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Introduction. Pacific Gas and Electric Company (PG&E)
¢ . eased to provide the following comments on the draft policy
“tatement entitled “"Possikle Safety Impacts of Economic
cferformance Incentives" igsued by the U.8, Nuclear Regulatory
Commission (Comrission) on October 26, 1990, PG&E operates two
Commission=-licensed power plants, Diablo Canyon Power Plant Units
1 and 2, under 1 comprehensive performance-based ratemaking
settiement approved in 1988 by the California Public Utilities
Commission (CPUC). PGEE'S comments primarily will address how
*he Diablo Canyon rate settlement provides long-term incentives
for improvements in the reliability of the plant. 7'= addition,
FG4E will describe how the Diablo settlement exempts the plant
from the types of short-term performance measurements and
financial penalties identified by the draft policy statement as

potentially adverse to safety,

How the Diablo Canyon Settlement Works. On December
-2, 1988, the CPUC approved a settlement of the Diablo Canyen
fate case. The settlement was entered into by PG&E, the
California Attorney General, and the CPUC's Division of Ratepayer
Advocates. The Division of Ratepayer Advocates had recommended
that over $4 billion of PGEE's $5.5 bi’lion investment in the
plant be disallowed as imprudent. After hearings on the proposed
settlement, the CPUC issued Declsion 88+~12-083 approving the
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settlement with minor modifications. "he cettlement, effective
July 19es8, adopted alternative ratemaking for Diablo Canyon by
basing revenuee for the plant primarily on the amount of

electricity generated, rather than on traditional cost-based

ratemaking.,

The settlement runs through the years 2015 for Unit 1
and 2016 for Unit 2. Under this long~term 'performance-based"
approach, the extent and timing ~f the recovery of actual
cparating costs, depreciation, and a return en the investment in
the plant depend Primarily on the amount of power produced and
the level of costs incurred over the full, 28-vear term of the
Settlement. 1In approving the settlement, the CPUC explicitly
affirmed that Diablo Canyon costs and operations no lenger should
be subject to CPUC reasonableness reviews, such as prudence
cfaviews of operations and maintenance costs and target capacity

factor requirements.

The price per kilewatt-hour (kwh) for Diablo power
under the settlement consists ©f a fixed component (3.1% cents
per kwh) and an escalating component. Total Prices for the years
1990 through 1994, effective January 1 of each year, are §.93
cents, 9.6 ceni:s, 10.34 cents, 11.16 cents and 11.89 cents per
Kwh., For 1995 th=~ran 2016, the escalati.g component will re
adjusted by an ‘nc.. .ion factor. Beginning in January of each

year, during the first 700 hours of full-power operation cutside
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the peak period of June through September, the price is 70% of
the ste.=d amount. during the first 700 hours of full-power
cperation during the peak period, the price is 130% of the stated
Amount to encourage PG4E to utilize the plant during the peak
period. At all other times, the pPrice is 100% of the stated

amount.

From the revenues received for Diablo Canyon, PG&E must
recover the costs of owning and operating the plant, ineluding
all future capital additions. If power generation drops below
specified Capacity levels, PC&E aay request floor paymants which
insure that (he Company will receive some revenue, even if the
plant stops producing power. Floor Payments are based on the
prices set in the agreement at a 16% capacity factor from 1988
through 1997 (reduced vy 3% each time the floor provirion is
exercised and not repaid), with the floor capacity factor
decreasing another 6% over the remaining 1998-2016 peried.

How - er, payments received must be refunded to customers under
specified cenditions, such as an offset to revenues received from
future production. Decommissioning costs continue to be
recovered through base rates and are not subject to plant

performance.

The settlement also creatcd an Independent Safety
Committee to assess and make reconmerdations regarding the safety

©f Diablo operations. However, the Committee is advisory only,



ind has no authority or responsibility for plant operations cor te

direct plant personnel.

The Diadlo Canyen Bettle ent Provides Continued
incentive to PGEE to Improve the Relimbility and gafety of Plant
Operations Over the Long Term. The Commission's draft policy
strtement correctly notes that . desirable economic performance
incentive prograrn is one which provides incentives for the
licensee to make improvements in operation and maintenance that
result in long-term improvements in the reliability of the plant
and its opurational organization. The Diablo Canyon settlement
-5 precisely the type of leng~term economic performance incentive
program that the Commissicn should encourage. This is because
how PGEE does econonically under the settlement depends not on
short-term prudence reviews or target capacity factors, but on
how well Diabloe Canyon's two units Cperate over 28 year

settliement period,

PG4E's financial future is closely tied to its ability
tO oOperate Diablo Canyon safely, reliably and at high performance
‘evels over the long run. The achievement of high performance
levels over the term of the settlement will require diligent
Flanning and management attention. For example, unlike short-
term performance schemes with sharp thresholds between rewards
and penalties, the Diablo settlement provides a continuous

incentive which rewards PGLE for making plant improvements which
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Taximize the longeterm reliable and sate operation of the plant
&ven if the plant's output uay be reduced in one year due to the
iowntine required to make an improvement. Likewise, PGLE has no
incentive to take short cuts during an unscheduled outage zerely
0 meet a shorte-term performance goal. To the contrary, the
viable settlement provides dgsurance to PGEE that it has the
“Pportunity, unfettered by traditional ratemaking reviews, to
lave a "good year" next year even if it has had a "bad year" th's

year,

For the entire 28 year period of the rettlement, PGS&E
assumes the risks associated with equipnent failures, prolenged
ocutages and new requlatory requiremencs ‘hat may be promulgated
by the NRC. PG&E ' . snoemic i1.e cive, in these circumstances,
is to ensure that the plant operates well not Just month to

month, or year to year, but decade to decade.

