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Decision 88-01-063 January 28, 1988 o

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
SOUTHERN CALIFORNIA EDISON COMPANY _
(U 338=E) for authorization to Application 87-05=007

)
)
1mplement a plan of reorganization ) (Filed May 6, 1987)
which will result in a holding ) o
conmpany structure. )
)

.

Richard K. Durant, Stephen E, Pickett, and
Joseph A. Vallecorsa, Attorneys at Law,
for Southern California Edison Company,
applicant.

Grueneich & Lowry, by Dian Grueneich and
Marcia Preston, Attorneys at Law, for '
California Department of General Services:;
Jean 5. ortolano, Attorney at Law, for
Pacific Telesis Group:
Roy M. Rawlings, and G. J. Sullivan,
Attorneys at Law, for Southern California
Gas Company:; William S$. Shaffran, Attorney
at Law, for City of San Diego: Mighael
shames, Attorney at law, for Utility Consumers.
Action Network: Law Office of Kathryn Burkett
Dickson, by Joel R. Singexr, Attorney at law,
for Toward Utility Rate Normalization:; Reich,
Adell, & Crost, by Paul Crost, Attorney at lLaw,
for IBEW Local 47, AFL-CIO and Utility Workers
of America, Local 246; Marron, Reid & Sheehy,
by Melanie S. Best, for Marron, Reid & Sheehy;
and Robert Feraru, for the Public Advisor, '
interested parties.

James Rood, Attornmey at Law, and Kenneth C. Chew and
Mark Bungardner, for the Division of Ratepayer

’

Advocates.

By this decision we authorize Southern california Edison
Company (Edison) to implement its proposed plan to reorganize and

- Create a holding company structure.
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By this application, Edison, a California public utility
electrical e:o::-po::atn'.on,:L requests Commission approval under
Section 854 of the Public Utilities Code (PU Code) to restructure
its organization.2 The restructuring would result in Edison and
its unrequlated, nonutility subsidiaries becoming. separate, wholly-
owned subsidiaries of a holding company, with present holders of
Edison’s common stock becoming the shareholdexs of the holding
company. Specifically, Edison requests authorization to convert
100 percent of its issued and outstanding common stock into the
common stock ©f a newly-formed corporation, SCE HoldinggCompany,
through a separate, newly-rormed-corporapion; Edison Merger
Company. (See Chaxt 1.) The two new companies would be
incorporated under California law with Edison ovming all the
outstanding 'stock of Holding Company and”Holding COmpany owning all
the outstanding stock of Mexger Coumpany. Edison, ﬁolding'Company,
and Mergexr company would approve and execute an Agreement of
Merger> under which, subject to various conditions including
shareholder approval, Edison will become a-subsidiary o:,Hoiding

Company through the merger of Merger COmpany into‘sdison.

In the merger, the common stock of Edison would be
converted share-for-share into common stock of Holding Company. As
a result, Holding Company would become the sole owner of all Edison
comnmon and former Edison common shareholders‘would become common

‘shareholdors of Holding cOmpany.ﬁ Also, a:ter shareholder approval

1 See Appendix A for a description of Edison’s operation.

2 Section 854 provides in part: “No person or corporation...
shall...acquire. oxr control either directly or indirectly any public

utility organized and doing business in this state without first

securing authorization to do so from the commission...

3 See Attachment B to Chapter 3 of Exhibitrscz-z.‘
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the outstanding shares of Edison’s orxiginal preferred stock will be
converted into the same number of shares of Holding Company
preferred stock. Edison’s debt securities and outstanding shares
of preferred and preference stock would remain with the utility and
be unaffected by the reorganization. All of the ¢ommen stock which
Edison owns in its unregulated, nonutility subsidiaries would be
transferred to Holding Company. . However, the merger transaction
would not result in Edison transferring any of its utility assets
or property tQAAny other company and the relationships of the
remaining requlated utility subsidiaries to Edison would be
unchanged. Appendix B contains Edison’s present and proposed
organization and a description of Edison’s subsidiaries.

In addition to obtaining approval of this Commission,
Edison needs a number of other approvals. Edison would ask thé;

_ Securities and Exchange Commission (SEC) for an exemption from the

' .

provisions of the Public Utility Holding Company Act as an
intrastate holding company under Section 3(a) (1) of that act.? a

copy of the request for exemption-would be sent to the Commission

when it is submitted to the SEC. Edison would ask the Internal
Revenue Service for a ruling that the contemplated conversion of
shares is tax free for Edison and its shareholders. Approval would
be needed from certain creditors and notification to others under
agreements now in effect. Finally, shareholder approval is
necessary. Holding Company securities would be-registered with the
SEC and Edison would submit to the SEC for review and comment the
proxy materials by which Edison would solicit the legally requireq
shareholder approvals for its plan. A copy of those materials
would be sent to the. Commission prior to solicitation.

_ Six days of hearings on Edison’s proposal were held in
San Francisco from September 28 through Octcber 7, 1987 before

4 15 U.S.C. 79¢(a) (1).
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Administrative Law Judge (ALJ) Albert C. Porter at which time all
parties were given an opportunity to appear ‘and be heard. In
addition to Edisen’s presentation through two witnesses, the
Commission’s Division of Ratepayer Advocates (DRA) and Toward
Utility Rate Normalization (TURN) presented witnesses and exhibits.
Local 47 of the International Brotherhood of Electrical Workers
(IBEW) presented an exhibit by its Business Manager which was
received with cross-examination waived by all parties. Counsel for
IBEW represented without challenge that a witness for Utility
Workers Union Local 246, if called to testify, would join in the
IBEW presentation. The matter was submitted on briefs filed
October 23, 1987 by Edison, DRA, TURN, IBEW, Pacific Telesierroup,
and Southern California Gas Company (SoCal Gas).

DRA and IBEW would accept Edison’s proposal thh certain
conditions; TURN opposes the request. Pacific Telesis and SoCal
Gas oppose the DRA recommendation of a5 percent royalty payment to
Edison by Holding cOmpany affiliates, and SoCal Gas opposes TURN’S
proposed conditions if the reorganization is approved. ‘

. Comments on the ALJ’s Proposed Decision which was tzled
Novembexr 17, 1987, were received from Edison, DRA, and TURN. The
two minor technical corrections recommended by Edison were
incorporated in this decision.

Edison’s Case ,

Edison’s general proposition is that the proposed
reorganization is a reasonable response to the changing business
environment in the electric utility industry. Edison believes its
proposal will provide management with the flexibility to respond
quickly to nonutility business changes and'opportunities without
diminishing the Commission’s ability to effectively regulate
utility operations. For some time Edison has had interests in
nonutility enterprises which it operates as subsidiaries of the
utility. Edison clainms it does not currently plan a major
expansion of these activities.
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Edison claims the proposed reorganization is intended to
accomplish two things. First, it would provide clear
organizational separation of the utility and nonutility businesses.
This separation would facilitate the Commission’s review and
regulation of utility operations. It is also advantageous to
ratepayers and the utility because it minimizes the possibility of
inadvertent subsidies between requlated and unrequlated businesses.
Second, it would provide a corporate structure that enhances
management’s ability to take advantage of nonutility business
opportunities that might arise. '

Edison called John E. Bryson, its Executive Vice:
President and Chief Financial Officer, as a policy witness. Bryson
testified that the proposed reorganization is needed to face the
new challenges'resulping.rrom partial derequlation of the
traditional electric utility business. He stated that construction
and operation of new electric generating plants, once exclusively a’
utility function, is increasingly being undertaken by unregulated
power producers. Bryson claims that as competition in the electric -
utility industry grows, it is important to clearly distinguish
between utility and nonutility enterprises} a separation which will
provide protection for both the utility’s customers and its
shareholders. According to Bryson, a holding company st:uctﬁre
will provide that clear separxation between utility and nonutility
businesses, thereby ensuring that each segment of the corporation
stands on its own while allowing an audit trail for the Commission
in its review of transactions between them. Most importantly,
Bryson maintains that the proposal will not affect the Commission’s
ability to ensure that reliable and fairly p:iced'utility service
is maintained with no diminution in the level and quality of
service and the proposal will have no adverse effect on Edison’s
customers. ‘ , ” - ' o ,

Edison called James S. Pignatelli, Director of the
Revgnue'Requirements'Department, tosex§1a£n th§Tregﬁlatoryjaspec;s.
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of Edison’s proposal and the method by which the holding company
would be formed. Pignatellli testified that to ensure that the
interest of utility customers will be protected and that they will
remain indifferent to Edison’s proposed reorganization, Edison
considered several factors for which appropriate policies would
have to be established so that the Commission’s ability to regulate
utility operatioﬁs and to clearly separate utility and nonutility
activities and costs would not be impaired. Those factors are:

1. Commission access fo intornation.'
2. Accounting and record-keeping practices.

3. Financial effects of nonutility
operations. _

4. Buman resource effects of such operations.

' 5. Transactions between.utility and nonutility :
atfiliates.
Pignatelli addressed each of the above factors in his
presentation (see Exhibit SCE-2) testifying as follows:

1. Access to information.. By statute, the Commission has
access to all relevant books and records, the authority to
prescribe such additicnal accounting and record-keeping practices
as may be necessary for effective requlatory oversight, and access

to all relevant rxnancial lnformation for both the utxlxty and
’ nonutxlity-arriliates. This authoritY‘comes £rom PU Code Sections
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314(a) and 314(b).5 Under Edison’s proposed reorganization, the
utility, the holding company, and.all‘nonutility arfiliates would
be subject to Sections 314(a) and (b), ensuring Commission access
to all books and records necessary to effectively requlate the
utility.

‘Accounting and record keeping. Although present
Commission standards for utility accounting and record keeping are
sufficient to provide the oversight necessary to ensure that
utility customers are unaffected by the reorganization, under PU
Code Section 792% the Commission can prescribe additional
accounting and record-keeping standards which may be necessary to
maintain proper regulatory oversight. In addition, Edison would
‘provide reports regarding transactions between the utility and its
nonutility afifiliates in a form and manner that will assist in the
regulatory review of these transactions. Based on experience after
‘the reoxganization, Edison would work with the Commission staff to
develop additional«accouhting practices and records if they are

5 These sections’ state in part:

314 (a) *...the commission...may, at any time, inspect the accounts,
books, papers, and documents of any public. utility.

}1&121 »Subdivision (a) also applies to inspections of the
accounts, books, papers, and documents of any business which is a
subsidiary or atflllate of, or'a corporation which holds a .
controlling interest in, an electrical...corporation with respect
to any transaction between the electrical...corporation and the .
subsidiary, affiliates, or holding corporation on any matter that

might adversely affect the interests of the ratepayers of the
electrical...corporation.”

6 Section 792 states in part: ~The commission may...prescribe
the forms of accounts, records, and memoranda to ke Xept by ... -
public utilities, including...the receipts and expenditures of.
moneys, and any other forms, records, and memoranda which in the

judguent of the commission may“be*necessary to carry out any of the
provioions of this part.”
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needed. Edison agrees to make available to;thé Commission all
publicly filed financial records o£ the holding company and its
honutility subsidiaries, consolidated or not, including all reports
that may be required by the SEC.

3. Fipancial effects. Because the COmmiSSion has authority
over the utility’s capital structure, financing, and cost of
capital for ratemaking purposes, it can protect utility customers
from financial effects resulting from nonutility activities. The
Commission approves all new debt, preferred stock, and common
equity issued by the utility which prevents significant deviations
from the approved capital structure, the Key to ensuring that the
utility maintains its financial integxity. In addition to that
financial control the Commission approves any guarantee of debt
obligations by the utility for utility or neonutility affiliates.
Under the proposal, the Commission will of course, continue to
determine the utility’s capital structure and return on common
equity on a stand-alone basis, independent of the operations of the
nonutility affiliates. Because of the stand-alone approach, the
capital ratios and return on equity will reflect oniy the risks and
costs of the utility operation. The proposed'reorganization nay,
in fact, assist the Commission in this process by clearly
separating utility and nonutility operations and performance.

' 4. Human resources. There is a . concern that under a
reorganization such as Edison proposes, nonutility affiliates could
siphon off utility personnel expertise to the detriment of the
utility and its customers, commonly referred to as “brain drain.”

One form of such a diversion might occuxr if utility
management is preoccupied with nonutility activities to'the
detriment of utility activities. With the exception of the fully~- .
compensated sharing of a small number. of corporate officers, Edison
will follow a policy of maintaining at all times a utility
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manaéement team dedicated solely to utility activities so- that
utility operations will not be neglected by management as a result
of nonutility activities. o

Another diversion can occur if valuable utility personnel
leave the utility to work for its nonutxllty affiliates, thereby
weakening the utility. Although, as with any business, employees
come and go and must be free to- pursue career opportunities,
including those at nonutility affiliates, Edison will not require
or coerce utility employees to go to work for nonutility
affiliates. Any utility employee who elects to move to a
nonutility affiliate is required to resign from the utility;’ thzs
will not change under the holding company plan. Movement of
- employees should be minimal because of the size of nonutility
activities relative to utility activities.

.Finally, Edison will agree to provide the Commission a
list of ‘all utility employees who res:gn trcm the utility and moeve
to a nonutility agffiliate. -

| S. -Iransactions between the utility and affiljates. with
the oversight available to it from a legal and ratesetting
standpoint, the Commission can easily prevent]preferential business
arrangements between the utility and its nonutility affiliates. |
The Commission currently reviews Edison’s transactions with
nonutility affiliates to assure that customers are unaffected by
such dealings. The holding company organization will not diminish
that review. For instance, the process of reviewing utility power
purchase and sales agreements, with whomever they are executed, '
through the Energy Cost Adjustment Clause procedure wlll continue
unchanged. ,

Edison will not give aﬂ.’iliates access to or priority for
power purchase agreements, and will not provide nonﬁtilityr
affiliates with terms and conditions more beneficial than those
available to third parties. Edison will not provide affiliates
with»uti;ity customer data unless that data is transferred at
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market value and is made available to third pafties under the same
terms and conditions it is available to affiliates.

Because the Commission can .review contractural dealings
of the utility with third parties, it can ensure that such
arrangements do _not operate to the detriment of utility customers.
And Edison will not require the puréhase of any goods or services
from a nonutility affiliate as a condition of any arrangement
between the utility and a third party.

Subsidies in transactions between the utility and its
nonutility affiliates is a fundamental concern with the expansion
of a utility into nonutility businesses. These subsidies can occur
whqﬁ assets are transferred or services are exchanged between the '
utility and nonutility affiliates. However, the proposed
reorganization will actually help the Commission prevent.such
subsidies because the holding company structure will provide a
""distinet organizational separation of utility and non utility
activities. In addition, Edison has established proposed policies
governing all transactions between the utility and nonutility
affiliates under the reorganization which are designed tofminimize’
the likelihood of subsidies occurring. Under those policies,
Edison will keep a record of all transactions involving the
transfer of assets or the use of services that occur between the
utility and all nonutility affiliates. The record will identify
the nature of each transaction and the terms and conditions
applying to it. Thus the Commission will bhave a record to review,
if necessary, to prevent subsidies from occurring. Alse, transfers
of assets from the utility to an affiliate will ke at the higher of
book value or current market value. Acquisition of an asset by the
utility from an affiliate will be‘bookéd—a;5n0~more than the market
value of the asset. Services provided an affiliate by the utility
will be priced at no less than the fully-allocated cost of the
service including a five percent add-on to the labor portion of the
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cost. And the utility will pay no more than reasonable market
value to an affiliate for services provide@ito-the utility. -

Pignatelli also explained the method by which the holding
company organization would be formed. As noted earlier, Edison is
using the term “holding company” as it is defined in the Public
Utility Holding Company Act of 1935 which defines a holding company
as ~“any company which directly or indirectly owns, controls, or
holds the power to vote, 10 per centum or more of the cutstanding
voting securities of a public utility.”

‘The reorganization will be implemented using a legal
mechanism known as a Reverse Triangular Merger or RIM. The process
is described in the Introduction section of this decision and is
illustrated on Chart 1. The initial corporate functions within the
holding compaﬁy will be those which serve the utility and

" nonutility groups on an ongoing basis. In addition, Edison
anticipates that the Board of Directors of SCE Holding Company and
the Southern California Edison cOmpiny will be identical, Holding
Company and Edison may have a few officers. in common, and the .
corporate staff of the new holding company will be very small.

- The witness for DRA was Mark Kent Bumgardner, a public"
utilities financial examiner. Bumgardner presented an exhibit
which covered the position of the DRA on Edison’s proposal. DRA
does not oppose the reorganization provided that:

l. Edison’s Qualifying Facilities (QF)
affiliates are not allowed' to operate any
new QF Operations inside Edison’s serv;ce
terxritory.

Edison’s nonutility affiliates7 are
required- to-pay five percent of their gross

7 See "Mission Group” Appendix B, nge:2;‘
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revenues to Edison for the intangible
benefits they receive from their
association with Edison.

Edison bills its affiliates in a manner

which will provide the most benefit to

Edison’s ratepayers.

When the Commission authorized San Diego Gas & Electric
Company (SDG&E) to form a holding company by D.86-03-090 dated
March 28, 1986, in A.85-06-003, it added 20 conditions to the
authorization that SDG&E would have to meet if it formed the
hblding company. In a data request to Edison subsequent to
Edison’s filing of this application, the DRA asked Edison to
indicate its position on the 20 SDG&E conditions in D.86~03-090.
At a prehearing conference in this matter held June 30, 1987,
Edisen briefly set forth its position on the 20 conditions while
lndicating, with DRA concurrence, that it had been meeting with DRA
to see how many of the conditions could be stipulated to.
Thereafter, in July 1987, Edison filed testimony by

Pignatelli (Exhibit SCE-3), supplementing that filed with its
application, for the purpose of indicating Edison’s position with
- regard to each of the 20 SDG&E conditions. Subsequent to that
filing, Pignatelli presented Exhibit 1 at the hearings in
September. Exhibit 1 is a joint exhibit of Edison and DRA setting
forth areas of agreement and disagreement between Edison and DRA on
Edison’s proposal. The disagreements now boil down to the first
two noted above, QF operations and the 5 percent royalty
payment.® - - _
On the issue of Edison’s purchases from QF. affiliates,
" Bumgardner testified that even though the Commission bas adopted a

8 We discuss in detail later the 20 SDG&E conditions vis-a-vis

the positions of the partxes and the stipulation of Edison to most,
of the conditions. _ o

. ) :
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pblic? which allows utilities to accept bids from their QF .
atriliates,’ there is a potential for-selr'deaiing between the
utility and its QF affiliates at raﬁepayer expense, particularly
within Edison’s service area. As an examplé, Bumgardner cited a
current DRA investigation of a non-standard contract between Edison
and a QF affiliate which has resulted in higher purchased power
costs than DRA believes necessary. He stated that the close
relationships of Edison and its affiliates make it impossible for
Edison to provide data to third parties under the same terms and
conditions it is available to affiliates. ' Because of the close
inter-relationships and the resulting potential for self dealing,
DRA recommends against allowing Edison affiliates to operate any
new QF operations inside Edison’s service territory.

DRA recommends the Commission put a condition on the
holding company formation that would require Edison’s monutility
atfiliates to pay five percent of their grdss»revenues to Edison
for the intangible benefits they receive from their association
‘'with Edison. DRA cites the SDG&E decision where the Commission
found that a utility’s af:iliates'receiveiajnumber of intangible
benefits from their association with the utility and impose
difficult-to-quantify costs on utility ratepayers. Bumgardner
clains the royalty payment recommended by DRA provides compensation
to ratepayers for such benefits. DRA has made a similar-

9 By D.87-05-060, dated May 29, 1987, in the ongoing OIR-2 .
proceeding, the Commission stated: “We will allow utilities to
accept bids from theixr QF affiliates. The restrictive approach we
adopted in D.86-03-090 in connection with SDG&E’s holding company
proposal predates our adoption in D.86-07-004 of the second price
auction for final Standard Offer 4. We think that the auction
.process itself helps insure the propriety and reasonableness of .+ .
utility dealings with their affiliates.” (Mimeo p. 17.)

_14..'_ s
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recommendation under the present organization of Edison in Edison’s
current rate case, A.86-12-047. Bumgardner points to the following
as .the considerations which led to his recemmendation.

In the business plans of Edison affiliates which the DRA.
reviewed, the atfiliates admitted that their success was the result
of several factors stemming from their relat;onship-thh Edison,
one being having Edison as a financially strong and highly
reputable parent with excellent organizational resources. Also,
clients of the affiliates could trust that they would be dealt with
ethically. And the affiliates have easy access to Edison’s
management employees and their expertise, allowing the atfiliates
to aveoid maintaining expensive staffs of experts, office space, and
associated support functions. With Edison as a backup, they can
expand and contract their operations without worrylng about excess
or insufficient resources.

Some of the services which subsidiaries of Edison have
received are use of Edison’s employees to perform feasibility
studies, .preliminary engineering,studies,5engineering and
construction, and maintenance and operation of energy related
equipment and racilities.

Edison’s affiliates close association with Edison
provides them with access to “insider. intormation, that is,
valuable knowledge in the possession of Edison not qenerally
available to third parties.

Bumgardner testified that the DRA determlned the 5%
royalty on gross income of Edison’s affiliates by.equatlng it to
the price which independent parties would pay for an equivalent
type of service; specifically, DRA compared the services Edison
provides to its affiliates with the services a :ﬂranchi’ser provides
to a franchisee. DRA determined that it is common practice for the
:ranchisee to-pay the :ranchiser a royalty based on-a percentage ofg
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the franchisee’s gross income:; DRA found that the average percent
of. gross is betweenr 4 and 8 percent and chose: 5% as a conservatzve
figure. o

Bumgarxdner presented Exhibit 15 which ‘he claims lists the
intangible benefits five of Edison’s nonutlllty agfiliates:?
received from their associat;on with Edison. The intangible
benefits he lists are: -

Utility Name Recognition

Utility Reputation

Ttility Financial Stability

Trained/Experienced Officers and Technical Personnel
Access to Management and Technical Personnel

Lower Costs of Expanding Services

Ability to Expand and Contract As Needed

Access to Insider Information

Access to Technical Xnowledge

Assistance in Getting Started

Bungardner did not put a value on the benefits, but claimed they.
. are typical of the benefits he would expect the 5% royalty to
cover. ' o

TURN’s_Kecoxmendations

TURN recommends the Commission not appreve Edison’s
request because it poses undue risks for ratepayers. TURN’s
witness was Sylvia F. Hancock of Hancock Utility Consultants, LTD.
Hancock testified that if the Commission does not accept TURN’sS
position and decides to approve the‘feorganization; the Commission

N

10 See Append;x B, Page 1, Non Utxllty-Related, Flrst-mzer, except
Associated Southern Investment Co. - \
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should impose the following conditions in addition to those agreed
to by Edison. '

1. Affiliate QF sales to Edison should be
prohibited. : '

2. When feasible, non-discriminatory access by
conmpetitors of Edison’s unregulated
affiliates to Edison resources which Edison
provides to affiliates should be assured.

Payment of franchise fees by unrequlated
affiliates to Edison for remaining
discriminatory access to Edison resources
should be provided for.

The Commission should have unrestricted
access to parent company and affiliate
books and records which are essential to
the Commission’s regulatory function.

. The Commission should have the ability to
constrain the pace and scope of the helding
company’s diversification in oxder to
reduce the risk to ratepayers.

*

' A payment should be required for
unregqulated affiliate use of Edison’s
xesources based on projected level of use.

