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Deeision -------- !\t.:gust 18, 1981 
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Applieation of Pacific Gas anc ) 
Electric Co~?any :0 oeco=.c a ) 
?~~tici?~nt in the Integrated ) 
Cos.l Gasification Cor.:oincd ) 
Cycle De:onstration Progra~ at ) 
Cool ~atc= anc to autho=izc ) 

A??lication 60412 
(Filec ~~rch 31, 1981) 

conc~rrent recovery of its ) 
cxpcnclic\,;res ~es't;.lting f~o~ ) 
such participation. ) 

-------------------------) 
D~ni~l E. Gibson, Ch~rles ~. Thissel, anc 

Roger J. Peters. Attorneys at Law, f.or 
Pacific Gas anc Elect~ic Co~pany. , . app .. l.cant. 

Peter S. Reis. Attorney at Law, and ~ancy 
Halwarcl. :or Texaco Oil Co~pany • 
interested parey. 

Randoloh L. ~Ju, Attorney at Law, for the 
to~~ission S::aff. 

o PIN I 0 ~ 

19 0" -;:) • -t:. C 
<;I .. , .. acl. ... :.c as 

filed this application to: 

... Execute a Participation Agree~ent -Hith 
Southe=n Califo~ia Edison Com?any 
(Edison). Texaco, Inc. (Texaco), and 
other unna~ed entities and thereby 
financially contribute to and otherNise 
?artic::'?ate in the Cool :·7a::e= Coal 
Casif.::'c.:lcion Program (Cool ~,l~ter), .:::.nd 

2. Includ~ in its electric service tariff 
?rovisio~s which woulc enable it to 
recover on a concurrent basis its 
cxpe~di:~=cs =esul:ing fro~ ?ur:ici
?~tion i-::. Cool :':atcr . 
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PG&E is requesting concurrent recovery of a $25 million 
capital contribution. with no rate of return. It states in its 
application that if it is awarded the same rate recovery as that 
granted to Edison in Decision (D.) 92115 or as that requested by 

Edison in Application (A.) 60156, PG&E would not participate in 
Cool Water since neither mechanism provides it with the concurrent 
recovery of its expenditures which it feels are necessary for its 
participation. 

In support of its request for different rate treatment 
than Edison received, PG&t's application states that the roles of 
Edison and PG&E in Cool Water are dramatically different and 
therefore warrant independent rate treatment. Pc&E. for exacple~ 
will not obtain any electricity from Cool Water and therefore the 
rate recovery granted by D.92ll5 and clarified by D.93203 relating 
to the avoided cost of purchased electricity is irrelevant~ Further • 
Edison sought recovery in excess of $500 million~ representing fuel 
proceSSing fees, coal costs, and a return on contributed capital. 
PG&E asks only to recover a $25 million capital contribution with . 
no rate of return. Lastly, PG&E points out that Edison will sponsor 
and operate the Cool Water program while PG&E will only be a 
participant. Edison is in a control position. Accordingly, PG&E 
believes that the requested rate treatment will not interfere with 
the financial and operational incentives D.92ll5 imposes on Edison 
to minimize Cool Water costs. 

Public hearings were held on July 1 and 2, 198.1 before 
Administrative Law Judge Ma-ry Carlos. Testimony was presented by 
PG&E, Texaco, and the Commission staff (staff). In addition to the 
sworn testimony numerous letters were received from ratepayers in 
PG&E's service territory. While some requested further information 
about time and place of hearings in A.604l2, most expressed opposition 
to ~pproval of PG&E's application on the grounds that the ratepayers 
were already paying extraordinarily high bills and should not be 

asked to assume costs such as those associated with Cool Water. 
These letters are a part of the correspondence file in this matter • 
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Testimony of PG&E 
PG&E presented two ~~esses as part of its direct showing. 

Nolan H. Daines. Vice President. Planning and Research and 'V7illiam. 
Fairchild. Director of Rate Analysis, Rate Department. Fairchild 
also testified in rebuttal to testimony presented by staff. 

Daines testified that the funding and structure of Cool 
Water make it particularly attractive,. since the financial cooperation 
of several public utilities. industrial corporations, and a prospec
tive government grant allows PG&E to participate in the project for 
a small capital cost relative to the overall capital requirements 
for such a project. Cool Water ~ll also provide PG&E with royalty 
discounts, the opportunity to be re~bursed for its capital 
contributions. and the possibility of sharing in prospective royalty 
payments. 

Daines testified that Cool Water provides for hands-on 
training and experience in the design. construction, and operational 
shakedown of this technology and this experience would provide PG&E 
a substantial gain in technOlogy. Experience gained by PG&E engineers 
with the Texaco gasification process would have application with 
other gasifiers in an integrated combined cycle configuration or for 
production of medium Btu coal gas on a stand-alone basis. 

