GAS AND
ELECTRIC

June 7, 199%1

Mr. James M. Tayloi

Executive Director for Operations

United Btates Nuzlear Regulatory Commission
Washington, DC 20555

Dear Jim:

Enclosed are copies of a number of documents issued by the
Btate of Maryland Public Bervice Commission. The most recent
base rate case decision rendered by the Commission in the
matter of Baltimore Gas and Electric Company's rates is dated
December 17, 1990. The discussion of the activities which wve
brought up in the meeting with Commissioner Rogers on April 29
begins o©on page 60, An important fact to note 1s that the
twelve month operating expenses for Calvert Cliffs for the
period ended July 31, 4990, as defined in this case, wvere $142
million, In fact, I testified during the hearings that our
projected O&M expenses for Calvert Cliffs for calendar year
1990 would be abouv. $175 million, and we were expecting about
$185 million for calendar year 199i. As is typically the case
with the Maryland PBC, rates are set on a historical test
period, so there's a considerable lag between the recovery of
costs and actual expenditures. It 1s interesting to note that
the period 1986 through 1988, we had the third lowest
operating and maintenance expenses in the .‘ndustry. Even with
our significant increases recently, we are still below
for all of the nuclear power plants in the country.

median

C

On page 68 <if the decision 18 a paragraph where the
Maryland Public 8ervice Commission states what they think
their charye is relative to nuclear safety. It references a
1989 decision, an excerpt of which I have also enclosed.

Finally, I have attached a copy of our regquest for
rehearing on the four nuclear issues that the PSC
this year's rate case. The Commission denied rehearing

denied in
1

basis that an appeal had been filed in circuit court

Commission no longer had jurisdiction.

. 1 the

I would be happy to come to Rockville
discussion of any of these aspects of
Regulation if you would so desi
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Robert H. McGowan and M. Catherine Dowling, for the
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Maryland Office of People's Counsel.
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Accounting and Economics; George C. Creel, Vice President,
Nuclear Enerqy; Richard M. Bange, Jr., Manager, Accounting
Departwent; S. Edward Hargest, Manager Economic Research
‘Dcpartuont; Richard H. Veollmer, Vice President, TENERA L. P.7
:pary R. Doughty and Stephen J. Marmaroff, both Vice Presidents
.;t The Nielsen-Wurster Group, Inc.; and Dr. Charles E. Olson,
President of Olson & Company, Inc.
The Commission Staff presented the testimony of
David L. Valcarenghi, Lawrence W. Webster, and Shirley D.
Davies of the Acecounting Division; and Roger E. Larsen, Barry
I. Levi, and Patricia Ferguson of the Rate Research and
'Economics Division.
The Office of People's Counsel nroffered testimony by

Kenneth F. Gallagher, Vice President of Commonwealth Consulting
Ibroup; Basil P. Kononetz and Urey Gene Hooper, Theodore Barry &
‘ﬂsaociates; John K. Stutz, Vice President of the Tellus Insti-
tute;, Paul L. Chernick, Vice President of Resourre Insight,

Inc.; and Basil I.. cCopeland, Jr., a principal in Chesapeake
Regulatory Consultants, Inc.
;‘ Appearing on behalf of MIG were Stephen J. Barron and
jRandall J. Falkenberg, both Vice Presidents and Principals with

Kennedy and Associates. Bethlehem Steel and General Motors Co=
Sponsored the testimony ¢f Nicholas Phillips, Jr. and James T.
|
é%alccky. both with Drazen-Brubaker & Associates, Inc. Testi-
!

fying on behalf of GSA were Phillip R. Winter, Operations

Research Analyst, Office of Procurement, GSA; and Thomas J.
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Prisco, Staff Accountant and Financial Advisor, Department of
the Army. Testifying for BOMA were David R. Frederick,
Executive Vice President and Chief Operating Officer of W. C.
;Pinkard & Co., Inc.; Duke S. Kassolis, Vice President and

“DiroctOt Commercial and ketail Properties, Office and Community
:bovelopnent for The Rouse Company; Leonard H. Rosenberg, Jr..
President c¢* L. H. Rosenberqg & Associates; and Thomas Shaner,
;ProtiJcnt of The Josepn E. Shaner Company.

h In addition to the evidentiary hearings conducted at
the Commission's offices, four evening hearings were held at
:yarious locations in the Company's service territory for the
Iburpose of receiving public comment., These hearings were duly
advertised by means of a bill insert to customers' bills.