Provision of goods or services to Edison by
unregulated affiliates at a cost in excess
of Edison’s cost to provide the same goods
or services directly to ratepayers should
be prohibited. ’ A
Hancock testified that the proposed'reorgani;ation; which
is primarily aimed at facilitating diversification, will diminish
the company’s incentive and ability to provide adequate electric
utility service at reasonable cost, its primary function. The
+ holding company structure will not adequately insulate Edison
ratepayers from the increased risks or potential subsidies that may
result from diversification efforts. As diversification is
accelerated, the Commission’s oversight of that diversification

will be reduced, thus_incfeaqipg the risks to ratepayers compared
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to risks from diversification under the current.organization.
Hancock stated that it is impossible to specify conditions that
will, with reasonable certainty, preclude subsidization and
impairment of service. Also, Hancock claims diversification may
obstruct competition because the unregulatedrafriiiates»may'have
discriminatory access to unique utility resources not available to
their competitors in addition to receiving other subsidies in the
form of services from Edison at below-market costs..

Based on her review of Edison’s presentations and
responses to TURN data requests, Hancock believes the proposed
reorganization is prompted by a desire to construct and operate
new, uhregulated electric generating plants using surplus cash flow
accruing because of the completion of major utility construction |
programs. And even though Edison told TURN it does: not intend to
increase the pace of diversification by forming a holding company,
Edison acknowledged that the ability of a holding company to
directly issue equity capital could expedite the funding of
nonutility projects. ' Therefore, Hancock maintains a holding
company would permit Edison to use anticipated surplus funds and
creative financing to rapidly expand its nonutility investments
with a minimum of interference from the Commission. Hancock
attacked Edison’s assertion that Commission oversight under the
holding company plan would be more effective because of the clear
separation of entities, something Edison claims is a ratepayer .
beneffit. She claims that, on the contrary, because the Commission
would no longer have the ability to restrict the pace and nature of
diversification, Edison’s provision of utility service at the
lowest reasonable cost would be impaired. ‘

As an alternative to a holding company structure devoted
to rapid expansion of nonutility activities, Hancock suggests other
more innovative uses of any surplus funds.. One would-be to reduce
the rate of recovery of utility. investment which would reduce the
surplus and reduce Edison’s cost of service'théreby lbwerinq
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utility rates and making Edison more competitivelwith alternative:
power suppliers. She claims this would be a form of ratepayer
investment. Another possibility would be stock repurchaSes or
extraordinary dividend payouts, a form of stockholder  investment.
- Hancock believes such investnments would beapreterable‘tor either
ratepayers or stockholders instead of 1etting Edison’s management
do it through diversification considering the relative risks and
benefits involved. _

Hancock is also concerned about the cost of capital under
the holding company compared to the present organization. If the
utility cost of capital is determined on a stand-alone basis, which
is what Edison and the DRAnexpeet and recomnend, ratepayers would
not share in any reduction in capital costs which might be achieved
through diversification.: On the other hand, it is expected
investors ‘will demand a higher return on holding company equity .
than Edison equity: but if that return is not achieved by the
holding company, the Commission may have to make up for the low ‘
" earnings of the holding company through Edison’s xetuxrn so that the
ability to attract capital required for utility operations at a
reasonable cost is not impaired. ' Alse, holding company management
‘may be more inclined to invest in facilities which bring the higher
return expected for the holding'company rather than invest in '
utility plant that could reduce cost of service but is not needed
to maintain the level of service.

' Hancock believes that sharing of top management between
the utility and holding company in the initial stages of the
reorganization would not benefit the utility. Managers .will have
an extra incentive to make sure.the holding company succeeds. This
- could divert talent and attention away from Edison during a period
‘when it faces new competitive challenges.

Hancock finds fault with Edison’s proposed guidelines for
affiliate transactions, claiming the best- allocation schene can be
rrustrated when mnnagement has an incentive to»do so. She)believe;
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the holding company organization will not diminish Edison’s
incentive or ability to shift costs from unregqulated ventures to-
its utility operations. She proposes some safequards if the
reorganization is approved. The Commission should require proof
that any sexvice provided by an affiliate to Edison cannot be
provided more reasonably by in-house serxvices. Transfer of assets
and services from the utility to affiliates should be at the higher
of fully allocated cost or competitive market price.

The relationship of Edison and its QF affiliates under
the holding company structure is of major concern to TURN. Hancock
testified that the holding company structure will facilitate
expanded investment by Edison affiliates in QFs which Qill_intrease
the risk that Edison will net minimize its utility power supply
costs. Also, the holding company’s interests will be bette# sexved
by increasing payments to QFs even though this raises coétslto'
Edison’s customers. Hancock believes the gravest risk to:
ratepayers is that Edison will forego-cost-saving investments or
purchases of non-QF power that could reduce its avoided costs and ‘
short-run marginal operating costs in order to increase payments to
both affiliated and non-affiliated QFs. The _only way to prevent
possidle manipulations, accordlng to Hancock is tolprohibit sales
by affiliated QFs to Edison as a condition for approval of the-
holding company proposal.
Position of the Unions C

IBEW, Local 47, and Utility Workers Union of America

(UWUA), Local 246, (Unions) are the exclusive bargaining

'representatives for several thousand Edison employees. The Unions
have not taken a position on Edison‘’s request. However, if the
holding company reorgahization is approved, the Unions urge the
Commission to adopt certain conditions designed to protect workers
against erosion of their benefits and conditions of employment.
IBEW presented the testimony of Rae Sanborn, Business Manager and
_Financial Secretary of Local 47. carl wood, Business Agent for .
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diminution of the Commission’s ab;lmty to regulate Edison
effectively or Edison’s abillty to provxde reliable utility service
at reasonable rates. -

TURN is the only participant in this proceeding that
recommends Edison’s request be denied. We are not convinced by
TURN’s witness and arguments that approval of the request will be
haxrmful to Edison’s ratepayers particularly in view of the
conditions we will discuss shortly and impose. TURN‘’s concerns
that the reorganization poses undue risks for ratepayers is not
supported by the record. For example, nowhere in TURN’s _
‘presentation is there a reference to any harmful effects of the

present extensive diversmf;cation by Edison. (See Appendix B,
Page 1.) | :

TURN argues that the holding company structure will
reduce requlatory control, increase the risk of cross subsidies,
and subordinate utility management to the holding company, all to'
the detriment of ratepayer interests. We do not agree that the
Commission needs to exert direct authority over the holding company |
to regulate the utility effectively and thereby protect ratepayers.
The holding company structure will not preclude the Commission from
ordering what is necessary to insure adequate servmce. The utility
must still respond to Commission orders regardless of what the
parent may do. There is always the risk when affiliates and the
utility do business together, holding company organization or not,
that improper allocations will result in higher costs of service
and,. therezore, higher rates than necessary. But we believe the
safeguards we will adopt through the guidelines which control
intercorporate transactions under the holding company structure
will provide the proper oversight. We have the staff capability of
auditing transactions under the current structure and believe that
ability will be unaffected under a holding company structure,
particularly in view of the right of access the Commission has to
records under'any form of organization. What TURN fails to
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the holding company organization will not diminish Edison’s
incentive or ability to shift costs from unregqulated ventures to
its utility operations. She p&oposes some safeguards if the
reorganization is approved. The Commission should require proof
that any service provided by an affiliate to Edison cannot be
provided more reasonably by in-house services. Transfer of assets
and services from the utility to affiliates should be at tbe higber
of fully allocated cost or competitive market price.

The relationship of Edison and its QF affiliates under .
the holding company structure is of major concern to TURN. Hancock -
testified that the holding company structure will facilitate
expanded investment by Edison affiliates in QFs which Qill;increase
the risk that Edison will not mininizé'its“utility power sﬁpply
costs. Alse, the holding cempany’s interests will be better served
by increasing payments to QFs even though this raises costs to
Edison’s customers. Hancock belxeves the gravest risk to:
ratepayers is tbat Edison will rorego cost-saving 1nvestments or
purchases of non~QF power that could reduce its avoided costs and ‘
short~run marginal operating costs in order to increase payments to
both affiliated and non-affiliated QFs. The only way to prevent
possible manipulations, according tovHancock, is to prohibxt sales

by atfiliated QFs to Edison as a condztion for approval of the-
holding company proposal.
Pogition of the Unions .

 IBEW, Local 47, and Utility Workers Union of America

(UWUA), Local 246, (Unions) are the exclusive bargaining

'representatives for several thousand Edison employees. The Unions
bave not taken a position on Edison’s redquest. However, if the
holding company reorgaﬁization is approved, the Unions urge the
Commission to adopt certain conditions designed to protect workers
against exosion of their benezits‘and conditions of employment.
IBEW presented the testimony of Rae Sanborn, Business Manager and
Financial Seoretary of Local 47. Carl Wood, Business Agent for |
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Local 246 of UWUA joined in and supported Sanbern’s testimony. The
Unionz’ proposed conditions are: :

1. No work presently pertormed by union=-
represented employees of Edison be
contracted, transferred, nor assigned to
any subsidiary of the holding company,
other than Edison.

No operational nor support functions which
currently involve union-represented workers
be contracted,transferred, nor assigned to
any subsidiary of the holdlng company,
other than Edison.

It is well settled that the COmmlssion does not have nor
want the power to impose .the conditions proposed by the unions.
(Pac. Elec. Ry. (1944) 45 CRC 426, 430; Pac.-Tel..V CPUC (1950) 34
C. 2d 821, 827: Rich. S. Raft. Fy. & Tr. Co.v(1953) '52 CPUC 585,
586) The Unjions’ roquest will be denied.

Ihe Izsues ' -

The issues to be decided 1n this case are:.

1. Should the Commission authorlze Edison to
establish a holding company?

2. If the Commission approves.Edlson’a
request, what conditions should be imposed?

Reoxganization Avproval

We are convinced by Edison’s presentation that times in
the electric power lndustry .are changing and Edison should be
allowed to position itself to meet the changes. Competition is
dictating a whole new method of operating in the 1ndustry The
separation between the utility and’ nonutility businessef nay even
nake it easier for the Commission to delineate its respons;bll;tles
‘and thereby focus on the issues which affect . ratepayers. Under the
proposal, given the conditions we will’roquire,,there,should-béfno"
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diminution of the Commission’s ability to regulate Edison
effectively or Edison’s abxlxty to provide rellable utllmty sexvice
at reasonable rates.

TURN :.s the only partic:.pant in th:i.s proceedlng that
recommends Edison’s request be denied. We are not convinced by
TURN’s witness and argquments that approval of the request will be
harmful to Edison’s ratepayers particularly in view of the
conditions we will discuss shortly and impose. TURN‘s concerns
that the reorganization poses undue risks for ratepayers is not
supported by the record. For example, nowhere in TURN’s
presentation is there a reference to~any harmrul effects of the
present extensive diversitication by Edison. (See Appendix B,

Page 1.) - o

TURN argues that the holdihq company”structure will
reduce regulatory control, increase the risk of cross subSidies,
and subordinate utility management to the holding company, all to
the detriment of ratepayer interests. We do not agree that the
Commission needs to exert direct authority over the holding company .
to regulate the utility effectively and thereby 'protect ratepayers.
The holding company structure will not preclude the Commission from
crdering what is necessary to insure adequate servxce. The utility
must still respond to Commission orders regardless of what the
parent may do. There is always the risk when afriliates and the
utility do business together, holding company organization or not,
that improper allocations will result in higher costs of service
and, therefore, higher rates than necessary. But we believe the
safeguards we will adopt through the guidelines which control
intercorporate transactions under the holding company structure
will provide the proper oversight. We have the staff capability of
auditing transactions under the current structure and believe that
ability will be unaffected under a holding company structure,
particularly in view of the right of access the Commission has t¢
records under any form of orgcnization, What TURN fails to
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consider is the overwhelming size of the utility operation compared
to the whole; the utility revenues are currently more than 98% of
the total revenues from all operations. Based on the record, that
relationship is not. likely to change markedly in the short term
undexr the holding company organization.

TURN asserts'that the holding company formation may
decrease the utility s ability to meet its capital needs. There
are two sides to that argument. It is entmrely possible that the
strength of the organization that develops under a profitable ,
holding company operation will make it easier to raise capital; and
most likely the cost of that capital could be less. The record
shows that subsidiary operations are qenerat;ng excellent profits,
and nothing on the record indicates that the holding company
structure will change that. In any case, the capitalizat;on of the
utility will be handled on a stand-alone - baszs, just as it is

today.

' We conclude that TURN has not supported“its
recommendation that the application should be denied out of hand.
However, we also conclude that stringent conditions should be put
on our approval in order to-minimize the risk to Ed;son s
ratepayers. '

In that regard, one strong factor that convinces us to
approve the reorganization is the position of the DRA, which has
worked diligently toward compromises and accords with Edison that
bhad their genesis in the SDG4E decision. We will now discuss the
conditions we will impose, most of which have been agreed to by
Edison and the DRA. However, TURN recommends in many cases more
stringent conditions. We reference the conditions to those we
imposed in the SDG&E decision and take them one by one for’
discussion. For example, SD-1 is COndition 1 we imposed in the

SDG&E application. E-1 would be: Edison's.version of the condition
if Edison has.one to match it. :




| Condlitions for Approval

The Commission shall have access, as it deems
necessary, to the books and records of SDO Parent
Co., Inc., its affiliates and subsidiaries. Such
books and records shall be produced within this
State upon request by the Commission, its employees
or its agents. Requests for production made by the
Commission’s employees or agents are deemed
presunptively valid, material, and relevant. Any
objections to such xequests shall be timely raised
by SDG&E, SDO or its affiliates before the .
administrative law judge or assigned commissioner
to the proceeding in which such objections arise.
In making such an objection, respondents shall
demonstrate that the request is not reasonably
related to any issue properly before the Commission
and, further, is not reasonably calculated to

result in the discovery of admissible evidence in
the proceeding. AR

SDO Parent Co., Inc., and each of its subsidiaries
shall obtain the written agreement of their joint
ventures to produce, upon request of the Commission
or its employees or agents, the books and records
of the joint venture as they may be related to
transactions with SDG&E, said production to be in
accordance with the provisions pertaining to the
books and records of SDO and its subsidiaries.

Edison shall ensure that the Commission has access
to books and records of the holding company and
each of its affiliates and their joint ventures,
consistent with the requirements of Publ;c

- Utilities Code Section 314.

Edison proposes and.DRA.agrees to’replace SD-1 and 2 with
the condition noted because of the new provis;ons in PU Code
Section 314(b). (See Footnote 5.) TURN proposes the Commission
adopt the more stringent conditions contained in the SDG&E decision
because Section 314(b) does not provide for uncenditional access to

the books and records of the holding company but only provxdes

.
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access to information on transactions 'that mmght adversely aftfect
the interests of ratepayers.”

At the request of the ALY, partles briefed the
legislative history of the changes Ln,Seqtlon 314(b). The history
of the curxrent Section 314 provisions show that it was this
Commission that sponsored the changes in the bill apparently in
response'to-what the Commission saw as p:oblem# in accessing
records of holding companies which control public utilities. The
most recent change was, in fact, made as’'a direct result of the the
SDG&E holding company case. Of particular note is Attachment 1 to
TURN’s brief, which is a CopY ©f the £loor analysis furnished by
the auvthor of Senate Bill 2331 to the Senate prior to the vote on
the bill.* The 'relevant part of the analysis states:

~In the recent PUC decision allowing SDG&E to
form a holding company, the PUC imposed a
number of conditions with respect to access to
books and records. These conditions,
uncontested by SDG&E, include establishing a
valid presumption for PUC information requests
and an objection proceeding which ¢an be.
followed by a utility, holding company or
affiliate; expansion of the PUC’s ability to
request information on ‘joint ventures’; and
allowing the PUC the right to require certain
accounting procedures to protect against “cross
subsidization’.

~This bill would allow the PUC to request
information on

affect the interests of ratepavers of a public
utility =-- not confined to rates or expenses --
and would include utility holding companies
ameong those that nmust supply this information.*
(Enphasis added )

11 The vote taken on August 21, 1986 shows 57 Ayes and 3 Noes.
Listed as a supporter of the bill among- others is TURN.
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It is quite clear that the Legislature intended some
limitation on the Commission’s access to the books and records of
the holding company because the exact words used in the bill
analysis and underscored in the above quote are contained in
Section 314(b). However, the llm;tzng language is couched ‘in very
broad terms and parties are placed on notice that we intend to
interpret it broadly in fulfilling our regulatory oversight
responsibility.

TURN maintains that even 1: the Commission were to adopt
E-1, it would leave the determination of which requests are
consistent with the requirements of Section 314 to future
litigation, ‘and it fails to explicitly assign Edison the burden of
proof when making a claim that a given requéét is beyond the scope
of Section 314. However, under cross-examination, Edison witnesses
nade it very clear that the holding company would cooperate to the
fullest with the Commission while not giving up-its right of appeal
to the.Commission when it thought access was not proper. Edison
Witness Pignatelli covers this at Transcript Pages 108, 114, and
119, and Edison’s policy witness Bryson at Transcript Pages 142 and
228. In particular, Bryson testified that in the case of disputes,
Edison would take the matter before the presiding administrative
law judge and if the ALY “ruled that access should be available,
then the company would adhere to that.” (TR 142.) -

We agree with TURN that it is valuable to have the
elements of a specific administrativé,procedure in piace to clarify
that Edison and its affiliates will have the burden'or
demonstrating the unreasonableness of requests for information made
under Section 314. In addition, recent discovery disputes

involving Edisen point to the need for a defined procedure for
' resolving such questions. We expect that Edison and its affiliates
will either comply promptly with DRA and CACD requests for
‘intormation, or will prepare an immediate showing to demonstrate
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why such requests are allegedly beyond the hounds o!fjurisdiction
or relevance.

Accord;ngly, we w;ll add the following language to amend
E-l to reflect the substance of SD-1:

Edison is placed on notice that the Commission
will interpret Section 314 broadly as it
applies to transactions between Edison and the
holding company or its affiliates and
subsidiaries in fulfilling its requlatory
responsxbxlmties as carried out by the
Commission, its staff and its authorized
agents.

Adninistratively, requests for such books and
records made by the Commission, its staff or
its authorized agents shall be deemed
presumptively valid, material and relevant.

Any objections to such requests shall be timely
raised before the administrative law judge or
assigned commissioner in the proceeding in
which such objections arise. In order to
sustain an objection to such a request, .
respondents shall have the burden of showing
that the request is not reasonably related to
any issue properly before the Commission:and,
further, is not reasonably calculated to result

in the discovery of admissibdle evidence in the
proceeding. _

As SB 2331 clarified the extent of Commission authority
regarding access to books and records, it is mot necessary to adopt

the speci:ic language of SD=2 regarding the ‘Commission’s authority
over joint ventures.

SD=-3 SDG&E, SDO Parent Co., Inc., SDO’s subsidiaries and
the joint ventures of SDO and/or its subsidiaries
shall employ accounting and other procedures and
controls related to cost allocations and transfer’
pricing to ensure and facilitate full review by the
Commission and to protect against cross=-

subsidization of nonutility-activttiea by SDG&E
customers.
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Edison, Edison’s holding company, and each of its
subsidiaries and the joint ventures of the holding
company and/or its subsidiaries shall employ
accounting and other procedures and controls
related to ¢cost allocations and transfer pricing to
ensure and facilitate full review by the Commission
and to protect against cross—subsidization of
nonutility activaties by Edison’s customers. These
procedures and controls are explained in Edison's

. This document is attached hereto,
and by this reference is made part of these
conditions. Edison’s policies include the .
application of a five-percent markup on fully
loaded labor costs billed to nonutility affiliates
for the use of Edison employees. This billing
policy, as well as Edison’s i

i , Will be
reviewed in subsequent Edison General Rate Cases.

As will be noted, Edison’s proposed condition is.hore
W complete than the comparable SDG&E condition and also adopts an
' extensive set of gquidelines not .included in the SDG&E conditien.

. We find Edison’s proposal will protect against cross-subsidization

' .of nonutility activities by the utility.

S$b=-4 SDO Parent Co., Inc., its subsidiaries and the
Joint ventures of SDO and/or its subsidiaries shall
keep their books in a manner consistent with

generally accepted accounting principles and, where

feasible, consistent with the Uniform System of

Accounts. ' .

Edison’s holding company and each of its
subsidiaries and the joint ventures of the holding
company and/or its subsidiaries shall keep their
books in a manner consistent with generally
accepted accounting principles and, where feasible,
co stent with the Uniform System of Accounts.

12 Attached to this decision as.Appéﬁdix'c-
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Edison’s proposed Condition E-3 is identical to SD=4. No
parties opposed it or offered an alternative. We will adopt it.

-

The officers and employees of SDO Parent Co., Inc.,
and its subsidiaries shall be available to appear
and testify in Commission proceedings without
subpoena.

The officers and employees of Edison’s holding
company and its subsidiaries shall be available to
appear and testify in Commission proceedings.
Edison’s E-4 deletes the provision that witnesses should

appear without subpoena. Edison agrees with and commits to the
'principle that nonutility affiliates’ officers and employees should
be available to testify before the Commission on all relevant
matters. However, Edison believes that requiring such testimony .
without subpoena is both unnecessary and an extra jurisdictional
act and should not be impased as a cond;tion of holding company
formation. DRA agrees with the revision. .

TURN argues that requiring attendance without .subpoena
‘assures that all necessary officers and employees will be available
to testify. Because not all Edison arfiliates will be located in
California and the Commission’s subpoena power does not extend
beyond California, (TURN cites ﬂalkgz_x;_ngzlg (1925) 75 Cal App
152, 242 P. 115), the Commission may lack authority to subpoena
certain affiliate employees.

We remind TURN and emphasize to Edison in partxcular that
it is the utility’s burden to prove its contentions in any
proceeding 'before the Commission. To fail to produce witnesses as
necessary or required on the technicality of non-jurisdiction would
be a grave mistake because of the power the Commission has to
invoke penalties. (See for example, D.93367 of Pacific Telephone
and Telegraph Company (6 CPUC 2nd 441, 490).) We see no need for
the subpoena provision and will adopt E-4 but with the additional
clarifying phase, “as necessary or required.” ‘
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SD=6 SDG&E shall furnish the Commission with: -

Ad.

the cquarterly and annual financial statements
of SDO Parent Co., Inc., including annual
consolidated and consolidating balance sheets
of SDO and its consolidated subsidiaries;

annual statements concerning the nature of
intercompany transactions concerning SDG&E and
a description of the basis upon which cost
allocations and transfer pricing have been-
established in these transactions;

the balance sheets of the nonconsolidated
subsidiaries of SDO; and,"

all periodic reports filed by SDO with the
Securities and Exchange Commission.

SDG&E shall submit, as a separate exhibit in
its next general rate case, an audit of all
transactions between SDGLE and affiliated
enterprises, to be performed by an outside
auditing firm which shall be selected and
supervised by the Commission’s Public Starft
Division. The need for subsequent audits will
be deternmined in SDG&E’s next general rate
case. ‘ - o

Edison shall furnish the cOmmission“with:

a.

The quarterly and annual financial statements
of its parent holding company, including

consolidating workpapers of the holding compan
and dits subsgdiar§§s§ ) I pany

Annual statements concerning the nature of
intercompany transactions concerning Edison and
a description of the basis upon which cost
allocations .and transfer pricing have been
established in these transactions;

The balance sheets and income statements of the

- nonconsolidated subsidiaries of the holding

company;

All periodic reports filed by the holding

conpany with the Securities and Exchange
Commission; and T
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Edison shall submit, as a separate exhibit in
its next general rate case, an audit of all
transactions between Edison and its nonutility
affiliates, to be performed by an outside
auditing firm which shall be selected and
supervised by the Commission’s Public Staff
Division. The need for subsequent audits will
be determined in Edison’s next general rate
case. C

E-5 is equivalent to SD~6. None of the parties had
comments or suggestions for change. E-5 will be adopted.

