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The LS. Nuclear Regulatory Commission (NRC) peri-
odically surveys the Federal Energy Regulatory Com-
mission (FERC) and state regulatory commissions that
regulate utility owners of nuclear power plants. The
NRC is interested in identifying states that have estab-
lished economic or performance incentive programs
applicable 0 nuclear power plants, including states with
new programs, how the programs are being imple-
mented, and in determining the financial impact of the
programs on the utilitics, The NRC interest stems from
the fact that such programs have the potential to
adversely affect the safety of nuclear power plants, The
current report is an update of NUREG/CR-4911,
Incentive Regulation of Nuclear Power Plants by State
Regulators, published in February 1991,

i

LSS NI TS SNSRI e

s Abstract

The information in this r2port was oblained from inter-
views conducted with cach state regulatory ageacy that
administers an incentive program and each utility that
owns at least 10% of an affected nuclear power plant.
The agreements, orders, and settiements that form the
hasis for cach incentive program were reviewed as re-
quired. The interviews and supporting documentation
form the basis for the individual state reports describing
the structure and financial impact of cach incentive
program.

NUREG/CR-5975

|
|
|
|
|
|
'L

e TR A SN et

-

R ) R T et T W C— v e— i s, [ -SSR TR

aree e b o)

I = ] ) g .
T T T Ry W T TRULTY T P Ty S T T N R NN 7 R [y o | o] Tt Ve p—— 1

T T N———

E@



NUREG/CR-5975
PN1.-8466

Incentive Regulation of
Investor-Owned

Nuclear Power Plants by
Public Utility Regulators

Manuscript Completed: December 1992
Date Published: January 1993

Prepared by
M. 1. ?\v‘hkll]ﬂc_\, D, B Ellot

Pacific Northwest Laboratory
Richland, WA 949352

Prepared for

Program Management, Policy Development, and Analysis Stafl
Office of Nuclear Reactor Regulation

U.S. Nuclear Regulatory Commission

Washington, DC 203555

NRC FIN L1236



Pi
e
Y
i0
s
34
e
‘).
Orts
i
i
It
i
-
\‘.
bl
l..’
¢
\



|

Ev
E,
?5
|
|
by
b
E‘ '
|
g

) Abstract

The ULS. Nuciear Regulatory Commission (NRC) peri-
odically surveys the Federal Energy Regulatory Com-
mission (FERC) and state regulatory commissions that
regulate utility owners of nuciear power plants. The
NRC is interested in ideatifying states that have estab-
lished economic or performance incentive programs
applicable 10 nuclear power plants, including states with
new programs, how the programs are being imple-
mented, and in determining the financial impact of the
programs on the utilities. The NRC interest stems from
the fact that such programs have the potential 10
adversely affect the safety of nuclear power plants. The
current report is an update of NUREG/CR-4911.
Inceniive Regularion of Nuclear Power Planis by State
Regularors, published in Fehruary 1991.
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The information in this report was obtained from inter-
views conducted with each state regulatory agency that
administers an incentive program and cach utility that
owns at least 10% of an affected nuciear power plant.
The agreements, orders, an. setdements that form the
basis for each incentive progran were reviewed as re-
quired. The interviews and supporting documentation
form the hasis for the individual state reports describing
the structure and financial impact of each incentive
program.
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1 Introduction

1.1 Purpose

This report provides information on the methodology
and potential financial impacts of incentive programs
apphicable 1o commercial nuciear power plants. The
LS. Nuckear Regulatory Commission (NRC) staff
reportedt to the Commission of its etfort wo track nuclear
performance incentive programs in SECY 85-260 (July
26. 1985). Following this notice, several reporis,
tracking incentive regulation of nuclear power plants,
have been published: NUREG-1256, Incentive
Regulation of Nuclear Power Plantz by State Public Utility
Commissions, published in Decomber 1987,
NUREG/CR-5500, Incenzive Regulation of Nuclear
Power Planis by State Put'ic Unility Commissions,
published in December 1989, and the most recent
update, NUREG/CR-4911, Incentive Regulano: of
Nuclear Power Planis by State Regulators, published in
February 198.. The current report is the latest update
of these reparts, The primary purpose of the current
report 1s 1o deseribe how specific nuclear performance
incentive pragrams work and to provide hackground
information for use in evaluating the possible salety
implications of the programs. In addition, the report
distinguishes among various classes of incentive pro-
grams and summarizes discontinued programs.

1.2 Incentive Regulation in the Nuclear
Industry

The use of incertive regulation and forms of incentive
programs are classitied and explained i the following
seetons,

1.2.1 Use of Incentive Regulation

Incentive programs implemented by state regulatory
agencies (most often termed public utility (of seovice)
commissions ) are used 1o measure a utility's efficiency in
operating generating units and 10 financially reward or
penalize the utility for performance above or below
established levels, The objectives of an incentive
program are gencrally (o encourage sustained or

mmproved performance and 1o achiove hener economic
performance with less regulation. Frequently, an incen-
tive program establishes a standard to he used in fuel
clause proceedings to determine the recovery of costs,
including costs resalting from nuclear unit outages. The
programs are intended 1o avoid the uncertainty and
complexity inherent in case<by-case prudency proceed-
ngs (See Section 1L23). In addition, an incentive pro-
gram is a mechanism by which the state regulator
allocates an appropriate share of the costs associated
with nuclear unit outages hetween utibity investors and
the ratepavers. Various wohniques have been used by
the states o adjust wtility revenues through an incentive
program; thus, itis necessary to develop and spply a
Classification system for differentiating among types of
programs.

1.2.2 Classification of lncentive Programs

Incentive programs may be classified o one of two
broad categories: nuclear performance incentive pro-
grams and utility performance standard programs. An
incentive program generally use . an objective, prede-
termined formula for determining the size of any finan-
cual reward or penalty based on performance. Many
utdlity regulatory agencics apply incentive programs «o
utilities with fossil-fuol-tired plants as well as nuclear
power plants, These programs are not discussed in this
Teport except 1o the extent that they relate 1o utility-
wide performance stundards. All forms of nuclear per-
formance incentive programs use specific nuclear per-
formance standards and are discussed in great detail in
this report.

A key aspect of nuclear performance incentive programs
i the correlation hetween revenue adjustments and
established levels of nuclear plant(s) performance.
Nuclear performance incentive progeams vary widely in
the criteria used to r sure performance, The criteria
may include heat rate, capuacity factor, or availability
factor. Programs may be based on only one measure of
perlormance; however, a number of programs employ
more than one measure, The revenue adjustments
applied also vary from program o program. The
majority of programs reward good performance and

NUREG/CR-5975

B PR L - = RN YY" . e
W — - RS- - e N N T N I I I T I Y T I N T e =t e

e Ny

D T R o T L e . I ———————

e W PR T e—

PR T | WO PRR——Y -

Dl






B T T e e B T T | —

- | Pm— Y e <l A pa il i A A, s
L1 = { ) T S gl R g ST o § . .

f
r
|
|

availabilities resulis in an increase in capability
responsibility. Although this progiam includes targets

and outlines consequences for deficienties, no revenue

adjustments result. Responsibility for allocation of
costs between producars and consumers rests with the
local public utility commissions who adjust revenucs,
wsing cither the program repored here or other fuel
adjustment mechanisms. Plans such as the PIP do non
fit inio our definition of centive regulation and
therefore are not included here.

1.3 The Potential Influence of Nuclear
Performance Incentive Programs

There is considerable debate within and among the
regulated utilities and their trade groups, the stale regu-
lators, the National Association of Regulatory Utility
Commissioners, and various public ipterest groups as 10
the soundness and fairness of incentive programs, s &
difficult 1ask to develop an incentive program for a util-
ity that faithfully models the public interest with respect
1o a utility's reliability and efficient operation. Ques-
tions have been raised about whether an imperifect
Incentive program causes 4 uliizg 1 unknowingly act
against the public interest or adversely affect public
health and safety. The NRC has heen studying state
economic incentive programs for a number of years, and
it along with other groups, is concerned that nuciear
performance incentive programs have the potential 10
influence a number of issues. These issues include
operational decisions, the financial status of a vtility,
and the safe operation of a nuciear unit.

131 Impact on Utility Financial Status

The utility and stute regulatory personnel contacted in
the survey usually were knowledgeable about the poten-
tial tnfluence of incentive programs applicable to the
affected nuclear units. Utilities, for the most part. have
irdicated that nuclear performance standards have not
had an appreciable impact on the management of
nuclear units. However, in some cases, the standards
have been in effect for a relatively brief period of time,
and this time period may not have been long enough to
determine the Gperational impact.