The ratepayers who spoke at the public hearian
stated their opposition to the Company's rate reguest, veicing
‘concerns about the magnitude of the proposed increase. Some
expressed the opinion that the Company should achieve cost
savings rather than request increased rates Others criticized
”BG&E's management for the problems at the Calvert Cliffs
!Nuclear Power Plant. Still others felt that, in view of the
:risinq cost of living and the developing recession, a rate
increase would be harmful to the public interest.

i In addition to the comments from those attending the

il
public hearings, the Commission received written communications
i

.and numercus form letters from persons who were unable to
, .

attend the hearings but wanted to add *two cents® to =he
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debate. (Two pennies were atiached to each letter as a
"counter offer* to BGAE's rate request; the money will be
forwvarded to the Company's Fuel Fund for the needy . ) The
'potitiuncrs expressed concern that ratepayers should not be
:pharch for BG4E's "mismanagement of resources"” and that "to
'4110v such a massive rate increase would be rewarding the
utility's poor business practices."®

‘ The Commission has been mindful of the concerns
expressed by the Company's customers in evaliating the rate
request, We have based ocur decision as to the 1ssues in this
case on the evidence in the record, fully taking into account

the position of the ratepayers, consistent with the statutory

standards for establishing just and reasonable rates.
I. TEST YEAR

All of the parties to this proceeding have utilized,
and we shall adopt, a test year comprised of the 12-month
period ended July 31, 1990.

II. BRANDON SHORES UNIT 2

By the end of May 1991, it is expected that Brandon

.Shores Unit 2 ("BSU-2") a new, $662.0 million, 640 megawatt
1

R"Mﬂ') coal-fired, base load plant will be operaticnal.
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Whenever a base load plant enters commercial viaras=
tion, there is an immediate, substantial increase in revenue
requirements to provide for recovery of capital, depreciation,
.;nd operation and maintenance expenses ("0&M"). The Commission
:uust permit BG&E an opportunity to recover this increase
;htouqh rates as long as BG&E shows that the costs are reason-
able and the plant [s necessary to serve needs of customers.
Importantly, however, part of the incremental cost will be
offset by savings in fuel costs, since the new coal-fired unit
displaces more expensive generation and purchased power.

No party challenges the capital cost associated with
the construction of BSU-2 or the need for the plant to ac.om=
modate new residential, commercial and industrial growth as
well as increased energy consumption by existing customers.
BG&4E witness Crooke testified that BSU-2 will cost about $1,031
per kilowatt ("kW") of production capacity, which "compares
very favorably" to $1,225 for a typical coal-fired unit of
similar size. Mr. Crooke also discussed EG&E's strong load

growth over th: last five years and the Company's effcrts to

1
l

'meet 1t, including the acceleration of BSU-2's in-service date
1

lfrom 1992 to 1991.
While BSU-2 was originally scheduled to be placed
1into commercial operation in 1978, BG4E has deferred the plant

several times to dore properly align the in-service date with

it
forecasted load growth. Wwhile demands of customers have led to

"

an acceleration of the in-service date by one year, the Company

——
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witness testified that earlier deferrals, efforts to maintain
flexibility and various cost controls have combined to minimize
the BSU-2 revenue requirement.

The principal issue in this proceeding concerns the
timing and method of recovering the increased revenue require~
ment associated with BSU-2 becoming used and useful. The
parties propose various ways of reflecting BSU-2 in rates.
The proposals run the gamut from the traditional to the novel.