The t~ng of Cool Water would directly benefit a 
gasification-cogeneration project at Texaco's San Areo oil fields in 
Monterey County. which PG&E and Texaco are investigating as a joint 
venture. The Cool Water gasifier is scheduled to be operating before 
construction begins at San Ardo and the experience at Coo-l 'W'ater will 
enable PG&E to incorporate any necessary change into the ultimate 
San Ardo design. !'his in turn will minimize San krdo costs and 
maximize PG&E's ability to obtain the San Ardo cogenerated electricity 
and thereby expedite the annual displacement of 2.6 million barrels 
of oil • 
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On January 12, 1981, PG&E sent Edison and Texaco a Letter 
of Intent indicating its intention to participate in the Cool Water 
program. subject to certain conditions. including obtaining appro
priate rate recovery of PG&E's Cool Water expenditures. A copy of 
the Letter of Intent is attached to the application. 

PG&E is currently negotiating the final terms and conditions 
of its Participation Agreement. The proposed PG&E Participation 
Agreement incorporates as its basic terms and conditions the pro
visions of the Texaco/Edison Participation Agreement which was 
reviewed in D.92115. In addition, the PG&E Participation Agreement 
provides PG&E the right to approve any amendments to- the existing 
participation agreements and to consent to the addition of 
participants. PG&E is also authorized to station two observers at 
the site of any Cool Water activity. '!'hey will be provided offices. 
support services, and may be given Cool Water program assignments • 
PG&E may be reimbursed for these services if given. Additionally, 
the PG&E Participation Agreement provides that PG&E will be granted 
a 12-1/27. royalty discount to use the Texaco Coal Gasification 
Process (TeGP) for medium or high Btu gas applications and a 12-1/2% 
royalty discount to use TCGP for combined cycle electric operations. 
!he PG&E Participation Agreement provides that it will be governed 
by and construed in accordance with California law. A copy of the 
draft Participation Agreement is also attached to the application. 
PG&E has also discussed with Edison the possibility of executing an 
additional agreement whereby PG&E would obtain an option,. subject 
to certain conditions, to purchase a portion of the Cool Water Plant 
at the conclusion of the demonstration bu'C no ag-.reemen't has yet been 
reached on this • 
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PG&E believes ~ha~ if it is unable to participate in Cool 
Wa~er that the pro~am may be subs~antially deferred or possibly 
abandoned for lack of funding. Conversely. PG&E believes that if 
it does participate, it will encourage other u~ilities to decide to 
participate in the Cool Water program. Funding of the entire program 
is discussed in the testimony of Texaco·s witness. 

PG&E'describes the benefits to the ratepayers of its 
participation in Cool Water as direct economic benefi~s (reimbursement 
of capital and royalty discounts) and indirect benefits (potential 
reduction in the cost of new generating facilities by making more 
informed and timely decisions regarding resource selection. and 
increased system reliability resulting from the more diverse fuel 
mix made possible by conversion from oi1- and natural-gas-fired units 
to coal gasification-combined cycle units). Lastly. if coal gasifi
cation as a commercial technology is expedited. ratepayers would 
benefit through greater energy independence and a more environmentally 
compatible generation source. 

Lastly. Daines testified that if the Cool Water and San Ardo 
projects are successful. this technology could be applied to other oil 
field cogeneration projects which may initially use natural gas as a 
fuel and later be converted to gasify coal or petroleum coke as a 
fuel. Successful commercial demonstration of Cool Water will also 
expedite other synthetic natural gas (SNG) projects such as the WyCoal 
Gas SNG project located in Wyoming in which PG&E has signed a letter 
of inte~t to participate. Daines testified that by 1993. WyCoal 
could be producing 300 million cubic feet a day of SNG for use in 
California . 
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PG&E's second witness, Fairchild. described the proposed 
Cool Water Program Adjustment (CPA) tariff provision and the initial 
rates under it which PG&E proposed to become effective July 1, 1981. 

The proposed CPA procedure is similar to the Energy 
Resources Development Adjustment Project (EF~A) proposed by PG&E in 
A.60330 filed March 6, 1981. Fairchild testified that if ERDA were 
presently in place a separate application and proposal for a Cool 
Water adjustment would not be necessary. At the beginning of the 
program. and periodically thereafter. esttmAtes of Cool Water 
expenditures and jurisdictional sales will be made for each forecast 
period. Since aetual expenditures and sales will differ from the 
est~tes. the CPA rates are proposed to be adjusted periodically 
to match expenditures and revenues as closely as possible. T~ the 
extent that they do not match for a period, the difference plus 
interest at the commercial paper rate will be included in a balancing 
account to be amortized through ~he rates for the follo~g period. 
The CPA is designed so that only the net cost of the program is 
chargeable to revenue requirements and any reimbursement of capital 
or other income received by PG&E reduces the revenue requirements 
accordingly. PG&E proposes that adjustments to the CPA become 
effective April 1 of each year effective concurrently with but 
separately from its ECAC rate revisions for that date. 

Fairchild reiterated Daines test~ony that PG&E could not 
participate in Cool Water unless it received definite and t~ely 
rate relief. He testified that PG&E's financial straits and cash 
flow problems preclude it from making an expenditure of this size 
for energy development unless it is assured definite and timely 
recovery of the expenditures,. He noted that if the program does 
achieve an annual 77% average capacity factor over its seven-year 

-6-



• 

• 

• 

A.60412 ALJ/ek 

demonstration period" it is presently projected that PG&E 'Would 
ultimately be reimbursed for its capital contribution; however" the 
timing of that recovery is uncertain. Further~ an Edison wi~ess 
testified in A.5926S that there was less than a 10% probability 
that the program would achieve the 77% average annual capacity 
factor. Thus there is also an uncertainty regarding the amount of 
recovery PG&E would ultimately obtain. 