State regulators frequently conduct periodic, routine
reviews of utility operating costs, including those

1.3

Introdaction

associated with nuclear units, State regulatans may sub-
ject a utility (o disallowances on the basis of unprudently
meurred fuel costs. The primary disadvuntage of routine
reviews is the retrosprotive, subjective examination of
performance and utility management. The Hinancial
consequences Of poor unit performance o reduced 515+
tem gencration are, 10 a great extent, unknown and
therefore dificult to predict. The structured revenue
adjustments associated with performance that are used
i neentive programs have been cited by both utilities
and state regulators as an advantage of incentive
programs

The rewards and penalties associated with incentive pro-
grams may be small with respect 10 ulility revenues.
Nevertheless, the revenue adjustments imposed by the
nuclear performance meentve programs clearly result in
an impact on ratepayers and utility investors. Disaliow-
ance of replacement fuel costs results in savings for the
riatepayers and a measurable cost to the utitinies. The
impact of performance standards on the finapcial heaith
of utilities, however, has been charactenzed as small
(NUREG-1236. Incontive Regulation 6f Nuciear Power
Planis by Stare Public Usility Comnussions Vol 1, 1987),
Incentive programs are not necessarily intended 10 be
extremely punitive: programs usually provide for a
detailed review of performance in extraordinary circum-
stances, such as an anuual capacity factor of less than
S0%. In these circumstances, the application of a
specified penalty would also he examined for
APpropriateness.

n many cases, incealive programs may not significantly
atfect the budgets of utilities because the programs are
intended 10 function @s an alternative 10 routine di-
vidual outage reviews and fuel cost disallowances, How-
ever, the visibility of the pepaliies and the resulting
decrease in revenues are frequently viewed by the utility
as equally undesiruble. Ratepavers and atility stock-
holders may view penalties as an indication of deficient
management. The imposition of nuclear performance
standards on utilities has, in some cases, impacied
mvestments in uithitics’ generating assers. Iy ahdition,
financial rating agencies have reacted unfavorably, in
some cases, 1o the imposition of incentive programs.
Selected utilities have expressed general voncern over
the reactions of the inancial community, pointing out

NUREGCR 5975
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Introduction

that the major rating agencies have downgraded a fow
utility securities (Franklin and Hirvo 19903,

1.3.2 Impact on Operation and Safety

An important guestion concerning incentive regulation
of nuclear power plants is whether such programs affect
unit safety. While the NRC has not conducted a de-
tatled safery impact analysis regarding the effects of
implemented incentive programs, the mfluence of such
programs on reactor safety is believed to be small. frre-
spective of whether w utility s affocied by the applica-
tion of incentive programs, the Atomic Energy Act
requires @ unility that operztes & nuclear urit 1o comply
with NRC regulations and requirements. NRC regula
tions, together with heensee conditions congerning
operations and maintenance, require geceptable safety
designs and safe operation of nuclear units. Further-
more, the NRC through ats licensing and inspection
activities, verifies that Beensees are adhering 10 safe
practices, Nevertheless, economie regulation and,
specificatly, nuclear performance Incentive programs
may have the potential to indirectly influence a
hcensee’s approach to ractor safety issues in situations
not addressed in licepse conditions, This influence may
he positive as well as poientially negative.

Selected meentive programs indirectly reward a utility
1OF vorrecting recarrent or predictable tathures, or de-
gradations that couid lead 1o unit outage or deratung.
Exven though incemtive programs may have these etects,
ttihties have indicated that the operation of nuciear
units involves more important facrors than potential
revenue adjusiments tied 1040 ntive program,
Incentive programs may cncourage high morale and a
quest for excelience in a utility’s operation, which may
improve both safety and economic performance. An
incentive program could increase manageraent’s atten-
don to preventative maintenance and safe operations.

The potennial also exists that, in the interest of real or
pereeived short-teim econonuies, a utility may delay
necessary repairs, maintenance, and upgrades, or reduce
the length Of requi. 2d - wlages in order to meet an
incentive orderion. Because such devisions do not allow
for adequate attention 1o he devoted to the units, it i
passihie that the satety of operations could be

NUREG/CR-3975

compromised. Although an incentive program may
directly af indirectly foster @ Jisions that would maxi-
mize measured performance at the potential expense of
plant safety, such practices would ultimately work
against a utility, A unit operating in less than optimal
condition may have an increased number of unplanned
outages und, thereby, effectively increase penalties. The
effect of incentive programs on nuclear salety will hinge
on utility managements’ reaction 1o the program, that is,
how management will address aperational plans, operat-
ing instreciions, and other measures that may evolve v
response 10 the incentive program’s provisions,

1.4 The Nuclear Regulatory
Commission and Nuclear Performance
Incentive Programs

The NRC staft continues to study, on a generic basis, the
possible offects that incentive programs could have on
nuclear industry. The structure of incentive programs
may affect the balance between practices conducive to
safe operations and practices thay, in the short run,
could increase revenuaes. In response o this concern the
NRC issued a final policy statement in July 1991

(56 FR 33045). The state ent established the NRC's
policy on incentive regulation und discusses certain
features of economic incentiv e plans the NRC cither
believes are desirable or undesirah’,

1.4.1 Desirable and Undesirable Impacts of
Incentive Programs

The NRC believes that economic performance pro-
grams, which provide utilities incentves "to make
reasonable improvement in operations and maintenance
that result in long-term improvement in the reliability of
the reactor, the main gencrator, and their support
systems” are desirable (56 FR 33946). In addition, an
cconomic incentive program considered desirable by the
NRC would reward a utility for having "sound opera-
tions and maintenance programs and far correcting
recurrent of predictable failures....” Incentive programs
that have these impacts enhance plant satety. Economic
performance program® that either provide an incentive
0 o utility 1o aperate a nuclear power facility with
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licensee for minimally satisfactory performance. Such a
penalty could reduce resources that might otherwise be
available 10 improve safety performance.

In view ot these concerns, the NRC does not support

use of SALP ratings or enforcement history 10 arrive at
{inancial rewards and penalties. Incentive programs that
focus on nuclear safety rather than the cconomic opera-
ton of nuclear units have one mote drawhack--they may
interfere with the exclusive Federal regulatery authority
under the Atomic Energy Act over safety matters at
nuciear power plants (56 FR 33947).

1.5 Methodology

The utitities selected for inclusion in the current report
ate investor-owned (publicly-owned systems have been
excluded). Utilities must have a minimum investment of
107% in an individual nuclear unit to be included in the
repeit Information was primarily obtained in tele-
phone interviews conducted with state regulators and
utility personnel. In rmany cases, foltowing each inter-
view, @ copy of the applicable 1990 individual incentive
program report (from NUREG/CR-4911) was sent 10

NUREGH.R-5475

1.6

the utility or state regulator for comments. In addition
{0 interviews, agreements, orders, and settlements, that
implement cach nuclear performance incentive program
were reviewed as required.

Informatios. was collected from the following sources:
all utilities reported in NUREG/CR-4911 10 be subject
to a incentive program, all utilities potentially subject
10 an existing incentive program; and all state regulatory
agencies that have implemented an incentive program.

In addition, state regulaton were contacied in stales
where a wtility either operated or made a significant
investment (greater than 1099) in a nuclear unit and,
consequently, was a candidate for incentive program
application. If a state regulator indicated i the initial
interview that there were no proposed or established
programs, further interviews within that state weie not
conducted. The intesviews ana supporting documenta-
tion provided by the utilities and the state regulatory
agencies form the basis for the individual incentive pro-
gram narratives that describe the structure of cach
incentive program and discuss the financial effects of the
programs on the utilities,
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2 Individual Reports Grouped by State Regulatory Authority

The individual program narratives discuss each incentive
program implemented by state regulatory agencies and
the affected utilities. The narratives are organized
alphabetically by statc. As with previous versions of this
report, the f~dividual narratives identify the state regu-
lator, applicable utilities, program status, performance
critenion, type of incentive program, and a detailed des-
cription of the program and any avaiabie financial
impact data.

The incentive program class dcation specifies the class
of program or identifies programs with unigue charac-
teristics. The identification of the w.ilities includes a list
of each utility’s nuclear units that are affected by the
program and the percentage of the utility's ownership in
cach unit. Program status indicates the effective date of
@ program’s implementation, i.c., the date measurement
of performance actually began. Type of incentive pro-
gram refers 1o how revenue adjustments are made; for
example, the use ol rewards or penalties for nuclear per-
formance incentive programs.

Program descriptions address the specific provisions of
cach program including the program's goal or purpose,
the development of the program, the jurisdictional
authority of a state, the applicable units, and any minor
owners. The measure of performance, performance
periods, target performance, and specified revenue
adjustments are discussed in this section. This section
also includes a description of unigue program charac-
teristics and a7 14 ent activity regarding the incentive
program. The dhancial impact data sections are pri-
marily devoted to reporting the revenue adjustments a
utility has experienced as a result of performance and
may include information regarding current or projected
performance.

A nmber of terms or features are referenced withis an
individual program summary that are commaon to many
programs. Capacity factor, a frequent measure of per-
formance, refers 1o the maximum dependable capacity
unless ntherwise stated. Revenue adjustments refer 1o
rewards, penatties, disallowances, or other economic
sanctions. There are programs that use an escalating
technique to caloulate rewards or penalties. In other
words, the greater the variance from the target, the
greater the reward or penalty. These programs specify
different rewards or penalties for performance ranges
above or below a certain value. For example, 4 program
may have a relatively low penalty foy . fiwst 10% range
below target capacity; the second 10% range below
capacity may have a higher penalty, Total revenue
adjustment is calculated by determining the penalties
associated with performance within cach range and
adding these values together,

The format of each state program summary has heen
modified slightly from that used in NUREG/CR-4911 to
facilitate readability. In addition, a new section has been
included in each report, "1992 Update/Changes.” This
section provides the reader with a brief description of
any changes in the incentive program since the publi-
cation of NUREG/CR-4911 as well as the most recent
penalty or reward. A detailed description of the incen-
tve program and discussion of the financial impact oi
the program on the various utilities follows the synopsis.
The goal of these changes is 1o provide ¢asy access o the
various tvpes of information needed by the reader.

NUREG/CR-5975
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Individual Reports

2.1 State: Arkansas -- Nuclear Performance Incentive
Program Fffective: lanuary 1980, revised January 1983

Regulatory Authority: Arkansas Public Service Commission

Utilities Affected: Arkansas Power and Light: Arkansas Nuclear Units | and 2, 1005
Program Saatus: Program in Operation

Performance Criterion: Capacity Factor

1vpe of Incentive Program: Reward and Penalty

1992 Update/Changes: The utility carned a $13.3 million reward in 1991,

Description  In June 1980, the Arkansas Public Service Commission established a nuclear performance incesn: v 10+
gram 1o partially insilate ratepayers from replacement fuel costs that could result from unplanned outages of Aikansas
Nuclear Units 1 and 2 The program was modified in 1983, The program’s initial target capacity factor (approximately
79% ) was adjusted within the first few months to consider downtime for post-Three Mile Island improvements. The
targel capacity factors (+ 2.5%) were reset at 72.92% for Unit 1 and 71.55% for Unit 2. The revised targets were
reported to be based on industry data for similar units and are currently in use.