BGLE sponsors a phase-in of the costs of BSU=2 to
reflect concerns about gradualism that the Commission has
énunCLated in addr:ssing the need to impase significant
increases in customer rates. The phase=-in wculd occur in three
steps, and 1s structured so that customers' payments in 1991
for BSU-2 are the same as would be established under
traditional rate-making.

According to BG4E witness Bange, the application ot
traditional rate-making principles would require a 5124 million
base rate increase in June 1991 for Brandon Shores alone,
However, this increase would be offset partially by a decreags
l}n the fuel rate as previously discussed. At this time, BG&E
%ro]ec:s a savings in fuel costs of $52 millien. Thus, even if
the Commission excludes increases in other costs of BCLE's
operations, a $72 waillion or 4.1 percent rate increase is
'necessa:y to cover the operating and ~apital costs of placing

BS5U~2 into commercial operation.
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1) At the nNC.usi \ [ thls case, base rates would
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deferred return on and of its BSU-2 investment beginning with
the da*e of coammercial operation. In the next rate case, the

Jdctcrrcd amounts would be added to rate base and then amortized
i'o:" depreciated over the life of the plant.

d Like other proposals, the deferred accounting
:approach is appealing in certain ways. It considers all
'olcncnts of the ratd-makinq process. There is no matching
fproblen. tn histcric test year is used. There is no need to
adjust for O&M expense and rate design decisions are no more
difficult than in any other base rate case.

1 GM also asserts that deferred accounting will obviate
”one step of a rate increase. This argqument is based on the
:testimony of BG&E witness Brady. He sald that, evaen if a
“surcharqe or similar relief is granted, BG&4E may file for
zanother base rate increase in the middle of 1991. Thus,

!instead of three rate increases in a 12-month period, deferred

accounting would provide for two, each in effect for a full
Ealendar year. GM sduggests that customers want fewer changes
'in rates.
ll Of course, there are problems with deferred account=-
Mr. Bange offered three objections. First, he testified
that the revenue requirement for BSU-2 will be greater in
;Panuary 1992 than under 1 traditional rate~-making appreoach in
i?un. 1991. Next, he notes that BG&E cannot reflect the equity

‘portion of the accrued carrying costs on BSU-2 in its financial
|.

i
|
i

|
l{ 10
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statements. Lastly, Mr. Bange objects to Mr. Selecky's failure

to provide for the recovery of O&M expense, which will wccur

when BSU-2 1s placed in service.
1!

q Another alternative to the Company's phase-in pro-
Pposal is a surcharge for BSU-2 that would take effect when the
I

unit is placed in service. In several past cases, the Commis~

sion has used a surcharge tn reflect an increase in revenue
i

requirements from generation or purchased power that occurs
r

‘outside of both the test year and the statutory suspension

period. See Re Delmarva Power & Light Company, 73 Md. PSC 810,

'820-821 (1982) (authorization to file a surcharge for return to
1
'service of Edge Moor Unit 3 which was rolled into the tariffed

i

base rate); Re Potomac Edison Company, 76 Md. PSC 451 (198S5)

‘“autnorization to file a surcharge and revised fuel rate for

purchase from Bath County project); and Re Baltimore Gas §&
|
Electric Company, 80 Md. PSC 496 (1989) (authorization to file

'a surcharge for capacity purchase fiom Pennsylvania Power &
‘Liqht Company, conditioned on a showing of an inability to earn

'the autherized return).

|

f Staff sponsors three surcharge proposals for our

Hconsideration in this proceeding. While the methods of sompu=-

.tation vary, all three surcharges are contingant on BG&E earn-

I

rnq less than its authorized return at the time of commercial

|

|determine the need for a surcharge by examining the quarterly
i
i}

operation, after adjusting for BSU-2. The Commission would

11
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earnings report that BG&4E will file on March 33, 1991, If a
'surcharqe 18 necessary, Staff would reduce the fuel rate at the
same time to reflect the estimated savings in fuel costs.

d Under Staff's first method, a surcharge would be
iconput.d by dividing the total BSU-2 revenue requirements by
;actual test year billing determinants. Staff witness
Valcarenghi testified that this approach presents a matching
:problem since rate base and expenses are reflected for the year
éndod May 31, 1992, while utilizing July 31, 1990 demand and
energy consumption levels.

