iLts Cool Water Generating Station near
Daggett, California.
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8. The extent of Edison's participation in the Project 1s
set forth In a nggotiated agreement with Texaco.

9. Edison currently is soliciting other participants and
sponsors for the Project and expects to obtain the required
funding from private sources. Grants from DOE or other government
agencies will not be sought until private sources are exhausted.

10. Staff has not made an Independent analysis of the coal
expense and O&M cost for the Project and has assumed the reason-
ableness of those costs as specified by the applicant.

11. The estimated total Project cost for construction and
demonstration is $531 million. The applicant proposes to recover
$202 million in fuel processing fees and $176 million 4in coal
expense through ECAC rate adjustments. The applicant's proposed
capital recovery through base rates amounts to $53 million,
Including rate of return, for the seven-year demonstration period.

12. The staff cost recovery method limits the ratepayer's
contribution to the value of electricity received during the demon-
stration period with recovery of all other costs deferred until
the demonstration period is concluded. Use of marginal cost 1=
appropriate to calculate the value of electricity generated by
this Project.

13. The staff cost recovery method matches ¢o0sts with benefit
of the Project in that futwre beneficlaries of a coal gasification
Technology will share the cost of this Project.

14, The staff cost recovery nethod gives the applicant an
economic stake Iin the outcome of the Project and a2 financial
incentive to select, comstruct, operate, and prudently manage'
worthwhile demonstration projects.

i5. Adoption of the stalf proposal will not require renego-
tiation, revision, or amendment of the Texaco-Zdison Agreement.

S
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16. Edison will purchase all coal processed in the Project's
coal gasification facility and will own 2ll electricity generated
from the combined cycle unit. No other individual or entity may
directly pwchase electricity generated rrpm thils Project.

17. The Project 1s not intended to meet the ‘electric generating
needs of Edison or to be entered into regular utility service, and
no attempt has been made to include this facility in Edision's
resource plans.

18. Other participants and sponsors may be deterred Irom
contributing capital to the Project If the Joint venture owning
and menaging the Project is found to be 2 public utility subject
t0 this Commission's Jurisdictlion.

19. Recovery through ECAC of project costs limited £o the
value of electricity is reasonable, including the repayment of
capital to participants and sponsors.

20. Edison's request for a finding that the Project does not
involve (a) the issuance of securitles, or other evidence of interest,
or ownership, or Indedtedness, or (b) the assumption of any obli-
gation or liability as guarantor, endorser, surety, or otherwise
in respect of the securities of any other persoh, firm or corpora-
tion, was not adequately supported or explained in the record;
accordingly, that request is deniled.

Conelusions of lLaw

l. The Legislature has specifled a need for projects developing
ané demonstrating coal gasification.

2. The CEC has determined that this Project meets the need
specified by the lLegislature for the development, demonstration,
and commerciallzation of coal gasificatlion.

3. The staff cost recovery method 1s preferadble and more ,
reasonable than the applicant's financing proposal since 1t better
matches costs with the benefits of this Prcject. The staff method
also is superlor in meeting the public interest as it gives the
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utility an Iizncentive to pramote worthwhile demonstration projects.
For the foregoing reasons, the stalf cost recovery method using
Edison's marginal cost to calculate the value of electricity is
Teascnable and should be adopted.

4. Since the Project is proposed for experimental reasons
only and since it is not intended to provide a reliable souwrce of
electric power t0 the public during the demonstration period, its
faclilitles have not been dedicated to public use, and the Joint
venture owning, managing and contreolling the Project 1s not a
public utility subJec?t to the Jurisdiction of this Commission.

5. The projected capital cost of $292 million is reascnable;
any capital expense exceeding the $262 million estimate must be
Justified as a prudent expenditure by the applicant bvefore any
recovery of that expense is authorized. In addition, the applicant
will be required to demonstrate the reasonableness of the Projecty
coal expense and Q&M in future ECAC proceedings. ‘

6. The applicant's capital contribdbution of $25 million to
the Project cannot properly be included in rate base until the
2roject facilitles are dedicated to public use as public utility
property. Accordingly, base rate recovery of $53 million, including
rate of return, during the seven~year demonstration period as
requested by the applicant is unreasonable and should be denied
because the Project is not normal electric plant in service.

7. Because the Coal Gasification Genmeration Act (1978).
provides that coal gasification demonstration projects are to bde
expedited by state agenciles, this order shall become effective
- on the date of signature.

IT IS ORDERED that:

1. A certificate of public convenience and necessity is
granted to Southern Californilia Edilision Company (Edison) to
participate in the construction and operation of the 100 MW
project entitled the Cool Water Coal Gasification Demonstration
Project to be comstructed at Edison's Cool Water Generation Station
in San Bernardino County.
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2. Edison iz authorized upon commencement of operation of
the Project to recover through ECAC costs of the Project limited
to the value of electricity generated by the Project during %the
demonstration period. All costs are subJect £0 review in an ECAC
proceeding.

3. Edison is allowed one year after the commencement of

" operations of the Project within which to file & combined cost
report for its participation in the Project and related struc—
tures, equipment, and facilitles.

L., No participant, sponsor, or other entity involved in
the ProJect shall solely by virtue of its participation in the
Project be deemed a public'utility'under Public Utilitilies Code
Section 216.

5. Ecison snall file prior to comstruction of tne Project
an updated report on the capital cost and ¢oal expense for the
ProJect. The report shall include a detailed explanation of any
cost overruns incurred or anticipated at the time the report is

. + submitted, and shéll include coples of any coal supply agreements.
The effective date of this order shall be the date hereof.

‘AUG 19 1930

Dated , at San Francisco, California.

u "‘ ‘; m"(;;;'esident

Commissionor Rickard D. Gravelle, volng
pecessarily absont, did not participate
282 in the dispesition of tbis procooding.




