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RESOLUTION

Resolution E-3737.  Pacific Gas and Electric Company requests approval of its proposal to disburse up to $8.3 million from the Humboldt Bay Power Plant Unit 3 Nuclear Decommissioning Master Trusts for continued early decommissioning work at that plant.  Request approved as modified.  

By Advice Letter 2095-E filed on March 28, 2001. 

__________________________________________________________
Summary

Pacific Gas and Electric Company [PG&E] requests authority to draw not more than $8.3 million on the Humboldt Bay Decommissioning Trust Funds [Trust Funds] to finance the following at Humboldt Bay Power Plant Unit 3 [Humboldt Unit 3]:

· $0.95 million decommissioning costs incurred above the $15.7 million authorized for three early decommissioning projects in Resolution E-3503 [December 3, 1997];

· $3.5 million additional design and licensing expenditures above the previously authorized 1999 general rate case funding of $7 million [Decision 00-02-046].; and

· $3.85 million cost of preparatory activities from 2001 through 2003 in anticipation of early transition from safe storage to decontaminated status in 2004.  

The Office of Ratepayer Advocates [ORA] filed a timely protest on April 17, 2001.  PG&E filed a timely response to the protest on April 24, 2001.  

California State Senator Wesley Chesbro, of 2nd Senatorial District, Congressman Mike Thompson, of 1st District, and Assembly-member Virginia Strom-Martin, of 1st District, supported Advice Letter [AL] 2095-E by letters dated May 10, 2001, May 1, 2001 and April 27, 2001 respectively.  The Humboldt County Board of Supervisors also supported AL 2095-E by a letter dated May 1, 2001. 

This resolution grants PG&E’s request as modified by deferring the prudence review of expenditures to the forthcoming Nuclear Decommissioning Cost Triennial Proceeding.   

Background

Humboldt Unit 3 was a 65 megawatt boiling water reactor that began commercial operations in 1963, ceased operations in 1976, and was placed in the safe custodial mode in 1988 to await decommissioning.

The Trust Funds were established in D. 85-12-022 wherein Ordering Paragraph 1 states that “PG&E shall recover from its ratepayers the cost of decommissioning the prudently constructed plant at Humboldt Bay Power Plant, Unit 3, over a four-year period”.  Funds for the Trusts were collected from PG&E’s ratepayers from 1988 through 1991.  The decommissioning of Humboldt Unit 3 is fully funded with a value of about $216 million as of December 31, 2000.  Decommissioning is anticipated to start after 2014.  

The first such request by PG&E, in 1997, resulted in approval of $15.7 million in Resolution 3503-E.  PG&E now requests a second drawing on its Trust Funds.

PG&E’s request is as follows  

1. $0.95 Million Recovery of Additional Costs for Previously Authorized Decontamination Activities.

On June 13, 1997, PG&E filed AL 1678-E, requesting approval of its plan to draw upon the Trust Funds to fund the following three projects

· Mitigation of Caisson In-Leakage Project;

· Removal and Replacement of the Ventilation Stack; and

· Site Radiological Survey.

In Resolution E-3503, the Commission approved the disbursement of $15.7 million from the Trust Funds for these projects.  The projects are now complete.  PG&E requests that the Commission authorize spending of an additional $950,000 to fund an overrun in costs attributable to the first two projects.   

2.  $3.5 Million Additional Funding for Independent Spent Fuel Storage Installation Design and Licensing.

In its 1999 general rate case, PG&E requested expenditure of up to $7 million from the Trust Funds for initial design and licensing of ISFSI [Independent Spent Fuel Storage Installation].  The Commission approved the request in D.00-02-046.  That decision’s Conclusion of Law 38, affirmed PG&E’s request for authorization to disburse up to $7 million from the Humboldt Unit 3 Trust Funds for the purpose of securing the Nuclear Regulatory Commission licenses needed for PG&E’s proposed dry cask storage building.   After a year of review, PG&E has determined that the estimated cost for designing and licensing a dry cask storage system has increased to $10.5 million, an overrun of $3.5 million.  

3.  $3.85 million Pre-Decommissioning Preparatory Activities.

These activities must be performed regardless of when the decommissioning occurs.  PG&E plans to do them during the period 2001 through 2003 while ISFSI licensing is pursued.  The following are some of the projects PG&E has in the plan;

· Plant Systems and Structures Radiological Characterization;

· Activation Analysis of the Reactor Vessel, Reactor Internals and Surrounding Structures;

· Asbestos Removal;

· Development of a Low Level Waste Management Plan; and

· Miscellaneous Decommissioning Planning Activities.

PG&E provides a general description and justification for each of the above activities in Attachment 3 to AL 2095-E.  The proposed activities, according to PG&E, are part of the original decommissioning cost estimate approved in D.85-12-022 and will offset future decommissioning expenses.    