Staff's second method would require that BSU-2 rev=
.enues be determined by considering more current billing deter-
minants. Mr., Valcarenghi testified that using updated billing
 determinants is a "means of mitigating the mismatch" (hat is
Finh-rent in the first approach® and would reduce “impact on
}ratnpayers because of a greater base over which to allocate the
costs."

Under Staff's third method, total BSU-2 revenue
I’x'eqw..n;x'exuents, less the incremental revenues after the end of
gthe test year, are divided by updated billing determinants.
3This is Staff's preferred method. Like the second surcharge
proposal, the third method mitigates the matching preblem. In
Jaddition, Mr. Valcarenghi opines that the third method is most
Aconsistcnt with Commission precedent.

;: BSU-2 costs would be allocated to customer classes in

the same way as other production plant. Like BG&E's purchased

capacity surcharge, Staff would then recover class costs on a

{ 12
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A
;
U
é-r kilowatt-hour ("kWh") basis for customer classes without
demand charges and a per kW basis added to the precduction and
transmission demand charge for those classes with demand
kharqos. However, Staff does not object to imposing both a
‘gcuand and energy charge on demand classes; and Staff sees
;arit in seasonal differentials, and in using the BSU=2
increase to move customer classes closer to the system return.
} Various parties raise objections to surcharges
generally, and to particular aspects of Staff's three methods.
Some say that any surcharge is sSingle issue ratemaking,
isolating one aspect of the revenue requirement from all
éthers. Others liken a surcharge to using a forecasted test
year. Still others cite the matching principle, or assert
'that, pecause traditional methods provide a lower level of cost
ftncovery, a surcharge is unjustified. One party contends that,
‘it Staff's "interim surcharge" is adopted, a true-up mechanism
Qill be needed.

Another objection to Staff's surcharge is that its
calculation includes BG4E's adjustment for additional O&M
}xpense. Some object to BGEE's inflation escalator of that
,i:em. OPC also suggests that the proposed level of O&M expense
does not reflect the economies of operating two similar plants,
“ Among the surcharge proposals, there is considerable
'gisaqrecnnnt about the relative merits of the second and third
f;.thods. BGAE witness Brady continues to favor a phase=-in of

BSU-2 costs; but if the Commission accepts Staff's proposal, he
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idvocates the use of the second surcharge method. OPC witness
hallathr favors a traditional, albeit expedited treatment of
380-2 costs; yet, of the surcharge proposals, he prefers the
;ﬁhird method since it includes a sales adjustment.

ﬁ Mr. Gallagher agrees that the circumstances of this
Ease are "unique," and may justify a departure from typical
rate-setting methods; Among other things, he notes that "the
%;nalysis of other elements affecting base rates 15 reasonably
Eurrent...." However, the witness agrees with staff's reading
of prior cases and characterizes the third method, with its
'fales adjustment, as a sreasonable second-bast alternative" o
‘; full rate case.

'E Mr. Brady opines that the third method 1is "distorted"
'bocause it reflects "forecasted sales and revenues to be
,}ecoqnized subsequent to the test year, but ignores changes in
};xpenses and rate base other than changes related to Brandon
shores Unit 2." In other words, the witness insists, the third
method "mistakenly assumes that any increased revenues would be
?;xclusively available to offset future operating expenses
%associated with Brandon Shores Unit 2." He also maintains that
}bcatt misreads the precedent on this issue:

i

Many parties have cost allocation and rate design

|

!Eoncerns. Beth Steel contends that its surcharge wculd be

!
iPigher than its current non-summer month production and trans-

‘mission demand charge, an "erroneous result."” It also asserts

that a surcharge will cause an overrecovery because of the

14
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f
i
|
'rcqard to the effect on class returns, additional revenue
requirements from both the non-BSU-2 and BSU=2 portions of the
case could be assigned in a manner similar to BG&E's method.
fhul. an effort would be made to move the customer classes
f;loscr to the 7 percent band, followed by an increase in pro-
pertion to base revenues. Also, a crude flat kW or kWh rate
would be replacad by seasonal rates and other base rate-like
designs (such as both kW and kWh raves for demand classes) .

