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Decision 88-01-063 January 28, 1988 

BEFORE THE POBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
SOUTHERN CALIFORNIA EDISON COMPANY ) 
('0' 338-E) for authorization to ) 
iml?lement a plan of reorganization ) 
which will result in a holding ) 
company structure. • ) 

--------------------------------~). 

Appli~tion 87-0$-007 
(Filed May 6, 1987) 

Richard K. Durant, stephen E. pickett, and 
Joseph A. Vallecorsa, Attorneys at Law" 
tor Southern california Edison Company, 
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Grueneich & Lowry, by pian Grueneich and 
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Roy M. Rawlings, and G. J. SUllivan, 
Attorneys at Law, tor Southern california 
Gas Company: HilliN!' S. Shattran, Attorney 
at Law, for City of San Diego; H~hael 
Shames, Attorney at Law, for Utility ,Consu:mers .. 
Action Network: Law Off-ice of Kathryn Burkett 
Dickson, by ~oel R. Singer, Attorney at Law, 
tor Toward. tJtility Rate Normalization: Reich, 
Adell, & .Crost" by Paul crost, Attorney at Law, 
for IBEW Local 47, AFL-CIO and Utility Workers 
of Alnerica, Local 246; Harron, Reid. & Sheehy, 
by Melanie S, Best, for Marron, Reid & Sheehy: 
and Robert Fenru, for the Pul:>lic Advisor, , 
interested. parties. . 

James Rood, Attorney at La.w, and Kenneth ~, Chew and. 
HArk Buxnqardne;r, tor the Division ot Ratepayer 
Advocates. 

SlPXHXON' 

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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~sm 
By this application, Edison, a California public utility 

electrical corporation,l requests Commission approval under 
Section 854 of the Public 'O'tilities Code (PO Code) to- restructure 
its orqanization. 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 shareholders of the holding 
company. Specifically, Edison requests authorization to convert 
100 percent of its issued and outstanding common .stock into the 
common stock of a newly-formed corporation, SCE Holding company, 
through a separate, newlY-formedcorpora~ion, Edison Merger 
C:ompany • (Se~ Chart 1.) '!'he two new comparu.es would be . 

incorporated under california law with Edison owning a~l the 
outstanding 'stock of Holdinq Company and Holding C:~mpany owning all 
the outstanainq stock of Merger· Company. Edison, Holding'Company, 
and Merger Company would approve and execute an.Aqreement of 
Merqe,r3 under which, subject to various cond'itions including 

, '. . 
shareholder approval; Edison will become a subsidiary of Holding 
Company through the merger of Merqer Company into Edison. 

In the merger, the common stock of Edison would be 
converted share-for-share into common stock, of Holding Company_As 
a result, Hold~g company would become the sole owner of all Edison 
common and former Edison common sharehold.ers would become common 
,sharehOlders of Holding Company.. Also, after shareholder, approval, 

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

2 Section 8S4 provides in part: "No person or corporation ••• 
shall ••• aequire.or control either directly·or indirectly any public 
ut~lityorganized and doing Dusiness in thi$ state without first 
securinq authorization to do so from the'commission ••• • 

.' . 
3 See Attachment· a to Chapter .~ of Exh:lh:[t, SCE-Z • 
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the outstanding shares of Edison's original preferred stock will be 

converted into the same number of shares otHolding' Company 
preferred stock. Edison's, debt securities and' 'outstanding shares 
of preferred and preference stock would remain with the utility and 
be unaffected DY the reorganization.. All of the common stock whieh 
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 to- any other eompany anel the relationships of the 
remaining regulated utility Subsidiaries to- Edison would be 
unchanged. Appendix B contains Edison's present and proposed 
organization ana.a description of Edison'S subsidiaries. 

In addition to obtaining-approval of this Commission, 
Edison needs a n~er of other: approvals... Edison would ask the': 
Securities and Exchange' commission (SEC) for an exemption from the 
provisions of the Publie 'Utility Kolding Company Act as an 
intrastate holding company-under'Se~ion 3(a)(J.) of that aCt. 4 A 
copy of the requ.est 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. Holdinq Company seeuritie$ would be 'registered with the 
SEC and Edison would submit to the SEC tor review and comment the 

proxy materials DY' which Edison would solicit the legally required 
~ 

sha:~older approvals tor its plan. A copy ot those materials 
wou.ld De sent to the: Commission prior to- solicitation. 

Six days of hearil'lqs on Edison's p,roposal were held in 
san Francisco from September 2~ through october '7, 19S7 before 

4 15 U.S.C. 79c(a) (1). 
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Administrative Law Judge (AIJ) Albert C. Porter' at whieh time all 
parties were given an opportunity to appear 'and b,e heard. In 
addition to Edison's presentation throuqhtwo witnesses, the 
Commission's Division of. Ratepayer Advocates (ORA) and Toward 
Utility Rate Normalization ('l"O'RN'r 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 ehallenqe that a witness for utility 
Workers union Local 246, if called t~testity, would join in the 
IBEW presentation. The matter was submitted. on briefs tiled. . . . 
October .23, 1987 by Eclison, ORA, 'I'tT.RN, IBEW, Pacific Telesis croup" 
and Southern calitorua Gas Company (Socal Gas).,' , 

ORA and IBEW would accept Edison's proposal with certain 
cond.itions~ TORN opposes the request. Pacific Telesis and Socal 
Gas oppose the ORA recommendation of a, 5- percent royalty payment to 
Edison by Holding Company ~tfiliates, and Socal Gas opposes ~JRN's 
propos~ conditions if the re.orqanizat;on is approved. 

Comments on the )J.i!'s Proposed Decision which was tiled 
November 17, 1987, were received from Edison, ORA, and~. The 
two m.inor teehni~l corrections recommended. by Edison 'were 
incorporated. in this decision. 
Edison's cas 

Edison's qeneral proposition is that the proposed 
reorganization is a reasonable response to~e cbanqinqbusiness 
environment in the electric utility indUStry. Edison believes its 
proposal will provide management with the flexibility t~ respond 
quickly to nonutility Dusiness cllanqes and opportunities without 
diminishing the Commission's ability to effectively regulate 
utility operations. For some time Edison has had interests in 
nonutil'i ty enterprises. which it operates as. subsidiaries of the 
utility. Edison clailns it does not currently plan a maj,or 

, .. -

expansion of theS,e activities. . . 
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Edison claims the proposed reorganization is intended t~ 
accompliSh two things. First, it would provide clear 
organizational separation of the utility and nonutility businesses. 
OXhis separation would facilitate' the commission's review and 
regulation of utility operations. It is also advantageous t~ 
ratepayers and the utility because it' minim.izes '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 
Presi~ent and Chief Financial Officer" as a policy witness. Bryson 
testified that the proposed reorganization is needed, to face the 
new ehallenqes'resul~ing from partial deregulation of ·the 
traditional electric utility business. He stated that construction 
and operation of new electric generating plants" once exclusively a' 
utility !Unction, is increasingly being undertaken by unregulated 
power prod':lcers.~ryson .claims that '.as' competition in the electr,ic 
utility industry grows, it is important to clearly distinCjUish 
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 structUre 
will provide that clear 'separation between ut~lity and nonutility 
businesses, thereby ensuring that each segment of the corpo~ation 
stands ~n 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 Co~ission's 
ability to ensure that reliable and fairly priced utility service 
is maintained with no diminution in the level, and quality of 
service and,the proposal will have no adverse effect on Ediso~'s 
customers. 

Edison called Jues S..Pignatelli, Director of the 
Revenue Requ1rements Oepartment, to expla:Ln the ,regulatory aspec1;s, 

- 6--
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, , . 

ot Edison's proposal and. the method. by which the holdinc;, company . 
would l:Ie formed. Piqnatellli testified that to ensure that the 
interest ot utility customers will be protected and that they will' 
remain indifferent to Edison's proposed reorqanization, Edison 
considered several factors tor which appropriate policies would 
have to be estab~ished. so that the Commission's ability to requlate 
utility operations and t~ clearly separate utility and nonutility 
activities and costs would not be impaired. Those factors are: 

1. Commission access to information. 

2. Accountinc; and record-keepinq practices. 

3. Financial' ettects of nonutility . 
operations. 

4.. Rum.an resource ettects"ot such operations. -

5. Transactions between utility. and nonutility 
affiliates.' , 

Piqnatelli address~d each~f the above tactors in~is 
presentation (see Exhibit SCE-2) testifying as tollows: ' ,~ 

1. Acc§ss to intorJpation_. By statute,. the Commission has 
access to all· relevant books ,and records, the authority to 
prescribe such additional accountinq and record-keepinq practices 
as may be necessary- tor effective regulatory oversight,. and access 
to all relevant financi~l information: for both the utility and 
nonutility attiliates. ~his authority eomes'from PU Code Seetions 

',' 

" . 
. . 
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3l4(a) and 314(b).5 Onder Edison's proposed reorganization~ the 
utility~ the holding eompany~ and all nonutility affiliates would 
be subject to sections 314(a) and (b)~. ensurinq Commission 4ccess 
to all booksan4 reeords necessary to effectively regulate the 
utility. 

2. AcCCQ!1D!;ing ADd X'!QS<ord keeping. Although present 
Commission standards tor utility aecounting and record keeping are 
sufticient to provide the oversight· necessary to· ensure tha.t 
utility customers are una~teete4 by the reorganization~ under pcr 
Code section 7926 the Commission can prescribe' . additional 
accounting and record-keeping standards which may be necessary to· 
maintain proper regulatory oversight.. ~n a~~ition, Edison. wou~d 
'provide reports regarding'transactions between the utility and its 
nonutility attiliates in a. ~~rm and manner that Will assist in the 
regulatory review ot these transactions.·. Based on experience after 
'the reorganization, Edison would work with the commission staff to 
develop additional accounting practices and records if they are 

. , 

$ These sections'state in part: 

314Cal. *;.~the commission~".may, at any time, inspect the aeeounts, 
books, papers, and documents of any publieutility."'" 

314 (b; "'"SUbdivision (a) also applies to inspections of the 
aeco.unts, books, papel:'s, and documents. of any business which. is a 
subsidiary or affiliate ot, or'a eorporation whieh holds a . 
eontrolling interest in, an electrieal ••• eorporation with respeet 
to any transaction between the electrieal ••• eorporation and the . 
subsidiary, atfiliate$, or holding eorporation on any matter that 
might adversely affect the interests of the ratepayers. of the' 
electrieal •• ~corporation.* 

6 section 79Z states in part: *The commission may ••• preseribe 
the torms ot accounts, reeords, and memoranda to be kept by ••• . 
publie utilities, ineluding ..... the reeeipts and expenditures of. 
moneys, and. any other torms, .records, and memoranda which in. the 
judgment of the eommission may b&. neeessary to carry out any of the 
provi:ions of this part.w 

- a: -
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needed. Edison agrees to make available to the Commission all 
publicly tiled financial records,ot the holding company and its 
nonutility subS:idiaries,. consolidated or not, including all reports. 
that may be required by the SEC. 

3. Finanscial eUectJi- Because the Commission has authority 
over the utility's capital structure, financing, and cost of 
capital tor ratemaking purposes, it can protect utility customers 
trom 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 
trom the approved capital structure, the key to. ensurinq that the 
utility maintains its financial, in1;e,qrity. In additi<?n to that 
tinaneial control, the Commission approves any guarantee of debt 
obligations by the utility for utility ~r nonutility affiliates. , , 

'Onder the proposal, the Commission will, ot· eourse, continue to, 
determine the utility's capital structure and return on common 
equity on a stand-alone basis, independent ot the operations of the 
nonutility affiliates. Because ~f the stand-alone approach, the . . 

capital ratios and return on equity will reflect only the risks and 
costs ot the utility operation. The proposed reorganization may, 
in taet, assist the Commission in this process by clearly 
separating utility and nonutility operations and pertormance. 

4. Buann resqyrces.. '!'here is a, concern that under a 
reorqanization. such as Edison proposes, nonutility attiliates could 
siphon ott utility personnel expertise to the detriment ot the 

, . 

utility and its customers, commonly referred to as -brain dJ:'ain.*', 
One tormot such a diversion might ocCur it utility 

management is preoccupied with nonutility activities ~o the 
detriment of utility activities. With the exception ot the fully- , 
compensated sharing of a small number of corporate officers, Edison 
will tollowa policy of maintaininq at al~times a utility 

, . 

' . 
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management team. dedicated solely to' utility activities so-,that 
utility operations will not be neglected by management as a result 
ot nonutility activities. 

Another diversion can, occur if valuable utility personnel 
leave the utility to work tor its nonutility affiliates, thereby 
weakening the utility. Although, as with any business, employees 
come and go and must be tree to-pursue career opportunities, 
including those at nonutility atfiliates, Edison will not require 
or coerce utility employees to, go to work for nonutility 
affiliates.. MY utility employee who elects 'to' move to a 
nonutility affiliate is required to resign from theutilitYi'this 
will not challge under the holding company plan. Movement ot 
employees should be minimal becauseot the size of nonutility 
activities relative' to utility activities. 

,Finally, Edison will aqree'toprovide'tbe Commission a 
list of "all utility employees whO. resign' from the utility and move' 
to, a nonutility aftiliate. 

S., 'Transactions .bet;ween the utility and attiliat.M~, 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 ~tfiliates to assure that cUstomers are unaffected by 
such dealings. Xh~ holding company orCJaniza~ion will not diminish 
that review. For instance, the process Of reviewing utility power 
purebase and sales agreements, with whomever they are exeeuted, 
through the Energy Cost Adjustment Clause procedure will continue 
unehanqed. 