SD=7 Within ninety (90) days following the close of its

fiscal year, SDO Parent Co., 'Inc., shall provide

the Commission with a detailed statement of (a) the

projected capital budgets of SDO and each of its

subsidiaries for the current year and each of the

next two years including estimated financing

requirements and construction plans, and (b)

sources of.capital to be used in funding said

capital budgets for the current year. :

Edison opposes this condition, offering no alternative
put pointing to the information that would be provided under E-5,
9, 10, 12, and 13 as surficient to serve the purpose of regulatory
oversight. Edison notes that in the SDG&E holding company decision
the Commission said SD-7 could be helpful in identifying those
instances in which the holding company might be_unduly relying on
utility dividends to finance its nonutility functions. Edison
believes this condition is unnecessary for the protection of
ratepayers because the Commission, under the other conditions
proposed by Edison, will have the ability to ensure that the equity
required to support the utility will not be used to finance
nonutility ventures. For example, E-9 addresses the capital
structure of the utility and provides for maintenance of the
capital ratios found reasonable in Edison’s general rate cases.
DRA agrees the provision is not needed. - :
TURN, however, takes issue with thg de1etion‘o£f$Df7 and

other changes proposed in the;areAS'of,fihancing'such%as;SD-ls and: -
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17. TURN believes information on capital budgets is necessary to
ensure the financial health of the utility. It maintains that
without advance notice but only with after-the-fact data, the
Commission is powerless to determine the effect capital changes
will have on the utility. Under the holding company scheme, TURN
clains equity investment in the utility can only come from the
holding company, and therefore the Commission must be aware
beforehand of what is being planned concerning capital investments.
TURN believes a condition such as SD-16 is absolutely essential to
protect ratepayers from injudicious expansion of nonutility
activities. TURN also believes that divestiture of subsidiaries
could affect the financial health of the utility and therefore
should be reviewed by the Commission.

‘We believe the .reports provmded for in the conditions
Edison propeses will be sufficient information for the Commission
to discharge its requlatory obligations. TURN’s witness Hanceck
testified that the nonutility investment under the holding company
could as much as triple over the next Live years. That would take
it to perxhaps 5 or 6% of the holdinq company's revenues. We do not
see that as a cause for alarm. Provision of the nonutility .
proposed budgets to and review of them bY'the Commission is not
necessary to the Commission’s function. We do not requlate the
nonutility activities and don’t wish to get involved with
'managonent functions of the holding company such as budgets. The
one thing we must make sure of is that the activities of the
‘holding company and its nonutility enterprises do not adversely
affect the ratepayers of the utility. Put another way, Edison’s
ratepayers should ke indifferent to transactions between any and
all entities of -the holding company entexprise. This standard of
~ratepayer indifference” is the one which guides us in these
matters. We believe the conditions worked out by Edison and DRA on
financial controls and reporting are adequate to support our
regulatory function and they will be adopted.
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SDG&E shall notify the COmmission in writing
within thirty (30) days prior to any transfer to
SDG Parent Co., Inc., or its affiliates of any .
asset or property exceeding a fair market value of
$100,000, whether or not considered by the utility
o be necessary or useful in the performance of
its public utility obligations. This condition
shall not include transfers of funds for
investment under a cash management system.

Edison shall notify the Commission in writing
within thirty (30) days prior to any transfer to
the holding company or its nonutility affiliates
of any utility asset or property exceeding a fair
market value of $100,000, whether or not
considered by the utility to be necessary or
useful in the performance of its public utility
obligations. This condition shall not include
transfers of funds for inwestment under a cash
management system.’ ,

E=7 is equivalent,tO'SDfs. It will be adopted.

SD-9 SDO Parent Co., Inc., shall avoid a diversion of
management talent that would adversely affect
SDG&E. SDG&E shall provide to the Commission
annual reports identifying nonclerical personnel
transferred from SDG&E to SDO or SDO'
-subsidiaries.

Edison shall avoid a diversion of management talent
that would adversely arffect the utility. Edison
shall also provide to the Commission an annual
report identifying nonclerical personnel
transferred from Edison to its parent holding

company or any of the holding company's nonule;ty
subsidiaries..

E-6 is equivalent to SD-9. It will be adopted.

Market, technological or similar data transferred,
directly or indirectly, from SDG&E to a nonutility
affiliate shall be made available to the public
subject to the terms and conditions undexr which
such data was made avallable to the- nonutility
affiliate.

Market, technological, or similar data : :
transferred, directly or 1ndirect1y,=£rom,ndison
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to 2 nonutility affiliate shall be transferred at
market value. This condition will ensure that the
utility is compensated and that ratepayers are
indifferent to the transaction. However, if such
data is related to the production of electricity
by a Qualifying Facility in which an Edison
nonutility affiliate has an ownership interest,
then the Commissjion’s procedures for disclosure,
as set forth in the Commission’s decisions in
OIR-2, or its successor proceedlngs, shall apply.

TURN takes issue with Edison’s proposal because it
believes market and technological data should not be used solely to
benefit affiliates. We read Condition E~8 as not limiting access
to information to atfiliates. Also, E-8 makes clear that transfers
to affiliates must be at market value to protect ratepayexs. (See
Appendix C, Section II B.2. for the detail of how market value wmll

be determined ) We will adopt E-8.

SD-11 Neither SDO Parent Co., Inc., nor any o: its
». subsidiaries shall contract to sell electric
‘energy to SDG&E for resale by SDG&E.

Edison does not propose adoption or this condltlon. DRA
and ' TURN believe a similar provision should be adopted.

By D.86=-07=-004 in the OIR~-2 proceeding the Commission
determined that if an electric utility showed need for a deferrable
resource addition within a specified period, it must acquire such
an addition from qualifying facilities through a bidding process.
The development of this bidding process was the subject of
D.87-05-060 issued in May of this year. By that decision we allow
.utilities to accept bids from their QF arfiliates finding that QF
affiliate participation in the bidding process would benefit
ratepayers. DRA is quite candid in its Exhibit 9, Witness
Bungardner, Page 2-7, and in its brief .in this proceedxng, Page 11,
. that it would like the Commission to reconsider its findings in
'D.87-05-060, and find in this proceeding that even with the auction
 process, there is a potential for self-dealing between the utility
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and its QF affiliates, particularly within its own service area, at
ratepayer expense.. Therefore, DRA recommends that a condition be
imposed on the reorganization which would prohibit Edison from
entering into any new contracts for power with QF affiliates in
Edison’s service territory. TURN makes similar recommendations.
There was a point made during this proceeding in response to a
motion by Edison to exclude testimony on this issue, that the
record in OIR-2 did not consider the holdzng company/utxl;ty/QP
affiliate relationship. The ALY denied Edison’s motion on the
grounds that OIR-2 may not have consjidered such a relationship.
However, no evidence was offered to show'that it wasﬂexcluded trom
ccnsideration.

We reject the recommendations o: DRA and ‘TURN because we
have addressed this matter in the OIR-2 proceeding where it - ‘
properly belongs. We-have already concluded that the OIR-2 bidding
process will not advantage utility affiliates in the choice of
winning bidders. While there may also be issues associated with
the operational relationships between an Ed;son—atrllzate QF and
Edison (i.e., those dealings that would occur after the bidding
process chose an Edlson-artiliate to supply power to Edison), we
choose ‘not to specify broad rules for those relationships at this
time. In keeping with all relevant Commission decisions, we will
expect Edison to minimize the cost of service for its requlated
operations and to deal fairly and evenhandedly with all QFs; we’
will be prepared to examine any evidence to the contrary if dnd
when it is presented. The other conditions we impose should
preserve the information relevant to such an investigationlas well
as our staff’s ability to examine such intormation.

SD-12 SDO Parent Co., Inc., shall maintain a balanced -
capital structure in SDG&E, as determined to be
reasonable by this Commission in SDG&E’s most
recent general rate case decision. SDG&E shall
not permit retained earnings to be transferred to
SDO . where doing so would decrease its nat equity
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ratio below that last adopted ina general rate:
proceeding. .

E~9 Edison shall maintain a balanced capital structure
consistent with that determined to be reasonable
by the Commission in Edison’s most recent general
rate case decision. Edison’s equity shall be
retained such that the Commission’s adopted
capital structure will be maintained on average
over the period the capital structure is in effect
for ratemaking purposes. :

Edison’s minor ¢hanges in this condition clarify and make
the condition more realistic. E=-9 will be adopted.

SD-13 The dxvzdend policy of SDG&E shall continue to be
set by the SDG&E Board of Directors as though
SDG&E were a comparable. stand-alone utility
company.

E-10 The dividend policy of Edison shall continue to'be
established by Edison’s Boaxd of Directors as
though Edison were a comparabla stand-alone
utility company.‘ :

SD-14 SDG&E shall not. guarantee the notes, debentures,
debt obligations or other securities of SDO Parent
Co., Inc., or any of SDO’s subsidiaries without
first obtaining the written consent of this
Commission to do so.

E-11 Edison shall not quarantee the notes, debentures,
debt obligations, or other securities of its
parent holding company or any of its subsidiaries
without first obtaining the written consent of
this Commission.

-SD=-15 capital requirements of the ut;lity, as
dete ned to be necessary to meet its obligation
to serve, shall he given first priority by the
Board of Directors of SDO Parent Cco., Inc., and
. SDG&E.

E-12 The capital requirements of the utility, as

det ed to be necessary to meet its obligation
to serve, sball be given first priority by the

- 36 -
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Board ot Directors of Edison’s parent holdzng
company and Edison. .

E=10, 11, and 12 are identicel to the SDG&E provzszons
and will be adopted.

SD-16 Without prior notice to the Commission, SDO Parent
Co., Inc., shall not invest greater than fifteen
percent (15%) of its total capital assets in
nonutility subsidiaries. The Commission may
institute an investigation on its own to consider
isgues raised by the suxpassing of the fifteen
percent (15%) level.

On a quarterly basis, Edison shall provide the
Commission with a report detailing the utility’s
proportionate share of the holding company’s

i) total assets; ii) total operating revenues;
iii) operating and maintenance expense; and

iv) number of employees.

SDO Parent Co., Inc., shall not sell, transfer or

" divest any of its subsidiary operations without
first providing confidential notice to the .
Commission of the transaction. Said notice shall
be provided not later than forty-five (45) days
prior to the close of the transaction.

We.discussed conditions such as SD-16 and 17 under SD-7
and make the same conclusion we did there. We will adopt Edison’s
proposed E-13 for SD-16 and no equivalent condition for SD-17.

SD-18 SDO Parent Co., Inc., and SDG&E shall appear as
respondents to an investigation, to be commenced
by this Commission in which a system of benchmark
payments, consistent with the reimbursement of
expenses to ratepayers, intercompany transactions,
and cross—subsidy estimates, shall be established. °
Said respondents shall present their best
estimates as to the levels and bases for
estimation of affiliate payment “benchmarks” which
should be adopted by the Commission.

Where product rights, patents, copyrights, or
similar legal rights are transferred from the
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utility to the parent holding company or . any of
its nonutility subsidiaries, a royalty payment may
be requlred to ensure that ratepayers receive
appropriate compensation.  Such royalty payments
shall be developed on a case-by~case basis.

This is the so-called‘royalty issue. DRA recommends,
with TURN’s support, that Edison’s rates should be set as if Edison
had received above-the~line income from its nonutility affiliates
equal to 5% of the affiliates’ annual gross income. DRA not only
recommends this as a condition for approval of the reorganization
in this case but also as a ratemaking adjustment in Edison’s
current general rate case,‘A_86—12-047. Assuming there is some
benefit to affiliates from association with the utility, we don‘t

‘belleve this is the method that should be used for imputing royalty
revenue. ,

The name and reputation of a utillty is not an asset to
which ratepayers have a claim. Indeed, the Commission has never
included good will in the rate base of a utility for ratemaking
purposes.’ It follows that ratepayers have never had to pay through
rates a return on the value of good will. Ratepayers have paid
nothing for the enhancement of the utility’s name and. reputatlon.
Thosc have been built by the management of the utility if they are
of any value. Also, those things which build up the name and
reputation of a utility such as institutional advertising and
charitable contributions have not been included in the cost of
service for ratemaking. B | '

DRA has not shown that a royalty payment of 5% of
nonutility affiliates’ gross income bears a relationship to any
costs or benefits from the affiliates’ association with the
utility. Any cost to ratepayers by having the affiliates
associated with the utility will be accounted for by the conditions
we will impose on acceptance by Edison of this dacision. DRA’S-
witness Bumgardner listed some 10 intangible 'benefits’ the -

‘ azzillates receive by association with Edison, but, s w;th all
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" things which are intangible, ho was unable to put a value on the
~benefits.” His use of the relatianship between franchisers and
~ franchisees as an analogy of the relationship between Ediseon and
its affiliates to justify his S% recommendation, a figure within
the range of the relationships he studied, is flawed because the
underlying comparison is improper. By definition, a franchise
relationship is unique and distinct from both a utility-parent and
utility-affiliate relationship. In tha,usual-rolationship the
franchiser grants to the franchisee the right to conduct a business
identical in nature to the franchiser's.businoss, usually within a
specific geographic location. The franchisor typically provides a
comprehensive plan on how to organize and operate the business
including marketing information, size, appearance, and location of
facilities, logos, odvertisinq. displays,-hiring and training of
enmployees, duties and attire of employees, and detailed information
- on business operations such as product preparation and sources of
' supply- '
On the .other hand, as can be soonrin'hppondix B, Page'z,
‘each of the proposed nonutility affiliates under the reorganization
plan will be conducting a business unique to that affiliate. Each
will have its own business scheme. Edison will not be providing
any key ingredients ﬁrepared from secret formulas, any management
sexvices not otherwise reimbursed under the proposed guidelines in
Appendix C, any national or local advertising, any comprehensive
guides on how to do it, or anything else at a cost to ratepayers
that woen’t be specifically paid for by the nonutility arfiliate.
Given the comprehensive transfer pricing policies Edison
mast adopt if it goes ahead with tho'holding“company
reorganization, there should be no significant:uncompensated costs
incurred by utility ratepayers as a result of Edison’s
diversification efforts. Under the policies proposed, Edison will
" be compensated for trans!ers to-atfiliatea o: proprietary and
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technical intellectual property to which ratepayers have a
legitinate claim. '

It is claimed that many transferred employees have useful
and marketable skills they gained while employed by the utility.
This does not justify a fixed royalty payment to the utility. The
utility and its ratepayers have no claim on the marketable skills,
as distinct from confidential knowledge, of employees who leave a
utility, wherever they may go. Had the employees gone to
businesses not at all associated with Edison, there would be no
payment to the utility for the general skills the employee accrued
while working for the utility. In fact, the ﬁecord shows that the
diversification will expand the employment opportunities of ' '
personnel thereby increasing Edison’s ability to attract and retain
high~quality people to the benefit of Edison’s ratepayers.

Bumgardner'also cites the utility;s credit rating as
alleged associational benefits which justify DRA’s affiliate
‘royalty recommendation.

PU Code Sections 817 and 830 prohibit a utillty rrom .
issu;ng debt or equity securities for nonutility purposes, and from
guaranteeing the obligations of other corporations, including
affiliates and parent corporations, without specirié Commission
authorization. Edison has also agreed in Condition E-ll, that it
will not guarantee the obligations of its parent company or its
affiliates.

The above-cited restrxctions on the use of utility credit
ensure that ratepayers will be insulated from the financial
nonutility operations and also-undgréuts the rationale for the
DRA’s affiliate royalty recommendation insofar as it is based on
alleged benefits to affiliates from the utility’s credit rating.

If the utility is prohibited from using its credit standing to
finance nonutility operations, there simply cannot be any benefit
to utility affiliates from the utility’s credit worthiness.
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Based on the above discussion we will reject the
recommendations of DRA and TURN for royalty payments and adopt
E-14. The conditions and accompanying guidelines we will adopt
provide for ample opportunity to make-Such,deterﬁinations, thereby
resulting in fair treatment for the utility'and protection of
ratepayer interests. '

Uitimately, it will be management’s decision that
determines the future path of diversification and arffiliate
transactions. A high road result will most probably come from
management decisions that structurally separate regqulated and
unregulated operations, protect the regqulated company’s name,
identity, capital, personnel, technology, 'know‘howi and business
income and pay a fair price for all interests of value received by
the affiliate from the regulatedrconpany. The 'other‘road' is full
of uncertainties and other dangers caused by confusion of the
regulated company’s property and interests with thg business of the
affiliate. We prefer the high road because it is the smooth and
sure road into the future. . . : '

SD-19 SDO Parent Co., Inc., and SDG&E, appearing as

‘ respondents in the investigation instituted in
Condition Eighteen, shall also present their best
estimates as to the appropriate valuation method

for the estimation of royalty payments for the
transfer of DFIS. . ‘

€D-20 Neither SDO Parent Co., Inc., nor its subsidiaries
shall provide interconnection facilities and
related electrical equipment to SDG&E, directly or
indirectly, where third-party power producers are
required to purchase or otherwise pay for such
facilities and equipment in conjunction with the
sale of electrical energy to SDG&E unless the
third party may obtain and provide facilities and
equipment of like or superior design and quality
through competitive bidding. SDO and its
subsidiaries may participate in any competitive
bidding for such facilities and equipment.

v
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Neither Edison’s holding company nor its
subsidiaries shall provide interconnection
facilities and related electrical equipment to-
Edison, directly or indirectly, where third-party
power producers are required to purchase ox
otherwise pay for such facilities and equipment in
conjunction with the sale of electrical energy to
Edison, unless the third party may obtain and
provide facilities and equipment of like or .
superioxr design and quality through. competitive
bidding. The holding company and its nonutility
subsidiaries may participate in any competitive
'bidding for such facilitles and equipment.

.S$D=19 was unique to SDG&E. E-15 is similar to SD-20 and
will be adopted. ‘
Findings of Fact

1. Edison.is an electric public utility incorporated and
‘organized under- the laws of the state of California.

2. Edison requests authority under PU Code Section 854 to
' implement a.plan of reorganization which will result in a holding

company structure. ‘ A

3. The objective of the reorganization plan is to have
Edison and its unrequlated, nonutility subsidiaries become
separate, wholly-owned subsidiaries of the holding company.

4. As a result of the reorganization plan, the utility-
related companies owned by the holding company will consist of the
current corporation, Southern California Edison cOmpany, and its
utility-related subsidiaries.

5. Edison is-seekinq to~reorganize into a holding company
structure in order to more clearly separate its utility operations
‘from its nonutility operations, and to better position itself to
respond to the changing business environment in the electric
utility industry.

6. Edison’s business environment has ' changed and requires a
flexible, responsiive business structure. .

7. The separation between the utility and nonutility lines
of business helps ensure that utility‘customers will not be
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affected by nonutility activities and that the Commission’s ability
to effectively recqulate the utility will not be diminished.

8. The proposed reorganization is designed to result in a
corporate structure which enhances management’s ability to take
advantage of nonutility business opportunities should they arise
while not diminishing the Commission’s. ability to erfectively
regulate utility operations.

9. The proposed reorganization will not affect the

Commission’s ability to ensure that reliable utility service is
naintained.

10. The proposed reorganization will not affect the
Commission’s ability to ensure that customers bear only the
reasonable costs of. providing utility service. _

1. The Commission’s ability to ensure an adequate level of
service to—utility customers will not be reduced by the holding
company structure.

12. Effective regulation of the utility is dependent upon the

Commission’s ability to obtain and evaluate in!ormation concerning
the utility. '

13. Edison has developed corporate policies and principles
which facilitate the Commission’s ability to regqulate utility
operations and separate utility and nonutility activities.

l4. DRA and Edison have agreed on a set of conditions which
they believe will:

a. Ensure that all costs incurred by the
utility which result from activities’
undertaken by Edison’s affiliates are fully
recovered from the affiliates;

Provide the Commission with access to all
recorded and other information necessary to
“thoroughly analyze Edison’s costs and
monitor the relationships between Edison
and its nonutility affiliates;

Ensure that Edison ratepayers are insulated
from all effects of nonutility activities:;
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Preserve the reguletory control which the
Commission currently has over Edison’s
activities; and

. @. Ensure the financial healtn of ut;l;ty
operations.

15. Under revised Condition E-1, the Ccommission will have
access to books and records of the holdlng company and each of its
affiliates and their joint ventures, consistent with the
requirements of Public Utilities Code Section 314. In cases where
Edison or its affiliate disputes the appropriateness of a request
for information under Section 314, the burden will fall upon Edison
or its affiliate to demonstrate why the request Ls improper or
inappropriate.

16. Under the proposed conditions, Edison, the holding
company, and each of its subsidiaries and the joint ventures of the
holding company and/or its subsidiaries will employ accounting and
other procedures and controls related to cost allocations' and
transfer pricing to ensure and facilitate full review by the
COmmission., :

"~ 17. Systems of accounting, procedureS-and controls related to
cost allocations and transfer pricing are documented in Appendix ¢,
' Edison’s Coxporate Policies and Guidelines for Affiliate

18. Under the proposed conditions, transfer pricing policies
include the. application of a five percont mark-up on’ fully-loaded
laboxr costs billed to nonutility affiliates for the use of Edison
employees. :

19. Under the proposed conditions, Edison’s holding company
and each of its subsidiaries and the joint ventures of the holding
company and/or its subsidiaries will keep their books in a manner
consistent with generally accepted accounting principles and, where
feasible, consistent with the Uniform System of Accounts.

20. Under revised Condition E-4, the officers and employees
of Edison’s holding company and its subsidiariesAwill be available
to appear and testify in Commission: proceedings. '
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21. Under the proposed conditions; Edison w111 furnish the
Commission with:

a. The quarterly and annual financial
statements of its parent holding company,
including conseolidated work papers of the
helding company and its subsidiaries;

Annual statements concerning the nature of
intercompany transactions concerning Edison
and a description of the basis upon which
cost allocations and transfer pricing have
been established in these transactions:

The bhalance sheets and income statements of
the nonconsolidated subsidiaries of the
holding company;

All periodic reports filed by the holding
company with the Securities and Exchange
Commission; and

As a separate exhibit in its next general
rate case, an audit of all transactions
between Edison and its nonutility
afrmllates, to be performed by an outside
auditing firm which shall be selected and
supervised by the Commission’s Division of
Ratepayer Advocates. The need for .
subsequent audits will be determined in
Edison’s next general rate case.

22. Edison will avoid a diversion of managemént‘taleht that
would adversely affect the utility. Under the proposed conditions,
Edison will provide to the Commission an annual report identifying
nonclerical pexrsonnel transferred from Edison to its parent holding
company or any of the holding company’s nonutility subsidiaries.

23. Under the proposed conditions, Edison wlill notify the
Commission in writing within thirty (30) days prior to any transfer
to the holding company or its nonutility affiliates of any utility
asset or property exceeding a falr market value of $100,000,
whether or not considered by the utility to be necessary or useful

in the performance of its public utility obligations. This
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condition does not include transfers of rundS-zor inwestment under
a cash management system.

24. TUnder the proposed conditions, market, technologzcal, or
similar data transferred, directly or indirectly, from Edison to a
nonutility affiliate will be transferred at market value. This
condition will ensure that the utility is compensated and that
ratepayers are indifferent to the transaction. If such data are
related to the production of electricity by a qualified facility
(*QF¥) in which an Edison nonutility affiliate has an ownership
interest, the proposed conditions specify that the Commission’s
procedures for disclosure, as set forth in the Commission’s
decisions in OIR-2, or its successor proceedings, will apply.

25. Under the holding company structure, Edison will maintain
a balanced capital structure consistent with that determined to be
reasonable by the cOmmisszon in Edison's-most recent general rate
case decision.