After carefully considering the evidence and argument
on the issue nf Brandon Shores, we reach two primary conclu-
sions. First, we find that it is in the public interest to
}etlect in rates both the costs of BSU=-2, and the projected
fuel cost savings, in a timely fashion. Second, we conclude
that a step rate approach, with the revenue requirements and
updated billing determinants of Staff's second methed, is the
'Sost way to reflect BSU-2 costs in base rates.

We define timely here as coincident with the date of
commerclal operation, now estimated at June 1, 1991. Some

argue that we should wait unt | BG4E files a nev base rate case
1]

to consider the issues. But since most facts about BSU-2 are
i
known and certain at this time, a full rate case, whether

‘expedited or not, is unnecegsary. Also, bhecause we will order

;f revision in the fuel rate when BSU-2 goes into service, it is
i1
}fnly appropriate to reflect the costs that produce those sav-

/ings at the same time.

:i 16
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In reaching this decision the Commis-ion observes
that the evidence in this proceeding is clear that the capital
costs of BSU-2 are reasonable. The plant, which 1s substan-
tially complete, will cost about $662 million, or $1,031 per
3w, nearly 20 percent less than a typical coal-fired plant of
that size. Next, no one disputes BGEE's testimony about the
need for this unit, which is not surprising, Jiven recent load
growth. Finally, the record is uncontradicted that BG&E's
management of the BSU-2 project was prudent. With few facts
left to determine, the creation of a separate and expensive
proceeding, we believe, would be unnecessary and not in the
bublic interest.

As we salid at the outset, the principal issue is not
whether to reflect the increased revenue requirement of BSU=-2;
the questions are when and how, BG&E prefers a phase-in of
‘Eosts, beginning on January 1, 1991. After reviewing the many
objections to this proposal, it is obvious that the intcnded
beneficiaries of the Company's proposed "gradualism" in rate
Lincreases reject the treatment proposed by BG&E. We do not
é?gree. however, with each and every objection to a phase=-in.
:Rather, we note simply that the net rate effect of BSU-2 is not
large enough to warrant the extraordinary remedy of a1 phase-in,

!Fivon the objections of the representatives of the affected
;customcr Classes whc are parties to this proceeding.
; Similarly, we are not satisfied that the use of

deferred accounting is a proper approach to reflect BSU=2

costs. GM concedes that its proposal will increase the BSU=-2

“ 17
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We have carefully considered the arquments by the
parties on this issue and conclude that under the circumstances
of this case a predetermined revenue adjustment may not be
justified. We will, however, evaluate the need for a June 1,
'1991, rate adjustment through the methodology described below.

By this Order, we authorize BG4E to file revised
tariffs, along with a revised fuel rate, to become effective
when BSU~2 enters service, on or about June 1, 1991. The new
rates will be contingent on the following events. First, BG&LE
must show that, absent a rate adjustment, it will be otherwise
unable to earn its authorized return. That showing must be
made in the manner that was recommended by Staff, based on the
March 31, 1991 guarterly report, the most recznt data available
before the in-service date. Second, if operating results
indicate that BG&E has been earning more than its authorized
feturn, but not enough to absorb the BSU-2 revenue requirement,
the rate adjustment will be limited to a level of revenue
requirements that provide the Company an opportunity,
:prospectively, to earn at the level of its authorized return,
:%ather than the full amount of BSU=-2 revenue requirement,
?Finally, BGSE must furnish the data that is necessary to
Calculate the revenue requirement, which should not vary in any
significant way from the evidence in this case.