Edison will not give a~filiates access to or priority 
, . 

power purchase agreements, and will not provide nonutility 
affiliates with terms and conditions more beneficial than those 
a~ailable to third. parties. Edison will notprovide'affiliates 
with utility customer data unless' that data is· ,transferred, at .. ' 

- 10 
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market value and is made available to third parties under the same 
terms and conditions it is available to attiliatesA 

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

SUbsielies in transactions between the utility anelits 
nonutility attiliates is a funelamental concern with the expansion 
of a utility into nonutility businesses. ~hese subsielies can occur 
whe.n assets are transterred or· services are exchanged between the 
utility and nonutility atfiliates.. However, the proposeel 
reorganization will actually help the Commission prevent. such 
subsidies because the holel:Lnq company structure will provide a 

,'. elistinet organizational separation of utility and non utility 
activities. In addition, Edison has established proposed policies 
qoyerninq all transactions. between 't7he utility and nonutility 
affiliates under the reorganization which are desiqned to-minimize 
the likelihood of subsidies occurring.. Uneler those policies, 
Eelison will keep a record ot all transactions involving the 
transfer of assets or the use of services that occur between the 
utility anel all nonutility aftiliates.. ~he record will identity 
the nature ot each transaction and the terms anel conc:li tions . , 

applying to. it.. 'rhus the commission will have a recorc:l to· review, 
if necessary, to prevent subsidies trom occUrring. Also, transfers 
ot assets trom. the utility to, an attiliate will }je at the higher ot 
book value or current market value.. Acquisition of an asset by the 

, . 

utility trom an at~iliate will be: booked· at:-no more than the market 
value ot the asset.. services provictec:l an atfiliate by the .utility 
will be priced at no less than the tully-allocatedcostot the 
service ineludinq a· tivepercent aeld-on to ,the: labc:>:r portion of the 

. , 
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cost. And the utility will pay no more than reasonable market 
value to an affiliate for services prov:ide~ to the utility. 

Pignatelli also explained the method by which the holding 
company organization would be formeCl.. As noted earlier, Edison is 
using the term *holding companyW as it is defined in the Public 
utility Holding Company Act of 1935 which defines a holding company 
as Wany company'which directly or indirectly owns:, controls, or 
holds the power to vote, 10 per centum or more of the outstandin9 
voting securities of a public utility.· 

'The,reorganization will be implemented using a le9al 
mechanism known as a Reverse Trianqular Merger or RTM. The process 
is descr~d in the Int:rodu~ion section of this decision and is 
illustrated o~ Chart 1. The initial corporate functions within the 
holding co~pany will be those which serve the utility and 
nonutility groups on an ongoing basis. In addition, Edison 
anticipates that the Board of Oirectors of sa; Holding Company and . 
the Southern california Edison Company will be identical, Holding 
Company and Edison may. have a few officers. in ,CODon, and the ' 
corporate staff of the new holding company will be· very small. 
mm.'8 Position 

The witness for ORA. was Mark Kent Bumgardner , a public' 
utili ties financial examiner.. Bumgardner presented an exhibit 
which covered the position of the ORA on Edison's proposal. ORA 
does not oppose the reorganization provided ~at: 

1. Edison's Qualifying Facilities (QF)
affilia~es are not allowed" to· operate any 
new QF operations inside Edison's service 
territory. . 

2. Edison' s nonut~li ty aftilia~es 7 are' 
required to pay five percent of their gross 

, 7 See "Mission Group·' Appendix· 'S, PageZ'.· 
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revenues to Edison for the intangible 
benetits they receive from their 
association with Edison. 

3. Edison bills its affiliates in a manner 
which will provide the most benefit to, 
Edison's ratepayers. 

.' 

When the Commission authorized, San Oiego Gas & Electric 
Company (SOG&E) to form a holding company byO.86-0~-090 dated 
March 28, 1986, in A.8S-06-00~, it added 20 conditions to the 
authorization that SDG&E would have to meet if it formed the 
holding company. In a data request t~ Edison subsequent to 
Edison'S tiling ot 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, 
Edison priefly set forth its position on the 20 conditions while 
ind.icating, with DRA concurrence, that it, had been meetin9' with DRA. 
to see hO~ lI1M.y of the conditions could bestipulat~d 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 ~sition with 
regard to each of the 20 SDG&E conditions. Subsequent to that 
tiling, Pignatelli presented Exhibit lat the hearings in 
SeptelDber • Exhibit 1 is a joint exhibit of Edison and ORA setting 
forth areas of agreement and disagreement between Edison and ORA. on 
Edison's proposal. The disaqreements now boil down ~~' the first 
two noted above, QF operations and'the 5 percent royalty 
payment. 8 . 

On the issue of Edison's purchases from QF.affiliates, 
Bumgardner testitied that even though thei ~ommis$ion:'b.asadopted a 

a We discuss in detail later the 20 SDG&E conditions vis-a-vis 
the positions ot the parties and the stipulationot Edison t~ most. 
of the conditions. ' . '. 
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policy which allows utilities to accept bids from their QF. 
aftiliates,9 there is a potential torselt'dealing between the 
utility and. its QF affiliates at ratepayer ~xpense·,. particularly 
within Edison's service area. As an example, Bumgardner cited a 
current ORA investiqation of a non-standard contract between Edison . . 
and a QF atfiliate which has resulted in higher purchased pOwer 
costs than ORA. believes necessary'. He stated that the close 
relationships of Edison and its attiliates make it impossible for 
Edison to provide data to third parties under the same terms and 
conditions it is available to attiliates.'Because of the close 
inter-relationships and the resulting potential for self dealing,. 
ORA recommends against allowing Edison aftiliates to operate any 
new QF operations inside Edison's service territory. 

ORA recommends the Commission. put a condition on the . ' 
holding co~pany formation that 'would require Edison~s nonutility 
atfiliates to pay five percent of their gross revenues to Edison 
for the intangible benefits they receive from their association 
'with Edison. ORA cites, ,the SOG&E decisio~ where the Co~ission 
found that a'utility's atfiliatesrece1vea number ot intangible 
benefits from their assoeiati0I?- with the utility anel impose 
ditticult-to-quantity costs on utility ratepayers. BUmgardner 
claims the royalty payment recommended by ORA provides compensation 
to ratepayers tor such benefits. ORA has made a similar-

9 By D.87-05-060, dated May 29, 1987, in the ongoing OIR-Z 
proceedinq~ the Commission stated: 'We will allow utilities to 
accept bids from their QF affiliates. Therestrietive approach we 
adopted in 0.86-03-090 in c.onneetion with SDG&E's holding company 
proposal predates our adoption in 0.86-07-004 .. of the second price 
auction for tinal Standard Ofter 4.. We think that the auction 
process itself helps insure the propriety and reasonableness of .' 
utility dealinq5 with their affiliates." (Mimeo- p'. 17.) 
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recommendation under the present orqanization of Edis,on in Edison's 
current rate ease,. A .. 86-l2-047.. Bumqarc1ner points to· the followinq. 
as.the considerations which led to his reeommendation. 

In the business plans of Edison affiliates which the ORA. 
reviewed, the affiliates admitted that their success was the result 

• •. . t .. 

of several factors stemming from their relationship with Edison, 
one beinq havinq Edison as a financially stronq and highly 
reputable parent with excellent orqanizational resources. Also, 
clients of the affiliates could trust that they would be dealt with 
ethically. And the affiliates have easy access to Edis~n's 
management employees and their expertise, allowing the affiliates 
to avoid maintaining' expensive staffs Of. experts, office space, and 
associated support functions ... With Edison as a backup, they can 
expand and con~act their operations without worrying about excess 
or insufficient resources·. 

Some ot the services which subsidiaries ot Edison have 
received are use of Edison's employees to perform feasibility 
studies, :preliminary engineering studies, 'engineering and 
construction, and maintenanee and operation of ene~ related. 
equipment and faeiliti~. 

Edison's affiliates close, association with.Edison 
provides them with access to winsider information,· that is, 
valuable knowledge in the possession of Edison not generally 
available to third parties. 

Bumgardner testified that the ORA determined the' 5t 
royalty on gross income ot Edison's atfiliates by equating it to 
the price which independent parties would. pay for an equivalent 
type of service; specifically, ORA eomp6X'ed the services Edison . , . 

provides ~o its attiliates with the services a tranchiser provides 
to a franchisee .. ORA determined that it'is common practice tor the . .' .. 

franchisee to pay the franchiser, ,a, royalty based on a percentage of, .. 

.., .. 
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the franchisee's qross income; DRA found that the average percent 
Of,qross is between 4 and'S percent and chose' 5% as a conservati~e 
figure. 

Bumgardner presented Exhibit 15 which he claims 'lists the 
intangible benefits five of Edison's nonutility' affiliates10 

received from their association with Edison. The intangible' 
benefits he lists are: 

Utility Name Recognition 
Utility Reputation 
utility Financial Stability 
Trained/Experienced Officers and Technical Personnel 
Access to Management and Technical Personnel 
Lower Costs of Expanding' Services 
Al:>ili ty to Expand and Contract As Needed 
Access to Insider Information 
Access to Technical Knowledge 
Assistance in Gettinq Started 

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

TURN recommends the Commission not app~ove Edison'S 
, , 

request because it poses undue risks for ratepayers. TORN's . 
witness was Sylvia F. Hancock of Hancock utility Consultants, LTD. 
Hancock testified that if the COm:Dussion does not accept TURN's 
position and decides to approve the reorqanization,' the Commission 

. ' 

10 See Appendixs, Page 1, Non utility-Related, First-Tier, except 
Associated Southern Investlllent Co. . 
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should impose the fellowinq conditions in adeJ:ition to those agreed 
to. by Edison. 

1. 

z. 

3. 

4. 

5. _ 

~filiate QF sales to Edison should be 
prohibited. 

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

Payment of franchise fees by unregulated 
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 ~ommission's regulatory function. 

The Commission should have the ability to 
constrain the pace and scope of the holdinq 
company's diversification In order to , 
reduce the risk to. ratepayers. 

6. - A paYment should be required for 
unrequlated affiliate use of Edison's 
resources ba.sed on projected.· level o.f use ,. 

7. Provision of goods or services to. Edison by 
unregulated affiliates at a cost in excess 
of Edison's cost to provide-the same goods 
er services directly to ratepayers should 
be prohibited. 

- . 
Hancock testified that the proposed reorqani.zation, 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 
helding 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 increasing the risks to ·ratepayers compared 

. , . . 
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to risks from diversification under the current.orqanization. 
Hancock stated that it is impossible to specify conditions, that 
will, with reasonable eertainty, preclude subsidization and 
impairment of service. Also, Hancock claims,diversification may 
obstruct competition because the unregulated affiliates may have 

, ' 

discriminatory access to unique utility resources not available to 
their competitors in addition to receivinq,'other subsidies in the 
torm. of services from Edison at below-market costs., 

Based on her review of Edison's presentations and 
responses to TORN data reque~ts, Han~ock believes the proposed 
reorqanization is prompted'by a desiretoconstruet and operate 
new, unregulated electricqeneratinq plants usinq surplus cash flow 
accruinq'because ot the completion of major utility construc~ion 
progorams. And even thoUCjh Edison. told TORN it does.. not intend. to 
increase the pace of d.iversification by forminq a holdinq'company, 
Edison aeknowledqed that the ability of aholdinq company to 
directly issue equity capital could expedite. the :fUnding of 
nonutility projects. ' ,:'herefore, Hancock.maintains a holdinCj 
company would. permit Edison to use anticipated surplus runds and 
creative financing to rapidly expand its nonutility investments 
with a ~~um of interference from the commission. Hancock 
attacked Edison's assertion that'Commiss~on oversight under the 
holding company plan woul~ be more effective because of the clear 
separation of entities, something Edison claims is a.ratepayer, 
benefit.' She claims that, on the contrary, because the COllllnission 
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 holclinq company structure devoted 
to rapid expansion of nonutility activities, Hancock. suqqests other' 
more innovative uses o1! any surplus funds. One would.··be to reduce 
the rate of recovery 01! utility.investment which would reduce the 
surplus and reduce Edison's cost o1! service'thereby lowering, 
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utility rates and making Edison~ore co~petitive with alternative 
power suppliers. She cla~ this would be a form of ratepayer 
investment. Another possibility would ~e' stock repurchases or 
extraordinary dividend payouts, a form of·stoekholder,investlnent. 
Hancock believes such investments· would be· preferable for either , . . 

ratepayers or stockholders instead· of letting Edison's ~anage~ent 
do it through diversification considering the relative risks and 
benefits involved. 

Hancock is also concerned about· the cost of capital under 
the holdinq company compared. to the present organization. If' the . . . . . 
utility cost of capital is determinecion a stand-alone~asis, which 
is what Edison and the DRA expect and recommend, ratepayers would 
'not share in any reduction in capital costa which might ~e achieved 
through diversification.' On the other hand, it is expected 
investors'will demand a higher return on holding 'company equity. 
than Edison equity: ~ut it that return is not 'achieved ~y the 
holding company, the Commission may have to' makeup for the l~w 

. . 
;; . 

• 

, earninqs of the holding company through Edison's return so' that the • 
ability to- attract capitai required for utility operations at a 
reasonable cost is not impaired. . AlsO', holding company management 

, , 
~y 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 ~ut is not needed 
to lMIintain the level of service. 

Hancock believes that sharinq 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 ~1:ra 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, clai:ming the' best:'allocation scheme can be 

frustrated. when manaq~ent has an incentive to do,'so. She' believes. 
.j •• 
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the holding company organization will not· 'Ctiminisn Edison's 
incentive or ability to shift costs t.rom. unregulated ventures to 
its utility operations. Sbe proposes some safeguards if the 
reorganization is approved. The Commission should require proof. 
that any service provided))y an affiliate to Edison cannot be 
provided more reasonably by in-bouse services. Transfer of assets 
and services from the utility to at.filiates should be at the hiqher 
ot. t.ully allocated cost or competitive.market price. 

The relationship· ot. Edison and its QF at.filiat~sunder 
the bolding company structure is ot maj or concern to 'l'URN. Hancock 
testified that the holding company structure will facilitate 
expanded investment by Edison at.:tiliat'es in QFs which will increase 
the risk that Edison will not minimize' its utility power supply 
costs. Also, the holding company's interests will be bette~ served 
by increasing payments to QFs even though this raises costs to' 

" 

Ed.ison's customers. Hancock believes the gravest risk to: 
ratepayers is that Edison will t.oreg~ cost-saving investments or 
purcbases ot non-QF powar ~at could reduce its avoided costs and 
short-run marginal operating costs in order to increase payments to 
both at.tiliated and non~atti11ated QFs. The only way to prevent 
possible manipulations, according ·to~ Hancock, is to pro~))itsale$ 
by affiliated QFs to Edison as a condition t.or approval of the' 
holding company proposal. 
PosWon of. the VDions 

IBEW, Local 47, and Utility ~orkers Onion ot Alnerica 
~A), 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, it the 
holding ~ompany reorganization is approved, the unions urge the 
Commission to adopt certain conditio~ desiqned to protect workers 
agaL~st erosion ot their benefits and conditions of employment. 
IBEW presented the testimony of Rae Sanborn, Business Manager and 
Financial Secretary ot Local 47. carl Wood, Business Agent tor . 
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clilIlinu.tion of the Commission's ability to re9Ulate Edison 
eftectively or Edison's abil,ity to· provide reliable utility service 
at reasonable rates. 