Notice 

Notice of AL 2095-E was made by publication in the Commission’s Daily Calendar.  PG&E states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

ORA filed a timely protest on April 17, 2001.  Briefly, ORA states that:

[a] The wide scope of operations and the rapid escalation of cost estimates indicate that, for thorough analyses, PG&E’s request should be handled through an application, rather than an advice letter, process.

[b] Market value of Trust Funds as of December 31, 2000 is $216 million, whereas according to PG&E, the estimated cost of decommissioning is $249 million, with an after-tax value of $253 million, resulting in a long-term under-funded liability.  Recent declines in the equity and bond markets may have further damaged the solvency of the Trust Funds.

[c] PG&E does not adequately explain the interaction between the decommissioning funds and the SAFSTOR [safe-storage] O&M costs.

[d] PG&E’s request was filed prior to its recent decision to restructure itself in Federal Bankruptcy Court.  ORA believes that it is inappropriate at this time to release decommissioning trust funds to PG&E due to uncertainty about how PG&E will use the funds and whether it will be able to maintain control over the funds.         

PG&E filed a timely response to the ORA’s protest on April 24, 2001.  In summary, PG&E counters as follows:


[a]  There is no need to submit an application as there are no factual or legal issues to be resolved in this filing.  The projects listed are of limited scope, and although the cost estimates for ISFSI have risen from $38 million to $63 million, PG&E is only asking for authority to spend $3.5 million from the Trust Funds for continuation of licensing and permitting of the Humboldt Unit 3.       

[b] The Trust is fully funded based on analysis using the assumptions on return on equity and fixed income adopted by D.00-02-046.  In that decision the assumptions for equity returns are based on long-term averages.  In some periods the returns to the Trust will be less than average and in other periods greater than average.  Volatility in the equity and debt markets will affect the value of the trust at any particular time.  These issues, however, need to be addressed in a larger forum.  


[c] There are three distinct projects proposed in AL 2095-E.  The first [$0.95 million] project relates to the three partial decommissioning projects already found by the Commission to be decommissioning costs in Resolution E-3503, dated December 3, 1997.  The second [$3.5 million] project is an incremental expenditure on ISFSI licensing and permitting.  The Commission in D. 00-02-046, page 386, found the payment of ISFSI-related costs as decommissioning costs.  The third [$3.85 million] project consists of works that have been included in every decommissioning cost estimate that PG&E has submitted to the Commission.  They are tasks that must be performed before full decommissioning can begin.  They are not normal operations and maintenance of the plant.  

[d] The Trust Funds were set up for the specific purpose of paying expenses associated with decommissioning of PG&E’s nuclear power plants.  The Trust Funds are subject to regulation by the Internal Revenue Service, the Federal Energy Regulatory Commission, the Nuclear Regulatory Commission, and the California Public Utilities Commission.  These entities have set up regulations to ensure that the trust assets are not diverted to other uses 

Discussion

Application vs. Advice Letter Filing

There is no provision in D. 85-12-022 for filing an application for such requests. An application is not necessary because the projects are of the type anticipated in D. 85-12-022.  The Energy Division notes that according to PG&E [Application 94-12-005 for 1996 GRC, Exhibit 6, Chapter 5] final decommissioning and dismantling of Unit 3 is not expected to occur until after 2014 and that preparation for such work is likely to start about two years prior to that date.  The Energy Division recommends that the protest of this issue be denied.  

Cost Estimates Exceed Funds Balances

It is the Energy Division’s view that the issues relating to the overall funding of the Trusts and assumptions regarding escalation and return on equity and debt instruments should be addressed in a wider forum such as a General Rate Case or Performance Based Rate-making, or preferably in the forthcoming Nuclear Decommissioning Cost Triennial Proceeding [NDCTP], where witnesses from all sides can testify and be cross examined.  The Energy Division recommends denying the protest of this issue, without prejudice, and deferring it to NDCTP as discussed below.  

Decommissioning vs. O&M Costs

As the first step in decommissioning of Humboldt Unit 3, it was placed in SAFSTOR in 1986.  SAFSTOR [safe storage] is a process intended to put Unit 3 in a ‘mothball’ condition with adequate assurance of public safety.  D.85-12-22 gives examples of SAFSTOR activities.  The Energy Division finds the types of projects proposed in AL 2095-E as decommissioning activities that will not have to be redone during the final decommissioning; the associated costs, therefore, are deemed as decommissioning costs.  The Energy Division recommends that the protest of this issue be denied.