L As a part of the BSU-2 revenue requirement, BGSE
;etlects a $14 million adjustment for O&M expente to run the

new plant. This figure is an estimate based on the expense of
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"record has clearly established substantial need," Re Marvyland
Maripe Utilities, 76 Md. PSC 564, 567 (1985), after a consid-

eration of the “total financial evidentiary picture,”
Re Southern Marvland Electric Cooperative, Inc., 72 Md.
ésc 218, 219 (1981), and upon a showing that a construction
brogram is substantial, and will not produce revenue.
Re Marvland Water Works, 74 Md. PSC 221, 224 (1983).

After considering this issue, we conclude that an
average rate oase is appropriate for use in this proceeding.
In those cases where the Commission has used a terminal rate
base, the evidence was persuasive that attrition was rely
during the rate-effective period; the record showed that, more
likely than not, the expected growth in revenues would not
exceed that of rate base and expenses.

The evidence in this case indicates that the terminal
rate base exceeds the average by $178 millien, of which
$108 million represents an increase in CWIP. (We note that the
Company is not proposing a corresponding adjustment to AFUDC.)
A substantial portion of this increase in terminal rate base
undoubtedly is due to the continuing construction of Branden
Shores Unit No. 2 which, in accordance with this Order, will be
accorded terminal rate base treatment as plant in service as of
June 1, 1991, Furthermore, in this proceeding we accept the
Company's propesed adjustment to AFUDC for property additions
placed in service by January 1, 1991. These factors will

favorably impact on any rate base attrition that may occur

25
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during the rate-effective period. While we do not rule out the
use of terminal rate base in a proper case, we are not per=
suaded on the basis of this record.

The parties' opposition to the acceptance of a ter-
minal rate base rests mainly on an argument that acceptance of
a terminal rate base would require that revenues and expenses
be measured on a comparative basis, including the year-end
number of customers and the trend in customer usage patterns.
Staff's witness notes that the use of a terminal rate base, by
itself, 1s an incomplete correction for the effects of attri-
tion. We can see merit in the parties' arguments. We can also
see, however, the real potential for attrition that may be
experienced under various conditions during the rate-effective
period.

While we, therefore, do not find that BG&E has pro=-
vided that substantial evidence of attrition that would justify
acceptance of a terminal rate base in this proceeding, we
recognize that an increase in capital expenditures on non-

 revenue preoducing projects, as well as inflationary pressures,
{Fould disprove the general theory of balanced growth in rev=-
enues, expenses and rate base and the conclusion that proper
matching of thesz elements will result in just and reasonable
;ates for a rate-effective period.

F We have carefully considerad the matter and tenta-
tively conclude that the answer to this dilemma may be found in

a more favorable receptivity to a forecasted test year than has
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generally been exhibited by this Commission in recent YsArs.

At the present time, while the selection of a test
year is the prerogative of a company initially, the Commission
requires “hat prefiled test year data should include, in

addition to any other test year that may be proposed by the

company, test year data based on actual operating results. If

the company opts for a partially forecasted test year for which

‘actual operating results for the forecasted period will beccme

available within a reasonable time after the original date of

filing, no additional fully historic test year data must be
filed. Re Delmarva Power & Light Company, Case No. 7427, Order
No. 64497, issued on November 5, 1980 (unpublished).

1f, however, the company bases its application on o
fully forecasted test year, the utility was advised to file, in
addition, data for the most recent l12-month periocd for which
actual operating results ara available.

Since the adoption by the Commission of this policy,
affected utilities applying for a change in rates generally

have opted for the partially forecasted test year that has been

accepted by the Commission. No fully forecasted test years

have been proposed during this period. We assume that no such
filings have occurred, in part, because of the Commission's

stated concern over the reliability of forecasted test year

'data and its preference for the acceptance of actual results of

opera. ons.
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In light of various arguments in this proceeding, we
have reviewed our test year policy and the implicaticns of such
policy for ratemaking results in proceedings such as the one
.bctoro us., While we do not plan to change the filing
froquiroacnts that are set out in our policy statement, we want
to clarify, however, that we are willing to consider, subject
to a proper evidentiary presentation, a forecasted test year
for the purpose of ratemaking under the appropriate circum=-
stances. We will still require the filing of actual results
for an historic period for comparison purposes, but will con=-
sider for evidentiary evaluation forecasted data for the pur~
pose of determining just and reasonable rates for a prospective

rate-effoctive period in a given case.