,', . 

TORN is the only p.articipant in this-proceeding that 
recommends Edison's request be denied. We are not convinced by 
TORN's witness and arguments that approval of the request will be 
harmful to Edison's rat.epayers particularly in view of the 
conditions we will discuss shortly and impose. TORN's concerns 
that the reorganization poses undue risks tor ratepayers is not 
supported by the record. For example, nowhere in TORN's 
presentation is there 'a reference to any harmful effects, of the 
present extensive diversifieationby Ediso~~ (See Appendix S, 
page 1.) 

TORN argues that the holdin~ company structure will 
reduce regulatory control, increase th~ risk ot cross sUl:>sidies, 
and subordinate utility management to, the holding company" all t~ 
the detriment of ratepayer interests. We d~ not agree that the 
Commission needs t~ exert direct authority ov~r the bolding 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 ade~ate service. 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 i:mproper allocations will result in higher costs'ot serviee 
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 strueture 
will provide the proper oversight. We hav~ the statf capability of' 
auditing transactions under the current structure and believe that 
ability will be ~ttected under' .ah~lding company structure,. 
particularly in view ot the right of aceess the Commission, has to 
records under any form.· of organization. What 'l"J'RN tails to-
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the holding company organization will not diminish Edison's 
incentive or ability to. shiftcests from unrequlatecl ventures to 
its utility operations .. , She proposes some safeguards if the 
reorganization is approvecl. The Commission shoulcl :require proof 
that any service providecl by an affiliate to Edison eannot be 

proviclecl more reasonably by in-house services. Transfer of assets . , 

and services from the utility to affiliates should be at the higher 
e~ tully allocated cost or competitive market price. 

The relationship of Edison and its OF affiliates uncler 
the holding company structure is of major concern to TURN. Hancock, 
testified that the helding company structure will facilitate 
expanclecl investment by Edison affiliates in OFs which will, increase 
the risk that Eclison will not minimize' its utility power supply 
costs. Also, the holding company's interests will be bette~servecl 

by increasing payments to QFs even though this raises costs to' 
Edison's customers. Hancock believes theqravest risk to: 

, , 

ratepayers is that Eclison will foreqe cost-saving investments or 
, , 

purchases ef non-QF power that'couldrecluce, its avoidecl costs and 
short-run marginal operating costs in order to increase payments to. 
both affiliated ancl non-'affiliatecl QFs.' The only: way to prevent 
possible manipulations,. accordin9' 'to. Hancoek~ is, ,to prohibit sales 

, . 
byaftiliated QFs to. Ed.ison as a condition for approval of the' 
holcling company propesal. 
E2§ition of the'Vnions 

IBEW, Local 47, and utility W:orkers union of A:ne:rica 
(TJWO'A) r Local 246-, (unions) are the exclusive ba:r9'aining 
representatives for several thousand Edison employees. The Unions 
have not taken a position on Edison's. request. However,. if the 
holdinq company reorganiZation is approved, the Unions urge the 
Commission to adopt certain conditio~$ desiqned to. protect workers 
against erosion of their benefits and conditions ef emplo;ilnent. 
lBEW presented. the testimony 01: Rae Sanborn, Business Manager and. 
Financial Secretary 01: Local 47. carl Woocl, BusinesS: Agent tor . 

- 20 -



.... ' ...... 
A.S7-05-007 ALJ/ACP/fs 

Local 246 of 'C'WO'A joined in and supported Sanborn's testimony. The 
Union:' proposecl conditions are: 

1. No work presently performed by union
represented employees of Edison be 
contracted, transferred,. nor assi9'%1ed to, 
any sUbsidia~ of the holding company, 
other than Ed~son. 

, . 
2. No operational nor support functions which 

currently involve union-represented workers 
be contracted,. transferred, nor assi9'%1ed to 
any subsidia.ry of the holding company,. 
other than Edison. " . 

It is well settled that the Commission does not have nor 
want the power to. impose the conditions. proposedD.y~e unions. 
(Pac .. Elec .. Ry. (1944) 45 c:RC 426,. 430; pac.-T~l. ,..,; CPtiC (.1950) 34 
C'. 2d ~l,. 827: Rich .. S. Raf .. F'Y. __ " Tr. Co. (1953):52 CP'O'C SSs,. . . ~ ~ 

586) The 'Onions' request will be denied. 
The Xssues 

The issues to be decided in this case are~ 

1. Should the Commission authorize Edison to 
establish a holdinq COMpany? ' 

2. If the Commission approves Edison's, 
request, what conditions should be imposed? 

Beoxglmization Approyal 

, We are convinced by Edison's presentation that times in 
the .electric power industrY.are ehanqinq and Edison should be 
allowed to position 'itself to. meet the changes. competition is 

, , 

dictating a whole new method of operating in the industry. The 
separation between the utility and'nonutility businesses may even 
make it easier for the Commission ,to. delineate its responsibilities 
'and thereby focus on the issues which, affect. ratepayers. 'Onder the' 
proposal,.qiven the conditions we will' require,., there should, be no 
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diminution of the Commission's ability to requlateEdison 
effectively or Edison's abil'ity to provide reliable' utility service 
at reasonable rates. 

, , .... 
'l."tl'lm is the only p,artieipant in this proceeding that 

recommends Edison's request ~e denied. We are not convinced by 
TORN's witness and arqwnents that approval of the request will ~e 
harmful to. Edison's ratepayers particularly in view of the 
conditions we will discuss shortly .and impose.. TORN's concerns 
that the reorqanization poses Undue risks for ratepayers 'is not 
supported. by the record.. For eXalDple, nowhere in 'rORN's. 

, . 
presentation is there a reference to any harmful effects, of the 
present extensive diversitication by Edison. (see Appendix :a, 
Page 1.) 

TORN argues that the hold.in~ company structure will 
reduce regulatory contrel, increase the risko~'cross sUbsiaies, 
and s~ordinate utility management to, the holding company" all t~ 
the detriment of ratepayer interests.. We ~o' not agree that the 
Comxa.ission needs to· exert direct authority over the holding company 
'to regulate the utility effectively and ther~Y'proteet ratepayers. 
The holding company strUcture will not preclude the Commission from 

, " 
ordering what is necessary to insure adequate service. The utility 
must still respond to commission orders r~ardless of'what the 
parent may de>.. There is always the risk when affiliates and the 
utility de business together, holding company organization or not, 
that improper allocations will result in higher costs 'Of serviee 
and, therefore, higber rates than necessary a But we believe the 
safeguards we will adopt through the guidelines wbich control 
intercorporate transactions under the holding company structure 
will provide the proper oversight.. We hav.e the staff capability ot', 
auditing transactions under the current structure and believe that 
ability will be unaffected under a 'holding 'company structure~ 
particularly in ';'iew of the right of 'access the· commission, has to 
.records under ,any torm of orqanization. what '.rO'RN 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 trom all operations. ksed on the' record, that 
relati<?nship is not. likely to change 'markedly in the short term 
under the holding company organization. 

TORN asserts' that the holding' company tormation may 
decrease the utility'S ability to meat its capital needs. ~here 

are two sides to that argument.. It is entirely possible that the 
strength ot the organization that develops under a profitable 
holding com~y operation will :make it easier'to raise capital: and 
most likely the cost of that capital could be less. ~he record 
shows that sUbsidiary operations are generating excellent profits, 
and nothing on. the record indicates that the holdinq company 
structure will change that.. In any case, the capitalization of the 
utility will ~ handled on a stand-alone ,basis, just as ~t is 
today. 

" We conclude that.TORN has not supported'its 

. . 

recommendation that the application ~hould,be denied out of.hand. • 
However, we also conclude that stringent conditions should be put 
on o~ approval in order to minimize the risk ,to ,Edison's 
ratepayers. 

In that reqard, 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 
had their qenesis in the SOG&E decision. We will now discuss the 
conditions we will impose, most ot, which have been agreed to' by 
Edison and the DRA. However, TORN recommends in many cases more 
stringent conditions. We reference the conditions to those we 
imposed in the SOG&E decision and take them one by one tor' 
discussion. For example,.' So-l is Condition 1 we imposed in the . '. . 
SOG&E, application. E-l would. be· Edison,'s version, ot the condition 
it, Edison has- one to ~tch it •. 

- 23'-

'. " . .. 



. ,-

• 

• 

• ' 

" . 
A.87-0S-007 ALJ/ACP/fs 

~;j,tisms tQr Approval 

50-1 The Commission shall have access, as it deems 
necessary, to the books and records of SOC Parent 
Co., Inc., its affiliates and subsidiaries. Such 
books and records shall be produced within this 
state upon request DY the Commission, its e~ployees 
or its aCJents. Requests for production made by the 
Commission's e~ployees or aCJents are deemed 
presum~tively valid, material, and relevant. Any 
oDject10ns to suCh requests shall be timely raised 
by SDG&E, SOO or its affiliates before the . 
administrative law judge or assiqned 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· 
resul t in the discovery of admissible evidence in 

S0-2 

:the proceeding.. 1 . 

soo 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 j oint venture as they may be related to· 
transactions with SDG&E, said production to be in 
accordance with the provisions pertaininq to the 
))OOks and records, of SOC and its. subsidiaries .. , 

E-l 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 ~14. . 

Edison proposes and ORA. aqrees to" replace So-l and 2 with 
the condition noted because of the new provisions in PO Code 
section 314 (b) .. (See Footnote' 5-.) TORN proposes the Commission 
adopt the more strinqent conditions contained in the SDG&Edecision 
because Section 314(b) cloes not provide for unconditional access to' 

the books and records of the holding: company ,but orily provicles 

.. 
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access to. infcrmaticn cn transacticns wthat mignt adversely affect 
the interests cf ratepayers.w 

At the request cf the A'!.J,. parties briefed the 
leqislati va histcry cf the changes in, Secticn 314 (b).. The history 
of the current Section 314 provisicns show that it was this 
Commissi~n tnat sponsored the changes in the' bill apparently in 
response to. what the commissicn saw as problems in accessin9 
records of helding companies which con~rol public utilities. The 
most recent change was,. in. fact,. made as' a direet result of the the 
SDG&E holding company ease. Of particular note is Attaehment 1 to . 
TORN's brie~,.'which is a copy cf the floor analysis furnished by 
the authcr of Senate Bill 2331 to.' the Senate pricr to. the vote on 
the bill. l1 Th~'relevant part of the analysis states: 

WIn the recent PUC decision allowinq SDG&E to 
tor.m a holding company, the pue im.pcsed a 
number'ct ccnditions with respect to. access to. 
books and records. These conditions, , 
uncontested by SOG&E, include establishin9 a 
valid presumpticn for POC information requests 
and an obj ection proceeding which can be. 
followed by a utility, holding company or 
aftiliate~ expansion of the PUC's ability to 
request information on 'jcint ventures'; and 
allc~9' the PUC the right to-require certain 
accounting procedures to prctect a9ainst ., cross 
s~sidizaticn'. 

WThis bill would allow the POc'tc request 
infcrmation on Any mat~~r that might ad¥erse~ 
affect the interests Of XAtepAYets of a public 
utility -- not coDrined to rates cr expenses -
and would include utility hclding companies 
amonq those that must supply this infcrmation.· 
(Emphasis added'.) . 

l.1 '1'he vote taken on Auqust 2l., 1986-shows 57 Ayes and 3- Noes •.. 
Listed. as a supporter o:f the bill amon9· others' is 'rtJ'RN'. 
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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 limiting lanquage 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. 

TORN maintains that even if the Commission were to .adopt 
E-l, it would leave the determination ot whieh requests are 
consistent with the requirements of. section 314 to future 
litigation, 'and it fails to explicitly assi~ Edison the burden of 
proof when making' a claim that a given request is beyond the scope 
of Section 314. However, under cross-exam.ination,. Edison witnesses 
made it ver:( clear that the holding company would cooperate to the 

9 " • • 

tullest 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 ca~e of disputes,. 
Edison, would take the matter before the presiding administrative 
law judge and it the AL:! A"ruled that access should be available,. 
then the company would adhere to that.A" (TIt 142'~) 

We agree with TURN that it ,is valual:>le, to have the 
elements of a specific administrative procedure in place to clarify 
that Edison and' its affiliates will' 'have the burden :ot 
demonstrating the unreasonableness ot requests for information made 
under Section 314. In addition, recent discovery disputes 
involving Edison point to the need ~or aaetined procee.ure tor 
resolving such questions. We,expect that Edison and its attiliates 
will either comply promptly with ORA,and CACOrequests tor 

,inf'o:rm.ation, or will' prepare an immediate showing' to demonstrate 

" 
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why such rec;:uests are alleqedly beyond the bounds of· jurisdiction 
or relevance. 

Accordingly, we will add the following language to amend 
B-1 to reflect the substance of SO-l: 

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 tult.illinq its regulatory 
responsibilities as carried out by the 
Commission, its statt and its authorized 
agents. .. 

Ad:m.inistrative1y, requests for sueh books. and 
records made by the CommiSSion, its statt ,or 
its authorized aqents shall be deemed 
presuml?tively valid, material and relevant. 
Any obj ections. to such requests shall be timely 
ra'ised before the adm.inistrati ve law j ud~e or 
assigned commissioner in the proceed.ing 1n 
which such obj ections 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 
l'Xtly issue properl~ before the Commission' 'and,. 
further, is. not reasonably calculated to result 
in the discovery of admissible evidence in" the" 
proceeding. 

As sa 2331 clarified the extent ot Commission authority 
regarding access to books and records, it is not necessary to adopt 
the specific language ot S0-2 regarding the 'commission', s authority 
over joint ventures. 
S0-3 SDG&E, SOO Parent Co. ,Inc., SOO's subsidiaries and 

the joint ventures ot SOO and/or its subsidiaries 
shall em.ploy accounting and other procedures and 
controls related to cost allocations and transter' 
pricing to ensuxe and tacilitate full review by the 
commission and to protect against cross
subsidization of nonutility activities.by SDG&E 
customers. ~ 
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E-2 Edison, Edison's holdin~ company,. and each of its 
subsidiaries and the jo~nt 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 ~rotect a~ainst cross-subsidization of 
nonutil~ty activ.ties by Edison's customers. These 
procedures and controls are explained in Edison's 
Corporate Pol~iies and Guidelines tor Attiliate 
Transactio~. 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 
tor the use of Edison employees. This billing 
policy, as well as Edison's Corporate Policies and 
Guidelines tor Attiliate Transactions, will be 
reviewed in subsequent Edison General Rate Cases. 