Prior 1o the 1983 modification, ther” was a 100% disallowance for each consecutive 30 days of outage (other than for
refueling). The program was revised to apply a 100% penalty for such an outage only once during any 12-month
period. Before the program was modified, Arkansas Power and Light incurred large penalties. The utility viewed the
program as weighted toward penalties with little chance of carning rewards.

The 1983 revisions to the program also provide for penalties il a nuclcar unit falls below the target capacity factor.
Replacement fuei costs are denied if capacity factor targets are not met. Abo, for the first cumulative 30 days (rather
than consecutive) of an outage (due 1o reasons other than refucling) during ihe 12-moath period of performance,
100% of the net replacement fuel costs are disallowed. An sdditional 109 of the replacement fuel costs are disallowed
for all subsequent days of non-refueling outages during the same 12-month period. Rewards equal to the fuel cosi sav-
ings are accrued when a nuclear unit exceeds the target capacity factor. The Arkansas nuclear units recently have been
earning rewards under this program,

Financial lmpact Data: Rewards and penalties are calculated monthly, based on nuclear performance for the
12-month period ending with the current month. Potential penalties range from zero to the actual cost of replacement
tuel, 100% for the Tirst 30 days of ou age and 109% thereafter. Rewards are equal to fuel savings earned from higher
than required capacity factors. The annual rewards, petalties, and 1otal company revenues since 1980 are shows in
Table 2.1. The annual capacity factors for each of the units are shown in Table 2.2,

NUREG/CR-5975 2.2
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Individual Reports

Table 2.1 Arkansas Power and Light's revenues and adjustments: 1980-1991

Totai Revenves  Nuoclear Incentive
Period (Millions of $) (Millions of $)

|
|
i
|
|

1980 563.7 179
1981 670.4 8.0
1982 6888 207 1
1983 763.2 6.7 '
1984 8714 18.4 E
1985 884.9 89
1986 911.4 9 _;
1987 923.6 43 r
1988 9672 14 |
1989 1,0224 9
1990 L1208 8.8 ;
1991 1,1439 133 ]
|
Table 2.2 Cupacity factors for units | and 2 :
|
Period  Unit 1 Unit 2 ,'
' 1990  56.29%  94.86% :
1991  8931%  B1.45% |
i
,
:
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2.2 State: California -- Nuclear Performance Incentive

Progra= Effective: July 1988

Regulatory Authority: California Public Utility Commussion
Utilities Affected: Pacific Gas and Electric: Diablo Canyon 1 and 2, 100% i
Program Status: Program in Operation '
Performance Criterta: Generation aid Expenses |
Type of lncentive Program: Generation determines revenues '
1992 Update/Changes: None

Description: Revenues from the Diablo Canyon units are a function of generation and are based on a price per j
kilowatt determined by the California Public Utility Commission (PUC). This program is referred to as Performance- L
Based Revenues (Pricing). Although Pacific Gas and Electric (PG&E) owns Diablo Canyon, Diablo Canyon's i
revenues are considered 10 be distinet from PO&E: the units are not in the rate base or regulated as are other .'
California puclear units, PG&E is also perceived 1o be the consumer of Diablo Canyon's generation, generation that ‘
is purchased at specified rates per kilowatt hour. The rate per kilowatt hour will increase each year through 1994 3
according 1o a specified, escalating price. Subsequent rate increases will then be tied 1o the Consumer Price Index. |
The performance of Dianlo Canyon is not a factor in the PUC's authorized rate of return for PG&E. ;

California does not permit a utility to recover capital construction costs through rates until a plant is operational.
However, if requesied, the Major Addition Adjustment Clause permits the revenue required to recover capital costs 1o
be treated as a deferred debit until the completion of the project.

The unility has observed that the Performance-Based Revenues program has been a strong incentive for operating
safel, and efficiently. The prograi is believed to be a positive change and is expected 10 favorably impact the industry,
utility, and customers. The settlement is intended to provide the ratepayer protection from nuclear units that fail to

generate, and from escalating costs of operation and capital improvements. In return, PG&E has the opportunity 1o .
| recover the full cost of the facility should the Diablo Canyon units perform at capacity factors in excess of the national
| average. 4

With respect 1o the conduct of operations at Diablo Canyon, the units’ preventative maintenance and inventory of
spare parts are a high priority with utility management. The risks of poor management are high enough 1o preclude
ineffective operation:  Since the utility’s ) evenues depend purely oa production, it claims that it does nat want to risk
long shutdowns. As a result, it is willing to spend money on preventative maintenance, which under this program is far
less costly than long periods of down time. PG&E reports that Diablo Canyon has experienced a 20-25% increase in
operating and maintenance budgets in the period since the program (which resulted from a settlement) became
effective. In a 1988-1990 comparison with nine similar nuclear facilities, the Diablo Canyon units rankea as the biggest
spenders in terms of total production costs. However, in terms of production costs per kWh, Diable Canyon was fairly
competitive at 20.65 mills/kWh, due to its high capacity factor.

Finuncial Impact Data: Recent Diablo Canyon performance has been good. The potential revenue from eaci plant is
$2.6 million per day. Actual annual revenues 91d performance to date is shown in Table 2.3.
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Table 2.3 Disblo Canyon performance and revenues, 1989 - 1991
| v Unit Period Capacity Factor | Rmauu _
1 Diablo Canyon 1 1989 76.6% $624 miilion
L 1990 92.7% $803 miltion
el 1991 78.3% $731 million
Diablo Canyon 2 1989 90.5% $749 million
¥ 1990 79.4% $706 million
1991 81.09% ~ $777 million i
| . ‘
]
| 1
E :
| :
|
:
|
!
¥
=il
1
:
3
i
:
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2.3 State: California -- Nuclear Performance Incentive

Program Effective: SONGS 1 effective July 1986,
SONGS 2 effective September 1983,
SONGS 3 effective April 1984,
Palo Verde 1 effective February 1986,
Palo Verde 2 effective September 1986
Palo Verde 3 effective January 1988,

Regulatory Autherity: California Pubtic Utility Commission

Utilities Affected: Southern California Edison: San Onofre (SONGS) 1, 80%
SONGS 2, 3, 76.55%
Palo Verde 1, 2, 3, and 15.8%

San Diego Gas and Electric: San Onofre (SONGS) 1, 2, and 3, 20%
Program Status: Progtam in Operation
Performance Criterion: Capacit; Factor
Type of Incentive Program: Reward and Penalty

1992 Update/Changes: Beginning in 1993, capacity factors will be weighted averages measured over two fuel cycles, In
addition, the calculation of capacity factor has been changed slightly 10 clear up some ambiguities. {This is not
expected 10 change the results very much.) SONGS 1 will be permanently shut down after its fuel is exhausted. This
will probably occur by mid-1993, or possibly by the enu of 1992 The maost recent financial impacts follow:

SCE- SONGS 1, §1,680,000 penality
SONGS 2, $0
SONGS 3, 85,000,000 reward (proposed)
Palo Verde 1, $5,300,000 penalty
Palo Verde 2, $4,000 penalry
Palo Verde 3, S0
SDG&E: SONGS 1, §533,252 penalty
SONGS 2, 80
SONGS 3, $2,584 (10 reward (proposed)

Description: The Target Capacity Factor Incentive Program is applied to Southern California Edison (SCE) and San
Diego Gas and Electric (SDG&E). Designed to be a risk-sharing mechanism for the utility and the ratepayer, the pro-
gram also serves to encourage efficient utility management. Performance, in terms of capacity factor, is measured over
the unit's fuel cycle (approximately 18 months). The established deadband for SONGS 1 (which will be shut down per-
manently upon completion of the current fuel cycle in late 1992 or early 1993) is from 55% 10 75%; for SONGS 2 and
3, and the Palo Verde units, the deadband ranges from 55% to 80%. At capacity factors above the deadband, the

utility reward is equal to 50% of the fuel cost savings; at capacity factors below 55%, the utility incurs a penalty equal
to 50% of the replacement fuel costs. Capacity factor, however, is calculated separately for each utility. The corres-
pondiny reward or penalty is based on each utiity’s replacement power costs and implemented through the Energy

NUREG/CR-5975 2.6
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Cost Adjustment Clause. la addition, the program provides for economic modifiers that would mitigate a penalts tor
operating at reduced capacity when in the interests of the ratepayer. Economic modifiers may be applied when a utility
can purchase power at a lower rate or extend the operating period in order 1o continue 1o supply ratepayers in peak
peniods. The calculation of the capacity factor has recently changed slightly 1o clear up some ambiguities. Beginning
in 1993, capacity factors will be weighted averages measured over two tuel cycies, reductag the variation between

cycles.

While the program functions for the most part in lieu of routine prudency reviews, the reasonableness of operations is
always subject to review. The California PUC has the authority 1o conduct a prudency review in the event of a forced
outage and may, as it b* i the past, deny recovery of replacement fuel costs associated with an outage. Further, the
California PUC is obliga 1 by California law to review any outage that extends more than nine months, However,
once a penalty is imposed upon a utility for a nuclear unit’s performance within a piven period,  review of an outage
occurring in that period is not usually conducted.

Financial impact Upon Southern California Edison: The reported capacity fac.or of SONGS 3 for Cycle 1 (54.6%)
was due in part 10 extended operction of the unit at reduced capacity 1o support peak summer power demands. As a
result, SCE’s penalty was partially mitigated as provided for by the cconomic modifiers that allow the unit to remain
online when advantageous 10 the ratepayer, as was the case i this insiance. SCE reports that while the Target Capac-
ity Factor Incentive Program receives significant attention from the public, both good and bad, the revenue impact on
the utility is quite small. Nonetheless, utility management is attentive 0 the units’ performance due to the visibility of
the program. Table 2.4 shows the performance and corresponding revenue impact of each of SCE's nucleai units sub-
ject 1o the Target Capacity Factor Incentive Program.