B. Load Management Capital Expenditures

| BG&E adds $5.2 million to rate base %o reflect the
estimated cost of radio contreol switches for its air cendi=-
tioning ("a/c") and water heater load management programs., In
1591, BG&E expects to iistall switches on an additisnal 30,000
air conditioners and 12,000 water heaters. While water heater
control is new, the a/<¢ program has been very successful and is
evidence of the potential of load control. According to
Mr. Hargest, the number of a/c customers has risen "from 18,300
Hin July, 1989 to about 75,000 by July, 1990, and . . . (may

climb] to over 105,000 by the summer of 1991."
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We take OPC's charges against BG4E seriousiy.
Nevertheless, as stated from the bench at the heatring, this is
not the appropriate case for an in-depth review of integrated
resource planning. There are other fora in which to effecs
‘ﬁivoly address the issues about BG4E's DSM efforts. The %ask
?orco is one such possibility; Case No. 8241 is another.?

. In the weantime, we are faced with a choice of
wielding a stick when it may not be justified, or dangling a
carret until the verdict is in. We prefer the latter appreoach.
Clearly, conservation is in the interests of participating
consumers, other rutepayers and the citizenry in general. Ade
‘would like to make it more appealing to investors as well.

Accordingly, we accept the Company's adjustment.

C. Refcrred Fuel Balance

In BGEE's last two pase rate proceedings, we resolved
a4 number of issues about the working capital allovsance for
BGEE's deferred fuel balance consistent with the requirements
Of Section S4F for the recovery of fuel costs by BGGE. In those

Idccisicnl, we set crates that reflect a 1J-month average

balance, net of taxen, for the period ended April 20, 1%89.

¢ In lieu of litigating these issues, we encourage BGCL&E to engage in a
erllaborative process Jith interested parties, including consiltation with
BOMA ,
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That period is the tast year in Case No. 8190, but the selec~
tion of the deferred fuel ‘'asce is significant for another
reason,

In Case No. 8208, we explained that Arril 1989 is the
iapptoxiuto beginning of the extended outages at Calvert
Cliffs. Thus, the April 1989 deferred fuel balance reflects
"the level that existed prior to the escalation of such
balances primarily due tc the Calvert Cliffs shrutdown."
Be_Baltimore Gas & [Electric cCompany, 80 Md. PSC 496, 802
(1989). 1In Case No. 8208, BG&E had asked us to reflect the new
test year amount, a larger balance for the pcriéd anded
August 31, 1989, but we declined.

In this proceeding, BL4E renews its request for a
return on ihe deferred fuel balance in the most recent test
year, Thus, in its calculation of the revenue requirement,
BG4E reflects the 1) month average balance of deferred fuel for
the period ended July 31, 1990. That baliace, net of texes, is
almost 5207 million, about $1%54 milli jreater than the amount
that was reflected in the last two rate cases. Staff accepts
Iic Company's adjustment, but all other parties reflect the

'b;s-Calvort Cliffs shutdown level of deferred fuel.

lowance of fuel costs exceeds the rate base exclusion, then

!

|
| In Case No. 8278, we said that if any future disal-

‘interest will be added to the disallowance, and ratepayers will

stockholders do nc% earn a return on the actual deferred fuel

|

l be made whole. BG&4E reasons that this treatment is one-sided:
|

|

|




llc&t’o last two rate cases.

balance,

even 1if

stockholders will never recover the interim financing costs.
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which is much greater than the level in rates;

the Commission finds ultimately in BGLE's

and

favoy,

We are not pe.suaded to reverse our decisions

N

The selection of the pre-Calvert

Cliffs shutdown level of deferred fuel, and not scome higher 2

lower amount, reflects a balancing of interests:

argumern®

BG&E overlooks that face,
ing custs are borne by stockholders, rates reflecs

those costs and a return on ond of nuclear plant.