As will be noted, Edi~on's proposed condition is ~ore 
" complete than the comparable SOG&E condition and also adopts an 

extensive set of guidelines'not,included in the SoG&~ condition. 
_. We f~nd Edison'S proposa7 will prote~ agains:t cr~ss-subsidizat~on ' 

, 'ot 'nonutility 'activities by the utility. ' , 

'. 

SD-4 SOO Parent co., Inc., its subsidiaries and 'the 
joint ventures of 500 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. . 

E-3 Edison's holding ~ompan~ and each of its 
subsidiaries and the j o~nt ventures of the holding 
company and/or its subsidiaries shall keep their 
books in a manner consistent with generally 
ac~ted accounting principles and, where feasible, 
eo 'stant with'the Uniform- system. ,of Accounts. _ 

12 Attached to this decision as Appendix C. 
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Edison:' s proposed Condition E-3 is identical to 50-4.. No 
parties opposed it or offered an alternative. We will adopt it. 

50-$ The officers and employees of SOO Parent Co., Inc., 
and its subsidiaries shall be available-to appear 
and testify in Commission proceedinqs without 
subpoena. 

E-4 The officers and employees of Edison's holdinq 
company and its subsia1aries shall be available to 
appear and testify in commission proceedings. 

Edison's E-4 deletes the provision that witnesses should 
appear without subpoena. Edison aqrees with and commits to the 
principle that nonutility affiliates' officers an~ .employees should 
be available to testify before the Commission on all relevant 
matters. However, Edison believes that requirinq such testilnony , 
without subpoena is both unnecessary and an extra jurisdictional 
act and should not be imposed as a condition of holdinq company 
formation. ORA aqrees with the revision. 

.. .' , 

'. 

TORN arques that requirinq" attendance 'without ,subpoena • 
"assures that all necessary officers. and elDployees -will be available " , 
to test~ty. Because not all Edison affiliates will be located in 
california and the COmmission's subpoena power does not extend 
beyond california, (TU:RN cites Walker y. Boyle (1925)75- cal App 
152', 242 P. 115)" the Commission may lack authority to- subpoena 
certain affiliate employees. 

We r~~d TORN and emphasize to Edison in particular that 
it is the utility's burden ~o- 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 qrave mistake because' of the power the Commission bas to 
invoke penalties.. (See for example, O.93367o~ Pacific Telephone 
and Telegraph Company (6 CPO'C 2nd 4'41, 490).) We see no- need: for 
the subpoena, provision and' will adoptE-4 but with the additional 
clarifying-phase, 'as. necessary or ,required.' 
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50-& 5OG&E shall furnish the Commission with: 

a.. the quarterly and annual financial statements 
of SOO Parent Co., Inc., including annual 
consolidated and consolidating balance Sheets 
of 500 and its consolidated subsidiaries; 

b. annual statements concerning the nature of 
intercompany transactions concerning SOG&E and 
a description of the basis upon Which cost 
allocations and transfer pricing have been 
established in these transactions; 

c. the balance sheets of the nonconsolidated' 
subsidiaries of Soo; and,. 

d. all periodic reports filed br soo· with the 
Seeuri ties and Exchange COmml.ssion. 

e. SOG&E shall submit, as- a separate exhibit in 
its next general rate case, an audit of all 
transactions between SOG&E and affiliated 
enterprises, to be performed l:>y an outside 
auditing firm which shall be selected and 
supervised l:>y the Commission's PUblic Statf 
Division. ~he need tor subsequent audi~ will 
be determined in. SOG&E's next qeneral rate 
ease. 

E-5' Edison shall furnish the Commission with: 

a. The quarterly and annual financial statements 
of its parent holding company, includinq 
consolidatin~ workpapers of the holdinq company 
and -its sUbs1diaries; . 

b. Annual statements conce:rninq the nature of 
intercompany transactions concerninq Edison and 
a description of the basis upon which cost 
allocations.and transfer pricinq have been 
established in these transactions; 

c.. The balance sheets and. income statements ot the 
noneonsolid.ated subs1d.iaries ot, the hold.ing 
company; 

d. All periodic reports tiled by the holdinq 
company with' the Securities and Exchanqe 
CollDldssion; and, ' 
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e. Edison shall submit, as a separate exhipit in 
its next general rate case, an audit of all 
transactions between Edison and its nonutility 
affiliates, to Pe 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 
De deter.mi!'1ed in Edison's next general rate 
case. 

E-S is equivalent to· S0-6·.. None of the parties had 
comments or 511qqestions for cb.4nge. 'E-5'W~11 be adopted .. 

S0-7 Within ninety (90) days following the close of its 
fiscal year" $00 Parent Co., . Inc., shall provide 
the Commission with a detailed statement of '(a) the 
projected capital ~udgets of SOO and each of its 
subsidiaries for the current year and eaeh of the 
next two years including estimated financing 
requirements and construction plans,. and (p) 
sources ot'. capital to be used: in funding said 
capital budgets for the current year.' 

Edison opposes this eonclition, offerinq no-- alternative 
but pointtng to the information 'thatwo~dbe provided under E-S, 

9, 10, 12, and 13 as sufficient to serve the purpose of regulatory 
oversiqht. Edison notes that in the SDG&~ hold.ing company decision 
the Commission said SO-7 could be helpful in identityinq.those 
instances in which the holding company might be unduly relyinq on 
utility dividends to finance its nonutility functions. Edison 
believes this condition is unnecessary for the protection of ' 
ratep~lyers l:)ecause the commission, under the other conditions 
proposed by Ec:lison, will have the ability to- ensure that the equity 
required to support the utility will not be used to finance 
nonuti11ty ventures. For example, E-9 addresses the capital 
structure ot· the utility and provides tor maintenance of the 

capital ratios found reasonAble in Edison's general rate cases. 
ORA aqrees the provision is not needed .. 

TTJRN, however, takes issue with the deletion of~o-7 and 
other changes proposed in the areas. of financing such·: as. SD-16 and· 

. ,.. 

• 
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l7. TORN believes information on capital budgets is nece~sary t~ 
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, 'I'O"RN 

claims equ.ity investment in the utility can only come from the 
holding company, and therefore the Commission must be aware 
beforehand ot what is being planned concerning capital investments. 
1'ORN believes a condition such as SD-16·1s absolutely essential to 
protect ratepayers trom injudicious expansion ot nonutility 
actVr.Lties. TORN also believes that divestiture of subsidiaries 
could affect the financial health ot the utility and therefore . 
should be reviewed by the commission. 

. ·We believe the .reports p'rovid~d for in the conditions 
Edison proposes will be SUfficient information for the Commission 
to discharge its regulatory obligations. TORN's witness Hancock 
testified that the nonutility investment under the holding company 
could as much as triple over the next five years. That would take 

. . '.. 
it to-perhaps 5 or 6% of the holding company's revenues. We do not 
see that as a cause for alarm. Provision of the nonutility -
p~oposed budgets to and review of them by-the Commission-is not 
necessary to the Commission's tunction. We do· not regulate the 
nonutility activities and don't wish to get involved with 
'management functions, of the holding company such as budgets. The 
one thinq we must make sure of is that the activities of the 

.holdinq company and its nonutility enterprises do not adversely 
~!ect the ratepayers of the utility. Put another way, Edison's 
ratepayers should ~e indifferent to transactions between any and 
all entities of-the bolding company enterprise. This standard of 
Wratepayer indiffereneew is the one which quide$ us in these 
matters. We believe the conditions worked out by Edison and DRA on 
ti.nancial controls and reportinq are adequate to support our 
requl.~tory function and they will be adopted .. 
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S'O-8 
, ' 

SDG&E shall notify the commission in writing 
within thirty (30) days prior to any transfer to 
S~ Parent Co., Inc., or its atfiliates of any . 
asset or property exceeding a tair market value of 
$100,000, whether or not considered by the utility 
to be necessary or usetul in the performance of 
its public utility obliqations.This condition 
shall not include transfers of tunds tor 
investment under a cash management system. 

E-7 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 tair 
market value of $100,000, whether or not 
considered by the utility to be necessary or 
usetul in the performance of its public utility 
obligations. This condition shall not include 
transfers ot tunds for investment. under a cash 
management system.' 

E-7 is'equivalent,toSD-S. It will be adopted . 
. " 

SO-9 SOO Parent Co., Inc., shall avoid a diversion of 
management talent 'that would adversely affect . 
SDG&E. SOO&E shall provide to the Commission 
annual reports identifying nonclerical personnel, 
transferred :from SDG&E to· SOO or S'OO"s 
,subsidiaries. . 

E-6 Edison shall avoid a diversion of management talent 
that would adversely atfect 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 nonutility 
aubsidiari,es. . . 

E-6 is equivalent to. S0-9. It will be adopted. 

S'O-10 Market, teeb.nol09ical or similar data transterred, 
directly or indirectly, from SDG&E to a nonutility 
attiliate shall be made available to the public 
sUbject to the terms and, concii tiona under which 
such data was made available. ,to the· nonutility 
affiliAte.' , 

E-S Market, technological, . or silnilar data , 
transferred, directly or indirectly, from, Edison 
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to a nonutility affiliate shall be transferred at 
market value. This conclition 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 Quali!yin9 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 proceedin9s,. shall apply. 

TORN takes issue with Edison's proposal because it 
believes mal:ket and technological data should not be used solely to
~nefit affiliates. We read Conclition E-Sas not limiting access 
to information to affiliates. Also, E-S 1I1akes clear that transfers 

, ' 

to a!filiates 1I1ust be at market value to protect ratepayers. (See 
Appendix C, Section II B.2. for th~detail of how market value, will 
be ~etermined.) We will adopt E-S. 

SO-ll Neither SOO Parent Co., Inc., nor any of its 
,. subsidiaries shall'contract to sell electric 

energy to- SDG&E for resale· by SDG&E'. 

Edison does 'not propose adoption of this' condition .. ORA 
~d'TORN believe a similar provision should be adopted. 

By D.86-07-004 in the OIR-2,proceedinq,the commrssion 
determined that if an electrie utility showed need for a deterrable 
resource addition within a specified period., it must acquire such 
an addition from qualifying facilities through a bidding process. 
Tl;le development of this bidding, process was the subject of 
0.87-05-060 issued in May of this year. By th~t dec1sion.we allow 

,utilities to- accept bids from their QF affiliates finding that QF 
affiliate participation in the biddinq process would benefit 
ratepayers. ORA is quite candid in its Exhibit 9, Witness 
BumC]ardner, Page 2-7, and in its brief .in this proceeding,. Page 11 .. 
that it would like the Commission to- reconsider its tind.inqs in 
0.87-05-060, and find in this. proceeding that even .with the auction 
process, there is a potential tor self~d.ealing between the utility .. 
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and its QF affiliates, particularly within its own serviee area, at 
ratepayer expense~, Therefore, ORA reeommends that a eondition be 

imposed on the reorganization whi?h would prohibit Edison from 
enterinq into any neweontraets tor power with QF attiliates in 
Edison's, service territory. TORN 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 
reeord in OIR-2 did not consider the holdingcompany/utility/QF 
affiliate relationshi~. The ALJ denied Edison's motion on the 
grounds that OIR-2 may not have conside,red· such a relationship. 
However,. no. evidence was o.ffered to. show that it' was excluded from 
consideration. 

We rej ect the ~ecommendatiens of ORA. and TORN :because we 
have addressed this matter'in the O~-2 proceeding where it· 
properly belongs. We' have already co.neluded that the OIR-2 biddinq 
process will net ,advantage utility attiliates in the cho.ice o.f 
winning bidders. While there may 'also be issues associated with 
the operational, relationships between an Edison-affiliate QF and 
Edisori (i.e., those dealings that would eccur after the bidding 
process chose an Edison-affiliate to supply power', to. Edison), we 
choose 'not to. spec'ify 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 fer its regulated 
operations and to. ~eal fair~y and evenhandedly with all QFs; ,we' 
will be prep.u-ed to examine any evidence to the contrary it and. 
when it is. presented. The ether conditions we impose Should' 

. . 
preserve the information relevant to' such an investigation a~ well 
as eur staff's ability to. examine sUchintormation. 

So-12 SOC- Parent Co.., Inc., shall maintain a balanced 
capital structure in SDG&E, as determined to be 
reasonable by this Commission in SDG&E's mest 
recent general rate case decision~ SDG&E shall 
not permit retain~d earnings to. be transferred to· 
SOC where do.ing so. would· decrease its. net equity 
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ratio below that last adopted in' a general" rate , 
proceeding. 

E-9 Edison shall maintain a ~alanced 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 purpose~. 

Edison's minor ehanges in this condition clarify and make 
the condition more realistic. E-9 will be adopted. 

SD-l3 The dividend policy of SOG&E shall continue to be 
set by the SDG&E Board of Directors. as though 
SOG&E were a compuable.stand-alone utility 
company. 

E-10 

SO-14 

E-ll 

·So-15 

E-12 

The dividend policy of, Edison shall continue tO'be 
e'sta])lished by Edison's Board of Directors as 
though Edison were a comparable stand-alone 
utility company. . ' 

SDG&E shall not guarantee the notes, debentures, 
debt obliqations or other securities of SOO Parent 
Co., Inc .. , or any of soo~s subsidiaries without 
first obtaining the written consent of this 
commission 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 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 SOO Parent Co., Inc.,. and 
S~. ' 

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

E-10, 11, and 12' Are identical totbe SOC&E provisions 
and will be aeopted_ 

SO-16 Without prior notice to the Commission, 500 Parent 
Co., Inc., shall not invest qreater than ~i~teen 
percent (J.5%) of. its total capital assets in 
nonutility subsidiaries. Tone commission may 
institute an investigation on its own to consider 
issues raised ~y the sur,passinq ot. the fifteen 
percent (15%) level. 