26. Under the holding company structure, Edison’s equity will
be retained such that the Commission’s adopted capital structure
will be maintained on average over the period the capital structure
is in effect for ratemaking purposes.

27. Under the proposed conditions, the dividend policy of
Edison will continue to be established by Edison’s Board of
Directors as though Edison were a comparable stand-alone utility
company . , L
28. Undexr the propoéed conditions, the capital requirements
of the utility, as determined to be necessary to meet its
obligation to serve, will be given first priority by the Board or
Directors of Edison’s parent holding company and Edison.

29. Under the proposed conditions, Edison will provide the
Commission with a report on a quarterly basis detailing the
utility’s proportionate share of the helding company’s (a) "total
assets; (b) total operating revenues; (¢) operating and maintenance
expense; and  (d) number of employees. -
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30. Where product rights, patents, copyrights, or similar
legal rights are transferred from the utility to the parent holding
company or any of its nonutility subsidiaries,,a royalty payment
may be required to ensure that ratepayers receive appropriate
compensation. Such royalty payments will be developed on a case-
by-case basis.

31. Under the broposed conditions, neither Edison’s holding
company nor its nonutility subsidiaries will provide
interconnection facilities and related electrical equipment to
Edison, directly or indirectly, where third-party power producers
are required to purchase or otherwise pay for such facilities and
equipment in conjunction with the sale of electrical energy to
Edison, unless the third party can obtain and provide facilities
and equipment of like or superior design and quality through
competitive bidding; however, the holding cbmpany and its.
nonutility subsmdlarxes may participate in any compet;t;ve blddxng ’
for such facilities and equipment.. '

32. Royalty or affiliate payments charged to.nonutility
subsidiaries for alleged intangible benefits from their association

with the utility are unfair and discrim;natory to Edison and its
' subsidiary companies.

33. Many intangibdle benefits alleged by DRA are. tangible and
will be fully compensated by Edison’s proposed transfer pricing
mechanisms.

34. Intanqible benerits, to the extent they exist at all,
have never been reflected in rates and have never meosed any cost
to utility customers. :

35. DRA’s proposed royalty of tive percent of gross income 151

not aupported by the record. 2 ‘
‘ 36. The c¢onditions we adopt today appropriately and
conclusively address those instances where there could be

uncompensated benefits to the azziliates arising trom their
connection with the utility.
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37. -Ratepayers should be held harmless or indifferent to
transactions between any and all entities of the holding company
enterprise. It is this standard that quides our decision in these
matters. ‘

. 38, The restrictions and safeguards adopted in OIR=-2, do not
preclude Edison from purchasing electricity from QF affiliates
within its service territory.

39. The proposed reorganization has no affect on the
utility’s relationship with its QF affiliates. The ownership of
any given QF, whether it be by a utility, a holding company, a
totally unaffiliated firm, or a combination of the above, is
immaterial to the Commission’s restrictions on the utility’s
practices with regard to QFs under the restrictions and safegquards
imposed in OIR-2. -

40. As a matter of regulatory policy, the Commisslon does not
issue orders on labor-management issues where the subject matter is
better left to collective bargaining between the company and the
unions representing its employees. )

41. Nothing in this decision is intended to alter any previous’
Commission decisions regarding PURPA, OIR-2Z, qualitying facmlltles,
or their relationships with regulated utilities.
conclusions of Law ’ |

1. The Commission has the authority under PU Code Section
854 to grant Edison’s proposed reorganization. That section of the
Code provides that the Commission must affirmatively authorize the
transfer of ownership or controlling interest in a public utility.

2. Granting the application to reorganize will not have an
adverse impact on the public interest, provided it is subject to
specific conditions designed to protect the ratepayers.

3. The Commission has access to books and records of the
holding company and each of its affiliates and their joint
ventures, consistent with the requirements of Public Utilities Code
Section 314. The Commission also has appropriate administrative

procedures for resolving disputes regarding the exercise of this
authority.
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o 4. The Commission may reguire Edison, Edison’s holding
~company, and each of its subsidiaries and joint‘ventures‘ot the
holding company and/or its subsidiaries to employ accounting and
other procedures and c¢ontrols related to cost allocations and
.transfer pricing that ensure and facilitate full review by the
Commission to protect against cross-subsidization of nonutility
activities by Edison’s customers.

5. The Commission may require Edison’s holding company and
each of its subsidiaries and the joint ventures of the holding
company and/ox its subsidiaries to keep their books in a manner
consistent with generally accepted accounting principles and, where.
feasible, consistent with the Uniform System of Accounts.

6. In D.87=-05-060, the Commission addressed the issue of
allowing QF affiliates to bid on derexrable resource additions and
expressly authorized them to do so subject to certain safequards
adopted in that decision.

7. The ownership of any given QF, whether it be by a

" - utility, a holding company, a totally unaffiliated firm ox a
combination of the above, is immaterial to the Commission’s
restrictions on utility’s practices with regard to-QF's under the
restrictions and safeguards imposed in D.87-05-060. "

8. The conditions’ proposed by IBEW and UWUA should be
rejected. f : , ‘

9. Edison should be granted-authority to carry out its
proposed reorganization subject to the conditions discussed and
adopted in this decision..

10. Authorization to reorganize Edison’s corporate ‘structure
should be made contingent upon the acceptance by Edison of. the
conditions adopted berein.
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IT IS ORDERED that: ,

1. Southern California Edison Company (Edison) is authorized
to effect the reorganization proposed in this application. Such
authority is contingent on acceptance by Edison, SCE Holding
Company, and Edison Merger Company of the following conditions:

1. Edison shall ensure that the Commission has
access to books and records of the holding
company and each of its affiliates and their
joint ventures, consistent with the
requirements of Public Utilities Code Section
314. Edison is Elaced on notice that the
Commission will . interpret Section 314 broadly
as it applies to transactions between Edison
and the holding company or its affiliates and
subsidiaries in fulfilling its requlatory
responsibilities as carried out by the
Commission, its staff and its authorized
agents. Administratively, regquests for such
books and records made by the Commission, its
staff or its authorized agents shall be deemed
presumptively valid, material and relevant.
Any objections to such requests shall be timely
raised before the administrative law judge or
assigned commissioner in the proceeding in
which such objections arise. In order to
sustain an objection to such a request,
respondents shall have the burden of showing
that the request is not reasonably related to
any issue properly before the Commission and,
further, is not reasonably calculated to result
in the discovery of admissible evidence in the
proceeding. _ .o

Edisen, Edison’s holding company, and each of
its subsidiaries and the joint ventures of the
holding company and/or its. subsidiaries shall
employ accounting and other procedures and
controls related to cost allocations and
transfer pricing to ensure and facilitate full
review by the Commission and to protect against
cross~subsidization of nonutility activities by
Edison’s customers. These procedures and’

controls are egilained‘in‘zdison's gorporate
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- This document is attached
hereto, and by this reference is -made part of
these conditions. Edison’s policies include
the application of a five-percent markup on
fully loaded labox costs billed to nonutility
affiliates for the use of Edison employees.
This billing policy, as well as Edison’s
c te Polici ; .

Iransactions, will be reviewed in subsequent
Edison General Rate Cases.

Edison’s holding company and each of its
subsidiaries and the joint ventures of the
holding company and/or its subsidiaries shall
keep their books in a manner consistent with
generally accepted accounting principles and,
where feasible, consistent with the Uniform
System ‘of Accounts.

The officexrs and employees of Edison’s holding
company and its subsidiaries shall appear and
testify in Commission proceedings, as necessary
or required. . '

Edison shall furnish the Commission with:

a. The quarterly and annual financial
statements of its parent holding company,
including consolidating workpapers of the
holding company and its subsidiaries;

Annual statements concerning the nature of
interconmpany transactions concerning Edison
and a description of the basis upon which
cost allocations and transfer pricing have
been established in these transactions;

The balance sheets and income statements of
the nonconsolidated subsidiaries of the
holding company; ' -

All periodic reports filed‘by‘the:holding
conpany with the Securities and Exchange
Commission; and : '

‘Edison shall submit, as a separate exhibit
in its next general rate case, an audit of
all transactions between Edison and its
nonutility affiliates, to be performed by
an outside auditing firm which shall be .
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selected and supervised by the' Commission’s
Division of Ratepayer Advocates. The need

for subsequent audits will be determined in
Edison’s next general rate case.

Edison shall avoid a diversion of management
talent that would adversely affect the utility.
Edison shall alseo provide to the Commission an
annual report identifying nonclerical personnel
transferred from Edison to its parent holding
company or any of the holding company’s
nonutility subsidiaries. S

Edison shall notify the Commission in writing
within thirty (30) days prior to any transfer
to the holding company or its nonutility
affiliates of any utility asset or property
exceeding a fair market value of $100,000,
whethexr or not considered by the utility to be
necessary or useful in the performance.of its
public utility obligations. This condition
shall not include transfers of funds for
investment under a cash management systen.

Market, technoleogical, or similar data
transferred, directly or indirectly, from
Edison to a nonutility affiliate shall be
transferred at market value. This condition
will ensure that the utlility is compensated and
that ratepayers are indifferent to the :
transaction. However, if such data is related
to the production of electricity by a
Qualifying Facility in which an Edison
nonutility affiliate has an ownership interest,
then the Commission’s procedures for
disclosure, as set forth in the Commission’s
decisions in OIR-2, or its successor
proceedings, shall apply.:

Edison shall maintain a balanced capital
structure consistent with that determined to be
reasonable by the Commission in Edison’s most
recent general rate case decision. Edison’s
equity shall be retained such that the
Commission’s adopted capital structure will be
zaintained on average over the period the ’
capital structure is in effect for ratemaking
purposes. ' : - ; :
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The dividend policy of Edison shall continue to
be established by Edison’s Board of Directors
as though Edison were a conmparable stand-alone
utility company. ' '

Edison shall not guarantee the notes,
debentures, debt obligations, or other
securities of its parent holding company ox any
of its subsidiaries without first obtaining the
written consent of this Commission. .

The capital requirements of the utility, as
determined to be necessary to meet its
obligation to serve, shall be given first
priority by the Board of Directors of Edison’s
parent holding company and Edison.

On a quarterly basis, Edison shall provide the
Commission with a report detailing the
utility’s proportionate share of the holding.
company’s i) total assets; ii) total operating
revenues; iii) operating and maintenance
expense; and iv) number of employees.

Where product rights, patents, copyrights, or
similar legal rights are transferred from the
utility to the parent holding company or any of
its nonutility subsidiaries, a royalty payment
may be required to ensure that ratepayers
receive appropriate compensation. Such royalty

payments shall be developed on a case-by-case
basis.

Neither Edison’s holding company nor its
subsidiaries shall provide intexconnection
facilities and related electrical equipment to
Edison, directly or indirectly, where third-
party power producers are required to purchase
or otherwise pay for such facilities and
equipment in conjunction with the sale of
electrical energy to Edison, unless the third
party may obtain and provide facilities and
equigment of like or superior desigm and
quality through competitive bidding. The
holding company and its nonutility. subsidiaries
may .participate in any competitive bidding for
such facilities and equipment. ‘ :
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2. Edison shall file a written notice with the Commission,
served on all parties to this proceeding, of its agreement to the
above conditions. Failure to file such a notice within 30 days of
the effective date of this decision shall result in the lapse of
the authority granted by this decision. ' '

3.. The conditions proposed by the International Brotherhood
of Electrical Workers and the Util;ty Workers Union of America are
rejected.

This order becomes effective 30 days zrom:today;
Dated January 28, 1988, at San Francisco, California.

,STANLEY W. HULETT

- President .
_FREDERICK R. DUDA
. G« MITCHELL WILK
‘JOHN''B. ‘OHANTIAN - .
. Commissioners

.‘ ‘T will file a written.dissent.

/s/‘ DONALD VIAL
COmmissioner

I will file a concurring opinion;~

/s/ G. MITCHELL WILK .
Commisoioner

~r

1 CERTIFY THAT-THIS’ DECISION. . -,
' WAS APPROVED"BY. THE ABOVE -
“.COMWSSIONERS_“TODAY.
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Edison’s Operati

Edison is engaged in the business of generating,
transmitting, and dzstrmbutxng electric energy in portions of
Central and Southerm California. In addition to its properties in
Caleorn;a, it owns, in some cases jointly with others, facilities
in Nevada, Arizona, and New Mexico, its share of which produces
power and energy for the use of its customers in California. In
conducting such business, Edison operates an intexconnected and
integrated electric utility systenm.

Edison owns and operates 1l fossil-fuel steam electric
generating plants, 2 combustion turbine plants, 1 diesel electric
generating plant, and 36 hydroelectric plants. It has an 803%
interest in San Onofre Nuclear Generating Station (7SONGS”) Unit 1,
and a 75% interest in SONGS Units 2 and 3, all located in Central
and Southern California. In addition, Edison owns a small fossil-
fuel steam electric generating unit and a small combustion turbine
unit in Arizona (the ~“Axis Plant”), and a 48% interest in Units 4
and 5 of a coal-fired steam electric generating plant in New Mexico
(#Four Corners Project”), which are operated by another utzllty.
Edison also operates two ccal-fired electric. generatlng units in
Clark County, Nevada (”Mohave Project”), in which it owns a 56%
undivided interest; it also operates 4 Hoover hydroelectrmc
" generating units owned by others and located on the Axrizona side of |

the Hoover facility. Edison owns an undivided 15.8% interest in
Palo Verde Nuclear Generating Station Units 1, 2, and 3, located in
Arizona, which are operated by Arizona Public Sexvice CQmpany. All
of Edison’s out-of-state facilities generate or transmit electrical

energy and/oxr capacity for use predominantly by Edison‘’s California
customers.

Edlson's sexvice territoxy is located in 15 counties in
Central and Southern California, consisting of Fresno, Imperial,
Inyo, Kernm, Kings, Los Angeles, Madera, Mono, Orange, Riverside,
San Bernmardino, Santa Barbara, Tulare, Tuclumne, and Ventura
Counties, and including about 150 incorporated communities, as well
as outlying rural territories. Edison also supplies electricity to

other electric utilities under special contracts zor d;stribution
and other use by~them. ‘

(END OF APPENDIX A)
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SSUTHIRN CALITOINIA 'TSISON SoMPANY

LIST OF SUSSIOTARIES.

Subsidfary

Assocfated Southern Engineering.
Company, a Californfa Corporation

" Associated Southern Investment
Companry, a Calfforniz Corporatfon

Beer Creek Uranfum Company,
a Coloradoe Partnership:

Beowawe Geothermal Pewar Company,
a California Partnership

i — s ————————

_Cnibuu Park Company, L
3 Californfa Partnership = °°

.. Calabasas Park Company, Inc.,
a California Corporation .

California Efo:tﬁc Pmrtonﬁmy.
. a Ca_‘l‘_lfornfa'Corporuion

Canino éntrgy Company,

- & California Corporation - . '~ .

Conservation Financing Corporation
a California Corpor;:‘ipn :

Crescent \'muy Eﬁcrgy Company,
a Cuffomu Corporation

Electric Systens Cémpmy.
a Caltifornia Corporation

NS s

Energy Services, Inc.,
a Calffornta Corporation

Pr{ m?y Business Activied es

" Engineering and- construction

services for third parties in
the energy field.

Investment 1n andv'ﬁanagement' ‘
of mineral rights,

Cevelopnent and operation of _
uranfum mine 'and @f11 fn- =
Wyesing. (Currently winding

~down.)

. A partnersht n;' conslifi'c'.‘[ng of

Crescent Valley Energy Company

- and"Chevron in a gecthermal
project. . _

Ownership and: 6p¢r‘a?.'ton=‘ cf real
esiite interests at Calabasas

Plrk.“, :

Ownership and: opiﬁt‘fbn of real
estate interests at Calabasas °
Park. (Inactive)

Inactive corporation result! ng

‘from merger with Edison.

v Prcducﬁon of enargy from a
‘cogsneration project.

Inactive company which was used
to carry out CPUC-required:
residential conservation
projects. o

" Production of energy from a
. geothermal project.

Development of commarcial
projects demonstrated to 'be
feasible by Edisen's Advanced-

 Engfneerfng Department.

S Operation and maintenance of
~ energy-related non-Edison
‘equipment and facilities.
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Page ‘4
SQUTHERN uALI'DRNIA EDISGN CAMPANY
LIST OF SUBSIDIARI-ES '

Subsidiary

Harbor Cogeneratfon Company, .
a Qalifarnia Partnnrship

Kcrn River Cogeneration Company. '
a Californfa Partaership -

™ ssfon Energy Company,
a California Corperation

Mfssion Land Compary, .
*& California Corporation

Missfon Power Engineering

Company, a Californtia Cor-
. poration

Mona Power Company,’
a Ca'Hfomu Corponﬁon ‘

g

Mono Gresn Mountain Compmy.
a Cal{fornia Cnrporatfon

Northern Cimarron Resources
Company, a Californfa Corporation

Northern Sferra Energy Company,
a Cal{fornia Corporation

. Ontarfo Afrport Industﬂﬂ Park,
& Californta Corporation

Renewable Energy Capital Cempany,
a California Corporation . :

Crem

Pr-!muy Business Activities

A pa.rtmrsMp cons{stfng of
South Coast Energy Company and
Champlin 1n a cogonoration
projcc'r..

A par:ncrsMp consisting of

Southern. Sierra Energy Company

- and Texaco 1n a cogcnqrauon

project.

Ownership- and- coordination of
the activities of energy
subsidiaries, including’
qualifying facilities as =
defined by the Public Utflity -
Rtguhtory PoHc‘lu Act of 1978.

‘Gwncrship and- coord1natfon of °

the activities of {ndustrial
parks and .other real

. propnr:y-nl ated” proa’octs

Engfnnﬁng and construction’
services for third partfes in
enargy field.

Exploration for and development

. of mineral fuel resources.

‘Development of uranfum

proparties.

Acquisition. and development of

n'tt_un'l.: properties.

" Production of energy frem

a cngcncratfon pro.jcc':.

Owncrship and futun developmens
and operation of an 1nduszr1al
park.

Inact! vd company which was used
to f{nance renawable energy '

projects.
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CALTFORNTA SDISON COMPANY

" LIST OF SUBSIDIARIES

Subsidfary

San Joaguin Energy Company,
a California Corporation-

SCE Capital Company,
a Delaware Corporation -

Scuth Coast Energy Company,
a C;Hfornu Corpontiou o

Southurn Ca'lifornfa Edison
Finance Company N.V.,

a Netherlands Antﬂ'lu
Corpout.1on

Southern Sierra Energy Coaxp;ny,
a California Corporation

- Sauthern Surplus Realty Company,

a Salifornia Corporation

Sycamore Cogeneration Company,

a Cal{fornia Partnership

. Western Sferra Energy Company,
- 4 .Californtia Corporation. ..

Primary Business Activitd es

‘ Productfon ‘of energy: from

a cogtncntion project..

Usnd to facmutt Edf son

1 n:nctngs.

- Producmon of' encrgy from -

a :ogcncnﬂon project.

Uud to raise capital through S

the Europcm mrlm:.

. Production. of energy from
B | ;ogcncnﬁon, project.

Purchase ‘and sale of ‘excess -
real estate not nquind by
Ed{son.

A- partncrsﬁ‘!p-*'constsﬁng of S
VWestern Sierra Energy Company -

- and Texaco in a. cogcncntfon .

proJ «:t-

Producﬂon of tncfgy from

. &.cogeneration project.

(END OF APPENDIX B)
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SOUTHERN CALYFORNTA EDISON HOLDING COMPANY

CORPORATE POLICIES AND GUIDELINES FOR
AFFILIATE TRANSACTIONS.

. The puxpoze of thess policies and guldelines {s to set forch business
practices to be observed in the vrelationship between Southern
California Edison Company (Ediscn) and the nonurility subsidlaries
under the Southern Califormia Edison Holding Company. All tramsactions
between thesa partlies are to be guided by the policies and guidelines
szated hersin. These policies and guidaliznes will be modifled as
exparience dictates, in order to assure fair re{mbursement of coscs
assocfated with transactions wich affiliates on an ongoing basis,

Thesa policies and gufdalines have been daveloped to ansure that prompt
and falr compensation or reimbursement i3 given/received for all
assets, goods and sarvices transferred between Edison, the Holding
Company, and the nonutility subsidlarfes and that Information reported
to the Holding Company zmeats the reporting requiremencs observed by the
'Holding Company. The flow of Informacion, and transfers of assats,
goods and sexrvices among these parties {s to be conducted in accord.a.nc:e
with the policies pu.: forth in this document. '

Implezentanion

Each subsidiary 413 <xesponsible for implementation of the policies
within f{ts organizaction. Procedures will be developed by each
subsidiary to assure that affiliate employees are cognizant of, and can
properly implement, the corporata policias. All intercompany
transactions must be adaquataly documented. As described herein,
internal control msasures are to be mainrained o insure that policies
are observed and that potantial or actual daviations are dot:ected. and’
corr.ctod

e e —— —— . o o e e wr - U e

In the. event that a s:!.cum:iou ari.su_' that has ot been addressed by the
policies and guidelines contained herein, cthe situation shall bde

brought to the attention of the applicable officers of the Holding
Company for review u;d/or approval. .

¢. Organizacional Gufdelines
1. Nomupilicy Subsidiaries

As & genaral policy, resource sharing and intercompany transactions
will be uinimized to assure sufficient separation Detween the
utilicy and the nonutility subsidiarfes. The following corperate
organizational objectives have been established to prevent one
entity from being burdened or bensfited by another: .

-1
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Nomutilicy subsidfary companies will acquire, operate and
maincain their own facilitios a.nd. aquipment whora feasible,

Nomutility subsidliary companles, to- the - extent practical, will
rn‘cad.n their own administraciv. sx:a.ff -

Each nonutility subsidiary w*.’ll provf.de to t:he extent practical.
its own fimancial needs, £L.e., bdanking arrangemencs, credit
lines, Insurance requ:’.::cmncs atc.

The nonux:ilf.:y subaidiaries are wholly owned by The Mission Croup.
This structure assures that the Chief Executive Qfficer of The
M{xsion Group L3 Iin a position to direct and Integrate tche
raquirements of the nonwtilicy activitles, while permitting Edison’s
zanagezent to focus on utility operations. The consolidation of the
nonutility subsidiaries under The Mission Croup assists Iin che
achievement of the corporate objective of cthe minimizacion of

intercompany transactions required b.r.wun Ed.i.son and cho nonutilicy
subsid.:h.rins. .

2. Holding Company

The Heolding Company I{cself will be organized In a manner which
results Iin effective control and efficient utilizacion of service
organizacions mainctained by the uctility. Initfally, there will bde
shared corporate officers and directors between Edison and the
Holding Company. This organizational structure will remain In
effect until cxpcrhncn dictates the mnecessaxry staffing for che
-Holding Company. ' The ucilizacion of existing Edison departments %o
provide the minimal level of services required by the Holding
Company will result in efficiencies in the near term. :

Corporate functioms such as shareholder sarvices, corporate
acecouncing and consolidation, and corporate plamning and budgeting
will be parformed by Edison ezployees; the fully loaded coat of
these services will be billed to the Holding Company and nenutilicy
subsidiaries. As discussed in detail in Section II-D, the cost of
uhc.u sexvices will 'bc ﬂ.locn.:cd using a thru-scop« process:

o The ﬂ:st step cou.sisu of directly usigning all costs which can
be Identified specifically with an accivicy to that activicy.
For example, direct labor costs of employees In Edisen
departmants which provide I{dencifiable services to the Holding
Company will be directly charged based on the employees® wage
rates, f{ncluding all labor loadings. The majority of the direcc
costs of the Holding Company will Dba allocated to the
subsidiaries based on the multi-factor formula discussed under
Step #3 below. Certain costs, such as expenses related to che
astablishment of the Hold.:[.ng Company, w‘!.ll not dbe- allocated. to
cthe aubsidh.riu.

o The second step Iinvolves d.léca.t:ing {ndirect costs of corporate
functions which benefit mors than one activicy but are not
separately idantiffable. Indirect costs which are functionally

-2
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relatad will be allocated basad on causal or bomficiary
relacionshipas. TFor example, the cost of shareholder services
will be allocatad bucd on equity iInvestment and advances to
‘subsidlaries.