In our decision, we accommcdate the prin-
ciple that an asset that is wultimately
found to have been imprudently incurred
should not be permitted to earn a return.
It is also based on the egquitable consid-
erations of the length of time which may
pass before litigation of the issues raised
under Section S4F(f)(4) will be completed,
and the existence of the long-standing
deferred fuel balance. [d.

As a part of this balancing process, we rejected

an

*hat no allowance should be made for deferred fuel.

some

to the fairness of the decision in Case No. 8208, but it
H

not ask for rehearing or file an appeal.

reconsider the issue now.

and that, whatever tempcrary financ-

of

BGLE objects

did

We see no reascn to

After adjusting the deferred fuel balance to the

April 1983 level, OPC witness Gallaghey reduces it by another

$5 million to "reflect the continuing aro>rtization reflected in

the Fuel

Rate." BC4E witness Bange did not accept this
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adjustment because, at the time of his pre~filed testimony, the
fuel rate surcharge was expected to e.pire before the rate=
.ottoctlvo period. Subsequently, at an administrative meeting,
the Commission approved BG4E's request for a continuing suvre
charge. We note that BGLE agrees to an amortization in it

application for a surcharge, and we accept OPC's adjustment.

D. Neferred Nuglear Projects

In Case No. 8208, the Commission capitalized the
"startup or foundation" costs of the following four nuclear
projects: Configuration Management Project, Procedure Upgrade
Program, Procurement Program and Nuclear Informaticn Proj-ct.’
In this case, OPC proposes to remove $7.% million from rate
base, a4 part of the def.u:red costs. According to
Mr. Gallagher, OPC's consultant determined that a "portion" of
the projects' costs were unreasonably ificurred. Therefore,
Mr. Gallagher deducts "the average test year value for the
uynreasonabily incurred deferied project costs."

Consistent with our discussion <«f nuclear O&M
expense, we decline to reverse the prior capitalization of
deferred nuclear projects. However, we Jdo adjust rate base %o
reflect the unamortized balance of the pressurizer heater

sleeva repairs.

’ Re Baltimore Cas & flec. Co.. 80 Md. PSC 496, 507 (1989).
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E. Einding
After reflecting the aforamentioned adjustments to
per books figures, and the cash working capital requirement
wthat is consistent with our decision, we find that the fair
;valuo of the Company's property that is used and useful in
?rcndorinq electric service to the public is $3.729 billien.
(See Appendix A.)

IV. NET OPERATING INCOME

- The Company has proposed several adjustments to its
wtllt year operating results which have not been contested by
the other parties. Since these adjustments are consistent with
the criteria established by the Commission, they will be
acce.ted for ratemaking purposes in this proceeding. The
”rcuaininq adjustments which are at issue will be considered at
this point and will be made net of tax. (See Appendix B for

all adjustments to net cperating income.)

A. Corporate Performance Awards
' In Case No. 8190,° the Commission adopted a Staff=-
prepesed adjustment that normalized an unusually high test vear

corporate performance award cxpense; instead of the test year

® Re Saltimore Gas & Elec. Co., 80 Md. PSC 380, 397 (1989).

i
|
|
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Lamount, a four-year average was used. The Company's proposed

”adjuntmont in this case updates the four-year average level of
this expense, decreasing test year income by $517,000.

Staff takes the position that the Company's averaging
adjustment is unnecessary in this case. Staff witness Webster

reviewed the past several years of this expense and determined

Itha:. if the aberrational level for this item in 1988 is

fiqnot-d. the test year expense of $2.291 millicn was “normal."

|The witnuss further observes that if the higher, average figure

A8 used, rates would reflect a higher c<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>