E-l3 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. , 

. " 
So-17 500 Parent Co., Inc.~ shall not sell, transfer or 

divest any of its subsidiary operations without 
first providing confidential notice t~ the 
commission of the transaction. Said notice shall 
be provided not later than torty-five (45) days 
prior to the close ~f the transaction .. 

We. discussed conditions such as SD-16 and 17 under S0-7 
and make the same conclusion we did there. We wi1~ ~dopt Edison's 
proposed E-l3 for SD-16 and no equivalent condition for 50-17. 

So-18 SOO Parent Co., Inc., and SDG&E shall' appear as 
respondents to an investiqation, to ,be commenced 
by this Commission in whiCh a system of ~encbmark 
payments, consistent with the reimbursement ot. 
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 t.or 
estimation of affiliate payment 'benchmarksw which 
should be adopted by the Commission. 

E-14 Where product rights, patents, copyrights, or 
s1m11ar legal rights. are transterred from the . 
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utility to the parent holdinC; companyor.any ot 
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. 

This is the so-called royalty issue. ORA recommends, 
with 'l'CRN's support,. that Edison's rates should be set as it Ed.ison 
had received. above-the-line income from its nonutility affiliates 
equal to 5% of the affiliates' annual qross income. O~ not only 
recommends this as a condition for approval ot the reorganization 
in this case but also as a ratemaking adjustment in Edison's 
current c;eneral rate case, A.86-12-047. Assuming there is some 
beDefit to affiliates from association with the utility, we don't 

, believe this is the method. that should be used for ilnputing royalty 

• 

• 

revenue. 
The name and reputation o~ a utility is not an asset to 

which ratepayers have a claim. Indeed, the' coxnmissionhas never 
inclucled good will in the rate base of a ut·ility for ratemaking 
purposes." It follows that -ratepayers have- never had to pay through 
rates a return on the value of c;ood will. Ratepayers have paicl 
nothing for th;e enhancement of the utility'S name and reputation~ 
Those have been built by the ~ac;ement 'of the utility i'! they are 
of 1JIJ.y value. AlSO,. those things which build up the· .name 1JIJ.d 
reputation of a utility such as institutional advertising and 
charitable contributions have not been included in the cost of 
service for ratemaking_ 

DRA. has not shown that a royalty payment of 5% of· , 
non~tility 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 
assoCiatecl with the utilitywill.be accounted· tor by the-conditions 
we will impose on acceptance' by Edison of this decision. ORA's 
witness Bumgardner listed.some lO intanqible "bene tits· , the ' 
affiliates receive by association with Edison., ,but, as. w1th'all .. 
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things which are intangible,. he was unable to put a value. on the 
"benefits.· His use of the relationship between franchisers and. 
franchisees as an analogy of the relationship between Ed.ison and 
its affiliates to. justify his S% recommendation, a fiqure within 
the range of the relationships be studied, is rlawed because the 
underlying comparison is improper. By definition, a franchise 
relationship is Unique and distinct from both a utility-parent and 
utility-atfiliate relationship.. In the usual-relationship the 
~ranehiser qrants to the franchisee the right to conduct a business 
identical in nature to the franchiser's business, usually within 4 

specific geoqraphic location.. The' franchisor typieally provides a 
comprehensive plan on how to 'organize and operate the business 
ineluding marketing information, size, appearance, and location of 
facilities, logos, advertisinq, displays,. hiring and trai~ing Of 
employees, duties and attire of employees,. 'and ,detailed information 
on business operations such as product preparation and sources o,t 

, supply. 
On the ,other hand, as can be seen 'in Appenclix B, page' 2:, 

each ot. the proposed nonutility aftiliatesunder thereorgani'zation 
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 prepared from secret formulas, any management 
services not otherwise retmbursed under the proposed guidelines in 
Appendix C, any national o~ local advertisinq,any comprehensive 
guides on how to clo. it, or anything else at a. cost to. ratepayers 
that ~on't be specifically paid tor by the nonutility a~filiate. 

Given the comprehensive transfer, pricing policies Edison 
must adopt it it 90es ahead with the holding company 
reorganization, there shoulcl be no significant' uncompensated eosts 
inc:urreclby utility' ratepayers as a. result of Edison's 
cUversi~ic:ation efforts. Under the policies proposed,. Edison will 
be compensated for transfers to- affiliates' of proprietary and 

. . 
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technical intellectual property towhieh ratepayers have a 
legitimate clafm. 

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 paymen~ to the utility. The 
utility and its ratepayers have no clailllon the lnarketable skills, 
as distinct from confidential knowledge, ot 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 theutili~y tor the general skills the employee accrued 
while working for the utility. In tact, the record shows that the 
diversification will expand the employment opportunities ot' . 
personnel thereby increasing Edison'S ability to attraet and retain 
high-quality people to the benetit of Edison.'s ratepayers •. 

Bumgardner also cites the utility's credit rating as 
alleged associational benefits wbich justify ORA's atfiliate 
royalty recommendation • 

PO Code Seetions 817 and SlO prohibit a utility from 
issuing debt or equity securities for nonut11ity purposes, and from 
guaranteeing the obliqations of other corporatio~, including' 
affiliates and parent corporations, without specific Commission .' . 
authorization'. Edison has also, aqreed in condition E-11, that it 
will not guarantee the obligations of 1tsparent company ,or its 
affiliates. 

~e abo~e-cited restrictions on the use of utility credit 
ensure that ratepayers will be :i.nsulatedtrom the financial 
nonutility operations an4 also unaereuta the rationale for the 
DRA's affiliate royalty·recommendation.insofar as it is based on . . 
alleged benefits to affiliates. from ~eutility's credit rating. 
If the utility is prohibited from using its credit stan4ing to 
finance nonutility operations, there. simply cannot be any bene~it 
t~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 TORN for royalty payments and adopt 
E-l4. The conditions and accompanyinq C]Uidelines we .will adopt 
provide for Alllple opportunity to make such determinations, thereby 
resultinq in fair treatment for the utility and protection of 

, . 
ratepayer interests. 

Ultimately, it will be management's decision that 
detennines the future path of diversification and affiliate 
transactions. A hiqh road result will most probably come from 
management decisions that structurally separate regul.ated Mel 
unreC]Ulateel operations; protect the requlated company~s name, 
identity, capital,. personnel, tec:bnoloqy, 'know ,hoW- and business 
income and pay a fair price for all interests of value received by 
the affiliate from the regulated company. The 'otherroad' is full 
of uncertainties and other dangersc:aused'by confusion of the 
regulated company's property and interests with the business of the 
affiliate. We preter the high road because it is the smooth'and 
sure road into the future. : 

50-19 SOO Parent Co., Inc., and SDG&E,. appearinq as 
respondents in the investiqation instituted in 
Conciition Eiqhteen, shall also present their best 
estimates as to the appropriate valuation'method.· 
for the estimation of royalty payments for. the 
transfer of DFIS. 

S0-20 Neither SOO 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 
reqnired. to purchase or otherwise pay tor sueh 
facilities and equipment in conjunction wi~ the 
sale ot electrical energy to SOO&E unless the 
third party may obtain and provide tacilities and 
eqnipment of like or' superior, design and quality 
through competitive biddinq. SDO, ~d its 
subsidiaries may participate in any competitive 
bidding tor such facilities and equipment. , 
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E-1S Neither Edison's holdin~ company nor its 
subsidiaries shallprov~de interconnection 
tacilities and related electrical equipment to' 
Edison, directly or indirectly, wbere third-party 
power ~roducers are required to. purchase or 
otherw~se pay for such facilities and equipment in 
conjunction with the sale ot electrical energy to
Edison, unless the third party may obtain ana 
provide tacilities and e~ipment ot like or 
superior design and qual~ty throuqhcompetitive 
Diddin~. The holding company and its nonutility 
sUbsid~aries may participate in" any, competi ti ve 

'biclding tor such facilities and equipment. 

,SD-19 was unique to SDG&E. E-1S issfmilar to So-ZO and 
wi,ll, be adopted. 
Findings of Fact 

1. Edison ,is an electric public utility'incorporated and 
'orqanized under'the laws of the state of california. 

, . 
2. Edison requests authority under Pt7 Cocle Section 854 to 

implement a plan ot reorqanization which will result in a holdinq 
company stru~e., 

j,. The ODj ecti ve of the reorganization plan is to have 
Edison and its unrequlat~d, nonutility subsidiaries become 
separate, wholly-owned subsidiaries ot the ~olding company. 

". As a result ot the reorganization plan, the utili ty
related companies ownedDY the holding company will consist ot the 
current corporation, SOuthern california Edison Company, and its 
utility-related suDsidiaries. 

5. Edison is. seekinq to. reorqanize' into. a holding company 
structure in order to morc'clearly separate it~ utility operations 
':trom its nonutility operations, and to :better position itself to' 
respon<1 ·to. the chanqinq Dusiness environment'.in the electric 
utility industry. 

6. Edison's ~usiness environment has'chAnged and re~ires a 
tlexi))le, respon!~i ve Dusiness structure. 

7. The separation between the utility~d nonutility lines 
of business help.s ensure that utility. customers: will' not De 
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affected by ~onutility activities and that the commission's ability 
to effectively requlate the utility will not be diminished~ 

S. 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 d~inishing the Commission's ability to effectively 
regulate utility operations. 

. . 
9. The proposed reorganization will not affect the 

Commission's ability to ensure that reliable utility service is 
maintainecl. 

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

. 13:. The Commission's ability to ensure an adequate level of 
service to utility customers will not be reduced by the holding 
company structure. 

1~. Effective regulati~n of the utility is dependent upon the 

.. . 

• 

Commission's ability· to ob~in and evaluate information concerning • ' 
the utility. . 

13. Edison has developed corporate policies and principles 
, ' . 

which facilitate the commission's ability to regulate, utility 
operations and separate utility and nonutilityactivities. 

14.. 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 tully 
recovered from the affiliates; 

b. Provide the commission with aeeess'to all 
recorded and other information necessary to 

-thoroughly analyze 'Edison's eosts and 
monitor the relationships between Edison 
and its nonutility affiliates; 

c. Ensure that Edison ratepayers are insulated 
from all effects of nonutility activities; 
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d. Preserve the regulatory control which the 
Commission currently has over Edison's 
activities; and 

e. Ensure the financial health of utility 
operations .. 

150. under revised Condition E-l,the Commission will have 
access to booM and records of the ho'lding" company and each of its 
affiliates and their joint ventures, consistent with the 
requirements of Public utilities C04e Section 3'l4.. In cases where 
Edison or its affiliate disputes the appropriateness of a request 
for information under Section 314, the ,burden will tall upon Edison 
or its affiliate to demonstrate why the request. is improper or 
inappropriate. 

16. onder the proposed conditions, Edison, the.holding 
company, and each of its subsidiaries and the j oint ventures of the 
holding company and/or its subsidiaries will ~ploy accounting and 
other procedures and controls. related to' cost allocations'and 
transfer pricing to ensure and facilitate full review by the 
Commissio,n. 

l7. Systems of accounting', proCedures and. controls related to. 
cost allocations and-transfer pricing are documented in Appendi~ C, 
Edison's Corporate P21ic1es ~nd Guidelines for Attfliate 
:transactipns. 

18.' 'Onder the proposed conditions,'transfer pricing policies 
include the. application of a five percont mark-up on fully-loaded 
labor 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 bolding 
company and/or its subsidiaries will keep their books in a manner 
consistent with g'enerally accepted accounting' principles and, where 
feasible, consistent with the Oni~or.m Syst~ o~ Accounts. ' 

20. under revised conc3.i tion E-4, the officers and employees 
of Edison's holding company and its su):)sidiaries. will be available 
to appear and testify in Commission' proceeding'S. • 

.. 
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21.. 'Onder the proposed conditions'~' Edison will furnish the, 
Commission with: 

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

b. Annual statements concerning the nature of 
intercompany transactions concerning Edison 
and a descri~tion of the basis upon which 
cost allocat1ons and transfer pricing have 
been established in these transactions; 

c. The balance sheets and income' statements of 
the nonconso11dated subsidiaries of the 
holding company; 

d. All periodic reports tiled by the holdinq 
company with the Securities and ExchanC'j'e 
Commission; and 

e. As a separate exhibit in its next general 
rate case,. an audit ot all transactions 
between Edison and its nonutility 
affiliates, to be performed by an outside 
auditing 'firm which' shall be se,lected and 
supervised by the Commission's Division ot 
Ratepayer Advocates. The need for , 
sw:>sequent audits will be determined in 
Ediso~'s next general rate case. . , 

22. Edison will avoid a diversion of manaqement talent that. 
would adversely affect the utility. Under the proposed conditions, 
Edison will provid~ to the Commission an annual report identifying 
nonclerical pe~onnel transferred from Edison to its parent holding 
company or any ot the holding company's nonutility subsidiaries. 

23. 'Onder the proposed condi tiona,. Edison w:r.ll notify the 
~ 

Commission in writing within thirty (3:0) 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 

.. 
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condition does not include transters; ot tundstor investment under 
a cash manaq~ent system. 

24. under the proposed conditions, market~ technological, or 
similar data transferred, directly or 'indirectly, trom Edison to- a 
nonutility attiliate will be transferred at market value. This 
condition will ensure that the utility is compensated and that 
ratepayers are indifterent to the transaction. If such data are 
related to- the production ot electricity by a qualitied facility 
(wQFW) in which an Edison nonutility affiliate has an ownership, 
interest, the proposed conditions. specify that the com:mission's 
procedures tor disclosure, as set forth in the Com:mission'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 Commission in Edison's.~ost recent general' rate 
case decision. 

, 26. Onder the holding company structure, Edison's equity will 
be retained s;lch that the Commission's adopted capital structure 
~ill be maint.'1ined on average over the period the ~pi tal ~tructure 
is in effect tor ratemaking purposes. 

27.' 'O'nder 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. 

28. under the proposed conditions, the capital requirements 
ot the utility, as determined t~ be necessary to- meet its 
obligation to serve, will be given first priority by the Board ot 
Directors of Edison's parent holding company and Edison. 

29. under the proposed conditions, Edison will provide the 
COlZCXlission With a report on a quarterly basis detailing the 
utility'S proportionate share of the holding- company's (a) "total 
assets; (b) total operating revenues; (c) operating and maintenance 
expense: and (d) nUlDber of 'employees. . . 
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30. Where product rights, patents, copyrights, or similar 
legal rights are transferred trom 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. 