Restructuring Problems

Section 1.03 of PG&E’s Master Trust Agreement for Unit 3 states that “The exclusive purposes of this Master Trust are to provide monies for the decommissioning of the Plants;” 

Section 2.01[4] of the Agreement imposes an obligation on the Trustee to require requests for disbursement of funds to be accompanied by a statement indicating such expenditure constitutes decommissioning expenses that have been authorized by the Commission’s order.  

Sections 2.10 and 2.12 or the Agreement require that the Commission approve and concur in any amendments to the trust agreements.

Given that PG&E must first incur –- and pay-- the costs before receiving reimbursement from the trust [Section 2.01 of the Agreement], the issue of how it will use the funds is moot.    

As a result of these provisions and the multiple regulatory bodies involved, the Energy Division believes that the Trust Funds will only be used for decommissioning costs.

Nuclear Decommissioning Cost Triennial Proceeding [NDCTP]

Nuclear decommissioning costs used to be reviewed every three years as part of PG&E’s general rate case.  In the transition to a competitive generation market, pursuant to D.96-12-088, the NDCTP was established as the forum for determination of the decommissioning costs and establishment of the annual revenue requirements and attrition factors over a three-year period.  On May 14, 1988, a Coordinating Commissioner’s ruling in I.94-04-032 set the filing dates for the NDCTP and clarified the general scope of the proceeding.  

PG&E is expected to make a full and affirmative showing of its expected decommissioning liability in its next NDCTP by filing on or before December 15, 2001.   

The Energy Division recommends that the Commission deny ORA’s protest, without prejudice, and grant PG&E’s request with the provision that a full review of the proposed expenditures be undertaken in the upcoming NDCTP that is to start in December 2001.  It is the Energy Division’s view that the NDCTP forum is the appropriate place for review of nuclear decommissioning issues such as item [b] and [c] discussed above.  

The Energy Division further recommends that any part of the proposed expenditures in AL 2095-E not deemed prudent or reasonable in the NDCTP should be refunded back to the Trust Funds.

Comments

Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  Section 311(g)(2) provides that this 30-day period may be reduced or waived upon the stipulation of all parties in the proceeding.  

The 30-day comment period for the draft of this resolution was neither waived nor reduced.  Accordingly, the proposed resolution of the Energy Division in this matter was mailed to the parties on July 13, 2001 in accordance with PU Code 311(g).  No comments were received as of August 6, 2001.  

Findings

1. PG&E filed AL 2095-E on March 28, 2001 asking for approval of its proposal to disburse up to $8.3 million from the Humboldt Bay Unit 3 Nuclear Decommissioning Master Trusts.

2. The $8.3 million request is for the following purposes

· $0.93 million recovery of additional costs for previously authorized decontamination activities

· $3.5 million additional funding for independent spent fuel storage installation design and licensing

· $3.85 million pre-decommissioning preparatory activities.

3. The proposed projects are decommissioning projects and not O&M projects.

4. It is reasonable to use the decommissioning trust funds to finance the proposed projects.

5. Humboldt Unit 3 is a 65 megawatt boiling water reactor that began operations in 1963, stopped operations in 1976, and was placed in the safe storage custodial mode in 1988 to await final decommissioning.

6. The liability to decommission Humboldt Unit 3 is fully funded with a value of about $216 million as of December 31, 2000.  

7. Office of Ratepayer Advocates filed a timely protest for AL 2095-E.  PG&E filed a timely response to the protest.

8. California State Senator Wesley Chesbro, Congressman Mike Thompson, Assembly-member Virginia Strom-Martin, and the Humboldt County Board of Supervisors filed letters of support for AL 2095-E.

9. There is no need to submit an application for the request because there are no factual or legal issues to be resolved.

10.  The ORA’s protest regarding substitution of an application for advice letter and restructuring issues is denied.  The protest on cost estimates and decommissioning vs. O&M costs are denied, without prejudice, by referring the matter to the forthcoming Nuclear Decommissioning Cost Triennial Proceeding towards the end of 2001.     

11.  PG&E’s request is granted subject to review of proposed expenditures for prudence and reasonableness in the forthcoming Nuclear Decommissioning Cost Triennial Proceeding.

12.  PG&E shall refund into the Trust Fund any expenditures found imprudent or unreasonable in the above Proceeding. 

THEREFORE IT IS ORDERED THAT:

1. Pacific Gas and Electric Company’s request in Advice Letter AL 2095-E is approved subject to review of the requested expenditures at the forthcoming Nuclear Decommissioning Cost Triennial Proceeding {NDCTP] and refund of any imprudent and unreasonable expenditures back to the Trust Funds.
2. The protest of the Office of Ratepayer Advocates regarding cost issues is denied, without prejudice, by referring the matter to NDCTP.  The protests of other issues are denied.  

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on September 6, 2001; the following Commissioners voting favorably thereon:
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 WESLEY M. FRANKLIN







 

       Executive Director
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