PG&E's estimated expenditures for the Cool ~ater program 
are as follows: 

7/1/81 to 6/30/82 
7/1/82 to 6/30/83 
7/1/83 to 6/30/84 
7/1/84 to 6/30/85 

Total 

$10.238.,000 
8,.953,000 
5,401,,000 

408,000 
$25,000,000 

For the forecas~ period July 1, 1981 to June 30, 1982 the CP'A is 
expected to look like this: 

Program Cost 
Estimated Income Tax 
Net excess of cost over 

revenues or net excess 
of revenues over cost 

$10,238,000· 
10,735,000 

Franchise & Uncollectibles 
(Lines 1 and 2 x .00781) 164,000 

Total 

The effective CPA rates for the forecast period, based on total sales 
of 57,938,000,000 kilowatt-hours would be: 

R.esidential 
Lifeline 
Tier II 
Tier III 

Nonresidential 

-7-
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PG&E proposes that the rate adjus~en~s be applied to each class of 
service under CPUC jurisdiction. except for sales made under contract 
to the Department of Water Resources, on a uniform basis. !he rate 
changes within the residential class for lifeline and nonlife line 
sales will retain, as far as possible, the existing relationship 
be~een lifeline and nonlifeline rates. 

The item for tax expense is included since there is no 
offsetting tax deduction to the revenue and if PG&E is to be made 
whole it would have to recover the associated taxes ~ the year it 
received the revenue from the ratepayer. It is PG&E's poSition. 
relying on the opinion of its Tax Department. that for tax purposes 
Cool Water expenditures would have to be capitalized and therefore 
a current deduction from revenue would not be allowed. PG&E expects 
to accrue some investment tax credits associated with the Cool Water 
program and possibly some energy tax credits, but it is no~ known 
the amount or the timing of these credits. When they are realized, 
PG&E proposes to flow them through to the ratepayer under the CPA 
procedure by showing a reduction in the income tax expense. 

If there were cost overruns (discussed more fully under 
the testimony of Texaco's witness), PG&E would include them in the 
annual filing for the rates to be in effect for the following year. 
To the extent that there are cost overruns of course, PG&E would 
ask to recover an amount greater than $25 million, although it does 
not contemplate a separate application for approval of recovery of 
the cost overruns. 
Testimony of Texaco 

Texaco presented one witness. James 1.. Dunlap. Vice 
President of the Alternate Energy Department, Texaco- Inc. Dunlap 
is also Chairman of the Board of Control of the Co<>l Wat~ program. 
Texaco appeared as an interested party and strongly supported the 
application of PG&E • 
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~"i:h ;l~cir cO:1cributio~ sho .. ..n\ at 

the :'igh:: 
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Texaco :nc. 
-.) . 
'::'~:"'SO:1. 

Eech:el Power Cor~or~:ion (Bcch:~:) 
!lcct:,ic Po~cr Rcsc~rch !nstitu:~ 
Cene~al Elect~ic 
P~~~ici~~n:s - L~::crs of !n:~n: 

?C&E 
J~?~ncse Consortium 

?ozzible Soonzo~ 
E~~irc S=~:~ Elcc:r~c Energv 

~cscn=ch Cor?or~tion (ESEtRCO) 

Ot~cr 

1'0::.:1.1 

$ 25.000.000 
25.000.000 
25,000.000 
50.000.000 
25~QOO"OOO 

~ 

25.000,000 
25,000,000' 

5.000,000 (not firm) 
• 

, , , 
20~OOO,DOO (fn kind) 

75.000,000 
$30.0, noo. 000 

o~r:ici~ntion. such .:l.S ?C&~, . . the J~p~nesc Consor:ium. 

tlnc. SFC. co~cs :0 :rui:ion. :hc ~u!1dinl.~ ·.-:ill scill be sligh:ly sho:-: 
of :h.:l: s:.:lt~ci .:LS :-\eCCSS;lry .::ncl toen<-! '!:'C~1~on:l~lc by chis Com:nission . 
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The funding gap presently facing the program is about $125 
million according to Dunlap_ If the Japanese Consort:ium. and PG&E 
come in, then the only real question is whether the remaining $75 
million can. be furnished by the SFC. This is a total unknown at the 
present time since this body is not duly constituted under the law 
today with a complete board of directors and has not been declared 
operational by the President of the United States. 

Notwithstanding this uncertainty in ftID.ding .. Dunlap 
testified that if PG&E were unable to participate in the program 
due to the Commission's response to this application. this would 
have a serious impact on the progr~_ Texaco feels that PG&E's 
partiCipation is very important to the ultimate' success of the 
program from a financial funding standpoint. Existing agreements 
among the participants in Cool Water require full funding of the 
progr~ prior to initiation of construction . 