The third step consists of allocating remaining indirect costs by
a formula representing the overall activity of each subsidiary.
The formula will be based on each subsidiary’s proportionate
share of (1) ctotal assets, (2) operating revenues, (3) operating
and maintenance expense, and (4) number of aemployees. The
factors included In the formula will de reviewed in conjunction

with each gemral Tate case, or as applicable in incervening
yeaxs,

Fully loaded compensation .md oxponsas of the shared corporate
officers (including their support personnel) will be allocated to
the Holding Company based upon the higher of (1) five percent or (2)
the allocation percentaga derived from application of che’
multli-factor formula -discussed above. The allocation ' percentage
will be revised as necessary in oxder to appropm:cly raﬂcc: the’

axecutives’ ovczsigh: providnd.
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| The purpose of the corporats transfar pricing policifes and guidalines

in this section is to assign a monetary valus to all assets, goods or
services transferred between Edison, the Holding Company, aud zha
nonucility subsidiarxies. The ctransfer pricing wnethodology will
maintain separate accountability of the various entities and will
ensura that transactions between utilicy and nonucilicy affillaces do

not harm the utilicy or Iits customers.

The objectives to ba achieved In accounting for transfers between
subaldiaries involvae the appropriate (1) idencification, (2) valuation,
and (3) recording of txansactions batween Edizon, the Holding Company,
and the nonutilicy subsid.ia.n'u. Thers arxe thres general types of

transfaers that will occur:

© Transfers of assects or rights to use assets.

o Transfers of good.s or sc::v:!.ccs pz:oducnd. purchascd or” dav-loped
for sale. . ) .

. e

Transfer of goods or .uz:vicu net producad, pu:chucd. or
daveloped for sale.

Transfers of assets or rights to use assats and transfers of goods or
sarvices produced, purchasad or daveloped for sale will be priced ac

, fair wmarket valus. Transfars of goods or services pot produced,

purchazed or devaloped for: ul. will bo priced at fully loaded coat.

mauuuww;

1. Identification: Transfars of assets Iinclude transfars of ctangible
real or personal proparty and intangible property used {n a trade
or business. Transfers of assets also includes long-texrm’ rights
o use assets through lease or other arrangements in excess of one

- Yyear. . ‘ ' ‘ : ,

m_mmm {ncludes:
. Lad .
o Buﬂd..tnzs
o Iuprovmmu

o Mnera.l r!.ghc: '




. A.87-05-007

- -

APPENDIX C

Personal property {ncludes:

"o Automobiles

o Powexy operated equipment

e CQmpu.ch hardware and related sofcﬁi:c‘applica::‘.om

| o Furniture
Incangible assets include:
o Copyrights
K3 Paugc rights
| Trade secrets v
- Royalty Lntnﬁ:gsts
.0 Licansas
o Franchises
© Rights to. access customer £iles.
Examples of intangible assets that may be transferred fnclude patemt
righcs that arise out of research and davelopment ‘programs, pole
x;tachmm: rights, and data regarding Edison’s customers. S
m Transfers of l‘l.llf.l or rf:ght:.‘l' o use assats will be

valused at current fair markat value, which will be datermined

through methods appropriate for the asset. Examples of methods thac
nay be used include: .

) Appra.f.sal: from qualified, iﬁdapct':dnnt appraisers. '

o Averaging bld and uk prices ax . publishcd in ravspapers or
ctrade jouruln

o Cond.uc.t:ing m.u:kut su:vcy:.

The determination of fair market valua must be adeaquately
documented to assure that a proper audic traill exists,

Where product rights, patents, copyrights, or similar legal rights
are transferrad from Edison to the Holding Company or any of its
nonutility subsidiaries, a royalty payment may be required to ensure
that ratepayers. receive appropriate compensation. Such royalty
payments shall be daveloped on a caze-by-case basis.

Edi{son will wmake avallable to QF’s. infomtion supplied- o 2z
u:f.uu:. as’ raquircd. by OIR No. 2.. .
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Regording: Transfers of aszets or rights To use assets will b
recorded through & direct charge based on current market value to
the recipient of the transferred asset. However, in ordar %o ease
administracive burdens for immacterial transfers, If the dook value
and estimatad current market value of a transferred asset are equal
to or less chan $100,000, t:hc cransfer may be priced at cost at
the transfaror’s option.

There will be an exception to the above policy i1f the asset iz
being trangferred from Edison or a. utility-related subsidiary, and
the estimated market value of the assat Iis less than the net book
valus. In such instances, the transfer will be recorded at net book
value. This policy will ensure that the utilicy £s not
disadvantaged as a result of any transfer. 'If the asset has
appreciated in market value since Iits acquisition by che ucilicy,
the utility will <zecaive the Dbenefit of che appreclacion.
Conversely, 1f the currant market value is below the net book value,

the utilicy will nonethelsss zac-i.v. full net book value for ics
assats.

CWWMWM

dale,

1.

Idencificarion: Transfers of goods or services produced, purchased
or daveloped for sale Iincludes those goods or services incended for
sale in the normal course of the subsidiary’s business. (Edison’s
only service produced for sale Is its reguhted utilicy service.

- Therefore, Edison generally would not have transfers of goods or.

)

sarvices that would be 'priccd. ucord.i.ng to t.hc guidnlines outlinad
in this subsection.)

Goods or services p:oduccd purchucd or. d.vnlcped for ulo could
include::

o Commercial paper placements
o Enginuring uMcu
-2 Fncil:!.t:y oparations lnd. m.f.nt:cmcc services

The above goods or services would generally be transfers from one
oonutilicy subsidiacy to another. Goods or services produced,

purchased or daveloped for sale would usually be the product of

resources which are planned and dad.ic.at:od. to prov:‘.di.ng the goods or
servicas. . .

2. Yaluasfon: Transfers 'of goods or servicas prod'uccd. purchased, or

daveloped for sale will be valued at current fair market value.

For purposes of applying this policy, falr market valus may be
based upon: ' ‘ '

.0 Refersnce to current roil;iz#bh* vnlﬁu_ in comparable cash
transactions of similu: _goods - or  services between
non-&!filucnd pu:tiu. : AT o

-3
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¢ 2Published prices.

© Ratves established by a regulatory agoncy. .

t

'zh. determination of  £alr market. va.lu. must: be adequately
doc\mentad. , , . ‘

-

3. Racordings Transfers of goods or services prod.uced purcha.ud or

devaloped for sale will de recordad through a direct charge to the

raciplent. bund. upon the current market value of the goods or
seaxvices, -

D. Ixansfers of goods or services not produced. purchased oy developed forx

sals..

1. Idancificasion: Transfers of goods or sexrvices ngt. produced,

purchased or developad for sale repraszents goods or services
provided chat are Incidental to the main business of che

providar of cthe goods and sarvices. E:umplu would includa'

¢ Cost of sexrvices -provid-d. by Edison to the Holdlng Compmy or
the nonutili:y subsidiaries.

o Data processing.,

o Incidental uss of vehicles or office space.
In{tially, coxporate functions such as sharsholdexr services,
corporate accouncing and .consolidation, and corporate planning and
budgeting will be performed for the Holding Company by Edison
employees. In addition, the nonutilicy subsidiaries may contract
with Edison for the services of certain support paersomnel in those
instances where it is not practical for the subsfdiary to have its
own administrative scaff. Use of Edisoun exployees by the nonutilicy
subsidiarfes. will require approval of the appropriate Vice
President. In addition, individual Edison amployses will not spend
more than thirty percent of their total amnuval hours In providing
services to the nonutilitcy  subsidiaries. These transactions are
covered by the trqu: ‘pricing su:!.d.linu concained within chis

' subuc.t:r.on.

2. m Transfers of goods or services not pz:od.ucad. pu::c:hﬂ.sed.

ox daveloped for sale will be valuad. at ..‘.’ully IOI.dAd. cost.

3. Ragording~ Irmfars v:(.ll be rcco:dcd th.rough. thc £ollowin3
t:hxu-stup ptocur ' o
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1. Mmm_qmmm;m

includae:

(-3

Directc chaxges

Direct lLabor Costs, including applicable loadings, of
axployees in Edison  departmencs which provide
identifiable services to the Holding Company or the
nonutilicy subsidiaxies.. This could include personnel
in departments such as: .

o Audits |

o Corporate Accounting

° Corporafu Planning and ABhétgéﬁi;ig-. |
o law’ | ” A

‘o Tax

Direact labor costs will be based on the wage races of
a3signed employees {ncluding supervisory and support
personnel and the actual number of hours devoted to
providing the sarvice. Labor loadings include paid time
off, ©payroll taxes and pensions and Dbenefits,
Applicable administrative and general loadings are
T""allocated to momutility subsidfaries chrough the
general multi-factor allocation procedure. A five
percent mark-up will be added to the fully loaded labor
cost of Edison employees providing direct services to
the nonutility subsidiaries. The f£ive percent mark-up
ensures that all unidentified costs, {f any, which axe
relatead to nomutility operations are charged. co the
nonutilicy subsidiaries. .

Facflicy costs assoclated with persommsl providing
sexvices will be based upon recordad facilities costs
including current rats of return on Edison facilicies
used. Labor loadings will be rccovorcd through a factor

- applied to Direct Labor Costs. -

o

Purchazes of goods and services including:

o Materials, .Including. applicabh supply expetuse
o Office supplies:
o Outside auditors’ fees

o Queside legal .fQu

o Requfred Pavments such as:

o Incoue taxes

-4 Propcrcy caxes
II'= 5
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o M_xm:mm_m vhich will be based on
of: : L .

Transportation vehicles
‘Con:cruc:ion cquipmm.:x |
o 0ffice aquipmn:‘
11. Step w2: Todirect coscs for corverage functions verformed

benaficiary relationshins, Iundirect costs relate to shared
corporate functions for which it would be Impractical or
unralfable to record actual time incurred.

Indirect costs which are functionally xelated will be
accumulated Inte homogenecus cost pools and allocated on
the basis of causal or deneficiary relacionships. The
allocated coats will fIncluds labor loadings and a return
on assets used In providing service.  Examples of
{ndireact costs and factors that will 'bc used to allocate
them include:

o Equiny Ixvestment and advances to  subsidiaxies to
allocate the coat of providing sarvice of ucility
o:gmiucions such as>

o ‘Sharaholder Services

o Investor Relacfons
' o Long-term Finance

o Numbexr of emplovass to - ‘allocate .the cost of providing
service o£ ucilicy orsm:!.z:dom swch as:

o Pa.y'roll
l o Wage and S&lu:y'
o Enrployu chord.l
. vo Pension Imrism-nu
Step #3: Renaining indirecs cosss will be allocated bv a
affiliace. ‘
Those -indtxec:- costs Incurred by Edison that canmot be
allocated on the basis of a specific related factor will de

appor::!.on-d based on a4 formula which xeflects the overall’
hvol of activity of each subsidu:qr
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The formula will be based upon aach subsidfary’s
proportionate share of the following factors: C

o Total assets
o Operating revenuses

Oparat:ing and Mntcn.mco Ex'pon.so* (excluding cost of
nJ.es and income taxes)

Numbc: of Employeas (:anlud.!.ng o;:(uiva.lem: personnel
of affiliates providing direct services)

There will be an equal weighting of each factor chereby
racognlzing each subsidliary’s portion of overall corporate
activity as measzured by <total financial . resources,
revenues, cost of operations, and employee forcea. The
composite of the above factors will be used to a.llocate the
fully loadad coat of Edison d.n'pam:menu such as:

o Corporata Cc»muni.c;tions

o Insurance

o Mafling -
° 'Iolocom\miuﬁoﬁs _

The mulci-factor formula will also be used to allocate to
the varfous subsidiaries the majority of the direct
corporate costs of tha Holding Compamy. This would .include
such costs a3 fees and expenses paid for meetings of che
Holding Company’s board of directors, and labor charges and
related benefits for Edison pc:sonnal who provide services
which are directly charged to the Holding Company. Certain
costs, such as those related to the astablishment of the
Holding Company, and acquisition and davelopment
activities, will be abszorbed by the Holdd.ng Company and not
allocated to the subsid.hriu. "

*’Opor;ti.ng a.nd Maintenance ‘hpan.ic includes all labor costs of pirsotmcl of
affilfates providing direct sexvices, even If classiffed under cost of sales,
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Billings for Intercompany transactions shall bde issued on a timely
basis with sufficienc detail provided to assure an adaquate audit ctrail
and ensble the prompt rei.mburnmn: from the rcc.f.'pionc of the assats,

goods or services. .

Insercompany Billings

Intercompany billings issued for transfers of assets, goods oxr services .
will bYe accompanied by supporting documencs. Transfer pricing
computations must be documented in order: to facilitate verification of
methods used To compute cost ox falr market valus of transferred
assets, goods or services. Costs fncurred on behalf of che Holding

Company or a mnonutility subsidiary will be accumulated, priced and
billed in an expeditious manner to enable timely payment.

In order to sf.mpli..‘.’y the accounting ont::'.n required, only the net
nonutilicy porxtion of Edison’s shared resources will geunerally be
allocated to the Holding Company. None of these costs are to be
reallocated to Edison. To the extent practical, shared costs will be
billed directly by Edison to the nonutility subsidiaries ou behalf of

the Holding Company. This policy will crn.t:. a :implif:!.od. and more
direct audit trail.

Until Edison’s next general rats case proceeding, Edizoun’s’ Electric
Revenua' Adjustment Mechanism ("ERAM") wIll be credited for the net
amount of Edison costs billed to the Holding Company and the nonutilicy
subsidiaries. This will include the cost of services requested by the
nonutilicy subsidiarfes, and their allocable shaxe of holding company
costs. However, costs incuxred by Edison on behalf of cthe Holding
Company and the nonutility subsidfaries that were never included in
Edison’s cost of sexrvice will not be credited to ERAM, It is Edison’'s
responsibility to demonstrate such expenditures were never includad in
, customer Trates. This procsdurs will insure that Edison’s ratepayers
are not- charged for the costs incurred by Edison and billed to the
Holding Company and the subsidiaxries.

Insezcompany Pavments

I’aymm:.s for assets, goods or services received from an a.f.ﬂlht:o shall
be made within thirxty (30) days after receipt of the invoice. If
reimpbursements are not raceived by the payment dua date, late charges
will be assessed by the billing company. Intearcompany billings and
' payments will be adequataly documented so that an audit trail exists ©o.
facilitate verification of the accu:.lcy and completeness of .all
'billlngs and refmbursements..

Seo Soc:ion IV for bLilling and p.ny'mcnc procndu::n appl!.cablo to faderal‘
and s'.:m:g income taxes.

IIr-1
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It {3 the Holding Company’s responsibility to file comsolidated federal
and state iIncome tax returns which include the subaidiaries’ taxable
{acome. The tax liability or benefit rasulting from the subsidiaries’
Income or lossesz Ls passed on to the subsidifary to coincide wich t:he
Holding Coempany’s payment of its estimated tax inscallments.

Income Tax Allocation Meshodology

The "stand alone” method will be used to computa the I{ncome tax axpansae
of Ediszon and the ocher aubsidilaries. A subsidiary with a net positive
tax allocation will pay the Holding Company the net amount allocated,
while a subsidiary wich a nat negative tax allocation will receive
current payment from the Holding Company In the amount of {ts negative
allocation. The payment made to a member with a tax loss will equal
the amount by which the consolidated tax s reduced by including the
entity’s net corporats tax loss in the consolidated tax returm.

The "stand alone” basis of income tax allocation requires chat each
subsidiary account for the tax effects of the revenues, deductions, .and
credits for which it Ls respousible. No member of the cousolidated
group will be allocated an amount for income taxes which is greater

'~ than the income tax computed as if such member had filed a saparate
return. This method i3 in agreement with the CPUC”s established policy

- for income tax. allocaticn, as discussed In Decision 84-05-036,
resulting from Order Instituting Investigation No. 24.

24ling and Pavment Progedures

Billings for federal and state income taxes will include all supporting
¢calculations to facilitate timely payment.: Estimated tax Installmencs
are palid to the Internal Revenue Service and the California Franchise
Tax Board on the f{ifteenth day of April, June, Seprember, and December,
A final payment is dua by March 15 of the following year. Payments
made by the subsidiaries for cthelr tax liabilities (or paymants
Teceived by subsidiaries for their cax banof.its) will coincide wich the
f.nsullmnc tax .leings. :
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V. EINANCIAL REPORTING
A. Genexal
All subsfidfarfes are expected to provide the monthly financial
information necessary %o compile the Holding Company’s consolidated
financfal statements and to comply w-.t.t:h other r-port:f.ng requiremencs.

nmmnu_xmmummm | ‘ “ .

The financial informaction to be reported by the subsidfaries is to
‘include, but 1s not mcuuruy liniced to, the !ollowing'

-2 Balmcn 3h“t.
o Income staCemant
° C.uh flow statament
‘o In:.:est cov-r.;ago data
c. Rnnmznx_oi_ln:mnmnx_’kmmma
All int-::compmy trm:&cciou wust 'bc rnport-d i.nc&uﬂ.ng
o In:crcompmy transfers of usots, goods or sarvicas
o In:ercompmy,borrovings_
Intercozpany f-coivgblos and. p‘y&blcq
o.. Incorcqmpmy‘ r;'\'rmuu- md .qun.u.s«
Intercompany intsrest |

Identificacion of u.t::U.Lcy omployus which p::ovid- scMces to
l.fﬁ.lntu

The nature and Cerms of t::madtions bccvun‘ Ed{son, the Holding
Company, and the nonutility subsidlaries must de fully described.
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D. Specificacions

The financial reporting and 1m:al:compmy - transaction {nformation
forwarded by the subsidiaries must meet the following specifications:

1. Comsistens format: " The format of the financial Iinformation

" submittad by each subsidiary will be dfctated by the Holding
Company’s raporting requirements. The captions and organization of
the subsidiary financial statements must conform to the presentation
utilized in tche Holding Company’s external f£financial statemencs,
filed with the Securities and Exchange Commission.

Iine Constraints: Subsidiary Companies’ financial information must
be submitted within the time counstraints set for the Holding
Company. Conformance with the established time frame {s required in
order to meet the deadlines for preparing consolidated financlal
statements and computing consolidated Iinteresat coverage ratios.

Gonflormance wiwh CAAP: The management of each subsidiary 1is
responsible for accumulating and preparing financlal information in
accordance with genarally accepted accounting principles (CAAP)
+ applied om a consistent 'basis. VYear-end audited financlal
sTataments are to be accompanied. by notes summarizing significanc
accounting policles and otcher disclosures rcquizcd. by GAAP to make
the financial sut:emunc.s more meaningful.

W: Accounting practices mandated by regulatory
agencies are to be observed when the subaidiary is within the
. agency’s jurisdiction. In addition, subsidiaries are to comply with
the reporting’ requirements placed on the Holding Company by
xegulatory agencias. Information Tegarding = Intercompany
transactions must be presented In a form and mannexr which will
assist in the regulatory review of those transactions.
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. mm.mmm .

Internal accounting contrxols will be ‘maintained by Edison  and the
nonutilicy subsidiaries to provids reasonadble assurance that:

1. Intercompany m@aatiaﬂ #rn . aXecutad In accordance with
nanagement’s authorization and properly racorded.

2. Subsidiary assats are saf.’cgu.u:d.nd..

3. Accounting recbrds may be rellied upon for che preparation .of
. fipancial statements and other financfal information.

The f{ncternal accounting controls include the followving -lmcm::’ "

- Decumenced Procedurxes: All accounting’ policios and procedures £or
‘transactions between the utility and nonucility operacions will be
fully documented. The subsidfarfies will develop the mnecessary
procedures and controls to ensure adberence to tha corporate
policies. Measures must be taken to ensure ‘that tha proceduraes are
zads available to and are observed by all employees. These
procedures will ba refined as necessary to ensure the accurate and
complets recording of all transactions. -

Mmm Racords will be kept by each subsidiary to
substantiate its books of account and financial scatements. All
incercoupany transactions will be ‘documented by <Yecords of
sufficlent detail cto facllitate verification of ralevant facts.
Transfer prices are to be approved by the appropriate division head

and will be monitored to assure compluncc with transfer pricing
policles.

In addition to accounting records, each subsidiary will maintain-
other pertinent records such as minute books, stock books, raports,
and corraspondence. The subsidiaries’ records will be retained for

the pariod of time required by corporat- md :oguh:ory (CPTC and
I-'ERC) record retention policiu. ,
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A. Gemezal

Transfers of ucilicy cmployu‘.i between affilfates will not come at cthe
expanse of the uci{lity business, and will require officer approval.

Explovee Transfer Guidelines
The following guidalines will be utilized for employee transfers:

1. The staffing of che nonregulated affiliates will not be to the
datriment of utility oparations. :

2. In {nstances where it nay be desirable to move an Edison employee to
an unregulated affiliate, senfor management approval of = both

companies Iinvolved in the t:mstor will be ::oqu.i:cd. bofore the
- transfer can occur.

Edison ‘employees wi{ll be fru to. acc.p: or rcjccc exployment with

the unregulatsd affillaces and no involunuxy :rmfers will take
,phco. .

If an Edison aemployee elects to a.ccnpc a positionl wf.:h an

unregulated affiliate, he or she will be rcquircd. To- resign £:om.
Edison.

C. Reporting of Emploves Transfexs
Edison will provide to the Calfifornfa Public Ucilitfes Commission an

annmual report f{dentifying nonclerical personnel transferred fzom Edison
to the Hold:ng Coupa.ny or any of che nonut::!.l:tt:y :ubazd.tarios.
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Budgeting:  Subsidfarfes will' be responsible for allocating
resources and controlling costs. . Budgets will be prepared as
required for capital expenditures, ‘operating expenditures and
personnel scaffing. These budgats will be supported by subordinate
budgets in mﬂﬂciem: detail to be used as a gu.td.g during the 'budgex:

pqriod.

I‘Imagors will mon;t.:o:: budget parformance and take action, 4f

- necessary, to contrel costs. Budgats will be used as a ool ©o

datect and provida early warning of varfances f£rom planted

~ expenditures. Explanations for substantial variances will be

provided as soon as they are detected.

Audi{ts: Each subsidiary must retain auditors to provide audited
financfal statements. Tha audits may be performed by Imternmal
auditors or outside public accountants. The dacision To use an
outside public accountant or Internal auditors to satisfy che
subsidiary’s auditing requirements xesidas with the subsidiary’s
Board of Directors. The Holding Company has the -right to initiate
any auvdit of subsidiary activities deemed necessary. The cost of
auditing services performed for nonutility subsidlary conpm!.cs will
be bomo by the nonu:iliry subsidiary.

Incercompany :rmactiom and relatsd transfer prices will be
audited to ensure that policies ars cobserved and that potential or
actual deviations are detected and corrected in & timely and cost
efficlent manner. The Californfa Public Utilitles Commission has
statutory authority to inspect the dooks and records of a holding
company and its mnonutilicy afflliates as they Xegard transactions

wich .the utility under the' same t:cms as 1t may 4{nspect - the
m:ility’s books and rccord.s-‘ S
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APPENDIX C Attachment A
SOUTHERN CALIFORNTIA. EDISON HOLDING COMPANY ‘

CORPORATE POLICIES AND GUIDELINES FOR
AFTILIATE TRANSACTIONS

REFTNITIONS.