3,1. Under the proposed conditions, neither Edison's holding 
company nor its nonutility subsidiaries will provide 
interconnection tacilities 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 enerqy 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 company and its 
nonutility subsid!aries may participate in any competitive bidding 
tor such facilities and equipment. 

32. Royalty or affil,iate payments charged to:nonutility 
subsidiaries tor alleged intangible benetitstrom their association 
~th the utility are ~fair and dis'erim1natory to Edison and, its 
subsidiary companies. 

33. Many intangible benefits alleged by ORA are, tangible and, 
will be tully compensated by Edison's proposed transfer prieing 
meehanisms. 

34. Intanqible bene,fits" tO'the extent they exist at all, 
have never been reflected in rates and have never imposed any cost 
to utility customers_ 

35. ORA's proposed royalty of five percent of gross income is 
not supported by the record. 

36. ~he conditions we adopt today appropriately and 
conclusively address those instances where there could· be 

uneompensated benefits to-the atfiliates'ar1sing-fromtheir 
connection with. the utility. 
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37. ,Ratepayers should be held hax:mJ.ess or indifferent,to. 
transactions between any and all entities of 'the holding company 
enterprise. It is this standard that guides 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 comp~y, 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 safeguards 
imposed in OIR-Z .. ' 

. 40. As a matter of requlatory policy~ the C!ommissio~ does. not 
issue orders on labor-management issues where the sUbject matter is 
better left to collective bargaininq between the company and ,the 
unions'representing its,employees. .. 

41. NOthing in'this decision is intended to alter any previous' 
Commission decisions regarding PORPA,. OIR-2, qualirying facilities,. 
or their relationships withrequl~te<1 utilities. 
Conclusions of LQy 

1. The Commission has the authority under PO' 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 desiqned toproteet the' ratepayers. 

3. The commission has access to books, and recorc1.s of the 
holding company and each of its a~tiliates and their joi~t 
ventures, consistent with the requirements of PUblic Utilities Code 
Section 314. The commission also has appropriate administrative 

, ' 

procedures tor resolving disputes regarding the exercise of this 
authority. 
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4. ~he Commission may 4equire Edison, Edison's holding 
company, and each ot its subsidiaries and joint ventures ot the 
holding company and/or its sUbsidiaries t~ employ accounting and 
other procedures and controls related to cost allocations and 

.transter pricing that ensure and facilitate full review by the 
Commission to protect against cross-subsidization of nonutility 
activities by Edison's customers. 

s. ~he Commission may" require Edison's holding company and 
each of its subsidiaries and the joint ventures of the holding 
com~any and/or its sUbsidiaries t? keep their books in a manner 
consistent with generally accepted accounting principles and, where. 
~easible, consistent with the Uniform System ot Accounts. 

6. In 0.87-05-060, the commission addressed the issue of 
allowing QF aftiliates to bid on deferrable resource additions and 
expressly authoriz'ed them to', do so subj ect to certain safeguards 
adopted ,in that decision. 

7. The ownership of any given QF', whether it be by a 
.. utility, a ,holding company, a totally unattiliated firm 9r a 

combination ot 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 0.8·7-05-060 •. , 

S. 'The coridi tiona' propos~d by lBEW and OWUA should be 
rej'ected. 

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

lO. Authorization to reorganize Edison's corporate 'structure 
should be made contingent upon the acceptance l:>y Edison of, the 
condit~ons, adopted herein. 

. , 

, , 
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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 ot its atfiliates and their 
joint ventures, consistent with the 
requirements of Public Utilities Code Section 
l14. Edison is ilaeed on notice that the 
commission will, nterpret section 314 broadly 
as it applies to transactions between Edison 
and the holding company or its aftiliates and 
subsidiaries in fulfilling its regulatory 
responsibilities as carried out by the 
Commission, its staff and its authorized 
agents. Administratively, requests for such 
books and records made by'the Commission, its 
stafr or its authorized agents shall be deemed 
presum~tively valid, material and relevant. 
Any ob:) ections to such. requests shall be timely 
raised ,before the acbninistrative law jud~e or 
assigned commissioner in the proceeding 1n 
which such. obj ections arise. In order to 
sustain an objection to such a requost, 
respondents shall have the burden ot 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 e.dmissible evidence in the 
proceeding.. . . 

2. Edison, Edison's holding company, and each of 
its subsidiaries and the j oint ventures. of the 
holding company and/or its.sul:lsidiaries shall 
employ accounting and other procedures and 
controls related t~ cost allocations and 
transfer pricing to ensure and tacilitate' full 
review by the Commission and to protect against 
cross-subsidization of nonutility activities by 
Edison'S customers. ~hese procedures and 
controls are explained 'in Edison's Corporate 
Polikies and ~uidelines tor Attiliate , 

' .. 
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'tt.Ql)sacti9DS. X1lis d.ocument is attachea 
heret~, and by this reference is'maae part of 
these conditions. Edison's p~licies include 
the application of a five-percent markup on 
tully loaded labor costs ~illed to nonutility 
affiliates for the use ot Edison employees. 
This billing policy, as well as Eaison's 
Corporate Polie~s ana Guidelines fQr Attiliate 
TransActions, will be reviewed in subsequent 
Edison General Rate Cases. 

3. Edison's holding company and each ~f its 
suDsiaiar1es and the j oint ventures of the 
holding company and/or its suDsidiaries shall 
keep their bOOM in a manner consis.tent with 
generally accepted aecountingprineiples ana, 
where feasible, consistent with the uniform 
System 'ot Accounts .. 

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

s. Edison shall turn1sh the Co~ssion with: 

a. The quarterly and annual; financial 
statements of i tIS parent holding company, 
including consolidating workpa~ers of the 
holding co~pany and its subsld~aries; . 

b.. Annual statements concerning the nature' of 
intercompany transactions concerninqEdison 
and a description of the basis upon which 
cost allocations and transferprieinq have 
been es~lished in these transactions; 

c. 'l'he balance sheets and income statements of 
the nonconsolidated subsidiaries of the 
holding company; 

d. All perioclie repor.ts filed by the' holding 
company with the Securities and· Exchange 
Commission; and 

e.Edison shall suDmit, as. a separate exhibit 
in its next general rate ease·, 'aD auc1it ot 
all transactions between Edison and its 
nonutility aftiliates, to be 'performecl by 
an outside auditinq firm whiCh shall be .. 
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selected and supervised by the' Commission's 
Division of Ratepayer Advocates. The need 
tor subsequent audits will be determined in 
Edison's next general rate case'. 

6. Edison shall avoid a diversion of management 
talent that would adversely affect the utility. 
Edison'shall also provide t~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. . 

7. Edison shall notify the Commission in writing 
within thirty (30) days prior to an~ transfer 
to the holding company or its nonutllity 
affiliates of any utility asset or property 
exceeding a fair market value of $lOO,OOO, 
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 tunds tor 
investment under a cash management syste~. 

8. Market, technoloqical, or similar data 
transferred, direetly or indirectly, from 
Edison t~ 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 related 
to the production of electriCity by a 
Qualityinq 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-Z, or its successor 
proceedings, shall apply.' 

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 
:aintained on averaqe over the period.· the 
capital structure is in' effect for ratemaking 
purposes • 
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10. The dividend policy of Edison shall. continue to
be est;1blished by Edison.' s.Board of . Directors. 
as. though Edison were a comparable stand-alone 
utility company. 

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

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

13. On a quarterly basis, Edison shall provide the 
Commission with a report detailing the 
utility's proportionate share o-f the holding, 
company's i) to'taJ. assets.: ii) total operating 
revenues: iii) operating and maintenance 
expense: and i v) number of emplC?yees. 

14. 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 require,d to ensure that ratepayers 
receive appropriate compensation. Such royalty 
payments shall be developed on a ease-by-case 
:basis. 

15. 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 ener<JY to Edison, unless the third 
party may obtain and provide facilities and 
equipment of like or superio'r des:(qn 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 CollUtlission, 
served on all parties to this proceedinq, o'! its aqreement to the 
above conditions. Failure to file such a notice within ~o days of 
the effective elate of this decision shall result,in the lapse of 
the authority granted by this. c1ecision. 

3., The conditions proposed by the International Brotherhood 
ot, Electrical Workers and the utility Workers ,Onion of America are 
rejected. 

'l'his order becomes effective 30' clays from.- today. 
Dated January 28, 198:8., at San Francisco-, calit,ornia. 

STANLEYW. HO"LE'rl' 
, President 
FREDERICK R. ,'DODA 
G..;' KITCHELL WIIle 
'JOHN', B:.: OHANJ:AN' , 

Commissioners 
, , 

• 'OI will tile a writ,ten .. dissent. 

lsI ,DONALD VIAL 
Commissioner 

• 

I will file a concurr:l;nq, opinion.' 

lsI G. MITCHELL WILK 
Commissioner 

" ' 
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APPENDIX A 

Edison's Ope%1¢ion 

Edison is engaged in the business of generating, 
transmitting, and distributin~ electric enerqy in portions o·t 
Central and Southern calitorn.a. In addition to· its properties in 
california, it owns, in some eases jointly witn othe~s, faeilities 
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 interconnected and 
integrated electric utility system. . 

Edison owns and operates 11 fossil-tuel steam electric 
generating plants, 2 combustion turbine plants, 1 diesel electric 
generat'ing plant, and 36 hydroelectric plants. It has an 80% . 
interest in'san Onofre Nuclear Generating Station (NSONGSH) Unit 1, 
and a 75% interest in SONGS 'Onits 2 and 3, al.l 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 HAXis PlantH), and a 48% inte~est in Units 4 
and 5 of a coal~ired steam electric generating plant in New Mexico· 
(*Four Corners Projeet*), which are operated by another utility. 
Edison also operates two coal-fired eleetrie,qeneratinq units in 
Clark county, Nevada (*Mohave Project*), in which it owns a 56% 
undivided interesti' it also operates 4'Hoover hydroelectric· 
generating units owned by others and located on the Arizona 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 Service Com.pany. All 
of Edison's out-of-state faeilities generate or transmit electrical 
enerqy and/or capacity ~or use predominantly ~y Edison's calitornia 
customers. 

Edison's serviee territory is loeated in 15· counties in 
Central and Southern Calitornia, consisting of Fresn~~ Imperial, 
Inyo, Kern, Kings~ Los Angeles, Madera, Mono, Orange, Riverside, 
San Bernardino, ~ta Barbara, 'l"ulare·, 'l'Uolumne, and Ventura 
Counties, and ineludin9 about 150 incorporated communities, as well 
as outlyinq rural territories. Edison als~supplies electricity t~ 
other electric utilities under special contracts for distribution 
and other use by them. . 

(END OF APPENDIX A) . , 
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'. LIST O~ SU~s.!O!ARrES. 

• 

•• • 

Subs'fdf~!'Y 

l. Assocfate<:l Southern Engi nuri ng 
~mp~ny. a California Corporation 

Z.. Associ~ted So~..he'l"'ft Invutll:!nt. 
COIllp.al'Y. a CAHfo:-n11 CorpoT"at.fon 

3. BH,"Cl"telc. Uran'fUli' Companr. 
& Co-lor~do- Partnlr:shfp': 

4. Biowawl Glothe~l PowlrCcmpany. 
a t&l1fomi& Partltlnh'fp , 

. 
S. Ca'abasas Pal"if. COIllp&ny. 

a Californfa Partnlrship' • 

,-,. ,Calab&sas Park, Company. Inc~. 
' I'e.. 11 fomi .. Corporati Oft 

.. 
7 ~ C.alffonda E1lctMC Pcwe,. C'oarp&lty. 

. a Ca11fornia' Co1"Poration. 

'.a.. t&ain~ Enl~ COIIpany. 
. ,_ .. '''-' a- Cal1forn1a COf1h)1"at1on 

: 9, Conse1"Vatfon F1nancfng Co1"J)orat10n. 
a CaHforn1a Corporation 

. 
10. C""sclnt Valley En,!'iY Company •. 

a Calfforn,1&Corporat1on 
" . 

11. E1tCtrlC' SystlftlS Cemp.ny. 
& Cal1fora1& Corpo1"ation 

. \:.~.~ 

U. Energy Servtces .. Inc_ • 
a CatffernfaCo'P"p01"ation 

~!"1m~rr Busf"~ss Aet1v1t1e~ 

, En91nle1"1ng·a~d·eons~ruct10n 
slNtels· fol" 'th1rd·p~I"UtS in· 
the Inl~ fil1d. 

InYlstment1n and m,"~gement 
of IIf"e,.a1: l"i"ghts • . 
Cevelopmlnt anc:lo~erlt.fon of 
u1"an1 WI 111 ne :~na: 11111 1 n 
Wyoatng,. (Current1y winding 
down:~) 

A' p&1"tnenhfp· censi,s'ting ,of 
C""sclnt Valley . EneT"gy Company. 
and Chevron 1 n· a geo.theMlla 1 

. proj 1tCt. . . 

Ownersh'fp.&nd: o~e"at:f,en,. af rea' 
lS'Utl fntel"uts at C&iabuu 
Pan..... 

Ownership- and: oPtl"at"fon of ,...at 
estate 1ntt,.es~s ~t C&'~bas~s . 
~ar~. (InactiYI) 

Iuct1ye c:o';"ol"&tion. ,.esult1ng, 
. f1"Oll · .. er-gl1'" vt th Ecl1.son.~ 

. P1"Cduc:t1on oflnl,-gy. f1"01i a 
.. coglne,.at f on p!"Oj ect. 

I'nact1.Ye cOlipany,wh1Ch wu used 
to: carry out CPUC-requtrtd: 
rts'ldln'ti'al c:ons,rvation . 
Pl"Oj~ •. 

Production of ene~ f1"01I a 
. i lotht1"'lD&1. prgj Ic;t • . ' 
Otve'opmtnt of :C:OIlllll4u'c'ta' 
ProJICU demonstl"&ttd·to·' b. 
feasibl, by Edf.son,'sAclvanced· 
EngtnleMn~·.DIPartmtnt • 

Oper&tfon and Dldntenance of 
energy-rt lattc1· non-Edi.son 

'eqv{pzaent::and·. fac11i't1ts. 

• ," 
~ . 
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SO~iH:RN CALI~~NrA EDrSON C~~~lNY 

LIST O~ SU8SIO!AIUES 

Subsidfary ... 
13.. Ha'l"bor CogtntraUo" COllJl)any. 

& C&Hfornia P&nntrsMp. 