Dunlap testified that it was important that Cool Water 
not be substantially delayed for many reasons including substantial 
increased costs, reassignment of key engineering and construction 
personnel. loss of service contracts. and penalty costs in existing 
contracts. to name just a few_More importantly. delay in receiving 
operating,. environmental, and economic data from the program will 
force California utilities to commit to known technologies for base
load power generating capacity ~thout the benefit of information 
which would allow an. alternative choice. Thus, California rate
payers will lose the economic and environmental benefits Texaco 
believes are associated with the gasification process to be 

demonstrated at Cool Water. !he effect of locking the resource 
planning choices into conventional technologies would be to inflate 
the cost to California ratepayers of electricity production beyond 
what tecbnology would require and could result in more Significant 
environmental impacts . 
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Texaco points out that there are also direct negative 
consequences to PG&E if its official participation is delayed, 
namely that it will not have full involvement with the design, 
the operations planning, and the management decisions which will 
continue to go forward but in which PG&E will not be able to 
participate on an equal basis unless its commitment has been 
secured. Texaco echoed Daines' statements about the benefits of 
working on a day-to-day basis in the program itself gaining the 
hands-on experience which is essential to efficiently and effec
tively use the technology in future electric generating plants. 

Texaco also discussed the relationship between Cool Water 
and the San Ardo program at some length. Cool Water will demonstrate 
the technology to be used at San AIdo. Cool Water would be the first 
scale up of the gasifier module that will be one of three used at 
San Ardo. San Ardo does not require completion of the entire Cool 
Water demonstration according to Texaco; however, it does require 
completion of the Cool Water design and initial operation t~ ensure 
incorporation of design ~provements in San Ardo. When asked on 
cross-examination what would be the effect on San AIdo if PG&E were 
not to participate in Cool Water and the program therefore did not 
go forward, Dunlap replied that in all probability San AIdo would 
never be built. This is because the t~ng is critical on San Ardo -
if there is a three- to four-year delay in Cool Water, then there is 
no longer adequate reserve life left in the San AIdo field to make 
the investment and write it off properly. 

In discussing cost overruns, Dunlap testified that each 
participant in the program has an opportunity to participate in a 
cost overrun on a pro rata basis and the individual can elect to 
do that. If the individual participant does not elect to do that, 
then that participant gives notice to the program to that effect 
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and drops out of the program. Then the remaining participants must 
unanimously agree on what course of action to take relative to 
continuing the program. Under the current participation agreements. 
a participant is entitled to reimbursement of its share contributed 
toward cost overruns through the normal capital recovery formula 
being applied against the cost of the progr~. Dunlap did note that 
there would be a greater risk of underrecovery being assumed by the 
participants for escalated costs. It is Dunlap's understanding of 
the current participation agreements that net recoverable capital 
includes any contributions to cover cost overruns and modification 
of the agreement would not be required ~ order to flow back to, the 
participants their share of any cost overruns. 
Testimony of Staff 

The staff presented one witness. Ray Czahar, hincipal 
Financial Examiner. Bearing in mind that PG&E had stated that it 
would not participate in Cool Water unless rate recovery were both 
definite and timely, Czahar prepared four possible regulatory options 
available to the Commission regarding PG&E's possible participation. 
The list does not purport to be exhaustive and Czahar noted that 
there may be variants possible within each option. In his opinion 
they,cover a broad enough spectrum of possible ratemaking treatments 
and short-term financial implications for PG&E. ratepayers. and the 
Cool Water project itself. The four options are set forth in the 
matrix below (see p. 14). 

Czahar testified that PG&E's current financial position 
should preclude Option A in that adding the additional risk attendant 
to participation in Cool Water under Option A would only exacerbate 
any earning and cash flow problems PG&E has. Czahar notes that PG&E 
shareholders would bear free market risks under this o~tion with 
only the expectation of regulated returns should Cool Water prove 
commercially viable • 
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Under Option B, PG&E would only have to generate $5 million 
to come in as a sponsor versus the $25 million necessary to be a 
participant. However, PG&E would give U? the r~ds-on" experience 
gained as a sponsor and Czahar ~estified ~hat the three- to four-year 
time advantage gained in use of this technology is probably worth the 
extra $20 million. He stated that if PG&E is to alter its current 
resource plan to substitute an alternative such as coal gasification 
for the present direct fired coal plants, then the experience as a 
program participant will enhance the possibility of making the change 
should the coal gasification technology prove economically and 
environmentally appropriate. 

Option C~ in Czahar's opinion is a realistic alternative 
to PG&E's proposal and assures PG&E of both definite and timely 
recovery. Option C requires establiShing a balanCing account. P.G&E 
would earn a return (using the last authorized rate of return on 
rate base) on the funds invested in Cool Water ana over the seven
year demonstration period one-seventh of PG&E's invesement in Cool 
Water would be amortized against rates. !he annual revenue require
ment to be credited to the balancing account during the demonstration 
period would consist of a return on any unamortized balance in the 
balancing account plus one-seventh of the total inves~ent by PG&E 
in Cool Wa~er as of the end of construction and start of demonstration. 
The annual amortization would be adjusted to reflect any capital 
recovered from the program. 

