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 A. INTRODUCTION AND SUMMARY OF RECOMMENDATIONS


�



	The Office of Ratepayer Advocates (ORA) now petitions the  Commission to modify Decision (D.) 96�12�077.  ORA seeks  modification to achieve consistency between D.96�12�077 and the  Commission's stated goals, to achieve economic consistency, and  to avoid regulatory micromanagement of utility decisions.  ORA  files this petition pursuant to section 1708 of the Public  Utilities Code: 


�



"The Commission may at any time, upon notice  to the parties, and with opportunity to be  heard as provided in the case of complaints,  rescind, alter, or amend any order or  decision made by it.  Any order rescinding,  altering, or amending a prior order or  decision shall, when served upon the parties,  have the same effect as an original order or  decision."


�
ORA requests the Commission modify its decision to ensure  that QF incentive rewards to utility shareholders are calculated  using actual benefits to ratepayers, rather than on a "forecast  basis" as the decision currently provides.  An incentive based  upon actual benefits accomplishes the Commission's goal of  encouraging buyouts which will result in net ratepayer benefits.    A reward based on actual savings best reflects the value to  ratepayers of utility decisionmaking.  A reward based on forecast  savings engenders forecast gaming and error, and adds a  significant and unnecessary layer of regulatory review, time, and  complexity. 


	DRA recommends that the Commission eliminate language in  D.96�12�077 which states that "PG&E's draft Preliminary Statement  language for this subaccount is complete and consistent with the  intent of D.95�12�063.  In their compliance filings, Edison and  SDG&E should use PG&E's language."  (page 25.)  The Commission  should add language to the decision ordering the utilities to  submit Preliminary Statement language to implement the Qualifying  Facility Contract Restructuring Shareholder Incentive (QFCRSI)  subaccount consistent with the calculation of the incentive based  upon actual savings relative to replacement cost in each month.   The appropriate calculation of the actual incentive payment is  discussed in greater detail below.


�



 B. BACKGROUND


�



	The Coordinating Commissioner's Ruling in this proceeding,  dated September 30, 1996, instructed the utilities to file cost  recovery plans, which "...shall clearly describe the specific  cost recovery and ratesetting principles it proposes...and shall  state how those principles will be advanced before the Commission  in pending, planned or newly proposed proceedings." (p. 8.)


	The utilities filed these cost recovery plans on October 15,  1996.  An ALJ Ruling dated October 23, 1996 set a schedule for  comments.  ORA understood that the cost recovery plans would not  prejudge issues to be determined in other ongoing forums.  ORA  filed limited comments on the cost recovery plans on November 8,  1996.  


	The utilities' original cost recovery filings contain no  information describing how the QF shareholder incentive amount  was to be calculated.  Coincident with ORA's filing date for  comments, the utilities' supplemented their initial filings at  the request of the Energy Division.  ORA chose not to file reply  comments.  The specific language of the utility's preliminary  statement proposals contained in the November 8 supplemental  filings went beyond mere accounting issues and prejudged  significant issues regarding the determination of the shareholder  incentive payment.  ORA was not made aware of this fact until we  began preparing comments on QF Restructuring issues in response  to the Roadmap Decision.  ORA had no realistic opportunity to  address these issues in its comments.


�



 C. DISCUSSION


�



	The question of how the QFCRSI mechanism should function,  and whether it should be linked to the receipt of actual benefits  by ratepayers, was a significant issue in the negotiations on QF  restructuring guidelines which were ongoing until September of  1996.  This issue is linked to the overall review of QF contract  restructuring.  The adoption of forecasted incentive payments  will adversely impact ORA's ability to timely review  restructuring proposals, and will otherwise add regulatory gaming  and delay into a mechanism that should improve rather than hinder  efficiency.


	In PG&E's Supplemental Filing, it proposed Preliminary  Statement language stating that the incentive amount will be  based upon a forecast of the net present value of the benefits  from a contract restructuring, as of the time the Commission  approves the ratepayer benefit forecast. (PG&E's Supplemental  Filing dated 11/8/96, proposed Preliminary Statement, section  A.4.f.)  This language is adopted D.96�12�077 at page 25.   


	Decision 96�12�077 adopts only a framework for recovering  transition costs, and did not intend to prejudge issues being  considered in other forums.  As the Commission stated clearly in  the decision, "(o)ur approval of the cost recovery plans does not  dispose of or prejudge our resolution of issues still under  consideration in those proceedings (R.94�04�031/I.94�04�032)..."  (page 5.)


	The Roadmap Decision set for comment the issues related to  QF restructuring.  ORA's comments are being filed coincident with  this Petition.  The Assigned Commissioner's ruling on June 28,  1996 also indicated that the QF buyout incentive should be  addressed in a separate forum, along with related QF  restructuring issues.  At the time D.96�12�077 was issued, the  Commission had not had the benefit of hearing the debate on the  implementation of the QF incentive mechanism, which was the  subject of extensive discussions between the parties during 1996.