14. Kern Jt1Ylr CoglntraUon Company •. 
a c&l1fornfa P.artntrshi.p·· 

15. M1Is10n Entrgy Complny. 
& C&Hforni& Cor;lor.t1on 

16... M.1ssfon wd Comp.ar:y. " 
•• California Co~oration 

17. Mfssfon Power Eng1nelr1ng 
Conrpany. a C&l'tfom'la Cor
poration 

11. Mono Power Co~ny.· 
a Californi& Corpor&tion 

P~1marr Business Aet1v1t1es 

4. p&1"'tti,rsh.'fp .consbt1ng of 
South Coast EnI~Cc~~~y &~d 
Churpl1n, f4 & eoglnlrat,ion. 
proSecot. 

Apa~trsh.1p. conS1'st1ng of 
So~trn. Stt",a' Enl~ Company 
anclTtxac:o· fn & c:oglntra't1.on 
projlC't. 

ewnenhfp- and~c:oo'l"dtnl.tion of 
the &C't.iv1t'f.tS of· tnlrgy

. , subsid1:.ar'f IS. tnclud'f ng· 
quaUf,y1ngfac:i.Ht11S as 
dennedby' the Publ1c Ut'fli.ty . 
Regul.a'tOT'Y 'PoUci IS. Act of 1978 • 

. ewntrsh'fp> &nd~c:oo'l"d1n&'t1on of . 
tht .aC't.'fv1t1tS o·(.'fndus":l-'1al 
paru.andothl,. ,...11 
propertr,..l&tld=p1"Ojtl:tS. . . 
Engf.""r'fn,- .and c:onstr.JC-:'ton· 
stmels for 'thirc1: ;lart'tls in 
en,rg:y ffeld~ 

Expol orat'fon fo~ .aner dtve 1 opmlnt. 
of ain.r.l fuel resources. .. _-_._--, .. _ ........ . 

. • 

19. MonoG,..tn, Mount&1ft Comp.aw.y. 
a California C~rpo,.&t1on 

20. Northern C1 1II&1"1"On , RISOU1"'C1S 

Coarpuy. a Cal1forni& Corporat.ioft 

21. NOrthern Sf 11"T".a Energy Coftll)any • 
• Californi& Corpora~'foft 

22 •. Oftt&r'fo, Airport Indust.1'"1a1 P&rk. 
a Cal'fforni'a Corpor&t1oft. 

23.. R.n~lb'e Energy Capiul. Ccmp&ny. 
• CaHfon'l1a Co~or&tion; 

c.v.loplllint of u,.an'fUil 
proplrti IS., . 

Acqufs1t1on &nd>dlvllopClln-: of . 
lI'1ntral proptn:lts. 

. Production of ·Inlrgy f~1II 
.a cogeneration project. 

Owntrsh'l p .. and futu,.. devI' O~:r.1tnt 
&IId,operatfon ofuindustr'l&' 
park. . . 

Inactfye c:omP&"y whf.:h was use4 
'to.. ·11n&llc. ,..n""Ab:r. e'Ut~ 
pPOjlcts. 

-, 

• 

-, 
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A1>?ENtlIX B 
?a;e 5 

sour~;~<N ~LrFORNrA~!SON COMPANY' 

LIST OF SUBSIDIARIES 

SubSfdh:!2, Pp1rn&!:l; Business Act'fvit1~s 

~n Jo~qu1,1t Ene,..gy Colftl)~ny. P.roduc:tfon, of ene1"gY froll 
& C&lifoM1ia CoT"po,..~tfon &cogene,..ation p1"Ojec:t~ 

SCE ~pf't&l Comp~ny. Us~· to, f~cflf~te Eaison, 
~ Ce'\",~"" CoT"po"'~Uon, financ~ngs .. 

South Coast Ene1"9Y C~ny. P~duct10n of ener£r from 
~ C&lfforni&CoT"porat1oa . a cogeneration P1"Ojeet~ 

" 

Southit1"ft C& l't forn fa Edison Used, to·ratse eapi.ul,thro,ugh 
Fi~nCe Company M.V •• the European:. m&1"k.rt. 
a Nethe""~nds Anti'les 
Co1"pOntion 

Southern S1.e,.,.a Energy Company. , P1"OdueUon, of e"e!"gY fro. 
a Caltfornia .CoT"por~t1on " , cogene,..ation. projeet. 

SQuthern S&n"J)lus Realty' Company. PUJ"Ch~se '~nd sale of "excess 
• Ca1ifornfa Corporatioa "a'esutenot requfred by 

Edfson.. 

S~" Cogeneration Comp.~. A: pa1"'tfteroship.'coftSbt1ng of 
a California Partnershi, W.stern S1e,..,.. Energy: Comp~ny 

and Texaco-in a cogener&t'fon· 
proj~ .. 

31., Western Sf.,.,.., Ena1"gY Company. Produc:t1.oa of enayogy froa 
' •.• & .California Corporation -- " ': a .. cogeneration P1"Ojeet .. 
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CORl'ORAn POUCIES AND COIDEI.INES FOR. 

AFFIUAn 'lltANSACttONS ' 

~tE OF COtiIEN'tS 

I. INtRODOctION 

II. 'tRANSFERS OF ASSETS. COCDS OIl' StRVIa:s 

tIl.' nm:aCOMPANY :altuNGS, AND PA::aiEN'rs ,', 

IV. INCOME 'IAX .AI.I.OCAnON' ' I .. , 

v. nNANClAI. RE?OR.TINC 
, ' , 

VI • nm:RN.AI.. CONnOts 

• .f 
VII .. EMPLOYEE 'lltANS'FERS 

'. Attachments ' 

A., DEFINITIONS 

B., COMPONEN'tS OF FUU.Y LOADED lABOlt Costs 
..... "~~'~,~.,:.~, . 
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SOuntE:R.N CAI.IFORNIA EDISON' HOLDING COMPA."ri 

CORPORAIE POUC:tES- AND CO'IDEUNtS FOlt 
AFFILIATE 'tRANSACTION'S· 

; 

I. XNIROWCIION; 

In ~.·avene th&e 4 s1euaeion arises :hae has'noebeen .44rosse~ by ~o 
poUcies eel. gu1d.eUnas con,eainael.· herein. the sieu.at:1on shall be 
broughe to. th. at1:ene1on. of the applicable officers of ehe Holding 
Company for rev1eW' -and/or approval. 

C. Organi;.eiou.l Cuidt11n,s 

1. Nopu;111eySubsid1.ries 

As a ,aural policy. resou.rc. shAring cd.- intercompany erans.ac1:iot\S 
will 'be 1Il1n1m1zed to. assura suff1c1entsepAr.ac1on. be1:V •• n the 
ue111ty and the nonutili-cy s1.lbs1el.1anes. Th. folloYing eo~eo:-4"=·· 
o.rgan1zational objectives have b.an ast&b1ishael._ to prevene ona 
ene:t~ from being burd.eneel. or benef'1ce<l by .another: 

'..... I - 1 

, ., . .. 

:. 
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o Non~~ilier subsid1a~ comp4n1es will acqu1re. operate and 
ru1nea.in their own. facilieies &n~ e~~ipme'CI.e .... h.re feas 10.10. '. 

o Nonut:i.licy subsidiuy companies", eo, the .x~ene praceica.l. will 
reea.1n. their own ac\.minisc:a.tiv. st:a.ffs .• 

o Each nonu:llicy subsi~ v1.ll provid ... co the. ext:ent' pra.ccic.:I.l., 
it:s own. fiMncial need.s. i.e... banld:c.g arrangetnencs.. credit: 
lin.s. insurance re~uirem.ucs. e 1:<;: ~ 

n.. nouut:ilicy subsid.1u1es &r. wholly ovn.d by' n.. Mbsion Grou.\l. 
Th1s St:%'\l.c.eu,r. usur.s t:h&t: 1:h,. Chief Ex.c.u.::!.v. Offic.r of 'rhe 
MIssion Group is 1n & posieion eo direct: and incegrace the 
requ1remenes o'f ell. no'O.ud.l1ey .. ct:ivit1e.s ..... hil. permic:ing, Ed1.o5011' s 
man&geme'CI.e :0 focus on ue:!.li'C)" opera.-::ions. The consolid.t.eio'l.'l. of ehe 
nonuti111:"/ suhs!;dial:'ies under '!he MIssion Croui> assises in eho 
achievement of ell. corporaee obj aceiv. of ehe m1n1m1..:a1:ion 0'£ 
1ne.rcompany eransac~ions requi%e4 b.ewe.n Edison an4 the nonu.tiliey 
sub.td.i&r1es. 

2. Holsitnr CoumAnY 

• 

• 

!he Holding Coarpany l.eself will b. organ1%e4 1: & manner .... h1cb. 
resulcs in. e:ffec~iv. <:0'1.'1.::01 .nd.: efficient: ut111.:.&e10'O. of serv1,ce 
organ1::&e1ons ma1na.1ued. by the ue1licy. In1tially. there will be 
shar.d corpor&t. c.fficers and. <11.receors be:ween Edison .and the 
Holding C<lmpmy. !h1s org&n1%&eion&l. S~t:\1r. will rem&in in 
effece und.l exp.ri.'O.ca c11cuees 1:he nece,ssuy st:A!f1ng for ~e 

: Hclding. Company. '.'!he uc1liz~c1ot\ of exiseing £d.iso't\. depuCIlene.s to 
provide the min1m&l level' cf services required. by ~e Holding 
Courpany will resule in effici.ncies in che n.ar cerm. 

CorporAce f\U\Ctious s\J,Cn as sb&rehclder services" c01:p.orace 
&ccouneing &nd. consolidac1on. .nd corporat. i>l&nn1ng and b~dgeeing 
v.t.U be performed by Edison employe .. : the fully loaded. cos~ of 
che •• serv1ces will be billed eo, the'Hold.1ng Company and nonueil1cy 
subsid.1&r1es. As d.1scussed~ in 4eCAil in. , S.ct10n II-D" the cose cf 
these .exv1ce. v1ll b. &llOC&eed. using .& thre.-. eep' process:. 

0. the firs: seep consists of 41reccly assigning all coaes vh1cn can 
'be id.eu':1fied specifically vim an .act:ivi1:y' eo th.a.e ace1viey. 
For .x.ample. direct: labor coses of employees in Edbon 
d.e~.nts .... h1cb. provid.e 1denclf1&ble suvices to ehe Hold.ing 
Coaap.ny will 'be d.1reccly charged. based.: on the employees • wage 
rac ••• 1nc1ud1ng &11 labor 10&d.1.ngs. Ihe majority of ehe direct 
coaes of the Hclc11ng C<lmpany will be &lloc&eed. co the 
subsid.1&r1es based on ehe DNl.c1-f&cto~ f'omu.l.a diseussed under 
Seep' -3 ~low. Cere&1n coscs .. such as expense. rel..a.ced eo che 
ese.blishment of elle Hold1ng, Company ~ will noe b. allocated. to. 
dne subs1d.1&ries. . . 

o 'the second. seep' 1.nvolve. allocating 1x1direct: coses of corporaee 
func:1ona which 'benefie more than one &cei.viey b~t are nce: 
sepArately 1d.ent:1f1ab-le.· In<11rececosts, ' .... h1ch are funce1o'C1.1.tly 

I • 2 
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related. will be alloc.a.t:ed. baud. on cau.sal or benafic:!.ary 
relations-hi:pa. For example. 1:he cost: of shareholder' servi,ces 
will b. allocatod. based. on. equity 1nvest:ment md ad.vances to 
-subdd1.aries • 

o the CQird. step consists of allOCAting remaining indirect coses by 
& formul.a. represenc1ng the overall activity of e.&<:.h sul)sid1.u:y. 
'the formul.a. will b. based. on each subsidiary"s proport:ionace 
share of (1) tocal assecs r (2) operating' revenues. (3) operating 
and. m&1ncenar1ce eXlleuse. and. (4) n1Jmber of employees. 'the 
fActors included. ·tn eh. formula will be reviewed in. conjUnction 
with. .ach generAl r&te case .. or as app.lic:able in int:erven1ng 
y.&rs. 

Fw.ly loacled. c:ompenu.t10n .nd. expenses of the sh.1.red. co~orat:e 
officers (1nclud.ing t:heir support: personnel) will be allocated. eo 
che Hold.f.ng Company bued. ul>On. che higher of (l) f1ve percent: or (2) 
ch. allocation percent:age derived from ap~licat1on of ~ .. 
muld.·f.a.c:tor !ormul.&· d.1scua,sed ,above. 'the allOCAtion' percenea.ge 
will be revised. .. necessar,y in. order to appropr1&eely reflect the 
execud.ve. ~ overSight prov1dad.. 

. . 

I - l 
.. 
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II. IUNS'fERS or Assm. CooDS OR; SEBY,ICES 

A. ~enenl 

'Ib.e purpose of the corporo'l.e. t:ransfer pricing po11c1es and. gu1d.U.nes 
1n ~s section is eo assi~ a mone~ value eo all assees. goods or 
services eransferred. becween. Ed.ison. the Holding Company. and :hoe 
nonue111t:y subsid.1&r1es. The tt.msfer pricing method.ology Yill 
lD&int:41u npara.t:. accountability of the vario\1.S .ne1d.es .and. Yill 
ensure 1:hAt: er.ans .. ctions becween. utility and." nonue1l11:y .affUia1:es 40, 
noe h.am the ud.lit:y or ~es customers. 

'the objecd.ve. co be achieved. in accounc1%1g for eraufers, betwe.n 
sUbsid.1&r1e. 1%1volve the a.ppropr1&t:e (1) id.antif1cae!on. (2) valuation • 
.a:a.d. (3) record.1xl.g of t:r.allSact:1ons between. Ed.1son.. t:he Hold.ing. Company. 
~d. the' !,-onut:11i1:y subs1d.1ariu.· 'there are thre. ge'aeral t:j"pes of 
ttansfers that vtll oecur: ' , 

o 'transfers of assea orr1gb.c:.s to use assea'. 

o 'transfers of goo<1s or nJ:'Y'ica. pro<1u.c:ed. .. purchased or' c1eveloped. 
for sal.e. 

o 'tra:nsfer of gooda or serv:tce. llQ.t prod.w:ed.. pw:chased. or 
daveloped for, sale. 