The return element recognizes the fact that PG&E is not 
building a plant for its own use, will not have any ongoing capital 
invesement to concern itself with, and is really buying information 
that can be used in the future for the ratepayer's benefit . 

-13-
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PG&E's Proposed Ratemaking 
Treatment 1 Expense capital 
construction as incurred 
against rates, 

Other Ratemaking Options 
A. Only allow PG&E to 

participate on the same 
basis as other project 
participants (except SeE). 

B. Allow PG&E to participate 
in Cool Water only as a 
project sponsor ($5 mil.) 
and expense $5 million 
against rates currently, 

C, Allow PG~E to particIpate 
on the basis that PG&F. fund 
the $25 million investment 
and recoup 111th of its 
investment during each year 
of the 7-year demonstration 
period. In addition, rG~E 
is allowed to collect a 
return on cumulative 
amounts in the CPA 
balancing account, 

D. Divert funding from PG&E 
~esearch and Development 
Program to fund invest
ment in Cool Water. 

• Comparison of PG6E's Financial and Ratemaking Proposal 
For Cool Water Participation to Other Ratemaking Options 

Impact of PG&E Impact on Rat~ers 

• ' 

o • 

)-
• 

Impact on Cool Water 

Allows PG&E to participate 
in Cool Water without 
taising capital. 

0\ 
o 
~ 

Must supply $25 million In ~educe8 by $25 million thel ~ 
capital and $25 million in income total additional capital N 

taxes during 1982-1984 period. ecessary to fund total 
~ 

Forces PG&E to raise $25 
million of capital and 
assume the risks of oon
recovery of its investment 
plus assuming loss of 
return during the con
struction and demonstration 
of Cool Water. 
No effect, i,e. does not 
raise any capital for Cool 
Water. 

Forces PG&E to fund $25' 
million Investment but 
assures recovery of and 
cash return on investment 
in a definite and timely 
manner. 

No impact. 

Are relieved of $50 million in 
revenue requirement during 
demonstration period and risk 
of non recovery of capital 
during demonstration period, 

Revenue requirement is redu~ed by 
$40 million durIng construction 
period. Could only lose maximum 
of $2.5 million vs, $25 million 
durin~ demonstration. 
Spreads out revenue requirement 
over a period of years. Does not 
require income ta~ payments 
during construction period. If 
project attains l1X capacity 
factor during demonstration 
period rates only reflect pay
ment to PG&E of carrying cost of 
capital investment. 

project and therefore 
enhances financial feasi
bility of project. 

(No impact. 

Negative impact in that 
the project must seek an 
additional particip3nt to 
replace PG&E. 

No impact. 

Rates would be $50 million lower INo impact. 
during construction period. 
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Czahar included Option D, which requires a transfer of 
funds from an approved level of research, development, and demon
stration expenses in the 1982 test year currently under consideration 
in A.60153 to allow the Co~ssion to reprioritize PG&E's research 
and development program in light of the proposed participation in 
Cool Water and at the same tioe lfmit total PG&E ratepayer support 
of research, development. and demonstration. Ooviously. other 
research and development programs currently contemplated as part of 
the 1982-83 test period would have to be deferred if Option D were 
to be selectedr 

Of the four ratemaking options outlined, Option C would 
be Czahar's recommendation to the Commission. 
Discussion 

PG&E has examined all four of the staff-suggested options 
and finds thee all unacceptable; Options A and C for lack of definite 
and timely rate relief, Option B for lack of benefit to the utility, 
and Option D because there are not sufficient funds in the current 
research. development. and demonstration program budget proposed for 
1982-83 availaole for diversion. 

PG&E took further exception to the cost to the ratepayer 
of Option C. It presented an exhibit showing that the total revenue 
requirement of Option C over the period 1981-1991 would actually be 
$61,382,000. ~~i1e not disputing the mathematical accuracy of the 
computation, Czahar responded that by discounting the revenue stre~ 
shown in Exhibit 4 at 15-1/2%, the net present value of that revenue 
requirement is about $25 million, which is the initial investment by 
PG&E in the Cool Water project. He made the same calculation for 
PG&E's proposed ratemaking treatment. and found the net present 
value of that revenue :t"e~ui:t"e~en: expressed in 1981 dollars to be 
about $31.33 million, leaving Option C the preferred choice from the 
ratepayer's standpoint. Czaha= used the utility's weighted cost of 
capital as a substitute for a consumer discount rate in making the 
calculation. 
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PG&E also presented Fairchild in rebuttal. Re testified 
that he prepared Exhibit 7. which shows the present worth of the 
PG&E proposal and the staff Option C proposal under varying interest 
(diseount) rates ranging from 0% to 207.. The two proposals have 
identical present worths at an asstmled disco1.mt rate of 12.23%. 
These varying diseount rates purport to refleet the average rate
payer's cost of money rather than using PG&E~s after tax incremental 
cost of money. From the viewpOint of the ratepayer~ according to 
Fairehild. the discount could vary from 0%, if you looked at it on 
a straight cash basis. to 5% if you use a passbook savings aceount. 
9% if the investment alternative is a credit union aceount, 121. if 
the investment is in money market aCC01.mts. and 18% if the financial 
alternative were consumer credit. PG&E continues to reject Option C 
as an alternative method of rate recovery for participation in 
Cool Water. 