Financial lmpact Upon San Diego Gas and Electric: SDG&E's reported capacity factor Cyvele 1 at SONGS 3 (59.29)
was higher than that reported for SCE (54.6%). Late in Cycle 1, SCE continued to operate SONGS 3 at a reduced
capacity rather that shut down as scheduled in order 1o support peak summer power demands. However, SCE con-
tinued to supply SDG&E with its generation requirements, resulting in a capacity factor higher than that reported for
SCE. According 10 SDG&E, which has approximately $1.5 billion in annual revenues, the impacts of the rewards or
penalties are quite small. The performance and corresponding revenue adjustment of each of SDG&E's nuciear units
subject 1o the Target Capacity Factor Incentive Program is shown in Tabie 2.5,
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[ 3 Tuble 2.5 San Diego Gas and Flectric’s revenne adjustments as determined by capacity factor
g UnitEfective Date Fuel Cycle Capacity Fuctar Nuclear Incentive
g SONGS 1|
i'r— July 1986 9 $5.1% 0
,. 10 44.0% $533.252
| SONGS 2
| Sept. 1983 ] 55.5% 0
| 2 57.0% 0
{ 3 81.7% +$353,000
:l 4 T2.3% 0
| 5 730% 0
, SONGS 3
| April 1984 I 59.2% 0

2 56.2% 0
| 3 80.6% +5134,000
| 4 78.4% 0

5 86.7% +82,584,000

(proposed)
29 NUREG/CR-5975
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2.4 State: Connecticut - Utility Performance Standard

Program Effective: July 1979
Regulatory Authority: Connecticut Department of Fublic Utility Control

Utility Affected: Couaccticut Light and Power: Millstone 1 and 2, 81%
(A subsidiary of Northeast Utilities) Millstone 3, $3%
Connecticut Yankee, 34.5%

Prograw Status: Program in Operation

Performance Criterion: Capacity Factor

Type of Incentive Program: Subjective denial of replacement juel costs

1992 Update/Changes: None. No penalties have been assessed sinee the last report.

Description: Connecticut Light and Power's (CL&P) investment in Connecticut nuclear units is subject 1o the pro-
visions of the Generation Utilization Adjustment Clause (GUAC) and the regulatory authority of the Connecticut
Department of Public Utility Control {(DPUC). However, while CL&P's investments in Massachusetts Yankee
(24.5%), Vermont Yankee (9.5%), Maine Yankee (129 ), and Seabrook (4.1%) are not subject to the Connecticut
DPUC’s regulation, these ownership interests contribute to the . mposite capacity measured by the GUAC. Seabrook
became a component of CL&P's composite capacity factor in December 1990, GUAC treatment and appliczaon of
performance standards (o the nuclear units occurs at the request of the utility. United Uluminating, a Connecticut
utility with investments in Seabrook (New Hampshire), Connecticut Yankee (Connecticut), and Millstone 3
(Connecticut}, is not affected.

The GUAC's purpose is to recover (refund) the difference between fossil and nuclear fuel costs at base rate levels for
replacement of nuclear-generated kilowaits below (above) 70% of nuclear capacity. Fuel costs are based on
projections for the coming peried. The GUAC provides the utility with credit for projected replacement fuel costs
hased on the assumed level of performance. The deferred amount is accumulated for twelve months ending in July and
amortized over the following eleven months (August - July). Each year, the previous year's replacement tuei costs are
reviewed and udjusted. The GUAC allows for collection of higher actual costs incurred; ratepayer refunds are required
for lower actual costs.

Al a capacity factor below 559, the utitity possibly may not recover replacement fuel costs. However, criterion perfor-
mance does not preclude 2iallowance of GUAC credit for replacement fuel costs due to unit outages. Reviews of
individual outages are conducted in the annual GUAC billing rate filing.

Financial Impact Data: Since the program’s implementation, replacement fuel custs have not been denied due (o the
differcuce hetween the assuraed capacity factor of the GUAC and the actual camposite capacity factor achieved by the
nuclear units. Rather, the GUAC tunctions as a fuel adjustment clause. The 1986 disallowance of replacement fuel
costs ($115,000) associated with a Connecticut Yankee power supply outage was the resul of a prudency review and
was not directly determined by the GUAC, Other outages have ovcurred, but the DPUC has been hesitant to place
economic pressure on the company at the possible expense of safety. The composite performance for the CL&P
nuclear units since the GUAC became effective is shown in Table 2.6,
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Although no additional disallowances have been assessed sinee the previous report, there could be some in the near
future duc to the performance of the Millstone units, The DPUC has yet 1o issue an order, but penalties have been
recommended.
Table 2.6 Composite performance of Connecticot Light and Power's nuclear units
Period Composite Capacity Factor

Aup. B4 - July ‘%5 7nI%

Aug. ‘%S - Juiy 86 T41%

Aug. ‘86 - July ‘87 74.5%

Aug, ‘87 - July ‘88 nA%

Aug ‘88 - July '89 75.7%

Aug. '89 - July 90 74.8%

Aug. "% - July ‘91 Hd3%

i
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An adjustment is made 10 the value obtained from this formula for jurisdictional sales. The maximum allowed
evaluation,

Financial lmpact Upon Florida Power: This utitity has received rewards in the four most recent periods. However,
Florida Power suid that these rewards are minor in terms of the impact on of erations.

Financiul lmpact Upon Florida Power and Light: Turkey Point 3 and 4 were not included in the program for the
Summer 91 period due to planned outages 1o upgrade emergency diese) generaton. Al of FP&Ls nuclear plant’s
have received rewards in the three most recent periods,

213 NUREG/CR-5975
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Tuble 2.7 Generating Performance lncentive Factors (GPLF) program: 1989-1992 target and actual

indicators, and incentive vilues
Eguivalent Availability Heat Rute
Unit Perid Turget Actual Target Actual  Incentive Values
Crvstal River
3 Summer 90 49.7% 68.1% 10,5492 10,682 +$998, 778
Winter 9081 75.5% N3.6% 10,374 10,381 +8874,762
Summer 91 %.5% 8RA% 10,678 10,622 +51,107.607
Winter 9142 62.0% 66, 7% 10,390 10,378 + 8558611
Summer 92 $1.2% 10,637
Turkey Point
3 Summer %W 43 5% 61.7% 11,110 11,206 +3950),705
Winter 94 31.9% AR.5% 10,868 11,078 48353928
Summer 91 N/A N/A N/A N/A N/A
Winter 9192 77.4% $9.0% 11,047 10,896 481428 VIN
Summer 92 62.7% 11,305
Turkey Point
“ Suramer Y0 74.4% T1.5% 11,104 11,221 564,469
Winter 90451 18.1% 25.0% 10873 11,005 +$19.713
Summer Y1 N/A N/A N/A N/A N/A
Winter 9102 60.05% 69.2% 10,936 10,951 +51,137,162
Summer 92 76.25 11,230
St Lucie | Summer A RS.9% 6)8% 10,760 10,816 823,183
Winter %A1 Lo 98.6% 10,671 10,696 +51.610,664
Summer 91 R7.0% 93.9% 10808 10,885 +§1,655,000
Winter 9142 S4.4% 64.2% 10,689 10,666 +8779,317
Summer 92 9(.5% 10,806
St Lucie 2 Summer %0 79.5% 2.5% 10,835 10,859 -$764,954
Winter %001 T71.2% 8l4% 10,734 10,600 +8809,057
Summer 91 9. 1% 9K.0% 10,836 10,762 +§841,358
Winter 9192 90.0% 97.9% 10,740 10,663 +§1,086,109
Summer 92 58.7% 10,805
NUREG/ACR-5975 14
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26 State: Georgia -- Nuclear Performance Incentive
Program Effective: January 1990
Regulatory Authority: Georgia Public Serviee Commission

Utility Affected: Georgia Power: Haoh 1 and 2, 50.1%
Vogtle 1 and 2, 45.7%

Program Status: Program in Operation

Performance Criterion: Capacity Factor

Type of Incentive Program: Roward and Penalty

1992 Update/Changes: None. Thete have been no financial impacts yet

Description: The purpose of the Georgia PSC's nuclear petformance incentive program is 1o provide equituble shar-
ing between ratepayers and Georgia Power. Ratepayers and the utility are intended (0 share either the benefits derived
from elficient aperation of the excess costs assoctated with inefficient operation of nuclear generating assets. The
PSC's position is that a nuclear performance incentive program is a reasonable means of providing some assurance o
ratepayers that the utility will be held accountable for its fair shure of any sdditional future costs resulting from poor
performance of the Hatch and Vogtle units,

The measure of performance for the Georgia Power nuclear units is the composite, three-year capacity factor, Perfor-
mance evaluations will be conducted at the conclusion of a three-year period. The target capacity tactor chosen for
cach unit will be based on an average capacity factor for all comparable US. units that operated al an avorage capacity
of 50% or higher during the three-year period. The deadband will be equal 1o target capacity factor +4%. Rewards or
penalties will be equal to 50% of the savings (or costs) determined by the ditference betwoen actual performance and
target performance. The stundards specify that the maximum potential penalty is not 10 exceed the maximum potential
reward. Revenue adjustments (rewards or penalties) will be implemented as required through the fuel cost recovery
mechanism.

The standards are 10 funcion i licu of routing, individual outage reviews that currently address replacement fuel
costs. However, the order establishing the nuclear performance standards provides the Georgia PSC with flexibility, so
that in the appropriate circumstances. any unit may be excluded from consideration under the performance incentive
program for the purpose of performing a separate prudence evaluation. A unit that operates with an average capacity
facror below S0% for the period of performance will be excluded from the program and considered for 4 detailed oper-
ating prudence review by the PSC. Georgia Power may also request that the PSC exclude a unit from the program in
the case of unusual, or extraordinary circumstances.