The Commission's draft pelicy statement is also correct
in recognizing that a well run plant and prompt correction of
cperating problems enhance safety. This is certainly true cf the
performance incentive under the Diablo settlement, which assures
ne potential conflict between operating the plant well and
operating the plant safely. On the contrary, the two go hand-in-
hand. Jerience has demonstrated that nuclear plants with
higher ..storical capacity facters and longer term continuous

operation have encountered {ewer challenges to plant safety



iystems and fewer demands on safety equipment, In the leng run,

reduced challenges to plant systems also minimize any potential

negative effects of cyclic operation on plant life.

In addition, reliability and safety are intertwined
because continued eperation is always contingent on meeting the
stringent operating requirement of the Commission. The
Commission maintains a continuous presence at the site in the
form of on-site inspectors, and regularly reviews PG4E's
operation and naintenance of Diable Canyon. 1If regulatory
requirements charge in the future, PGLE will continue to take the
fteps necessary to insure that Diabl> Canyon meets those

requiremnents.

PG&E will continue to make those capital additions
necessary to improve operations to keep the plart in safe,
reliable and efficient operating condition. Capital additions
which 1mprove Diablo's operating capacity factor willi also
provide increased returns under the settlement. PG&L will not
risk the penalty ~-- an extended plant shutdown =- that would
result from operating the plant .n a manner inconsistent with
Commisrion safety requirements. Since PG4E's inccme from the
plant is based or how well it performe, it would be "penny=wise,
and pound-foolish" to decline to make appropriate expenditures
that will ensure the continued safe and reliable operations of

the plant,



The Diablo Canyon * cvme:  Doee Not Rely on Short
Tern Perforusance Measurements with Bharp Thresholds and Dees Not
Use BALP Bcores. The Commission's draft policy statement
identifies three specific features of certain incentive plans
usaed by the States which may adversely affect public health and

safety,

The first feature is the use 2f sharp thresholds
Letweer rewards and penalties (or between penalties and null
“ones, or rewards snd null ¢ones). As an example, the Commissien
Cites a target capacity factor under which a licensee has an
incentive to achieve the target in order to avoid a penalty of
bearing the resulting costs ©f replacement power .f the target
were missed. The Diablo settlement is not subject to any target
capacity or availability factor, and thus is immune from this
type of sharp threshold which the Commission believes could

divert attention frem safe plant operation.

The second feature identified by the draft policy
statement is the use cf short intervals in Judging or neasuring
perfomance. As discussed above, the Diablo settlement is clearly
immune from this feature because of its long term rature.
in fact, the centinuous nature of Diablo's performance incentive
== an incentive that is all "carrot"™ and no "stick" over time --

assures that management's attention remeins on the long=-term
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goals of reliability and operational safety, rather than on

achievement of any short-term target for capacity factor or plant

availability,

The third feature identified by the draft policy
statement i{s the ugse o* the Commission's Systematic Assessment of
Licensee Porformance (SALP) or other Comnission-developed
performance indicators as standards for financial rewards or
penalties, Again, the Diablo settlement is free of this type of
perceived defect, since it relies strictly on the overall safety
and reliability of plant operations over the long term, as
Opposed to year-to-year Commission SALP ratingz or performance
indicators. Moreover, one of the features of the Diablo
settlement which distinguishes it from shorter tern performance
incentives is that Diablo Canyon costs are expressly exen_ced
from prospective state utility commission prudence reviews. In
fact, PG&E now classifies Diabloe Canyon for financial reporting
PUrposes as a separate line of business from its utility
business. 13g a result, budgets and expenditures for the plant
¢7e planned on a basis Separate from the traditionally-rate
regulated utility business. In short, because of the unique
nature of the Diablo settlement, PGSE does not manage Diablo
Coste under the pressures of traditional utility cost standards:

it manages Diablo revenues under the long=term incentives ¢of the

settlement itgelr.
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F4EE's Corporate Committrent to Operational Excellence
&t Diablo Camyon., [PGiFE's pursuit of cperational excellence
extends well beyond Diablo Canyon's nuclear organization. It is
alfirmed as one of PGLE's most explicit and widely communicatec
corporate goals: "Operate the Diablo Canyon Nuclear Power Plant

at the hiyuest level of safety, reliability, and performance."

This simple, direct statement sends a strong message to
PG4E's employees, customers, and the communities the company
“erves that PGEE's most senior management has its ~ttention
squarely focused on the long term performance of the plant,
Pigble Canyon continues to be nurxbered among the top performing

nuclear lants in the nation.

In short, PG4E is sparing no effort to maintain and

improve Diable Canyon's excellent safety and performance record.

Cenclusion. For the reasons stated above, PG&E
requests that the Commission revige its draft policy statement to
recognize that the Diable Canyon settlement is the type of

desirable performance incentive which enhances plant safety and

reliability,
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