~ As our prior decisions with respect to Edisonts 

~ 

participation show, we are very much in favor of the Cool Water 
project and wish to encourage PG&E to participate if at all possible. 
However. PGOcE has presented us with a "take it or leave it" proposi
tion that makes it difficult to balance the interests of the utility 
and its shareholders with the interests of the ratepayers as we have 
traditionally done. The all or nothing position on rate recovery 
taken by PG&E as a condition for i~s participation in Cool Water 
also makes it difficult to fashion alternative rate relief which 
might not burden the ratepayer so heavily as PG&E's proposal yet 
which would be both definite and t~ely, thereby meeting PG&E's 
basic need. 

-16-



• 

• 

• 

1\_60412 nf ** 

On the balo.nce, we a:-e convinced that the:-e will be-

in the Cool ·,'!~"::e"' ...... -oj ec" ~ - y. "'. ~e have not been convinced, howeve:-, 
by ?C&Efs showing in this p:-oceeding that th~:-e m~st be concur
~ent rate recove:-y ~or ~h1s ?roS~ct gran~ed in addition to ?C&E's 
substantial :-ate :-equeSt ~or ?~&D expenditu:-es in its pending 
gene:-al :-ate case, r..o;::' by the a!"g~ment that this pa:'t:!.c1pat10n 
should involve no possible risk ~or PC&S'z stockholde!"s. 

,/ 

/ 

Rather we believe that PG&S's participation in Cool Water should 
be seen as a part o~ its entire RD&D program and assigned an 
apP!"op!"iate pr1o:-i ty amongzt the othe:- pro.) ect s 1:-: that ..,ro~ra::1. / 

In it= general rate case testimony (A.60153) PC&E'z witness 
Cayot said that the Compa:-:y expects to spend more th~n $151,000)000 
on RD&D in the 1982 test year) o~ which $38,210,000 would be re-
covered as expense. Thiz 'I:ould result ::n ,:m expa:izion ot progra.ms 
at a rate considerably in cxcczz of t~e rate o~ geno~al inflation. 
Although PG&E's witness Da~nes stated that the ~~nds in the ?C&E 
RD&D budget suo~1tted in the penc!ng general ~ate case are needed 
where they a~e cu~~ently allocated, the Co~~iss1on s~at~ in it~ 
testimony on that budget has ~aised se~ious ques~1ons rega~ding 
the utility'S ?~oter~ed justi~ication of both the level ane the 
progra~ ei~ection o~ its RD&D budget. Based on the :-eeord in the 
gene:'al rate case:o ',re sha~e the staft' s concern a!'ld do !'lot teel that 
PG&E in its showing in this case has provided zufficient i!'lfo:'~~tion 
rega:-ding the relative ~erits or prio~!~y of pa~ticipation in Cool 
Hater vis a vis support o~ its othe:::- ?.D&D p~ojects. '~le conclude 
that there ',ofill be room ... :1 thin PC &E' S ;>:,oj ected RD&D budget tor some 
suppo~t of the Cool '.·io.te!" p:::'o.3 ect ... :i thout dis:,uptio!'l of: a viable, 
juztifiab1e RD&D prog!"a:n for ?G&E. jIe will the~~:-ore autho:-ize 
?C&E to support it:::;' $25 million p::l.~ticipo.tion in Co¢l ~";ater ou.t ot 
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its RD&D budget over the ~cxt z~vc~~l yea~s. This can be taken out 
of expense or capital expenditures but s~ould no~ exceed the fin~l 
level of expenditu~ez authorizec in the pending general rate case 
decision~ In this way PC &£t s contrlbution to Cool :':ate:" will not 
have an o.dditio:'lal im;nl.ct on the :-atcpaye:- over :,,~eularly authorlzed 
base ra.tcs~ 

As noted o.bove:- in autho!"'izing Edison's pa:-t1c1patlon in Cool 
Water we indicated that we believe that the project has rnc!"'it for 
California. If PC&E chooses to participate in Cool Water) we will 
keel' this commitmerlt clca:-ly in :nind in ou:- approval of an approp!"'late 
level 0::' ::'unding fo::- RD&D in the e:c:1cral !"':lte casco \'10 believe there 
is enough flexibility i~,erent irl the va~ious p::-opozals made on the 
record in the rate ca~c to suppo~t this project should ?G&E make a 
com:nl tment to ~ .. ....... . 

Ho~ .... cver, we do :1ot '::>elieve '~e should. oreer ?C&E to re-
direct this portion of its RD&D budget to Cool Water. ?G&E has 
made t!'le case irl this ?!"oceedi!'1E: that the Cool Hate!" project 
will have g!"eat be!'1ef~t for it~ r~te?ayer~ by allow1:1g ~o!" the 
dcvelop:ncn~ o!' a ne ..... mea!'1S oi' utilizing coal that may be accept::>.ble 
for Californ:l.a and by aidinc o.!'ld :lccclero.ting the San Ardo p:-oJect 
a!'1c ?ossibly othe!'" nO!'1-oil o!'" gas fueled cogene:-ation ?~jects. 
":e expect ?G&E to have its own inte!"nal ?~io!"i t:tes fo:' i tz RD&D 
p:-oj ects. In yea::-s of CO:1ce!":'l he:'e) ·~h:l.ch are largely the years 
cove!"ed by ?G&St z ?endi!'1g general rate case:- we believe PC&E 
should determ1rle how important Cool Wate~ is to its 10!'1g-te~ 
::-esource plarl!'1ing options when cO:'lpared · .... i th other p!"oj ects. 