Financial lmpact Data: The potential revenue impact is difficult 1o estimate due 1o the brief period of time that the
program has been in effect. In addition, the warget capacity factor, based on the average performance of comparable
units during 1990 - 1992, will not be established until the end of 1992, Based on recent performance of Georg'~
Powoer's plants, it is likely that they will be in the deadband or reward zone. Performance of the Georgia Power units
since 1955 is shown in the Table 2.8,
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Tuble 2.8 Georgia Power's nuclear unit performunce: 1985.1991

| Unit  Period  Capachty Factor

| Hatch 1 1985 72.20%

| 1986 §3.94%

; 1987 7.21%

-' 1988 61.85%%

7 1989 97.71%

1 1990 61.80%

| 1991 72.40%

| Hatch2 1985 R2.08%
1986 §3.06%
198 86.34%
1988 63.02% .
1989 61.52% ﬁ
1990 97.30%

| 1991 73.80%

' Vogle 1 1987 7161%
1988 71.65% .
1989 91.80% "
1990 71.90%
1991 77.80% ‘

Voglle2 1989 94,599

| 1990 70.50% 2

:, 1991 92.60%

? J

!
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2.7 State: Maryland -- Utility Performance Standard
Program Effective: January 1988

Regulatory Authority: Maryland Public Service Commission

Utility Affected: Baltimore Gas and Electric: Calvert Cliffs | and 2, 100%
Program Status: Program in Operation

Performance Criterion: Capacity Factor

Type of Incentive Program: Subjective denial of replacement fuel costs

1992 Update/Changes: A more precise and restrictive definition of planned outages was implemented after 1990 In
previous years, the adjusted actual canacity factor had been over 70% when the sctual capacity factor was zero, leading

10 controversies over outages. This change is expected to remedy that situation. No penalties have been issued 1o
date.

Description: The Maryland PSC permits recovery of increased fuel costs through the fuel rute only 1o the extent that
the utility has maintained a reasonable production level at all of its generating assets. The Commission determined
that the Generating Unit Performance Program (GUPP), a system-wide measure, constitutes an initial analysis of the
feasonableness of a utility's performance. A utility that demonstrates that its actual system-wide performance meets or
exceeds the determined warget is considered 10 have maintained a reasonable production level at all of its assets. 1f the
utility's system-wide performance falls short of the target, each plant's target and actual performance are examined and
the utility is required 10 demonstrate that the outages associated with the poor performance were not due 1o utility
imprudence. Even though meeting both the system-wide target and each plaat’s target is considered reasonable per-
formance, individual outage reviews may still be conducted. Outage and peor performance reviews are consistent with

the subjective reviews conducted in prior fuel rate proceedings that denied the utility replacement fuel costs incurred
at Calvert Cliffs.

The GUPP provides the hasis to determine a reasonable production level. The annual target capacity factor, for indi-
vidual nuclear units and the generating system as a whole, is based on a statistical analysis of the performance of
similar nuclear units and generating systems. Performance is measured each calendar year. The actual capacity facior
s then adjusted for planned outages. Utility performance for the past calendar year is reviewed in the annual fuel rate
proceeding. The performance targets for the next two years are determined in @ biannual January proceeding.

Financial Impact Data: Recovery of replacement fuel costs is not determined by performance standards but is
dddressed in the counse of an individual outage review. Historica'ty, approximately S0% of replacement fuel osts
incurred due to imprudency on the part of the utility has been di  llowed. Although no penalties have been issued
under the current program, only the 1985 case has been resolved  The 1987 and the 1988-1991 cases are still unre-
salved. Performance of the Calvert Cliffs units since the GUPP was implemented is shown in Table 2.9.
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2.8 State: Massachusetts - Nuclear Performance Incentive
Program Effective: November 1989, with revisions Fall 1992

Regulatory Authority: Massachusetts Department of Public Utilities

Utility A"ected: Boston Edison: Pilgrim, 100%

Program Status: Program in Operation

Perforaance Criterin: Capacity Fuctor, Performunce Indicators, and Systematic Assessment of Licensee
Performance (SALP) Rating

Type of Incentive Program: Reward and Penaly

1992 Update/Changes: As of Novemiber 1, 1992, the base component and capacity factor will no longer be part of the
program. One-third of outage capital additions will be excluded from the rate base, with the rest remaining (n the rate
base. Boston Edison received a $470.800 reward for the November 1989 - October 1990 period under the program.

Description: The settlement agreement of November 1989 resolved three cases hefore the Massachusetts Department
of Public Utilities (DPU): the rate case filed by Boston Edison, 4 petition 10 remove Pilgrim from rate base, and $250
million in replacement fuel costs. The settiement was proposed and agreed 1o by Boston Edison and the various inter-
venors. The Massachusetis DPU accepted the settlement, as it was consistent with the interests of the ratepayers.
Under the terms of the settiement, Boston Edison withdrew a request 1or an 8.49% (S86 mullion ) rate increase and
wrole off $101 million in operating and maimenance expenses incursed during Pilgrim’s 33.month outage. Boston
Edison was preciuded from filing o new rate case untii 1992; however, the utility s rates changed in the interim in
accordance with the performance adjustment factor.

The settlement imposed an incentive program upon Pilgrim which adjusts the tility’s revenues up or down based on
Pilgrim’s performance. The performance measures of the incentive program consist of the annual capacity tactor, a set
of performance indicators, and the unit's latest Systematic Assessment of Licensee Performance (SALP) rating.
Boston Edison cun be penatized §1 million for each 1% that Pilgrim operates below a 60% capacity tactor. The utility
will be awarded $1 million for cach 1% above a 76% capacity factor, up 10 $15 mitlion annually. For cach of five per-
tarmance indicators (safety system failures, collective radiation exposure, automatic scrams while critical, safety system
actuations, and maintenance backlog over three months old) the utility could carn as much as $300,000 or be penalized
up £ S600000. Criterion performance for gutomatic sceams while critical, safety system failures, and safety system
artuations is defined by the NRC average. The collective radiation exposure criteria is defined as the lastitute of
Nuclear Power Operations (INPO) median boiling water reactor vatue of man-rems/unityear 4 25.0; maintenance
hacklog criteria are equal 10 the INPG average number of work orders + 5%, In addition, based on Pilgrim’s SALP
rating, the utility will earn $500,000 for each one-tenth of a point below 1.6, for a maximum reward of $3 miltion. 1t
will be penalized $500,000 for cach one tenth of a point above |8, for a maximum penalty of $6 million. The
performance adjustment charge for Pilgrim is factored into the quarterly fuc) charge for all Boston Edison generating
assets. The fuel charge is passed on 1o ratepayers; thus, should Pilgrim incur a penalty, the loss of revenues 1o Boston
Edison would be reflected in a roduced fuel charge.,

In addition 10 these incentives, there is also a base component 10 the program. The annual hase component clement ol
the performance adjustment factor incrementally increased company revenues by $20 million and $22.5 million in 1990
and 1991, respectively. For 1992, the hase component value will be $25 million.
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Beginmng November 1, 1992, sevoral changes (o the above program will take place. The base component will disap-
peat, as will the use of capacity factor as an indicator. One-third of outage capital additions will be excluded from the
rate base after this date. They will be put at risk through a per kilowatt-hour rate schedule. The other two-thirds will
remain in the rate base

Fiuancial lmpact Data: The maximum potential increase of decrease in revenues as a result of Pilgrim's performance
(using 1992 hase component) is summarized i Table 210 Performance-related adjustments fot poor petformance
in 1992 could decrease revenues $39 million, resulting 1n a maximum net reduction of $14 million. Conversely, good
performance could increase 1990 revenues by $19.5 million above the annual base com cnent adjustment, for a total
increase of $44.5 milhion.

Table 211 shows neutral bands for cach of the seven criteria, Pilgrim's perfe, mance during the first year of the

program. and the revenue adjustment figure. In addition to the $20 million base component, the utility carned a
S470.800 reward for the November 1989 - October 1990 period.

Table 2,10 Calenlation of maximum revenue adjustments for Pilgeim as & function of performance criteria

Criteris Rate of Penalty Maximum Penulty Rate of Reward Muximum Reward

Capacity Factor $1 million/ $30 million §1 million/ $15 million
pereentage point percentage point
Performance S6HO0, 00 indicator $3 mitbon S300.0007 indicator $1.5 million
Indicators

SALP Rating $500,000/ 110 $6 million $500,0007 110 $3 milhon
pomt 7 point

Total Performance -$39 milhion + 5195 miition
Adjustments
1942 Annual Base +$25 million +525 million
Component
Element

Net Maximum $14 milhon + 3445 million
Revenue
Adjustment
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Tabie 2,11 Pilg:am performunce indicators, capacity factor, SALP rating, and nuclear incentive,

Novemher 1989 - October 1990
Criteria Neutral Band Pilgrim Performance Nuclear Incentive
Aulomatic Scrams 1-3 2 0
While Critical
Sulety System Failures 24 3 0
Safety System 1-2 0 +$100,000
Actuations
Collective Radiation 35. 575 22141 +5247 800
Exposure (man-rems)
Maintenance Backiog 494-594 412 F 123000
Over 3 Months Old
(work orders)
Capacity Factor 60%. . 76% 6R.3% 0
SALP Rating 16- 1.8 1.7 0
Totals + $470.800
22 NUREG/CR 5978
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expenditures. Failure of & unit 10 meet a performance goal resulls in & review of the unit's replacement fuel costs.
These reviews place the utility at risk for the denial of replacement fue! costs determined by the DPU 10 be
imprudently incurred.

Financial Impact Upon Boston Edison: Boston Edison Cas incurred three penalties since the Generating Unit Perfor-

mance Program was established in 1981. A $5.2 million penalty incurred in 1981 was due 1o scheduling difficulties that :

extended the refueling outage during structural modification 1o Pilgrim. In 1954, & $4.2 million penalty was related to l

an outage for pipe replacement and chemical decontamination. A $3 million penalty in 1986 was associated with an '

Outage because of valve misalignment and foreign material in the standby liquid control system. The replacement fuel

costs incurred in the April 12, 1986 - December 1, 1988 outage were addressed in the 1989 Pilgrim settlement. No

additional penalties have been assessed since then. Table 2.12, Generating Unit Performance Program: [985 - 1992 !