	The Commission authorized a ten percent incentive to  encourage the utilities to pursue beneficial contract  restructuring in D. 95�12�063.  However, this incentive is  skewed.  The incentive, in effect, is for the utility to forecast  benefits for a given buyout, rather than to actually deliver  those benefits.  Determining the benefits to be received from a  buyout is complicated and requires the exercise of judgment.  The  utility is in a far better position to evaluate the continuing  viability and cash flow of its QF projects, and therefore is in a  position to misinform the Commission or overstate the benefits of  buyouts.  


	Further, benefits are highly sensitive to forecasts of  replacement costs.  Insofar as the utility serves to gain by  exaggerating benefits (to obtain a larger reward), the forecast  of replacement costs may become litigious and subject to  manipulation by the utilities.  Such perverse incentives are a  hindrance to the expedited schedule for QF buyout review by the  Commission that is expected by the utilities and QFs.


	All parties benefit if the utility shareholders' interests  are aligned with its ratepayers'.  This produces the most  effective incentive, as well as minimizing the need for  regulatory review.  Although it is impossible to determine  "actual" savings from a buyout, because no one will never know  how the project would have performed in the absence of the  buyout, replacement costs can be tracked over time.  ORA strongly  recommends that the shareholder incentive be calculated monthly,  relative to actual replacement cost, to eliminate this concern.


	The monthly calculation does not need to be complicated.   ORA recommends that the Commission�approved nominal revenue  forecast under the original contract, as probability�adjusted, be  compared to actual replacement costs, based upon the greater of  any currently available QF contract price for as�available  capacity and energy or the power pool price.  This procedure may  actually result in greater incentive rewards to the utilities  than under the currently adopted mechanism.  Actual replacement  costs have generally been lower than forecasted over the last  several years.  However, this extra cost is worthwhile if it  sharpens the incentive for the utilities to maximize the benefits  of contract restructuring, and reduces the regulatory oversight  required to implement restructuring proposals.  


	Utility ratepayers should receive an incentive reward to the  extent that actual benefits are received by ratepayers relative  to future replacement cost.  If utility incentive dollars are not  linked to actual ratepayer savings, replacement cost forecasting  will become litigious and will protract the review process.   Under current procedures, ORA can utilize a range of reasonable  replacement costs, and does not need to use a specific forecast.   Tying the incentive to a forecast of replacement costs will  perpetuate the errors of foresight which have resulted in  ratepayers paying billions in excess costs for QF power.  In the  absence of a connection between the incentive and actual  replacement costs, buyouts may further increase ratepayer costs,  with utilities and QFs the beneficiaries.


	The issue of the QF incentive mechanism is discussed also in  ORA's comments, which were filed coincident with this Petition.


�



 D. CONCLUSION AND REQUESTED MODIFICATION


�



	In light of the above, the Commission should issue an order  amending D.96�12�077 to order the utilities to modify their  Preliminary Statements to include a provision to credit or debit  the QFCRSI subaccount to reflect the actual savings or costs  


�
relative to replacement costs associated with restructured QF  contracts during the prior month. 


	ORA requests that the Commission eliminate language in


D.96�12�077 at page 25 which states "PG&E's draft Preliminary  Statement language for this subaccount is complete and consistent  with the intent of D.95�12�063.  In their compliance filings,  Edison and SDG&E should use PG&E's language."   


	Instead, section C.2.f. should be revised to read:


�



The Commission chooses to implement the QF  Contract Restructuring Shareholder Incentive  (QFCRSI) based upon actual savings  attributable to restructured contracts.  The  utilities should file Advice Letters  implementing changes to their Preliminary  Statements which result in a debit or credit  entry in each month based upon the difference  between the nominal revenue forecast under  each QF contract which was restructured and  the actual costs incurred under the  restructured contract, including replacement  cost for any terminated capacity and energy  portions, incurred during the prior month.   Replacement cost should be based upon the  greater of any currently available QF  contract price for as�available energy and  capacity or the power pool price.





The balance in the QFCRSI subaccount should  accrue interest at the same rate as other  subaccounts to the Industry Restructuring  Memorandum Account."


�



	The utilities should be ordered to amend their advice letter  filings in response to Ordering Paragraph 6 of the decision to  comply with the amended language.





///





///





///


�
	This modification will ensure that, as shareholder's  fortunes rise and fall with ratepayers with respect to  restructured QF contracts, the utilities will have the maximum  incentive to negotiate for the benefit of their ratepayers.





�



	Respectfully submitted,








	/s/  ROBERT C. CAGEN
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