?G&E :nay support Cool \-:atcr cO!'1tributlon '::>y w!'l:lteve:" 

sustain and considers app~op::"iate in the context of the ?cnding 
general rate case decision. We recognize that ~axi:'liz1ng expense 
treatment will allow i'or the :'lost ti:'lcly rate reliei' for PC&£, as 
the Compa:'lY dez:t!"'es. Howeve::", PC&E in its RD&D ::"cpo!"t d.emonst::"ated 
substa:'ltial capital budget ::'n the ?D&D area a:'ld some of t!'lis 
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:n~y be dcfe:-:-ed fo:- Cool "oJat~:-. Thuz, although ~he ~ucztion o.ie 
a:-ize in ~be p:-occ0ding az ~o ~he~he:- ?C&E would ~e able to 
capitalize p~rt or all of its Cool ~ater contribution with 
bo:-:-o·..:eo. funds> to t!'ie extent that PC&:E substitutes Cool :':ater 
fo:- other capital p:-ojects in its ?D&D budget we concluo.e that 
capital acquisition shoulo. not be a constraint under Option D. 

Since ":.he capi":.alized Cool ~·la":.e::- costs · .... ould not. go into :-ate 

base (since as in Edison's case the projec":. is not utility plant» 

PC&E may request (in future rate proceedings) that they be 
amortizeo. o.uring ":.he demonstra":.ion period, incluo.ing an allowance 
for A..·~·UDC. 

We also note there that if the project attains a 77% 
cap~city factor during the demonst::-a.tion pe:-iod~ ?C&E will be 
recompensed fo::- i":.s $25 million contribution. Under this ad-
mi ttedly optimistiC circumstance, ..... e will 0.110\ ... PC&E to use the 

/ 

dollars receiv~d to amo:-tize any capital expe~ditures made on the 
plant, the :-emainde:-, it any, of the funds to !"10· .... back into ?C&E.~s ./ 
RD&D budge":. ":.0 suppo:-t p:-oJ ect s that 't.·ere deferred because of Cool v 

In authorizing ?C&Eto cont~ibute up to $25 million to 
the Cool i{at~r proj ect ~ we a::,,~ eO:'lc~rn~d abo1.!t ;>oss1ble cost ove::,,-
runs. As with Edlson. we wizh to m~ko it clear that we expect 
such co~t overruns to be zharec ~~ong 0.11 project participants and 
will only allo ..... for reco'le:-y f:-om ro.top~ye:-s in the i'uture upon a 
showing that these coztz ~:e:-e :-eazonably and p:-1.!dently 1ncu::"red 

make application for such recovery~ together with this shOwing o~ 
prudency~ prio:- to a~thoriz1ng :-ecovery at th~ end o~ the demon
stration period. 

We i'urther note that ?C~E·s estimated contribution to 
E?RI in 1982 is between S10 and 12.3 million, some of which will 
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end up supporting EPR! t::: p::.s.:-ticip::.s.tio!1 in Cool '.·:atc:-. l ... s PG&E 1::: 
one o~ t~e largost contributors to E?RI in the nation~ it theretore 
is a :naj or cont:-::.'::>uto:::- to Cool "later th:-ougn that o!'"ganizat1on. 

~astly~ we note th::.s.t we did approve SCEts d1rect part1c~
pation irl Cool ~::ater. Howeve:r- ~ SCE t S ratepaye:r-s (as opposed to 
?G&E's) w~ll :-eceiv~ the oerlefit of the powc:- produced by the 
facility and SeE will have the r1r~t option to purcna:::e the 
facility should it oe a co~~e:-cia1 success. We expect ?G&E arlO 

SCE to be in co~~unic::.s.t1on :r-~garding the p:r-ojcct and that the ~ 
special knowledge about the techrlology purchased by southern ~ 
Califo:-nia ratepayerz will be ~ade ava11able to all California 
utilltlez to benefit all their ratepayers. 
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?.:'.Lt'cici?.:l':ion AZ!''''~I..·:i',\.'n~ ..... :i~l-. :::,!~s()n ~nd ;\·;~:.:co :\nd to fi.:l.'mcinlly 
contribute :0 anJ o:hc!'wi~c ?n!'tic!~~t~ in :~~ Cool W~:er Co~l . . 

~:~ s 'l..~: 

., .. . ?G&E's i~: $25 :nillion . 