Pilgrim Goals and Actual Values, includes goals and actual performance since the program’s 1985 revisions. Results '
|
I
!
l
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for the latest neriod were not available by the date of publication.

Financial Impact Upon Western Massachusetts Electric: Fu ol cost disallowances were imposed upon the utility first
ih 1985 and again in 1986 due to the petformance of the Connecticut Yankee unit. However, the Massachusetts DPU
has not imposed & penalty upon Western Massachusetts for operation of the Millstone unsts to date. There have been
no disallowances since the last report, but the DFU is currently backlogged, with four cases 10 be resolved.  Although
Western Massacausetts does not expect any nenalties, nothing is certain at this time. Tuble 213 includes the goals and
actual performance since the program’s 1985 revisions.

2.23 NUREG/CR-597§
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Tubde 212 Generatirg Unit Performance Program: 19851992 Pilgrim goals snd sctusl vidoes

] Average Three Year Performnnce
Avabubiliity  Availability Capacity Outage
Feriod Factor Fuctor Factur Rate  Heat Rate
5 Now 19RS Ot (98 Actiinl AL 2% WA 33.0% SUH 1027
CGioal 67 0% 728% ol 6% 64% 10,278
Now 19he - Ogt, 1987 Actual % [ s % ]
Gioal 67.6% % 67 6% KON W
Now. 197 - Ot 1988 Actual 0% i 0% as 0
' Cioal e 7479 69 4% 16.2% 10,278
' Nov 198K - Ot 1989 Actual 14% 50.2% 17.0% % 11,084
Croal 29.2% L% 2% 1 1% 10,37
Now. 1959 - Ot 1990 Actusl o835 A% 6% 3%, 125% (IR
Choml 71.9% 4% 719% 15409 10,278
Now. 1990 . Ot 199) Actual ol 2% 7% od 0% 2% 10433
Cieeal 7H.2% 82.1% 2% 16.9% 10,27%
Now 1991 - Oet. 1992 Actual
Cioal T6.0% 74.5% TO6% 15 8% 10,27
|
|
l
|
!
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Table 213 Generating Unit Performance Program: 1986-1991 Millstone 1, 2, and 3 goals and actual vidues

Average Three Year Performance:
Faqun alent Forved
Avallabilitn  Avallability  Capaelty Outage
Periud Fuetor Factor Factor Rate Heat Rute
MILLSTONE 1 4
Tune 1986 - May 1957 Actual w2 9% 95 6% 0 v dan 10518
Cioal o4 61 6k 9% 64 6% K% 10510
June 1957 . May 198K Actual 75.9% 9% 75 9% 4% 10,458
Gonl ok 1% 7.2% oK 1% Aun 10513
! Tune 1988 - May 1959 Actual &1 8% §42% 51 9% 7% 10,451
Goal o8 7% T2.0% 68,7 R 8 10,4631 !
sune 1989 . Muy 1990 Actual 927% 0 W w2 9% 14 1048
Gl 672% 20 5% 12% 16% 10,463 :
June 1990 - May 1991 Actust 1% T4.9% T24% 1.9% 10,457 !
Goal T1.3% TAR% "% 1A% 10,450
MILLSTONE 2
June 1956 . Muy 1987 Actunl o4 W% «19% o 5% 8% 10878 I
Goal, T68% 50 9% 76.4% “O% 10,944 i
Tune 1987 - May 1985 Actual 5.0% 9% 75.6% n0% 1K1K j
Goal. 6% B A% 9.6% Y% 10,951 |
June 198K - Mauy 1989 Actual 71.9% AN 9% 4% 10,767 !
Gaal 01% 74 5% 01% w05 10,800 ':
June 1959 - May 1990 Actual 8188 K4 1% KL% 10% 10828 :
Goal 1 0% §6.3% 81.9% 700 10,400 i
June 1990 - May 199) Actual 66.5% 5% b 9% 11K 10,778 3‘
Goal: 76.7% 2% %.7% <o 10,763 i
MILLSTONE 3 i
| June 1986 - May 1987 Actual: 7% KL% 78.7% 9 8% 10,348 %
._- Cioal 08 4% 78 4% 65.4% 24.0% 10,366 5
Tune 1987 - May 1988 Actual 62.8% 06.0% 627% B6% 10,342 l
Goal 63.2% 67 4% 63.2% 14.9% 10,38 I
June 1988 - May 1989 Actual 7% 9% §41% 79.8% 11.0% 10,421 |
Gioal 20.1% MI% 201% 9.7% 10,355 .-
| June 1989 . May 1590 Actusl 69.2% 75.8% 2% 14.3% 10,455 :
? Goal 68 9% 735% 680% 9.9% 10,355 |
i June 1990 - May 1991 Actual 69.5% A% 69.5% A% 10,488 ,
f_' Goal: %.7% 810% 767% 81% 10,358 !
| |

|
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Individual Reporis

2.10 State: Michigan -- Nuclear Performance Incentive

Program Effective: Januany 19

Regulatory Authority: Michigan Public Service Commission

Utility Affected: Detroit Bdison: Fermi 2, 100%

Program Status: Program in Operation

Performance Criterion: Capacity Factor

Type of Incentive Program: Bankod Reward and Fenalty

1992 Update/Changes: 1n 1990, Detroit Edison increased its invesiment in Fermi 2 from 84.8% 1o 1004%.,
Description: A 1987 incentive program proposal initiated in a Consumers Power (another Michigan utility)
proceeding was rejected. This program was potentially applicable o all Michigan nuclear units, including Fermi 2. A
settlement negotiated in a subsequent 1988 Detroit Edison rate case, however, imposed a temporary, S-year incentive

program on Fermi 2. In addition 1o the incentive program, the settlement also allows for approximately $4 billion of
the $5 billion investment in Fermi 2 10 be included in the rate base. The utility's base rates are frozen, and the Power

Suy ply Cost Recovery (PSCR) proceedings are suspended through 1992, The incentive program’s nuclear
performance standards will be employed to adjust utility revenues when the PSCR proceedings are reinstated.

The nuclear performance standard will require the unit's threc-year, rolling capacity factor (commencing in 1991) 10
meet the reater of two criteria; either a 50% capacity factor or the average capacity factor of the top 50% of the

nation' Soiling water reactors. Required revenue adjustments are to oceur at the conclusion of each 12-month perfor-

mance period. A disallowance will be imposed on the utility based on the net incremental cost of replacement power
for & capacity factor below the minimum standard, Rewards are not directly applied when the performance standard is
exceeded, Yowever, rewards that might have accrued for these periods may be used 10 offset penalties in subsequent
years when performance i below the standard. Thus, the rate order provides for a banking mechanism that can be
used to offset penglties but Joes not provide for actual rewards.

¥ inancial lmpact Data: For the period in which the PSCR suspension is effective, the utility will be responsibie for
absorhing any under-recove 'y of fuel costs and may retain any over-recovery of tuel costs. The incentive program’s
revenue adjustment, ii any, for the initial performance period will not be determined until 1993, Consequently, data
on penalties or hanked rewards are not available. The incentive program does not specify maximums with respect to
cither penalties or banked rewards. In addition, there are no provisions for review by the Michigan Public Service
Commission once the utility begins 10 incur penalties,

NUREG/CR-5975 2.26
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2.11 State: New Jersey -- Nuclear Performance Incentive

Program Effective: For Public Service Elecioic and Gas: January 1987, revisions January 1990
For Jersey Central Power and Light. March 1987; revisions March 1990

Regulatory Authority: New Jersey Board of Public Utilities

Utilities Affected: Public Service Electric and Grs: Peach Bottom 2 and 3, 42 5%
Salem | and 2, 42,549
Hope Creek, 95%

Jersey Central Power and Light: Owster Creek, 1009
Three Mile Island 1, 25%

Program Status: Program in Operation
Performance Criterion: Capacity Factor
Type of incentive Program: Roeward and Penalty

1992 Updute/Chunges: Jersey Central Porver and Light rec stved a $500,000 penalty for the March 1991 - February
1992 period.

Description: The New Jersey Board of Public Utilities (NJBPU) adopted performance standards in licu of the pre-
Viows case-by-case investigations that had determined whether or not s particular outage called for @ monetary dis-
allowance. The program is intended 1o skt the risks of paor nuclear performance from (he ristepayer (o the utility.
The performance standard program is applied t¢ cach of the three utilities that operate or invest in New Jersey nuclear
units: Atlantic City Eleciric, Jersey Central Power and Light (JCP&L), and Public Service Electric and Gas (PSE&G),
Adlantic City Electric is a minor investor in Salem ) and 2 (7.4% ), Peach Bottom 2 and 3 (7.5%), and Hope Creek
(5%, therefore, a detailed survey of the program’s impact on this utility was not conducted,

Performance standards were established in 1987 and moaitied in 1989, The performance standard established in 1987
measured the composite cupacity factor (of cach utility's plants) over a 12-month performance period. The provisions
of the program established a target capacity fuctor of 70% and a deadband of 60% 10 80%. The deadbund was estab-
lished 10 allow for variations due to refucling outages scheduled during performance periods. An average capacity
factor between 80% and %% for a utility's nuclear units yielded a reward equal to 20% of the fuel cost savings
(recovery of 120% of the tucl costs). For performance greater than 90%, the reward was equal 10 25% of the fuel cost
savings, For capacity factors between S0% and 609, the utiiity's recovery of replacement fuel costs was limited 1o
805, resulting in a 20% penalty (dsallowance). The penalty for capacity factors between 40% and S0% was 25%.
Penalties for capacity factors below 40% were (0 be based on a special review of the circumstances by NJBPU; these
reviews included the wtility's explanation of causes. All revenue adjustments were calculated from the target capacity
factor at the rate corresponding (o the capacity factor achiteved,

Hearings were begun in October 1989 to review the nuclear performance standards. Provisions for these hesr ngs were
made when the original standards were established. The review of he original program specifications and the subse-
quent revisions were intended to address aspects of the program that were controversial. The impact of performance
standards on the management of the nuclear units and on ratepayers and investors was discussed in the course of the
hearings. Specific attributes of the standards were also examined and, in a number of instances, revised.