Affiliate: An  individual subsidiary company within the Holding Company
structure, or tha Holding Company itself.

Cost of Saleg: The direct cost of goods sold during an accounting periecd (for
Edison, consists of fuel and purchasad powar expenses).

mr_w: The consideration offered by‘ a willing purchaser of an

assat In an arms length transaction, f.e., with a non-affiliaced
pu:chucr. ' )

Pully Ioaded Coat: The valus at vhich & good or sexrvice is recorded in the
transferor’s accounting records. It includes all applicable direcc
charges, Ind{rect charges and overheads. (See.Attachment B for a listing of
the components of fully loaded labor costs for Edison employees.)

Intangibles: An asset having no- phyaical cxis:.nca. 'its valus boing limited by
che rights and ancicipative benefits chat poasession confers upon the
owner. - Includes copyrights, patent righets, trads ucret:s. lzt.c.anses.

. . tranc.hina. atc.

MM_I\M The original cost of an asset, reduced. by applicable valuation
reserves and offsets (e.g. accumulated d.aprccht:ion, deferred taxes, and
unamortized {nvestment tax credits).

: Subsidiary companfes that are established and
oparated vholly at the risk of the shareholders and are not subsidized by
uti{licy ratepayers. Nomutility subsidfary profics or losses are assigned
to, the shareholders. (See Attachment c for an. o:gam.zauon chart of ‘

. L_ subsidia.:iu.) eI ‘ ‘

- T T Vo, T

ngnnm- Hova'blo proparcy o: assats such as aut.omob:{le:.- oquipmonc '
and furnitura. ‘

Real Property: land and land {mprovements, m1ud:£ng buildings " and
appurtenances. o ‘

: Iteams of merchandise or usaful work providad
by one aff{liate to another.

Unilicy-Relaged Subgidfaxfes: Subsldiary companies that support wucilicy
operations, and which provide services which otherwise would be paxformed .
by Edison itselff, Ucility-relatsd subsidifary profits or losses are
assigned to the ratepayers. (See Attachment C for an organization chart of
subasi.d.ia.:iu.) B S S '

. | | -
.
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soumm CALIJ?ORNIA. m:sox HOLDING COMPANY

T B

CORPORATE POLICIES AND GUIDELINES FOR .

Wages and Salaries -
- Paid Time Off -

Lagally Requirsd Payments

Social Security (FICA)
Unemployment Tax (FUTA & SUL)
Workar’s Compansation
Employee Training Tax

Pensions and Bcnofﬁ:s .

Reatirement P'I.m .

Sick Leave Severance Payments
Stock Savings Plus Plan
Group Life Insurance

Exployee Health Cars
Depandant Health Cara

Fami{ly Deuntal .

Vision Caxre

Long-Term Disabilicy Paymm:s
Rahabilitation Expense
Electric Service Discount
Employea Clubs and Recreation
Employu Hov:l.ng Expcn.u

Qo
-
-
o
= 4
o
o
o
-2
o.
o
o
o

‘"o Five Parcent Labor Hu:k-trp*

o Facility Coats -

A}

* Tha mark-up of £ive pexcent ¢m fully losded labor cost ensures that all
. unidancified costs, Lif any, vhich are related to nomcili:y operations are
. . char;;-d to the mm‘:ility subsidm:(u.

.a e
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DONALD VIAL, Commissionex, Dissenting:
I strongly dissent from the majority’s approval of
Southern California Edison’s application to foxrm a holding company.
Formation of a holding company and diversification is an

attractive means by which the utility’s management can continue to
control the earnings of an increasingly cash-rich utility at a time
when the growth of the utility’s rate base has come to a virtual
standstill. As this Commission emphasized in its recent landmark
SDGSE holding conmpany decision, D.86-03-090, the driving force
behind diversification is management’s interest in working out with
stockholders the disposition of earnings that may no longer be
needed for reinvestment in the utility. The choice for utility
management is seen largely as one between returning excess earnings
to stockholders, making it possible for them to pursue theixr own
investment diversification goals, or of continuing control over the
excess earnings to pursue corporate diversification objectives
through unregulated affiliates. That is what this orxder is all
about. o

~ As requlators we must understand that the interests of
ratepayers are not the focus of management’s interest in creating a
holding company. To the contrary, ratepayers are almost totally
dependent upon CPUC requlatoxy policies to protect them. Yet,
under this decision the most important tool we have for protecting
ratepayers —- our regulatory authority -- is seriously undermined.
Much of the authority that the CPUC has over SCE and jts
subsidiaries as a regqulated utility is being transferred to a
holding company over which we have no direct authority and only
limited ability =-- primarily what we require in this oxder as
¢onditions for formation of the holding company —=- to control or
regqulate the new affiliate relationships under the holding company
structure. This erosion of requlatory authority becomes critically
important when the holding company pursues,. throughVuniggulated
atfiliates, activities which are virtually inseparable-from the




A.87-05~007
- D.88-01-063

historical functions of the regulated, vertically-integrated
utility. : '

One may assert, as the majority does, that the holding
company structure insulates ratepayers from the risks and rewards
of non-utility enterprises. This contention may have some validity
for holding company enterprises that are unrelated or far removed
from regulated utility services, but that hardly addresses the
situation before us. SCE has made it clear that it is interested
in unregulated diversification into areas of its expertise; that
is, activities closely related to its historical utility mission,
such as the generation of electricity and the related services for
the development of alternative energy resources. Thus, I find it
disturbing, to say the least, when the majority-approved ordex
seems to imply that the holding company is also being pursued in
the interest of ratepayers. The majority is more forthright when
it openly recognizes that the ratepayers need some protection or at
least to be made ~indifferent” to the transfer of SCE assets to a
holding company’and to SCE’s future regﬁlation as a utility under a
holding company structure.

The majority claims that they tul:mll the;r obligations
to the ratepayers by the conditions imposed on the formation of the
holding company. The majority’s conditions for the formation of a
holding company rely on accounting tools, access to the records of
arfiliates and so—called transfer-pricing standards to try to
control cross-subsidies from the electric utility’s ratepayers to
the unregulated holding company agriliates. These tools axe sinply
inadequate. They fall far short of really protecting the
ratepayer. Instead, it is my position that they actually mask the
surrender to corporate management of the Commission’s most
fundamental responsibility to capture for all ratepayers the
econonies of scale and scope that are: embodzed in malnta;nmng a
relmable, vertically-integrated electrzcxty network.
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L]

My central point is best understood in the context in the
Commission’s landmark SDG&E holding company decision. There,
contraxy to today’s decision, we made the effort to analyze in
detail the forces pushing for diversification among the energy
utilities. The problems of requlatory authority under a holding
company structure were carefully evaluated in arriving at the set
of requlatory and protective conditions that we felt essential to
pernit SDG&E to transfer its assets to the propesed holding
company, SDO Parent Co., Inc. We khew at the tinme, as is obvious
in today’s decision, that the CPUC was in its strongest position
when approving the formation of a holding company to set forth the
requlatory conditions required to fully protect ratepayers.

In this regard, it is to the majority’s credit that their
adopted conditions regarding access to all transactional.
information, accounting and auditing controls, and transfer pricing
requirements flow out of an adaptation of conditions in the SDG&LE
decision to SCE. What is disturbing, howevex, is the careful
denial of the two conditions in the SDG&E order that provided for
continued exercise of CPUC regulatory authority over closely-
related enterprises under the new*holding‘company structure;
namely, SDG&E conditions numbered 1l and 18. They deal
respectively with QF relationships and the difficult-to-qualify
*affiliate payments” issue. As will be pointéd out helow, the
omission is particularly significant“in today’s SCE order because
as a regulated utility, SCE is already deeply involved in QF and
related alternative energy activities. _ |

Unlike today’s majority, the Commission in the SDG&E
holding company decision sought to findfsolutionS't6'the'dirficult
problem of protecting utility ratepayers from possible adverse
benefit/cost flows of closely related affiliate operations. The
Commission bad been advised, in earlier en bane hearings on. the
general subject of utility divexrsification, that under the best of
circumstances, accounting tools and'physicAlgseparations wexre not
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sufficient to prevent hard-to-quantify subsidies from flowing fLrom
a regulated utility to closely related holding company affiliates.
We were advised to capture them “up front” as best possible when
providing for the formation of holding companies.

While recegnizing the seriousness of the problem in the
SDG&E decision, no immediate solution was available and the
Commission refused to be arbitrary. We took a conservative course
and ordered further hearings and investigation ¢f the issues,
seeking a better grasp of magnitudes of potential benefit/cost
flows adverse to utility ratepayers and looking forward to
developing a system of generic benchmarks for measuring and
applying possible affiliate payments to the utility on a case-by-
case basis. What was most significant in that cautious approach
was the Commission’s unwillingness to give up essential regulatory
authority to protect ratepayers‘whilé focusing on the flexibility
required in dealing with difficult affiliate relationships. As in
the case of subsidiaries spawned by the regulated utility itself,
the Commission made it clear that we must retain the ability to
impute to the utility’s regulated revenue stream, on a case-by-case
basis when deemed necessary, a porxtion of the revenues of a closely
related affiliate of the holding company. o

Again, what followed the Commission’s decision is alse
important to today’s order. SDG&E decided not to form its holding
company under the conditions imposed by the COmmissidn,vciting the
retention of CPUC authority to.attach revenues of affiliates as the
primary reason. Not surprisingly, given utility management’s
interests in diversification, the word was soon out among utilities
that the offensive retention of flexible CPUC power had to go.

In the recent decision in Phase II of the Pacific Bell
General Rate Case, D.87-12-067, the Commission’s staff sought to
apply the SDG&E affiliates payment provision based on their audit
findings of specific problems found in the utiiit?/affiliate_
reiationships- The ALY rejected the DRA's~proposal-asjbeinq
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overboard in failing to distinguish between a wide variety of
agfiliate relationships, but she called for further hearings to
better focus and confront the problem on a casé-by-case basis as in
the SDGLE decision . The majority, over my dissent, rewrote that
portion of the decision, effectively sweeping the issue under the
rug, and setting the stage for today’s order by asserting the
sufficiency of monxtoring access to recoxds, accounting and
auditing controls, along with transfer pricing standards.

It is equally clear that SCE in this crucial decision has
become the stalking horse for other energy utilities who are
awaiting the outcome of today’s decision regarding the crucial
issue of retention of essential revenue-imputing authority over
closely related utility affiliates. SDG&E has not lost interest in
restructuring itself as a holding‘¢ompany. PG&4E has recently
annocunced a joint venture with Bechtel for independent energy
development, although n¢ particular interest in a holding company
warz mentioned. The majority, in debate, has affirmed that holding
company applications will be handled case-by-case, but I remain
" skeptical as to what that may mean, given the crucial departure
from the SDG&E decision and the new pattern‘set by the Pacific Bell
oxder and this SCE decision teoday.

It is difficult to interpret the faxlure to assert CPUC
authority as anything less than a surrender of basic regulatory
responsibility to the free-market instincts of utility and holding
company management. In this SCE decision, the surrender of
authority is especially painful because it is so egregious and
unnecessary, even from the perspective of the majority.

The painful story lies in SCE’s organizational charts in
Appendix B, attached to today’s decision. There is one chart that
depicts SCE‘s current company subsidiaries with a listing of
- subsidiaries under two categories, “utility-related” and
- 7nonutility-related”. Another chart shows wbat happens to the
subsidiaries under the now approved holding company structure.
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Under utility-related, for exaﬁpie, Mono,Power, which
supplies uranium to SCE for its nuclear plantz, is shown as a
utility-related subsidiary along with several others. In our
recent SCE General Rate Case decision, D.87-12~066, these matility-
related” subsidiaries were depicted as so closely related to the
regulated activities of the utility that it was necessary to treat
them as company departments with all revenues imputed to the
utility'é earnings above the line. In fact, there was a
stipulation to this effect by DRA in the adopted decision. Wwith
regard to the so-called “nonutility-related” subsidiaries, their
fate was not dealt with in the General Rate Case, because that
issve was held in abeyance by indirect reference to the then-
pending SCE holding company application which is now decided in
this decision. At the time of the SCE General Rate Case decision,
I raised questions about how SCE distinguished between utility=-
related and nonutility-related subsidiaries with particular
reference to the treatment of the latter’s revenues. I was
properly advised that ny cquestions should be addressed in today’s
decision. |

Therein lies the rest of the painful story. Today’s
decision does indeed deal with these so-called ngnn;;l;;z_:glg;gg_
subsidiaries” that existed under CPUC regulation. The chart
depicting the SCE holding company structure shows them recrgan;zed
under the Mission Group as subsidiaries of the holding company
where their revenue streams are all safely beyond the reach of this
Commission. But just how “nonutility-related” are these
subsidiaries? Many of them are joint-venture QFs selling their
enexgy generation to SCE or other subsidiarles engaged in providing
alternative energy services. What, one might ask rhetorically,
could be more closely related to the historical functions of the
vertically integrated electricity utility? deay’s decision:
actually accepts the utility’s classification of these subsidiaries
as “nonutility-related” without raising a single question. What is
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even more disturbing, the record of this proceeding is virtually
barren of any sensitivity to the utiltiy’s classification of them
as nonutility-related with reference to the loss of CPUC authority
issue. At a nminimum, this proceeding should be reopened to develop
a record on the utility-relatedness of the subsidiaries for the
purpose of exploring at least the extent to which CPUC authority
over utility-related activities is lost when mislabeled
»nonutility-related” subsidiaries become holding company
affiliates. Even without such a record, however, the importance of
the utility-relatedness of an affiliate remains obvious.

The closer the activities of an affiliate may be to the
functions of the regulated utility, such as the generation of
electricity, the more difficult it is to control benefit/cost flows
that may be adverse to utility ratepayers. Yet, the majority
approach effectively invites the holding company manageré to spin
off unregqulated profit centers for the generation of electricity,
to participate in breaking up their own vertically integrated
utility, and to leave the requlators with significantly reduced
autbhority to make the ratepayers whole.

A still closer look at Edison’s QF affiliates provides a
good example of these concerns. As indicated above, Appendix B to
this order shows that Edison is a partner in a nunber of large QFfs,
mostly cogeneration projects at oil refineries or in the oil fields
where steam flooding is used to recover heavy oil. Information on
these projects submitted to the Commission in Edison’s QF status
reports shows that they amount to about 1300 megawatts ot,capacity.
Edison’s contracts with these QFs date from the 1983-35 period when
fixed energy prices and levelized capacity payments were available
to QFs in Standard Offer No. 2 and interim Standard Offer No. 4.

At that time there was a perceived need to encourage the
development of alternative resources for electric generation.
Southern California Edison was an early supporter of this goal.‘
The CQmmi551on felt that the proper path to th:s goal was to~have
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ratepayers assume, through these fixed-price contracts, the risk to
new QF projects posed by uncertainties in energy markets.

The QF ”“goldrush” which resulted from these standard
offers, coupled with the subsequent fall in energy prices, may have
produced a situation in which electric utility ratepayers are now
overpaying for the QF power sold to the utilities under these
contracts. At the direction of the Legislature in SB 1970, the
Commission is now conducting a joint study with the California
Energy Commission to attempt to determine the magnitude of these
overpayments, and to recommend policies to cope with this problem.

I recite this history because SCE’s application cannot be
analyzed in the abstract. It bears on Edison’s proposal in this
case to move its existing and future QF affiliates from their
current position as subsidiaries of the regulated utility to the
"nonutility-related” side of the holding company, where they would
become subsidiaries of the holding company; Edison itself
justifies the move by defining “nonutility-related” subsidiaries as
those “engaged in activities that do not support utility operations
and are undertaken wholly at the risk of shareholders and are not
subsidized by utility ratepayers” (response to DRA data request
A-162; see also Appendix C to this oxder). Given the policies of
this Commission to encourage alternative energy development‘in ouxr
early long-term standard offers, it would stretch one’s concept of
marketplace risk to believe that Edison’s QF affiliates can meet
its own test as “nonutility-related.” _

We must examine the economic relationship in which those
QFs stand to the utility ratepayers. It is clear that, through the
fixed prices in S.0. No. 2 and interim S.0. No. 4, ratepayers
agreed to assume a portion of the risks and rewards of these
projects, including those in which Edison is a partner. Following
the adoption of these standard offers, ratepa?ers were no longer
indifferent to the price paid to these: QFs; our current concern
wzth and involvement in the SB 1970 zssues is. ample testlmony to




A.87-05-007"
D.88~01-063

that fact. Because of the nature of the standaxrd offer contracts
under which their power is sold, Edison’s existing QF affiliates
are not “activities ... undertaken wholly at the risk of
sharcholders.” They are projects‘in which the risks and rewards
are shared between utility ratepayers and shareholders. The
Commission approved such a sharing more for the broader public
purpose of encouraging the development of altermative technologies
that were perceived as being given short shrift by utilities than
for any real diffusion of market risk for resource development.

Given the fact that ratepayers are in effect partners
with the developers in these QF projects, I cannot f£ind that
Edison’s current QF subsidiaries are “nonutility-related”. Thus,
we should not allow them to become subsidiaries of the holding
company, where they would be effectively beyond our regulatory
authority. For the reasons discussed below, it is especially
important not to make such a c¢hange while the future course of
electricity generation is so much in doubt under st;ll evolving
federal policies. _

In California, while providing for diversified and
decentralized resources development, we have not in any sense
abandoned the economies of scale and scope or the rellabilxty of
the vertically-integrated electric utility. To the contrary, in
our updated and significantly revised OIR 2 approach to long-term
standard offers for QF’s, we have vastly strengthened the electric
utility’s responsibilities for resource planning and development.
Our decisions require that QF energy be carefully integrated into
the utility systems to assure least-cost electricity generation and
distribution. In the face of present excess capacity problems, the
heavy incentives of the‘past for alternative energy development are
behind us. QF contracts for new capacity has almost been brought
to a standstill. The focus now is on important policy changes that
could either strengthen vertiCaily-intégrated electric utilities or
directly undermine them by abandoning or modifying PURPA in such a
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way as to effectively deregulate electricity generation. The
latter course would lead to 2 separation of electricity as a
commnodity from its distribution, ultimately requiring nandatory
retail wheeling by utilities -~ a course which SCE seniorx
executives themselves have dencunced in national forums as a
destructive course to be strictly avoided.

with such uncertainty in the air, even from the
perspective of the majority, it would seem more prudent to maintain
the status quo with respect to Edison’s existing QF projects; they
should remain subsidiaries of the regqulated utility, at least for
the moment. This would maintain the corporate structure under
which these QFs were developed and financed. They are functioning
very well where they are now, and SCE is not suffering from any
heavy hand of regulation over them. Therefore, the Commission
should have adopted the following condition:

E-8a Subsidiary companies which consist of
qualifying facilities now undexr contract to
sell power to Edison shall remain
subsidiaries of the regulated utility. For new
electric generation subsidiaries which wish to
sell power to Edison, Edison shall file an
application for Commission approval if it
wishes to place such a subsidiary directly
under the holding company, instead of under the .

regulated company.

The option for new generation projects is especially
important. Thus, the Commission should also have left open the
question of whether to allow unrequlated subsidiaries of the
holding company to pursue new generation projects selling power
to the affiliated utility, or whether to reguire such projects to
be wholly-owned subsidiaries of the regulated utility} In my
view, just as it is prudent to leave existing SCE QFs where they
are; it would be imprudent to attenmpt to answer the'location
question for new generation without a better idea of how a moxe
competitive market for electric generation will evolve.
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We are hopeful that the bidding process which
D.87=05-060 established will preventrruture problems with QF
overcapacity, and will result in true ratepayer indifference to
who generates power. However, the bhidding procedure has yet to
be tested. In addition, the FERC has been cons;der;ng changes to
its PURPA regulations.

Equally important f£or the future of the electric
utilities is the question of opening access to the electric
transmission system. As indicated above, the future shape of
federal policy in this important area is also unclear. In recent
testinony before Congress, the president of this Commission has
urged the FERC to approach changes in PURPA and, ultimately, this
issue of transmission access cautiously and with careful study.
We urged the FERC to explore what the best structure for the
electric industry might be, before developing ideas which will de
facto define that structure. In short, we have been telling FERC
to go slow with market-driven concepts that may irrevocably &nd_
adversely change the structure of electric utilities. We should
heed our own advice to go slow in shaping the authority we must
preserve and exercise constructively under a holding company
structure with respect to utility-related activities like
electticity generation. Unfortunately, the majority,‘in.their
rush to accommeodate the diversification interests of utility
managers, have plunged blindly ahead, and I fear have fallen prey
to a case of regulatory schizophrenia.

Rather than retreating from our regqulatory
responsibilities, we should be seeking to improve the
effectiveness of necessary regqulation under these changmng
circumstances. In order to develop a flexible system of
quantifying the cross=flows of benefits and costs and to
condition our approval of this.applicatioﬁ'td‘prdtect ratepayers,
further evidentiary proceedings should have been ordered. The
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hearings would develop a system of descrxbing a continuum of
utility-affiliate relationships.

Where the affiliate enterprise is closely related to
the regulated activities of the utility, it is likely that cross-
flows of benefits and costs between the two. would be more
difficult to control. Technical difficulties, however, in
quantifying cross~flows or the value of and loss of economies of
scale and scope should not deter this Commission from
establishing its cross-flow criteria, or “benchmarks”. The
advantage that a utility affiliate would have over non-affiliates
in dealing with the utility is clear evidence that the
arfiliation itself confers a benefit on the enterprise. The task
is to identify the source of the benefit and to assign a value to

it where transfer pricing, auditing and other controls are not
adecuate.

The “relatedness” proceeding and the subsequent case-
by=-case application of the benchmark standards would assure the
ratepayer-protective role of the CPUC in determining how the

economic benefits of scale and scope will be shared between
ratepayers and shareholders when unrequlated affiliates
undertake a part of the utility’s traditional service
responsibility. ‘

If a particular utility-affiliate relationship is found
to generate a cross—flow of costs and benefits, this circumstance
should be addressed through the very structure of SCE Holding
Company or in the alternative, by the imputation of affiliate
payments to the utility’s revenue stream. As a condition of
approval, SCE Holding Company should advise the Commission when
it creates a subsidiary. The Commission would review whether the
subsidiary will engage in activities closely related or linked to
the regulated operations of the utility. The benchmarks would be
used to ascertain whether the cross-flows appear. to be

inevitable. If so, the Commission would exercise its authority




¢

e
"

A.87-05-007
D.88-01-063

to determine whether that subsidiary is properly placed undexr the
reguiated utility, SCE, or directly under the holding company as
an unregqulated subsidiary. For example, based on the c¢oncerns I
have outlined above, we should have required Edison to maintain
its QFs as subsidiaries of the regulated utility.

The Commission’s authority to impute revenues from the
affiliate to the utility, as deemed necessary to make ratepayers
indifferent to the existence of the subsidiary, would be direct
when the subsidiary is placed under the regqulated utility, SCE.
There would be no need to employ indirect methods, $uch as
affiliate payments, of reaching the earnings of a holding company
affiliate to protect ratepayers. The authority of the Commission
over the regulated utility is complete compared to its limited
and indirect ability to reach the unregulated holding company and
the earnings of its unrequlated affiliates.

Specifically, I would have adopted the zollowmng
policy: .