/ 

PC&E does no: seck ~ rc:u~~ on :hcsc ~unJ~ hu: i~ n~ki~s :0 cs:~bli~h 
~ Cool i.-:.:ltc:.- p:.-og-::-~;-:'\ b:\lanci:i[> .1CCOL:n:: to !'1.'Cov~'!." :: ... -:0\.:2,11 clcct,::,ic 

') .... PC&E .. 0" o~, ~ " t·.... ., '" \' ,,'.-c .. " : t·; ,." .to "'" ~~\.j. ,6 ........ '-_ .... ~ .......... '-.; 

I .... PC&E "1'1.1 ... ,' .. ·-0 .... " ,· ... ,,(· ... ;·'nc r • ; .... "\"c ,,/ .• ,.~.,. ... • ... 1""",.', ... .I-!l __ ... _ .......... \. .. Ip~. "·"'-0.#·01.4.. 

~.1': : , """-_ ... 

conl 

g.:lsifiC.:l:ion-co~oincc cycle o~:io:l for !,c~ou-:c~ pl~nnins ?u,::,?oscs. 
6. PC&-=: '1:::1 b~ .;'!:"~:'\c~J a :::-1/2~!~ rOY.:1lty di~count :0 U$C the 

Tcx.:lCO cO.:ll 

CO...,..,t...: .... C,' c"c'''' c'''c ... ."....;c o""n---""'~O"" ... ...,......... ) A<': .\;...... ;, ............ ~. 

7" "The '!:':":c :!:C.:l::7.Ct'\: tl??l:c<.! :,o!: by ?G&E :0 rCCO\lC:- i:s 

9. ?C&E ?!'o;;O!;;(.'s ::0 ,,~;::::,~):i:.;':1 .'1 b.'11anci:10 .:lCCOU:1: :0:- recove:-y 

o~ ic.$ Cool '.:.1:::C!." (':9":::1C!i::l\l('~; ;t:~J :~O!" !' •. .'tu~n co :::he ~.'1tC?:lyC'::' o;,~ 
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10. PG&E's proposed r~te recovery ?l~ces the entire risk on 

he r~te?.:I.yer. 
11. PG&E's p~~ticip~tion in Cool Water is strongly supported 

by ~ex~co, one of the progra~ sponsors. 

/ 

12. Staff has proposed four alternative options for rate 

recovery for the Co~~ission's consideration and suggests adoption 

of Option C which proviees that PG&E fund its Cool Water partici
pation with borrowed funds, on which it would earn a return during 
the construction perioe ane begin recovery during the demonstration 
period with a return being earned on the cumulative balance in the 
balancing account. 

13. Staff Option 0 directs ?G&E to fune it contribution to 
the Cool i-:ater proj ect o\:.t of its future RD&D budget. 

14. Under Option 0 there would be no net increase in rates 

co offset project costs since Cool v;atcr would displace other pro
jects deemed by the Company to be of lower priority. 

15. PG&E may, as a ?~rticipant in Cool Water, become liable 
for cost overr~~s on a pro rata basis with other project participants 
or be required to drop out of participation in the ?rogr~~. 

16. The Cool Water program presently has a funding g~? of 
approximately $125 million, which PG&Ers participation would reduce 

to S100 million. 
Conclusions of Law 

1. ?G&E should ~e authorized to execute a Participation 

Agreement with Edison, Texaco, and other entities, financially 

contribute to and otherwise participate in Cool Water. 
2. PG&E'S application to recover its Cool W~ter expenditures 

on a concurrent basis through ~ supplemental electric rate increase 

should be denied. 

3. PG&E should be authorized to recover its Cool I'iater 

expenditures ~s set forth below which is basically as sot forth in 
~hc staf:'s Option Df slightly modified . 
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o R D E R - - - --
I'.!.' IS ORDERED that: 

1. Pacific Gas ane E:ectric Co~pany (PG&E) is authorized to 
execute a Participation Agreement with Southern California Edison 
Company Texaco, Inc., and other entities and to fin~ncially 
contribute to and otherwise participate in the Cool Water 
Gasification ?rogr~~. 

2. PG&E's proposal to recover i~s Cool Water progr~~ 

expenditures on a concurrent basis from its ratepayers~~~'~~a~-e~A~ie~tt~'
by collecting supplemental funds in excess of those to be 

in its pending general rate case~~, ~ 
atlthorized 

3. PG&E is a~thorized to reallocate up to $25 million fro~ 
its future RD&O ~udgets, as authorized in its pending ~~d future '" 

general r<ltc cases to the Cool Water project. This reallocation 

may corne from either the expense or the capital portion of ?G&E's 
RD&D budgets. PG&E m<ly re~uest recovery of c~pital invested in 
the projec~, including APCOC, in future rate proceedings through 

amortization over the demonst~a~ion period. ~~~y cost overruns 

mus~be justified by :o:mal application as prucen~ly and reasonaoly 
incurred and shared a~ong projec~ participants. 

4. PG&E shall credit any recoopense fro~ the projec~ result
ing from its opcrJ.tion ~~ 77~ or grea~er capacity factor to any 
outstanding project costs up to the $25 :nillion limit (or higher 
if ~hc Commission upon review dctc~nes ~hose costs to have been 
prudently ~~d reasonJ.bly incurred). A.~y excess funds shall be made 
available to support oth~r RD&D projects consistent with any 
applicable gencrJ.l rate case guidlincs or orders • . 

This order becomes effective 30 
Duted 