.27 NUREG/CR-5575
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The consensus of the utilities at the 1989 hearings was that the perforimance standards have not had an appreciable
impact op ihe management of the nuclear units. The utilities indicated that the operation of the units involves con-
sideration of factors more important than the economic rewards or penalties of the standards, such as the NRC's
requirements and gencral safety considerations. The utilities testified that the existence of performance standards
have not had any measurable adverse impact on the safe operation of the nuclear units.

The revenue adjustments imposed by the standards clearly impacted the ratepayers and utility investors. The disal-
lowance of certain replacement fuel costs has resulted in savings 10 the ratepayers and measurable costs 10 the utilities.
The utilities expressed concern about the cffect the imposition of nuclear performance standards has had on the finan-
clal community's perception of the utilities. They have pointed out that the major rating agencies have downgraded a
number of #1ility securities. The NJBPU indicated that the invesiment risk of one utility versus another would includs.
among other factors, the aggregate investment in nuclear units owned or operated by a utility, a phenomenon which
should be recognized by the market,

The 1989 revisions to the incentive program limited both the deadband runge, where neither a penalty nor a reward
accrues, and the percentage of replacement fuet costs the utility may  llect from ratepayers. The percentage of fuel
cost savings that accrue 1o the utility was adjusted, and the method of caleulation of plant capacities and (he cost basis
aguinst which the penalty and reward percentages are applied were revised.

The 1989 revised nuclear performance standards reduced the deadband range 10 4 65% 10 75% “zone of reasonable-
ness” and increased replacement fuel cost penalties (disallowances ) for nuclear unit performance below 65%. Al
capacity tactors ranging {rom 55% 19 65%, the utility's recovery of replacement fuel costs is limated 1o 70% resulting
in a 30 penalty, The penalty for capacity factors between 45% and 55% equals 40% of the replacement fuel costs;
between 40% and 45% the penalty equals 50%. The revised standards also allow for rewards when performance
reaches 75% at this point, 30% of the fuel cost savings accrues o the viility. Unit capacity is now calculated according
10 the unit's average summer/winter maximum dependable capacity (ML ™) rating. MDC measures the output that the
unit is realistically capable of reaching when operating at full capacity. Prev, susly, unit capacity was caloulated on the
basis of the unit's design clectrical rating (DER), a slightly higher rating than MDC.

According 10 the old standard, a utility would be penalized at the rate corresponding (o the unit's actual capacity for
cach percentage point below the 70% targ=t, even if the actual capacity fell into a more expensive range by only 1%
The revised program specifies that revenue adjustments are 1o be determined from the edges of the zone of rea-
sonableness, eliminating the hard shoulder effect of the deadband. For example, with a capacity fs “tor of 54%., 1%
helow the 55% 1o 65% range, the utility would incur a penalty of 30% of the replacement fuel costs for the 10% within
the S5% 10 65% range and a penalty of 40% for the 1% within the 45% 1o $5% range.

Table 2.14 summarizes the programs in terms of the percentage of fuel costs the utility is permitted to recover from
ratepayers, A cost recovery level of 130% is equivalent to a reward of 309 of the fuel cost savings. Similarly a cost
recovery level of 70% s equivalent 1o a peaalty or disallowance of 30% of the replacement fuel costs. Al capacity
factor levels below 409, the NJBPU intervenes 10 review the circumstances associated with poor performance; these
reviews include the utility’s explanation of causes.

The 1989 program revisions were ordered in July 1990 and were applied in the 1990 performance piod. The levelized
encrgy adjustment clause (LEAC) year (the period of performance)) for PSE&G is from January 1 through
December 31, For JCP&L, the LEAC year is from March | through February 28.
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| Table 218 Public Service Electric and Gas' revenue adjustments as determined by composite

| capacity factor
| Period Comporite Capacity Factor Incentive Vidues
s S4.8% $19,500,000
198X 49.0% 822,500,000
1080 70.0% 0
Y T48% 0
o 0 0 |

Table 2,16 Jersey Cenvenl Power and Light's revenue adjustments us deturmined by composite capacity factor

Period

Composite Capacity Fuctor Incentive Vilues

E i e Rl B B e

March 1987 - Feb, 1988 69.0% (1}

March 1988 - Feo, 1989 $3.29% <54 500,000

March 1989 - Fep. 1990 56.4% $3,900,000
March 1990 - Feb, 1991 2%.2% + 82,700,000 :
March 1991 Feh, 1992 64.0% $500,000 !
i
!
!
|
:
_:
|
|
| T
!
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Tuble 217 Kl Paso Flectric's revenue adjustments as determined by composite capacity fnctor

Period Composite Capacity Factor Incentive Vialues
1987 60.50% 0
198K 70.40% 0
19KRY 23.40% <$ 1,480,000
1990 61.71% (0
1991 75.19% +55,457
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2.13 State: New Mexico -- Nuclear Performance Incentive
Program Effective: April 1990

Regulatory Authority: New vexico Public Service Commission

Utility Affected: Public Sevice Company of New Mexico: Palo Verde 1 and 2, 10.2%
Program Status: Effective April 1990

Performance Criterton: Capacity Factor

Type of Incentive Prograes: Reward and Penalty

1992 Updute/Changes: The utility received a $130,992 reward in the most receat period.

Description: Performance standards were established for Public Service Company of New Mexico's (PSCoNM) invest:
ment in Palo Verde 1 and 2 in the course of the construction prudency review. The stipulation made during the review
resolved all issues regarding prudence of Palo Verde's construction including: the common facilities, system pla- 1ing,
and construction costs. The revenue adjustments determined by the nuclear performance stundards are applica 1o
two-thirds of PSCoNM's output entitiement from the Palo Verde units. (Palo Verde 3 is excluded from rate base. )

Nominally, the average capacity factor for the Palo Verde units will be measured as a function of the 18-month fucl

i~ tle, whale the fuel cost savings or replacement fuels costs attributable to the utility will be determined on an annual
basis. However, the performance standard was applied for the first time based on the 12-month period of performance
beginaing April 1990, The performance standards and coiresponding revenue adjustments adopled are similar 10
those applied 1o El Paso Electric. The established deadband ranges from 60% 1o 75%. For a capacity factor between
TS% and B5%, the utility incurs a reward equal to 50% of the fuel cost savings; above 85%, the utility's reward equals
H00% of the fuel cost savings. For a capacity factor between S0% and 60%, the ut”” y incurs a penalty equal 1o S0% of
the replacement fuel costs: below S04, the utility’s penalty equals (00% of the replacement fuel costs. The fuel savings
or costs are calculated as the diffcience between the average system fuel cost and the fuel cost for Palo Verde.

Financial lmpact Data: The reported annual capacity factor and the corresponding revenue adjustments since the pro-
gram became effective are shown in Table 2,18,

Table 2,18 Public Service Company of New Mexico's revenue adjustments as determined by

composite capacity factor
Period Composite Capacity Factor  Incentive Values
April 1 1990 < March 30, 1991 74.2% 0
Nov. 1, 1990 - March 30, 1992 78.9% + 8130992
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Description: A utility-wide (not just nuclear) partial pass-through fuel adjustment clause applies 1o cach of the ahove
New York utilities. As a result, the utilitics are not necessatily allowed 10 pa . through 1005 of the actual fuel costs.
However, each utitity’s program is unique. Thus, below is a generic description of o typical New York FAC, with
utility-specific descriptions following.

Each month, the Public Service Commission (PSC) compares target unit fuel costs and the actual recoverable fuel cost
per unit of sendout for the utility’s retail customers. The partial pass-through mechanism uses a shiding scale per-
centage 10 reconcile fuel cost departures from the monthly target. For example, an 80/20% share of costs between
ratepayers and the utility may apply 1o departures up to a specified absolute dollar limit for each utility, departures in
excess of the specified dollar limit might then be shared Y010% up 1o a specified cap, with the utility recovenng from
ratepayers 100 of departures in excess of the specified cap.

In practice, for a utility that exceeds the targeted costs, an 80/20% share of departures from the targe! results in passing
SO% of the exvess cost 1o the ratepayers and the utility absorbing the remaining 20% of the actual costs, Conversely, if
the utility’s actual costs are below the target, 80% of the savings are passed on 1o the ratepayers, and the utility is
allowed to retain 20% of the savings as a positive incentive. Therefore, if the utility's fuel costs fall below the target,
the utility recovers revenues in excess of actual fuel costs for the month,

Rochester Gas and Electric: RG&E is subject to an 8020 (ratepayet shareholder) partial pass-through clause. The
maximum exposure for the utility is 05% of outstanding equity (5 basis points). Fuel costs are now indexed 10 account
for volatility of oil and gas prices.

New York State Electric and Gas: NYSEG's FAC provides an 80/20 (ratepayer/sharcholder) split for the first $40 mil-
lhon variance from the targeted costs. The split is 90710 for the next 340 million vanance. Bevond that, 100% of fuel
costs are passed on 10 the ratepayer. The maximum exposure 1o the utility s $12 million.

Long Island Lighting Company: LILCO's FAC split is 60/40 (ratepayer/shareholder) vp 1o @ maximum exposure of
2% of outstanding equity (20 basis points). Fuel costs are indexed 10 account for volatility of otl and gas prices

Consolidated Edison: The sphit is 70730 (ratepayer/sharcholder ) up 1o a maximum exposure of $30 million. The maxi-
mum exposure due 1o generation at Indian Point 2 is $10 million, Fuel costs are indexed to goe~ant for volatility of oil
and gas prices.