“On a case-by-case basis, the Commission shall review
whether a subsidiary is properly placed under SCE
Holding Company or under the regulated utility,
Southern California Edison, when the Commission, in
such a review, determlnes that the purpose to the
subsidiary is to engage in activities that (a)
cannot be carried out without involving the
utility’s services and persomnel in basic ways, (b)
requ;re extensive application of transfer pricing
mechanisms, and (¢) are closely linked to the basic
services provided by the regulated utility.”

#If, upon consideration of these factors the
Commission finds that the subsidiary should have
been placed under the regulated utility but is net,
the Commission shall 1nvest1gate the imputation of a
percentage of the subsidiary’s net revenues,
determined on a case-by-case basms, to~the revenues
of the regulated utility.”~
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company should be operated as a utility subsidiary
or as an unrequlated affiliate.

These conditions would assure that the Commission ¢ould
continue to balance the interests of ratepayers and utility
nanagement during the transition of a monopoly electricity market
into a more competitive one. Unfortunately, they are not adopted

by the majority. My colleagues express c¢onfidence that between
the high road of protecting the regulated company’s assets

through structural separations and the low road otvintermihgling
the requlated company’s interests with those of affiliates, SCE’s
managenent will choose the high road. I alse encourage the

company to take the high road, but'I would not pave it with gold.

Lote 2

Donald Vial, Commissioner

San Francisco, California
" January 28, 1988
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G. MITCHELL WILK, Commissioner, Concurring:

We are all aware of the tremendous swings in the
availability and prices of all types of energy, including
electric power, over the past two decades. As a result, state
and national policiesc have encouraged the broadest diversity of
sources of investment and expertise with which to develop new
energy supplies and technology. Through policies such as
alternative generation and natural gas deregulation at the
wellhead, we have invelved the private sector on an unregulated
basis to help solve problems that regulated'industries could not.

Against this background, we have utilities such as
Edison with declining investment needs, growing investor capital,
and a wealth of expertise in energy. I think it is in the public
interest to facilitate utility participaticn in the unregulated
types of activities upon which we have increasingly relied to
help solve energy problems.

These changes, however each of us may view their,
efficacy, will remain inexorable. To ignore them sexves the
interests of no one, except perhaps those who view regulation as
an unchanging institution, and thus have an interest in
protecting the status quo. Such a shortsighted position ignores
reality while tinding confort: in the world as it used to be. We
simply cannot turn back the clock.

Second, Edison has already undertaken some
diversification, and will undoubtedly pursue more regardless of
our decision today. I see a holding company structure, with
restrictions and gquidelines as I propose we adopt today, as
better able to insulate the ratepayer ffom‘any~adverse impacts
from diversification. We have no constitutional right or




authority, as a commission, to tell Edison’s shareholdexs what to
do with their money; instead, our talents and skills should be
focused on protecting the ratepayer. The clear separation that a
holding company offers between regulated and unregulated w111
help us do our job in these changxng t;mes.

I know that there is somegcohtrovérsy about these
issues:; I know that some would like regulators to exercise as
much authority as possible, either because of a basic nmistrust of
the market system or because they wish to control the profits
when diversification happens to pay off. In nmy view, such
arguments are either misleading or simply unfair. It is
nisleading to suppose that an unregulated sector can thrive if
requlators hold their authority over it poised to act at their
pleasure. It is unfair to utility stockhqldérs to take their
profits from the winning investments while ignoring the losers.
And, I think it is inappropriate for us as requlators to expand
our authority and respons;bmllty beyond that of our rundamental
constitutional charge to protect . the ratepayers.

Despite these positive aspects of utility
diversification, I know that there can also be a bad side. In
the Pacific Bell rate case we voted disallowances to compensate
ratepayers ror past cross-subs;d;es. I supported those
disallowances, just as I will support further action if any
utility abuses its relationships with an affiliate or jeopardizes
the best interests of ratepayers. I also know that our staff
needs clear and unquestioned access to relevant information to do
its job. I have proposed strengthening this decision to clarify
the same administrative process we established in the case of San
Diego Gas and Electric: if Edison or an affilate wants to
challenge a staff request for information, then the burden will

fall squarely on Edison to-just;ty its objectmon quxckly and
persuasively.

I believe that the numercus safeguards we establish
nere will do the job of protecting ratepayers while permitting




diversification to go forward. I will also be prepared to modify
and strengthen these safeguaxds i: experience‘demands it.

Let it be clear: this decision neither dllutes noxr
abdicates this commission’s constitutional and statutory
obligation on behalf of California ratepayers. Indeed, to the
contrary, we clearly improve our ability to identiry problems and
protect the utility from abuses by separating non—utxllty
diversification from the utxllty.

G. MItéhell Wilk, Commissioner.

January 27, 1988
San Francisceo, California .
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It is quite clear that the Legislature"
limitation on the Comm;ssxon’s access to the bpdks and records of
the holding company because the exact wordsAfsed in the bill
analysis and underscored in the above quote are contained in
Section 314 (b). However, the limiting/fanguage is couched in very
broad terms and parties are placed ,notice that we intend to
interpret it broadly in fulfilling/ocur regulatory oversight
responsibility. .

TURN maintains that #ven if the Commission were to adopt
E-L, it would leave the deteyhination of which requests are
‘consistent with the requiregents of Section 314 to future
litigation, and it fails explicitly assign Edison the burden of
pro¢f when maklng a claif that a given request is beyond the scope
of Section 314. However, under cross-exam;natxon, Edison witnesses
made it very clear that the holding cohpan& would cooperate to the
fullest with the Comxyission while not giving up 1ts right of appeal
to the Commission when it thought access was not proper. Edison
witness P;gnatelll covers this at Transcript Pages 108, 114, and
119, and Edison’s/policy witness Bryson at Transcript Pages 142 and
228. In particular, Bryson testified that in the case of disputes,
Edison would take the matter before the presiding administrative
law judge and ; the ALY “ruled that access should be available,.
then the company would adhere to that.” (TR 142.)

We find that Condition E-1 proposed by Edison should be
strengtheneo/ixth the addition of the following sentence to ensure
the cOmmiss%on‘has the access to books and records of the
enterprise t is necessary for effective regulatory oversight:
”deson xs/iiiced on notice that the Comm;ss;on will interpret
Section 354 broadly in fulfilling its regulatory responsibilities
as carried out by the Commission, 1ts stafr and its author;zed
'agents. '
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SD-3 SDG&E, SDO Parent Co., Inc., SDO’s subsidiaries and
the joint ventures of SDO and/or its subsidiaries
shall employ accounting and other procedures and
controls related to cost allocations and transfer
prxcmng to ensure and facilitate full review by the
Commission and to protect against cross-
subsidization of nonutility activities by SDG&E
customers.

Edison, Edison’s holding company, and each of 1ts’////~
subsidiaries and the joint ventures of the holding

conpany and/or its subsidiaries shall emplo
acecounting and other procedures and controds
related to cost allocations and transfer/pricing to
ensure and facilitate full review by the Commission
and to protect against cross-subsidizdtion of |
nonutility activities by Edison’s cdstomers. These
procedures and controls are explajdied in Edison’s

. Th;s docunent As attached hereto,
and by this reference is made fart of these
conditions. Edison’s policigs include the
application of a five-percert markup on fully
loaded labor costs billed fo nonutility affiliates
for the use of Edison employees. This billing
policy, as well'as Edison’s iqi
guidelines for ALLili

, Will be

Late Transactions
reviewed in subseque?7/2dxson General Rate Cases.

-As will be noted
complete than the comparaﬁle SDG&E condition and also adopts an
extensive set of guxdel%nes not included in the SDG&E’ condition.
We find Edison’s proposal will protect aga;nst cross~subsidization
of nonutility actlvmtxes.by the utzl;ty. :

Edison’s proposed condition is more

SD-4 SDO Parent Co., Inc., its subsxdxarles and the
joint ventures of SDO and/or its subsidiaries shall
keep their books in a manner consistent with.
generally accepted accounting principles and, where

feasible, consistent wnth the Un;:orm Systen of
Accounts. _ _

12 Attached to this decision as Appendix C.

;e
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Edison’s holding company and each of mts
subsidiaries and the joint ventures of the holding
company and/oxr its subsidiaries shall Xeep their
books in a manner consistent with generally
accepted accounting. principles and, where feasible,
consistent with the Uniform System of Accounts.

'~ Edison’s proposed Condition E-3 is identiCal to SD-4. No.
parties opposed it or offered an altermative. -will adopt it.

The officers and employees of SDO Parght Co., Inc.,
and its subsidiaries shall be availp¥le to appear
and testify in Commission proceediygs without
subpoena.

The officers and employees of £dison’s holding

company and its subsidiaries/shall be available to

appear and testify in Co sion proceedings.

Edison’s E-4 deletes Ahe provision that witnesses should
appear without subpoena. Edifon agrees with'and commits to the
principle that nonutility affiliates” officers.and employees should
be available to testify before the Commission on all relevant'
matters. However, Ediso) believes that requiring such testimony
without,subpoena is bot)l unnecessary and an extra jurisdictional
act and should not be/imposed as a condition of holding company
formation. ‘ S with the revision.

_ s that requiring attendance without subpoena
assures that all nfcessary officers and employees will be available
to testify. Becylise not all Edison affiliates will be located in
California and the Commission’s subpoena powex does not extend
beyond Califorrfia, (TURN cites uglxg;;_d_jaxig (1925) 75 cal App
152, 242 P. 1)5), the Commuission may lack authority to- subpoena
certazn atfiliate employees. | :

We¢/ remind TURN and emphasize. to~deson in partxcular that
it is the ility’s burden to prove its contontions in any
proceeding before the Commission. To fail’to produce witnesses as

necessary/oxr requxred on the technicality or non-jurisdiction would |

be a gra mistake because of the power the Commmss;on,has to
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invoke penalties. (See for ekample; D,93367 of Pacific Telephone
and Telegraph Company (6 CPUC 2nd 441, 490).) We see no need for
the subpoena provision and will adept E-4 but with the adgitional
claritying phase, 7as necessary or required.”
SD=6 SDGSE shall furnish the Commission with:

a. the guarterly and annual financial staiéments
of SDO Parent Co., Inc., including apriual
consolidated and consolidating balarcCe sheets
of SDO and its consolmdated subs;

lntercompany transactions ¢o ernlng SDG&E and
a description of the basis

allocations and transfer pxicing have been
established in thnse tr

the balance sheets of e nonconsolidated.
subsidiaries of SR0: d,

all pexiodic reportf filed by SDO with the
Securities and Exc)ange Commission.

SDG&E shall submft, as a separate exhibit in
its next genera rate case, an audit of all
transactions bgtween SDG&E and affiliated
enterprises, ¥o be performed by an outside
auditing firy which shall be selected and
supervised the Commission’s Public Staff
Division. /fhe need for subsecquent audits will

be determined in SDG&E's next general rate
case -

Edisen shalY furnish the Commission withi

a. The quarterly and annual financial statements
. 0f ity parent holding company, including

consolidating workpapers of the holding conpany
and its subsaidiaries;

Annyal statements concernlng the nature of
;ntercompany transactions concerning Edison and

a_description of the basis upon which cost
allocat;ons and transfer pricing have been
Tfablmshed in these transactxons.
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 fhe balance sheets and :mcoxne sﬁatements of the
nonconselidated subs;dlarleszof the holding
company;

All periodic reports f;led by the hol
company with the Securities and Ex
Commission; and

its next general rate case,

transactions between Edison add its nonutility
affiliates, to be performed Oy an outside
auditing firm which shall We selected and
supervised by the Commissfon’s Public Staff
Division. The need for gubsegquent audits will
be deternined in Edisorn/s next general rate

case. ’
E-5 is equivalent to’SD—GQ None of the parties had
comments or suggestions for cjlange. E=-5 will be adopted.

Within ninety (90) days following the close of its
fiscal year, SDO Pargnt'Co., Inc., shall provide
the Commission with A detailed statement of (a) the
projected capital budgets of SDO and each of its
subsidiaries for & current year and each of the
next two years including estimated financing
requirements and construction plans, and (b)
sources of capitall to be used in funding said
capital ‘budgets for the current year.
Edison oppos s this condition, offering no alternative

but pointing to the 1n£ormatlon that would be provided under E=5,
9, 10, 12, and 13 as sufficient to serve the purpose of regulatory
oversight. Edison noéts that in the SDG&E holding company decision
the Commission said SD—7 could be helpful in identifying those
instances in which thF holding company might be unduly relying on
utility dividends to financz its nonutility functions. Edison
believes this condition is unnecessary for the protection of
ratepayers because tﬁe Commission, under the other conditions
proposed by Edison, w1ll have the ability to ensure that the equity
requlred to support the utility w1ll not be used to finance

|
A

\
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nonutility ventures. For example, E-9 addresses the cap:.ta.l
structure of the utility and prov;des for maintenance of the
capital ratios found reasonable in Edison’s general ra
DRA agrees the provision is not needed. o

TURN, however, takes issue with the delgfion of SD-7 and
other changes proposed in the areas of financi such as SD-16 and
17. TURN believes information on capital buddets is necessary to
ensure the financial health of the utility,/ It maintains that
without advance notice but only with aftgr-the-fact data, the
Commission is powerless to determine e effect capital changes
will have on the utility. Under the/holding company scheme, TURN
claims equity investment in the utjlity can only ¢ome from the
holding company, and therefore Commission must be aware
beforehand of what is being plafined concerning capital investments.
TURN believes a condition suclas SD-16 is absolutely essential to
protect ratepayers from injudicious expansion of nonutility
activities. TURN also beljfeves that divestiture of subsidiaries
ceuld affect the financia) health of the utilityfand therefore
should be reviewed by Commission. .

We believe reports provided for in the condltlons
Edison proposes will be sufficient information for the Commission
to discharge its reqylatory obligations. TURN‘s witness Hancock
testified that the ponutility investment under the.holding company
could as much as tyiple over the next: f;ve years. That would take
it to perhaps 5 o 6% of the holding company's revenues. We do not
see that as a cauge for alarm. Provision of the nonutility
proposed budgets;to and review of thém by the Commission is not
necessary to th Commission’s £unctlon. We do not regulate the
nonutility act vmtles and don‘t wish to get anolved with'
management functions of the holding company such as budgets. The
one thing we must make sure of is that the activities of the
bolding company and its nonutility enterprises do not adversely
affect the ratepayers of the utility. Putganbther #ay} Edison’s
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ratepayers should be indifferent to transactions between any and
all entities of the holding company enterprise. This standard of
~7ratepayer indifference” is the one which guides us in these
matters. We believe the conditions worked out by Edison and DRA on
financial centrols and reportihq are adequate to support our

regulatory function and they will be adopted.
SD=-8 SDG&E shall notify the Commission in writing
within thirty (30) days prior to any transfer t
SDO Parent Co., Inc., or its affiliates of
asset or property exceeding a fair market value of
$100,000, whether or not considered by the”utility
to be necessary or useful in the performance of
its public utility obligations. This Condition
shall not include transfers of funds/for
investment under a cash management/system.

Edison shall notify the Commissi¥on in writing
within thirty (30) days prior fXo any transfer to
the holding company or its nofutility affiliates
of any utility asset or property exceeding a fair
market value of $100,000, whether or not
considered by the utility/to be necessary or
useful in the performange of its public utility
obligations. This condition shall not include
transfers of funds for investment under a cash
management system.

E-7 is equiva%;yt to SD~8. It will be adopted.

SDO Parent Co., Inc., shall avoid a diversion of
management talentf that would adversely affect
SDG&E. SDG&E shall provide to the Commission
annual reports fdentifying nonclerical personnel
transferred from SDG&E to SDO or SDO’s

_ subsidiaries.

Edison shall j/avoid a diversion of management talent
that would adversely affect the utility. Edison
shall also provide to the Commission an annual
report identifying nonclerical personnel
transferred from Edison to its parent holding
company«orﬁany of the holding company’s nonutility
subsidiaries.

E-6 is equivalent to SD-9. It will be adopted.




A.87-05-007 ALJI/ACP/fs ALT-COM-GMW, FRD

SD=10 Market, technological or similar data transferred
directly or indirectly, from SDG&E to a nonut;lmty
affiliate shall be made available to the public
subject to the terms and conditions under which -
such data was made available to the nonutility
affiliate.

Market, technological, or similar data
transferred, directly or indirectly, from Edfson
to a nonutility affiliate shall be transferfed at
market value. This condition will ensure/

indifferent to the transaction. Howev

data is related to the production of ¢lectricity

by a Qualifying Facility in which anfdison

nonutility affiliate has an ownershib interest,

then the Commission’s procedures £ dxsclosure,

as set forth in the Commission’s decisions in

OIR=-2, or its successor proceedipgs, shall apply.

TURN takes issue with Ediso

believes market and technological daya should not be used solely to
benefit affiliates. We read Condition E-8 as not limiting access
to information to affiliates. AlsO, E-8 makes clear that transfers
to affiliates must be at market lue to»protect ratepayers. (See
Appendix C, Section II B.2. for fthe detall of how market value w;ll
be determined.) We will adopt /E~8.

SD=-11 Neither SDO Parent Co./, Inc., nor any of its
subsidiaries shall coytract to sell electrlc
energy to SDG&E for xesale by SDG&B.

Edison does not propose adoption of this condition. DRA
and. TURN believe a similarfprovision should be adopted.

By D.86-07=004 in the OIR-2 proceeding the Commission
determined that if an eleétric utility showed need for a deferxable
resource addition withinfa specified period, it must acquire such
an addition from qualifying facilities th:ough a bidding process
The development of thls’bxddxng process was the subject of
D.87-05-060 issued in May of thls year. By that decms;on we allow
utzl;tles to accept bzds from thelr QF azziliates tzndxng that QF
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affiliate participation in the bidding pro‘cess‘ would bene:it
ratepayers. DRA is quite candid in its Exhibit 9, Witness
Bumgardner, Page 2-7, and in its brief in this preoceeding, Page 11,
that it would like the Commission to reconsider its findings in
D.87-05-060, and find in this proceeding that even with the .auction
process, there is a potential for self-dealing between the, tility
and its QF affiliates, particularly within its own servi€e area, at
ratepayer expense. Therefore, DRA recommends that a,fondition be
imposed on the reorganization which would prohibit/Edison from
entering into any new contracts for power with .afziliates in
Edison’s service territory. TURN makes simildr recommendations.
There was a point made during this proceedifig in response to 2
motion by Edison to exclude testimony'on' is issue, that the
record in OIR-2 did not consider the hofding company/utility/QF
affiliate relationship. The ALY denigd Edison’s motion on the
-grounds that OIR-2 may not have congidered such a relationship.
However, no evidence was orfered 5 show that it was excluded from
consideration. -

We reject the_recémm dations oz DRA and TURN because we
have addressed this matter in/the OIR-2 proceeding where it
properly belongs. We have a)ready concluded that the OIR-2 bidding
process will not advantage Xtility affiliates in the choice of
winning bidders. While pre may also be issues associated with
the operational relatlonships between an Edison-affiliate QF and
Edison (i.e., theose dealdngs that would occur after the bidding
process chose an Edison~affiliate to supply power to Edison), we
choose not to specify proad rules for-those‘relationships at this
time. In keeping with all relevant Commission decisions; we will
expect Edison to m;nihize the cost of service for its regulated
operations and to-deﬁl fairly and evenhandedly with all QFs; we
will be prepared tof examine any evidence to the contrary if and
wheﬁ it is presented. The other conditions we impose should
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preserve the information relevant to such an 1nvestzgat1on as well
as our staff’s ability to examine such information.

SD-12 SDO Parent Co., Inc., shall maintain a balanc

« capital structure in SDG&E, as determined t
reasonable by this Commission in SDG&E‘’s mpSt
recent general rate case decision. SDG&E/shall
not permit retained earnings to be tran
SDO where doing so would decrease its fet equity
ratio below that last adopted inag eral rate
proceeding. :

Edison shall maintain a balanced apital structure
consistent with that determined/to be reasonable
by the Commission in Edison’s Most recent general
rate case decision. Edison’sg/equity shall be
retained such that the Commidsion’s adopted
capital structure will be intained on average
over the period the capit structure is in effect
for ratemaking purposes.

Edison’s minor chang, s,in‘this‘conditibn clarify and make
the condition more realistic. E-Q'will be adopted. .

The dividend polxcy,ot SDG&E. shall continue to be
set by the SDG&E Board of Directors as though
SDG&E were a comparable stand-alone ut;lmty
company.

The dividend pol cy of Edison shall continue to be
established by Edison’s Board of Directors as
though Edison wére a comparable stand-alone
utility company. ,

SDG&E shall n Pt guarantee the notes, debentures,
debt obligations or other securities of SDO Parent
Co., Inc., or any of SDO’s subsidiaries without
first obtairiing the written consent of thls
Comnmission to do so.

Edison shall not guarantee the notes, debentures,
debt obligations, or other securities of its
parent holding company or any of its subsidiaries
without first obtaining. the wrxtten consent of
th;s Commission. .
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SD-15 The capital requirements of the utlllty, as
determined to be necessary to .meet its obligation
to sexve, shall be given-first priority by the
Board of Directors of SDO Parent Co., Inc., and -
SDG&E.

E=-12 The capital requirements of the wtility, as
deternmined to be necessary to meet its obligation
to serve, shall be given first priority by the
Board of Directors of Edison’s parent holdlnq
company and Edison.

E=-10, 11, and 12 are identical to the SDG&E‘ rov:s;ons
and will be adopted.

SD-16 Without prior notice to the Commissiony” SDO Parent
X Co., Inc., shall not invest greater ghan fifteen
: percent (15%) of its total capital Assets in
nonutility subsidiaries. The Copfiission may
institute an investigation on i¥s own to consider
issues raised by the surpassing of the fifteen
percent (15%) level.

Commission with a report Aetailing the utility’s
proportionate share of $he holding company’s
1) total assets; ii) tgtal operating revenues:

iii) operating and majhtenance expense; and
iv) number oz employéges. '

I E=13 On a quarterly. basis, Edisén shall provmde the

SD-17 SDO Parent Co., Inf., shall not sell, transfer or
divest any of its subsxd;ary operatlons without
first providing donfidential notice to the
Commission of the transaction. Said notice shall -
be provided not/later than forty-five (45) days
prior to the cXose of the transaction. ‘

We dlscus?ed candmtmons such as SD-16 and 17 under SD=~7
and make the same conclusion we did there. . we w;ll adopt Edison‘’s
proposed E-13 torﬁsb-le and no equivalent condition for SD=-17.

SD-18 SDO Parent Co., Inc., and SDG&E shall appear as
respondents to an investigation, to be commenced
by this chmLSSLQn in which a system of benchmark
payments, consistent with the re;mbursement o:

l

'_'36 -
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expenses to ratepayers, 1ntercompany transactlons,
and cross-subsidy estimates, shall be established.
Said respondents shall present their best
estimates as to the levels and bases for

estimation of affiliate payment “"penchmarks” whlch
should be adopted by the Commission.