Niagara Mohawk: As before, Niagara Mhawk is subject 1o an 30720 (ratepayer/shareholder) split for the first $50 mil-
lion variance, and a 90/10 split for the next $50 million variance. Beyond this point, 100% of fuel costs are passed on
1o ralepayers, giving the utility a maximum exposure of $15 million. Unlike before, fuel costs are now indexed 1o take
prive volatility of odl and gas into account. In addition to this FAC, other new incentive programs have been imple-
mented by the PSC for Niagara Mohawk. A five-ycar plan affecting the whole company, the Mot Plan, began in 199].
Itis a performance-based program that atlows the company to carn back some or ail of 1ts $180 million settlement.
Performance rewards are based on a number of company-wide indicators, as well as nuclear performance. Thete is also
a nuclear operating efficiency program for Nine Mile Point 1, taking the place of the normal FAC for the plant. Over
the next two fuel oveles, targets for Nine Mile | will be based on equivalent net capacity factor. The benefits (costs) in
terms of saved (additional) replacement power costs will be shared 70/30 (ratepayer/sharcholder) for the first 74
variance from the target of 61.26%, which is the average lifetime capacity factor of plants similar 1o Nine Mile Point 1.
For the second and third 7% variance, the sphit s 60/40 and S0/50, respectively (ratesaver/shareholder). Unlike the
other FAC, the utility bears all of the fucd costs beyond this point,
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Financial lmpact Data: Since the 1987 rulemaking proceeding, which allows for ive adjustments for under-

and over-recovery of fuel costs, Duke Power, Caroling Power and Light, and Virginia ric and Power have not

been subject 10 o disallowance of under-coliected fuel costs due 10 imprudence. However, Virginia Electric and
Sower's nuclear capacity for the July 1985 - June 1989 peniod of performance was 4 /%, In a negotiated settlement, the

utility agreed not to seck recovery of $1.5 million in replacement fuel costs,
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reconcilition adjustment of the electric fuel component rate. Ohio only permits recovery of the actual costs of fuel
used in clectrical generation; thus, @ provisioa for rewards is not included in the program. However, a mechanism was
established such that if a utility’s nuciear performance is above the industry average, rewards that might have accrued
are "hanked.” Banked rewards can only be used 10 offset penalties incurred in the recent past or those that may e
incurred in the future.

An operating avauability factor was selected rather than 4 capacity factor because of & unigue charactenistic of these
utility systems. Currently, the capacity represented by the nuciear units serving the area exceeds the off-peak demands
of the utilities, As a result, all the nuclear units cannot be fully loaded during off-peak periods. Under these circum-
stances. using the capacity factor, which measures actual unit utilization relative 1o the unit’s potential capacity, would
notbe appropriate. A stipulation was included in the order stating that, if data on industry-wide equivalent availability
becomes readily availab’ ., the performance standard will be re-evalvated.

Financial tuipact Data: Available data indicate that for the last six years, Ohio utilities have no! been subject 10 denial
of under-collected system loss adjustment. However, Ohio Edison was denied recovery of $19,800 in under-collecied
system loss adjustment for the January June 1985 period. In 1991 fuel component proceedings, there was not a denial
of under-collected system loss adjustment to any of the utilities,

The nuciear performance standard was first applied to the Ohio utilities in 1991, In cach case the utilities accumulated
$1 million in banked rewards (Toledo Edison $1,277,501; Cleveland Electric Hluminating $1,492,033; Ohio Edison
$1,220,000). This reward is based upon the combined penalties/rewards as the program applied (o each operating unit.
Table 2.20 shows in greater detail the impact of the performance program in (s first year.

NUREG/CR-39735 240
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2.17 State: Pennsylvania -- Nuclear Performance Incentive
Program Effective: Apri) 1990
Regulatory Authority: Pennsylvania Public Utility Commission

Utility Affected: Philadelphia Electric: Limerick 1 and 2, 100%
Salem 1 and 2, 42.6%
Peach Bottom 2 and 3, 42.5%

Program Status: Program In Operation
Performance Criterion: Composite Capacity Factor
Type of locentive Program: Reward and Penalty

1992 Update/Changes: The program was unchanged in 1991 and 1992, First-time application of the Energy Cost
Adjustment (ECA) resulted in a 85,136,242 reward.

Description: The nuclear performance incentive program for Limerick 2, which began commercial operation in
January 1990, was revised (n the rate case that added the unit to base rates. The revision to the ECA, effective April
1990, incorporates a nuclear performance standard and replaces the existing Energy Cost Rate Factor for all of
Philadelphia Electric's nuclear units. The objectives of the nuclear performance standard and corresponding revenue
adjustments are 10 equitably balance the interests of the utility and its ratepayers, and 10 produce just and reasonable
rates,

The ECA measures Philadelphia Electric’s composite nuclear capacity factor for the calendar year. A component of
the ECA, referred to as the performance adjustment, defines rewards and penalties as a function of the nuclear com-
posite capacity factor. In addition to any over-collection of actual energy costs, the performance adjustment requires
Philadelphia Electric 10 refund a portion of the replacement power costs. These are the costs incurred during the one-
year performance period due 10 nuclear performance at less than a designated range of accept»hle capacity. The per-
formance adjustment also permits the utility to retain a portion of the replacement power costs avoided due 10 nuclear
performance above the designated range of acceptable capacity. The performance adjustment is described in

Table 2.21.
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Tabie 2.21 Philadelphia Electric's performance and revenue adjustment program

Composite Capacity Factor Revenue Adjustment
Above BS% 40% replacement power savings

Above 75% but not above 85%  30% replacement power savings
Above 70% but not above 75%  20% replacement power savings
Between 60% and 70% No adjustment

Below 60% but not below 55%  20% replacement power conts
Below 55% but not below 45%  30% replacement power costs

Below 45% 40% replacement power costs

The revisions to the ECA also specify that if a nuclear unit is out of service for more than 120 consecutive days, or does
not achieve a capacity factor of 50% or more during a performance year, the PUC will retain the authority 1o conduct
an investigation of that unit's performance. The PUC may disaliow recovery of up 1o 100% of replacement poser
costs found to have deen imprudently incurred. Disallowances of 100% of replacement power costs imprude v
incurred are consistent with the PUC decisions in the past. A unit that has failed 1o perform would not be subyect 1o
the performance adjustment and would be excluded from the composite capacity factor calculation. Howevar @ ¢
normal operation of the ECA will replace routine annual reviews of nuclear performance, and disallowance of replace-
ment fuel costs will not occur if the unit meets the required capacity factor. The ECA will not be subject to modifica-
tion for a minimum of three years in order 1o provide & fair test of its ability t0 achieve the desired objectives.

Financial lmpact Duta: The ECA was applied 1o Philadelphia Electric for the first time in calendar year 1991. The
composite capacity factor for all six of Philadelphia Electric’s units considered in the incentive program was 74 4%,
The revenue adjustment that resulted from the composite capacity factor was a 85,136,242 reward. The reward will be
collected between April 1992 through March 1993,
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2.18 State: Texas -- Nuclear Performance Incentive

Program Effective: Effective April 1990, (new proposal presently under consideration).
Regulatory Authority: Texas Public Utility Commission

Utilities Affected: El Paso Electric: Palo Verde 1, 2, and 3, ,5.8%

Program Status: Program in Operation

Performance Criterion: Capacity Factor

Type of Incentive Program: Reward and Penalty

1992 Update/Changes: The current program was adopted in early 1990, The utility incurred a $2.5 million penalty for
the period ending in April 1991, A penaity of $1.9 million resulted from the most recent period.

Descrigtion: The nuclear performance incentive program was a rest.it of the 1987 El Paso Electric rate case. The
Texas Public Utility Commission (TPUC) staff cites a number of reasons for incentive regulation: the high capital
costs of new hase-load capacity, @ perceived need 10 encourage greater efficiency in utility operations, and a desire to
establish a means of more equitably allocating risks and rewards between shareholders and ratepayers.

The program employs capacity factor as the primary performance indicator for each unii. A composite capacity factor
of the three units is used as the basis to determine performance-based rewards or penalties. Penalties or rewards are
determined on an annual basis. The actual capacity factor is based on a three-year rolling average capacity factor of
the three units. The deadband range would be equal 1o the target of 70% +7.5%. Rewards or penalties for perfor-
mance outside of the deadband vary depending upon the range excess or shortage of capacity. Table 2.22 describes in
detail the breakdown of the incentive program reward and penalty distribution. Fuel replacemen . ur sharing costs are
based upon a weighted average. Any reward or penalty is muitiplied by the percentage of Texis kilowati-hour sales
divided by total kilowatt-hour sales.

The TPUC is currently in the final stages of adopting a revised nuclear incentive program which expands coverage 1o
other utilities. The proposed rule was published in March 1992, with the final rule expected early this fail.

Financial Impact Data: Tl first application of the TPUC program resulted in a penalty. The three-year rolling aver-
age determined through April 1991 for Palo Verde plants was 50.8%. This capacity factor fell outside of the deadband
range causing El Paso Electric 10 absorb a $2.48M penalty. For the year, El Paso Electric had $58.7 million in fuel
costs. For the period ending in April 1992, the three-year rolling average capacity factor was 52.4%. This led to a
penalty of $1.9M.
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Table 2.22 Public Utility Commission ef Texas operating incentive program (F1 Paso Electric Company)

Compuosite Capacity Factor Revenue Adjustment

Above B7.5% Company rewarded based upon the difference between varia-
ble fuel costs and Palo Verde fuel costs multiplied by the
kilowati-hours in this band.

Above 77.5% to 87.5% Company retains S0% of any incremental fuel savings
62.5% w 77.5% Deadband, no penalty or reward

Below 62.5% 10 52.5% Company absorbs 50% of any incremental fuel cost

Below 52.5% 10 38% 100% penalty, the company is penalized based upon the dif-

ference between variable fuel costs and Palo Verde fuel costs
multiplied by the kilowatt-hours in this band.

Below 35% No additional penalty; however, an investigation by the
TPUC will be initiated.
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