Where product rights, patents, copyrights,

similar legal rights are transferred from

utility to the parent holding company or

its nonutility subsidiaries, a royalty

be required to ensure that ratepayers

appropriate compensation.

shall be developed on a case-by-cas bas;s.r

This is the so—called royalty ssue. DRA recommends,

with TURN’s support, that Edison’s rayfs should be set as if Edison
bad received above-the-line income ffom its nonutility affiliates
equal to 5% of the affiliates’ al gross income. DRA not only
recommends this as a condition ffr approval of the reorganization
in' this case but alsc as a ratghaking adjustment in. Edison’s
current general rate case, A.£6-12-047. Assuming there is some!
benefit to affiliates from ySsociation with the utility, we don’t
believe this is the nethqd that should be used for imputing royalty
revenue. , , o o
The name and yeputation of a utility is not an asset to
which ratepayers have claim. Indeed, the Commission has never
included good will in fthe rate base of a utility for ratemaking
purposes. It followg that ratepayers have never had to pay through‘/’
rates a return on value of good will. Ratepayers have, paid o~
nothing for the e cement of the utll;ty’s name and reputation.
-Those have been bujllt by the management of the utlllty 1! they are
of any value. Algo, those things which build’ up-the nane and
reputation of a utility such as ;n»t;tutzonal advertxaxng and
char;table contr butmons have not been included in the cost of
serv1ce for rat

DRA has not shown that a royalty payment of 5% of - v//
: nonutxlxty aftxlzates' gross lncome bears a’ relat;enshxp to»any
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costs or benefits from the affiliates’ association'with the
utility. Any cost to ratepayers by having the affiliates
associated with the utility will be accounted for by the condipions
we will impose on acceptance by Edison of this decision. DRA’s
witness Bumgardner listed some 10 intangible “benefits”

atfiliates receive by association with Edison, but, as/&i

things which are intangible, he was unable to put a

~benefits.” His use of the relationship between gfanchisers and
franchisees as an analogy of the relationship befween Edison and
its affiliates to justify his 5% recommendatigfi, a figure within
the range of the relationships he studied, j£ flawed hecause the
underlying comparison is improper. By defdnition, a franchise
relationship is unique and distinct from/both a utility=-parent and
- utility-affiliate relationship. In th¢/ usual relationship the
franchiser grants to the franchisee tfle right to conduct a business
identical in nature to the franchisgk’s business, usually within a
specific geographic location. The franchisor typically prov;des a
comprehens;ve plan on how to orgafiize and operate the business
including marketing information/ size, appearance, and location of
facilities, logos, advertising/ displays, hiring and training of
employees, duties and attire £ employees, and detailed information
on business operations such s product preparatxon and sources of
supply.

On the other hand, as can be seen in‘Appendix B, Page 2,
each of the proposed nonutfility affiliates under the reorganization
plan will be conducting ajbusiness unique to that affiliate. Each
will have its own busmness scheme. EdQison will not be providing
any key- ingredients prepared from secret £ormulas, any management
services not otherwise reimbursed under the proposed guidelines in
Appendlx c, any nat;on&l or local advert;s;ng, any comprehensive
guides on how to dollt, or anythznq else at a cost to ratepayers
that won’t be speczzleally paid for by the‘nonutixlty atfiliate.

i

T
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Given the comprehensive transfer pricing policies Edison
must adopt if it goes ahead with the holding éompany
reorganization, there should be no significant uncbmpensated costs
incurred by utility ratepayers as a result of Edison's
diversification efforts. Under the policmes proposed, Edison will
be compensated for transfers to arfil;atesfor3prop isetary and
technical intellectual propérty torwhich‘ratepa rs have a
legitimate claim. /

It is claimed that many transferr employees have useful
and marketable skills they gained while ‘
This does not justify a fixed royalty payment to the utility. The
utility and its ratepayers have no clajft on the marketable skills,
as distinct from confidential knowledde, of employees who leave a
utility, wherever they may go. Had/Ahe employees gone to
businesses not at all associated with Edison, there would be no
payment to the utility for the ggheral skills the employee accrued
while working for the utility. n fact, the record shows that the
diversification will expand thd employment opportunities of -
personnel thereby increasing E&zson’s ability to attract and retain
high-quality people to the bd&eflt of Edison’s ratepayers.

Bumgardner also cites the utility’s credit ratxng as
alleged associational benef&ts ‘which justify DRA’s affiliate
royalty recommendation. (f :

PU Code Sectlons 817 and 830 proh;b;t a utxlxty from
issuing debt or equity securities for nenutility purposes, and from
guaranteeing the obllgaﬁ&ons of other corporat;ons, including
affiliates and parent corporatlons, wlthout specific CommszLon
avthorization. . desonlhas also agreed in Condition E-11, that_lt

will not guarantee thefoblig&tions of its parent company or its
affiliates.

‘ i .
The above-cited restrictions on the use of ut:l;ty credit
ensure that ratepayers will be insulated from the financial

nonutility operations and also\undércuts_thg‘fationale for the

=39 =
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DRA’s affiliate royalty recommendation insofar as it is based on
alleged benefits to affiliates from'thevutility's credit rating.
If the utility is prohibited from using its credit standing to
finance nonutility operations, there simply cannot be any benefit
to utility affiliates from the utility’s credit worthiness.

Based on the above discussion we will reject the
recommendations of DRA and TURN for royalty payments and adopt
E-14. We suggest that in the future, DRA concentrate on
determining tangible benefits that flow from the utility to its
affiliates. The conditions and accompanying guidelines we will
adept provide for ample opportunity to make such determinations,-
thereby res ult;ng in fair treatment for the utility and protection
of ratepayer interests.

| Ult;mately, it will be management's dec;s;on that
deternmines the future path of diversification and affiliate
transactions. A high road result will most probably come from
management decisions that structurally separate regulated and.
unregqulated operations, prOtect the regulated company’s name,
identity, capital, personnel, technology, ~know how” and business
income and pay a fair price for all interests of value received by
the affiliate from the regulated company. The #other road” is full
of uncertainties and other dangers caused by confusion of the
regulated company’s property and interests. with the business of the

aff;lxate. We prerer the h;gh road because it is the smooth and
sure road into the future.

SD-19 SDO Parent Co., Inc., and SDG&E, appearing as
respondents in the investigation instituted in
Condition Eighteen, shall also present their best
estimates as to the appropriate valuation method

for the estimation of rxoyalty payments for the
transfer of DFIS.

Neither SDO Parent Co., Inc., nor its subsidiaries
shall provide interconnection facilities and
related electrical equ;pment tO/SDG&E, directly or
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lndlrectly, where third-party powexr producers are
required to purchase or otherwise pay for such
facilities and equipment in conjunction with the
sale of electrical energy to SDG&E unless the
third party may obtain and provide facilities and
equipment of like or superior design and quality
through competitive bldding. SDO and its
subsidiaries may partzczpate in any competitive
bidding for such facilities and equipment.

Neither Edison’s holding company nor its
subsidiaries shall provide interconnection
facilities and related electrical equipment to
Edison, directly or indirectly, where third-party
power producers are required to purchase or
otherwise pay for such facilities and equipment in
conjunction with the sale of electrical enexgy to
Ed;son, unless the third party may obtain and
provide facilities and equipment of like ox
superxcr design and quality thxrough conpetitive
bidding. The holding company and its nonutiljfy
subsidiaries may part1c1pate in any competitdve
bidding for such fac;l;txes and equ;pment.

SD=-19 was unique té SDG&E. E-15 is imilax to SD-20 and

will be adopted.

Wm A =3 .

1. Edison is an electric public upility incorporated and
organized under the laws of the state California.

2. Edison requests authority under PU Code Section 854 to
implement a plan of reorganization which will resu;t in a hoiding‘
company structure. '

3. ‘The objective of the reorganxzatzon plan is to have
Edison and its unrequlated, nonuxilxty subsidiaries become
separate, wholly-owned subszdxarles of the holdlng company.

4. As a result of the reorgan;zatxon plan, the utility=-
related companles owned by the holding. company will consist of the
current coxporation, Seuthern Callfornma Edison Ccmpany, and its
utility-related subsidiaries.

S$. Edison is seeking to-reorganlze into-a holdan company

‘structure in order to more clearly separate lts'utmlity operatxons,
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from its nonutility operatlons, and to better pos;t;on itself to
respond to the changing business envxronment in the electrlc
utility industry.

6. Edison’s business envxronment has changed and requires a
flexible, responsive business structure. ,

7. The separation between the utility and nonutility lines
of business helps ensure that utility customers will not be
affected by nonutility activities and that the Commission’s ability
to effectively regqulate the utility will not ve diminished.

- 8. The proposed reorganization is designed to result in a
corporate structure which enhancestanagementfé'ability to take
advantage of nonutility business oppoftunities should they arise
while not diminishing the Commission’s abxllty to effectively
regulate utility operat;ons. :

9. The proposed reorganlzatlon wzll not affect the
COmmessmon'srabll;ty to ensure that reliable utxlzty service is
maxnta;ned. ' ,

10. The proposed reorgan;zatxon wmll not azfe
Commission’s ability to ensure that customers bea only the
reasonable costs of providing utility sexrvice.

1l. The Commission’s ability to ensure adequate level of
service to utility customers will not be reduced by the hold;ng
company structure.

12. Effective regulation of the u lllty is dependent upon the
Commission’s ability to obtain and ev uate xnformatlon concerning
the utility.

13. Edison has developed corpodrate policies and principles
which facilitate the Commission'déébility to requlate utility
operations and separate utility nonut;lxty act;v;tles.

14. DRA and Edison have aqreed on a set of cond;t;ons which
they belxeve will:
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Ensure that all costs incurred by the
utility which result from activities
undertaken by Edison’s affiliates are fully
recovered from the, affiliates;

Provide the Commission with access to all
recorded and other information necessary to
thoroughly analyze Edison’s costs and
monitor the relationships between Edison
and its nonutility affiliates:

Ensure that Edison ratepayers are insulated
from all effects of nonutility activities;

Preserve the requlatory control which the
Commission currently has over Edison’s
activities; and

e. Ensure the financial health of util;ty
operat;ons.

15. Under revised Condition E-1, the Commission will have
access to books and records of the holding company and each
affiliates and their joint ventures, consistent with
requirements of Public Utilities Code Section 314.

16. Under the proposed conditions, Edison,
company, and each of its subsidiaries and the Joint ventures of the
holding company and/or its subsidiaries wil)/ employ accounting and
other procedures and controls related to ost-allbcations and
transfer pricing to ensure and facilitayxe tull revxew by the
Commission. ' -

17. Systems of accountiny, pr edures and controls related to
cost allocations and transfer prxﬁfgg are documented in Appendix C,
Edison’s mmwmmw
TXansackions..

8. Under the proposed cond;tions, transfer pricing polxc1es
include the applzcatxon of a, rive percent mark-up on tully—loaded

labor costs billed to-nonutility azfiliates for the use ot Edzson
employees. : e
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19. ©Under the proposed conditions; Edison’s holding company
and each of its subsidiaries and the joint ventures of the hol&ing
company and/or its subsidiaries will keep their books in a manner
consistent with generally accepted accounting principles and, where
feasible, consistent with the Uniform System of Accounts.

20. Under revised Condition E-4, the officers and-employees
of Edison’s holding company and its subsidiaries will be available
to appear and testify in Commission proceedxngs-

21. Under the proposed conditions, Edison w111 furnish the
Commission, with:

a. The cquarterly and annual tinancial
statements of its parent helding company,
including consolidated work papers of
heolding company and its subsidiaries;

Annual statements concerning the ngfure of
intercompany -transactions concernjhg Edison
and a description of the basis

cost allocations and transfer pficing have -
been - established in these traysactions’

The balance sheets and incofie statements. of
the nonconsolidated subsidiaries of the
holding company: :

ALl periodic reports fjled by the holdxng

company with the Secu ities and Exchange
Commission; and

As a separate exhibAt in lts next general
rate case, an audir of all transactions
between Edison and its nonutility
affiliates, to be¢ performed by an outside
auditing firm which shall be selected and
supervised by tie Commission’s Division of
Ratepayer Advocates. The need for
subsequent audits will be- determined 1n
Edison’s next /general rate case.

22. Edison will avoid a diversion of management talent that
would adversely affect the/utllzty. Under the proposed conditions,
‘'Edison will provide to the COmmission an’ annual report identifying
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nonclerical personnel transferred from Edisoen to its parent holding
company or any of the holding company’s nonutility subsidiaries.

' 23. Under the proposed conditions, Edison will notify the '
Commission in writing within thirty (30) days prior to any transfer
to the holding company or its nonutility affiliates of any'utility
asset or property exceeding a fair market value of $100,000,
whether or not considered by the utility to be necessary or useful
in the performance of its public utility obligations. This
condition does not include transfers of funds for investment under
a cash management system. :

24. Under the proposed cond;t;ons, market, technclogzcal or
similar data transferred, directly or indirectly, from Edison to a
ronutility affiliate will be transferred at market value. ' This
condition will ensure that the utility is compensated and that
ratepayers are indiffexent to the transaction. If such data are
related to the production of electricity by a qualified facility
(*QF#) in which an Edison nonutility affiliate has an
interest, the proposed conditions specify that the C
procedures for disclosure, as set forth in the copfission’s
decisions in OIR-2, or its successor proceedingy, will apply.

25. Under the holding company structure,/ Edison will maintain
a balanced capital structure consistent witl/that detexmined to be

reasonable by the Commission in Ed;son's st recent general rate
case decision.

26. Under the holding company stfucture, Edison’s equity will
be retained such that the Commission/s adopted capital structure
will be maintained on average over fhe period the capital structure
'is in effect for ratemaking purposfs.

27. Under the proposed conditions, the dividend policy of
Edison will ceontinue to be est ished‘by Edison’s Board of
Di irectoxs as though Edison werd a comparable stand-alone utlllty
company.
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28. Under the proposed conditions, the capital requirements
of the utility, as determined to be necessary to meet its
obligation to serve, will be given fi:st priority by the Board of
Directors of Edison’s parent holding company'and Edisen. '

25. Under the proposed conditions, Edison will provide the
Commission with a report on a quafterly basis detailing the
utility’s proportionate share of the holding c¢ompany’s (a) total
assets: (b) total operating revenues; (c) operating and maintenance
expense; and (d) number of employees. -

30. Where product rights, patents, copyrights, or similar
legal rights are transferred from the utility to the parent holding
conpany or any of its nonutility‘subsidiarieSf'a royalty payment
may be required to ensure that‘ratepayers receive appropriate
compensation. Such royalty payments will be developed on a
by-case basis. o

3. Under the proposed conditions, neither Edison’
company nor its nonutility subsidiaries will provide
interconnection facilities and related electrical e
Edison, directly or indirectly, where th;rd-party wexr producers
are required to purchase or otherwise pay :or suc facilities and
equipment in conjunction with the sale of electyical energy to
Edison, unless the third party can obtain and Yrovide facilities
and equipment of like or superior design and-
competxt;ve bidding; however, the hold;ng cgmpany and its
nonutility subsidiaries may participate in/any competitive blddmng
for such facilities and equipment.

32. 'Royalty or affiliate payments charged to nonutility
subsidiaries for alleged intangible efits from their association
with the utility are unfair and discriminatery to Edison and its
subsidiary companies. a// | - SRR

33. Many 1ntang1ble benefits alleged by DRA aré tangible and

will be fully compensated by EdlSOﬁcS proposed transrer priecing
mechan;sms .
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34. Intangible benefits, to the extent they exist at all,
have never been reflected in rates and have never imposed any cost
to utility customers.

) 35. DRA’s propesed royalty of rxve percent of gross income is
not supported by the record. :

36. The conditions we adopt today. approprlately and
conclusively address those lnstances where there could be
uncompensated benefits. to the affiliates arxsxng from their
connection with the utility.

37. Ratepayers should be held harmleso oxr lndlfterent to
transactions between any and- all entities .of the holding company
enterprise. It is this standard that guides our decision in these

matters. - . o

38. The rxestrictions and safequards adgbted in OIR-2, do not
preclude Edison from purchasing electrici trom QF affiliates
within its service territory. '

39. The proposed reorganization las no affect on the
utility’s relationship with its QF filiates. The ‘ownership ‘of
any given QF, whether it be by a upfility, a hold;ng company, a
totally unafrll;ated fixm, or a mbmnatlon of the above, is
;mmaterxal to the Commlsszon's estrictions on the utility’s
practices with regard to QFs u)ider the restrictions and safeguards

_imposed in OIR-2.

40. As a matter of re latoxry pol:x.cy, the Commission does not
issue orders on lakor=-management issues where the subject matter is
better left to collective argaining between the company and the
unions representing its

‘ Rk Y |
1. The Commission has the authority under_PU‘COde Section
854 to grant Edison’s groposed reorganization. That section of the
Code provides that the/Commission must affirmatzvely authorize the
transfer of ownership or controll;ng 1nterest zn a publlc utility.

l
‘ 1
\
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2. Granting the application te reorganize will not have an
adverse impact on the publio interest, provided'it is subject to
specific conditions designed to protect the ratepayers.

3. The Commission has access to books and records of the
holding company and each of its affiliates and their joint
ventures, consistent with the requirements of Public Utilities Code
Section 314. : '

4. The Commission may require Edisen, deson's holding.
company, and each of its subsidiaries and joint ventupés of the
holding company and/or its subsidiaries to employ a ount;ng and
other procedures and controls related to cost allgCations and
txanster pricing that ensure and facilitate ful review by the
Commission to protect against cross-subsidizatdon of nonutility
activities by Edison’s customers. |

5.

consistent with generally accepted acc unting principles and, where
teasible, consistent with the Unifo ‘System -of Accounts.

6. In D.87-05-060, the CommigSion addressed the issue of
allow;ng QF affiliates to bid on dgferrable resource additions and
expressly authorized them to do s¢ subject to certaxn safequards
adopted in that decision. ‘ ‘

7. The ownership of any given QF, whether it be by a
utility, 2 holding company, a tally unaffiliated fixm or a
combination of the above, is ipmaterial to the Commission’s
restrictions on utility’s pra ices with regard to QF’s under the
restrictions and safeguards i posed in D.87-05-060.

. 8. The cond;tlons proposed by IBEW and UWUA should be
rojected. ' -
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9. Edison should be grahted authotity to carry out its

‘proposed reorqanxzatxcn subject to the ccnditxons d;scussed and
adopted in this decision.

'10. Authorization to-reorgan;ze Edzson's corporate structure

should be made contingent upon the acceptance by Edlson of the
cond;txons adopted herein.

IT IS ORDERED that:
1. Southern California Edisen Company (Ediseon) is authorxzed
to effect the reorganization proposed in this application. Such
acthority is contingent on acceptance by Edison, SCE ‘Holding
Company, and Edison Merger Company of the following cc:;rfés:1

Edison shall ensure that the Commission h
access to books and records of the holdi g
company and each of its affiliates and
joint ventures, consistent with the

. requirements of Public Utilities Code Section
314. , Edison is placed on notice that the
Commission will interpret Section /314 broadly
in fulfilling its regqulatory responsibilities
as carried out by the Comm;ss;o , its staff and
its authorized agents.

itions:

Edlson, Edison’s holding company, and each of
its subsidiaries and the joint ventures of the

. holding company and/or its Subsidiaries shall
employ accounting and other procedures and
controls related to cost alllocations and
transfer pricing to ensuré and facilitate full
review by the Commxss;on/and to«prctect against
cross—subsidization of nonutility activities by
Edison’s customers. These procedures and
controls are expla;ned,xn Edison’s Corporate
Policies and cuidelines for Affiliate

Ixansactions. This document is attached
hereto, and by this reference is made part of
these conditions. Edison’s policies include
the application of a/ five-~percent markup on
fully loaded labor costs billed to nonutility
affiliates for the ruse of Edison employees.
This bzllzng policy, as well as Edison’s
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, Will be reviewed in subsequent
Edison General Rate Cases. '

Edison’s holding company and each of its
subsidiaries and the joint ventures of the
holding company and/or its subsidiaries shall
keep their books in a manner consistent with
generally accepted accounting principles and,
where feasible, consistent with the Uniform
System of Accounts. ‘

The officers and employces of Edison’s holding
company and its subsidiaries shall appear and
testify in Commission proceedings, as necessary
or required.

Edison shall furnish the Commission with:

a. The quarterly and annual financial
statements of its parent holding compapjc
including conscolidating workpapers of,
holding company and its subsidiariesf

Annual statements concerming the pature of
intercompany transactions concepning Edison
and a description of the basis /ipon which
cost allocations and transfex/pricing have
been established in these transactions:

The balance sheets and incgme statements of
the nonconscolidated subsidiaries of the
holding company;

All periodic reporﬁsAfi ed-by the holding
company with the Securfities and Exchange
Commission: and

Edison shall submit,/ as a separate exhibit
in its next general/rate case, an audit of
all transactions between Edison and its
nonutility affiliates, to be performed by
an outside auditing firm which shall be

. selected and supervised by the Commission’s
Divisioen of Ratepayer Advocates.  The need
for subsequent audits will be determined in
Edison’s next general rate case.

Edison shall avoidl§rdiversion of management
talent that would adversely affect the utility.’
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.

Edison shall alsc provide to the Commission an
annual report identifying nonclerical personnel.
transferred from Edison to its parent holding
company or any of the holding company’s:
nonutility subsidiaries. -

Edison shall notify the Commission in writing
within thirty (30) days prior to any transfer
to the helding company or its nonutility
affiliates of any utility asset or property
exceeding a fair market value of $100,000,
whether or not considered by the utility to be
necessary or useful in the performance of its
public utility obligations. This condition
shall not include transfers of funds for
investment under a cash management system.

Market, technological, or similar data
transferred, directly or indirectly, from
Edison to a nonutility affiliate shall be
transferred at market value. This condition
will ensure that the utility is compensated and
that ratepayers are indifferent to the
transaction. However, if such data is relat
to the production of electricity by a
Qualifying Facility in which an Edison
nonutility affiliate has an ownership intérest,
then the Commission’s procedures for
disclosure, as set forth in the'Commisfion’s
decisions in OIR-2, or its successor
proceedings, shall apply. o ‘

Edison shall maintain a balanced qhpital
structure consistent with that determined to be
reasonable by the Commission in Adison’s most
recent general rate case decisifn. Edison’s
equity shall be retained such '
Commission’s adopted capital

maintained on .average over - period the
capital structure is in eff for ratemaking
purposes. ' :

The dividend policy of Ed] on shall continue to
be established by Edisoen’s Board of Directors

as though Edison were a comparable stand-alone
utility company. '

Edison shall not guarantee the notes,
debentures, debt obligations, or other
securities of 'its parent holding company or any
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of its subsidiaries without f;rst obtalnzng the
written consent of this cOmmlssxon..‘

The capital recuirements of theAutllxty, as
' determined to be necessary to meet its
obligation to serve, shall be given first
priority by the Board of Directors of Edison’s
' parent holding company and Edison.

on a quarterly basis, Edison shall provide the
Commission with a report detailing the
utility’s proportionate share of the holding
company’s 1) total assets; ii) total operating
revenues; iii) operating and maintenance
expense; and iv) number of employees.

Where product rzghts, patents, copyrights, or
similar legal rights are transferred from the
utllzty to the parent holding company or any of
its nonutility subsidiaries, a royalty paymen
may be required to ensure that ratepayers
receive appropriate compensation. Such refaley
payments shall be developed on a case-by&case
basis.

Neither Edison’s holding company

subsidiaries shall provide intercdnnection
facilities and related electricxl equipment to
Edison, directly or indirectly/ where third-
party power producers are reglired to purchase
or otherwise pay for such facilities and
equipment in conjunction with the sale of
electrical enexrgy to Edq6° unless the third
party may obtain and provide facilities and
equipment of like or superior design and
quality through competitive bidding. The
holding company and its nonutility subsidiaries
nay participate in any competxtmve bidding for
such facilities and/equipment.

2. Edison shall rile’g written notice with the Commission,
served on all parties to this proceeding, of its agreement to the
above conditions. Failure/fo file such a notice within 30 days of
the effective date of thls decision shall ‘result in the lapse of
the author;ty granted by thls decisxon.
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3. The conditions proposed by the Inte:mat:i’.dnal Brotherhood
of Electr:.cal Workers and the Ut;l:.ty Workers Un:.on of America are
rejected. '

This oxder becames effect:.ve 30 days from today.
Dated : ‘ ’ at’ San Franc;sco, Calzrornla. |
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