't'ranafers of una or r1gha. eo- 'use a.saGes and cransfers of good.s or 
serv:tces pro<1u.c:e4. purchased. or dave loped. for sale vtll b. priced. &e 
fair tUrkec value'. Transfers of goods or .erv1,ces ~ prod.uced.. 
pu.rch.ued. or 4evaloped. for sale will ~ priced. &.t: fully load.ed. cost: .. 

1. Ident1f1c:a1:1on~ 'transfers of' assees 1nc:lud.e er.ansfers of t:.mg1ble 
real or persona.l prope~ &nd. 1n~g1ble propercy used in. .& tr.ad.e 
or budne.s. Transfers of usees wo includ.es' long-t.m: dghes 
t:o us. usea wough leu. or oth.r a.rrangemeues in excess ot on. 

". yu.r., 

R •• l propertY tncludes: 

,.0 Land. 

, , 

c> Iraprovelllena 

o M1neralr1ghcs· 



• 0 Au.eomobiles 

•• 

• 

o Pove~ operacad equipmene 

0'.' Compueer hArdware and. r .. laeod. so!ocwuo applic:&t:io'rlS 

o Copyrlght:.s 

o Pacane r1ght:s 

o 'trade .. ec:rees' 

o Franc:h1se. 

o R1ghes eo· aceess cuscomer file •• 

Example. of intangible Assets chat: may 'oa transferred inc:lude patene 
r1ghcs t:h&t: &d.sa· ou.1: of research and. development: ·progruw. pole 
ae~ane r;gnes •. and. ~t:& reg&rdtag Ed.1son~se~eomers • 

2.. jTtluat:1on; 'Iranafers of ... .Iees Ol: r1gha co- u.se u ... e.. \I1ll be 
valuecl at c:ur.reuC fair II&X'lcee value"" which will b. determined. 
~oushmeChodsa~propr1ate fOl: the &Ssee~ Examples of methods ~e 
111&,.. b. used.' inclu.4e: -

o Appr&1s~ from qualified.. tudepe~ne .. ppr&1sars. 

o Averag1ng bid. &1'1d. uk price. as. publ1shad in 'aewsp .. pars or 
tra~ j oura&la~, . . 

o· Coud.uee1ng markee surveys. 

'th. d.a.eerm1n&don of f&1r III&r"t v.alu.a muse be ad.aq\l,&eely 
documen~.d. eo &Ssur. that: .. proper aud1Ctrail exisea. 

lib.ere pr~w:t: r1ght.'1.. p .. cenes.. eopyrlgb.es. or s1m11ar leg&1. dgb.cs 
are a&nSferrod from Ed.1.ton to- th.· Holc11ng CoIJll)U1Y or any of 1ea 
1lonud.l1T:';f subs1d.1&r1e.". .. royaley payment .may be req,u1red eo ensure 
t:h&e raeepay.rs reeetve a'Ppropr1aee c;ompans&t:1on. Sw:b. royalt:y 
paymena .. hall b. c1aveloped on .. e&:aa-by-cu. basis. 

!c11son v:Ul malee availAble eo Q,F"s. 1n!ormatian suppUed· to =.,t' 
df1l.1&ea .. s required by om No.2 .. 

It - 2. ., 
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3. kl:0rd1Dg; 'transfers of usee" or r1ghcs eo use assees will be 
re~ord.e<1 through & 4i:ece charge basect: on currene mukee value eo 
U1e 1:'ec1pieuc of U1e Cl:ansferred U$et:: Hovever. in ord.er Co ease 
a.dmin1.s'Cr~e1v. bu.:rc1ens for 1izzm&cerlal cr~fers.. if the book va.lue 
an4 es~ee4 currene marke: value of & cransferred asSee are e~UAl 
eo or less chan $lOO .000. the cr.ans!er may ~'.pr1ce<1 a: cost &: 
the 'Cr&nsferor's opeion. ' 

'there will b. an. excepdon e() che above policy if the assee is 
o.ing ttan.sferre<1 from E4ison or a, ue1l1ey-rel~eed subs1di.uy .. .nd 
the ese1;m&ee<1 m&rue v&l.ue of che assee is ,less than t:he nee beok 
value.. In such 1nsances. the. tt.msfer will be. recorded a1:. nee book 
value.. 'rhS.s policy will ensu.:re thae the udliey is n()c 
<1is.adv4nuged. a.s a result of .any transfer.. 'If the &.Ssee hAs 
appreciaee<1 in markec v&l.ue since ics acctuis1eion by the uCility. 
c.":!.e uellity will receiv. the benefic of the apprecu.eion. 
Conversely. if the cur:enc markee v&l.u.e is beloW' the nee book v.alu.e. 
che ue111:y vill nonethele •• receive full net: book value for 1e.s 
usecs. 

c. 'tranlferl ot J99d;r or ury1ce;s produced. pu'£cbu.d or sSe",loped for 
.ul.L. 

, 1. Idt:Dt1t1s&;ioD;" 'transfers of goods or services produced... purchased. 
or developed for sale includes those goods or services 1neended for 
sue 1n the no:cuJ. course of th.' suhs141uy" s business.. CEd:!son's 
only service produced for sale is it:s regulaeed. uclli~ sU,,\l'ice .. 

, 'therefore.. Ed.1son generally would. noe have : cransfers of goods or 
serv1c.s'~e would be priced. according ~o the'gu.1dal1ne. oue1ine4 
tn eh1s sub.ection.) 

Cooda ,or .ervic.. pr04w:ed.. pureb&sed or· developed for sale cou.l<1 
Ulclud.a:' 

o ColIIDercial paper placellleuts 

o Facil1~ operaeions and lII&1neenance services 

'the above goods or .ervice. would generally be cranst.rs :from one 
llOnuc1l.1t:y subsid1a:ty ~oanocher.. Cood.s or s.rrl.ce. produced.. 
'purchased. or developed for sale would. Usu.&Uy be the prod.uce of 
resources whiCh are planned and dedicated, to providing the goeds or 
•• rvice •• 

2. Yalu.eton; 'Iranafers of goods or .er.r1c .. produced" pu.:rchased. or 
developed. fo~ sale v:LU be v.lued &e curre""e fair m..ark.e value. 
For purpose. of applying thb policy., fair marlcee value T1IA.y be 
balled upon: ' .. 

,0 Ret.r~nce to, currene., realizable values. tn comparable c&.sh 
transactions . of similar goods or services 'beew.e"" 
non-affiliated" par~iu. . , 

II- :3 
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0. Ptiblishe~ pric.s • 

o aa~.s .seaolishe4 by & regul4eo~ agency • . .-
'tha. c1at.rmination of, fur m.a:1cee valu. must be .a.c1,,~u.a.tely 
documented.. 

3 .. R,s;g:ding· Transfers of goods or services proc1uced.. purchased. or 
devolop.d. for sale will be recorc1.~ ~ougn & 4irect chArge to the 
r.cipi.nt, b&S.~ ,upon th. currene market valu. of the good.s or 
servic.s; ,.. . 

l., Id§ndf1sation: 'tr&tl.Sf.rs of goods or seMc.s ~. produced. .. 
purchased. or developed. for sale. r.pr.s.nes goods or s.rvices 
provided thae are 1ncid.eneal. eo. the main business of the 
provider of th. goo<1s and. sal:Y1,ces. Examples would. 1nclud.e: 

o Coat of services provid.ec1 .by E~1son. to. the Hold.1ng Company or 
the uouud.l1.ey suba1.d.1ar1e •• . . 

0. D&1:& proce~s1.ng •. 

0. Inc1.dancal U$e of vehicles or office spac •• 

In1t:i&l.ly ~ corpor.e. fw:1ctions s\1Ch. as shu.holder seM<:u .. 
corporate accoWlting and. .consolidaeion. and corporate planning .and. 
buc!g.e1ng will be pedomed. for the Hol<11ng Company by Ed.ison 
employees. In &d.d.!.don. t:he t1Ouuti11t"j subs1.d.1aries may conc=.a.ct 
w1t:h Ed.1son for the s.rvic.s of. cerca1n suppore p.rsonnel in ehos. 
1ns~.s wh.re it is no~ pr&c~e&l for the subs1d.1~ to have its 
owu adminbtrAdv. staff. U •• of Edison employe.s by ~. nonutil1ty 
subdd.1ar1es, w1ll require approval of the appropriate Vice 
Presid.ent. In aclc:U.eion. 1nd.1v1d.1.\&l. Ed.1son .mploye ... will not sllend. 
1II0re than t:hS.~ percant of their eocal atm\J.&l. hours in provid.1ng. 
s.rv!c.. to !:h. non\,\c1l:Lcy, subd.c1iari.... 'th •• e crans.ccions u. 

, .. ___ covered.' by 1:h. ,eran.s!.r 'pric:tng S'dd.el1nes c01:lt&1ned. wi~n d.\b 
sub.ecdon. . 

2.V1lul1:iou:." 1':ransfer.s of good..s or services noe llr04\,\<:e<1 .. pw:chAsed. 
or d,eveloped. for sale vtll be val\,\.d. .1: fu.l.ly load.ed.' cosc •. 

3. Rtco'tciiDC'" trmsfers.w:tll be recorded WO\1gb.· the folloving 
ehr •• -S~? procesa: 

............ 
,. N,. ~ .. r, 

• 
U .4 

.. 

, 
'~ ., ..... 
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1. Step -1· 
ioos15 9];' 

COSh' Will be di];'te:1y a,=1gned hO 
3eMc;es a ;0 She e:g;ene p;ae,;1s;iI~ 

eht \lser 9 f :h, 
Direct: charges 

include: 

0- Pires> tAbor co::Jti~ 1ncl\ld.1ng appl1c;able lo.ac:11nss. 9f 
employees in Edison depar~enes which provide 
ident:1!1.1.ble s.rvicest:o-' the . Ho.ld.1ng Company or ~e 
nonuc1Ucy s\l.bsid.1aries ~, This cow.4 include personnel 
in deputlllenc.s such as:. . 

o· Aud1t:s 

o Corpor,a,teAccoWlc1ng 

o Corporat. PUmdng,.and>Budgecing, 

. 0. TAX 

Direcc labor coses will be bas.d on the wage races of 
assigne4 employees 1nclud1ng sup.rvisory and S\lP'P0rt: 
personnel and the act:\l.&l n\llllb.r of hours devot.d to 
providing the s.rvice. Labor loadings include paid time 
off.. payroll ~.. and pensions . and b.n.f1t:s. 
Applicabl. admin1s~,a,~v. and general 10ad.1ngs are 

"--allocated to notN.til1cy subs1d.1ar1es through the 
general mult1·factor alloeat:10n procedure. A five 
percent mark-up- will be added to· the fully loaded labor 
cosc of EcU..son .ms>loyee •. prov1ding d.1rect urn.cas to 
the nonuc111cy subsidiaries. 'th. five ~ercenc marlc-\lp 
ensures mat: all Wl1dentif1ed cost:.s.. if any. which. are 
related to nonuti11cy operations are ch&rged. to the 
nonuc1l1cy s\l.bsidiarles. ' .. 

Facility coaes .associat.d v:f.t:h p.rso=el prov1c11ng 
services vtll be bas.d u'Pon recorded fac:tl:tc1es coses 
1:nc::lud.1ng cv.rr.nc race· of r.~ on £d.1son fac1l1cies 
Used. t&bor 10ac11np will be, recovered. through & factor 
a'PpUod to D12:ecc Labor Cosu.' . 

o PyrShuu of goods and. s.rvices 1nclud1ug: 

0- Macer1&ls ~ .includ1ng' a'PPl1cable supply .xp.nse 

o Office su-ppl1e.· 

o Outside &ud1cors P fee. 

o· Queside 1.'&1:£ .... 

o Reguof'nd Paymenes such u:-
0- Inco .. e cax •• 

o Prope~ eax •• 
II' - S. 

. , 

... 
~ 
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APPENDIX C . 
o 7,h:tcle and: Egyipm'n; COSh" whichw1U b. based. on. 

us.:Lge of: 

o T~~porc.c1on vehicles 

11. Step .2- Indir:ct >03;' for c2rpoI3t, function, performed 
by Edhgn will be alloeated og Sibe bASh of SAuSAl or 
b~efic14tY t,lat1qnsbtps. Indirec~ cos~s rel.:Lce to 5hared 
corpora.ce f\mc~1oN for ..,h1ch. 1.~ would. b. 1mpr.aceieal or 
unrel1.4bl. co record. actual e1me 1.ncurred. 

Indirecc cosc.s which are !1.l:lcdowly relaced. will b. 
acc\UlNl&ced. inco homogeneous cost pools &l'1d. allocaced on 
the basis of c.ausal or benef1.c!.&ry rel&c1onsh1ps. the 
alloc.,ced coats vQ.l include ,lAbor 10a41np and. & ret:w:'ll 
on uo5e1:5 \IS.d. in prov1<11ng service. Examples of 
1.nd1reec . cosa and. fac~ors that vill be us.d. ~o· alloc.a~e 
dlem include: 

o tqpfey investment IDd 'dyAnce, to ;tibs1diAbies co 
al1oc.ace t:he coat ot: ,providing serv1ce of uc1l1cy 

, organ12:&t:10ns. such ...,: 

o . Sb;&raholder Set"'rl.ce. 

o NumbU' of employ." CO allocace ·t:he cost: of provi<1ing 
servic. of u1:111~ orsantz.,1:1on.a .loICb. as: 

o PayroU 

~ ~ag. and ~ 

o Employ.a Recorda 

o Pen.s1.on Invescmen1:.S 

111. StJp .3; RemAining indfrest 'ost3 will be alloCAted bv A 

fs2rmula rtpx:ntDt1ng W' gytnll aet1yiltY of ueh 

. 
'Ihos.1nd.1r.ct costs !.nc:urred. by E41son ~c c&:enOl: b. 
&110<:&ce4 on eb. baa1. of., spec1.f1c rel&eed. f&c~orw11l be. 
apport:1oned ~ed on & formul& wbiCh r.flects the .over&ll· 

,.~ ~' ... level of &Cd.v1ty of each suba1dl.axy., . 

,,> ..... ,,10l0i __ ... ' ., 
II - 6-
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Th. fomW.& will b. b&Sed upon each subs1d1~ry' s 
proponionaee shAre of the following f.aceors:: 

o 'row ASSee.s 

o Operaeing and M&1ntenanee Expense* (exclud1ng cost of 
sal.s and inc om. eaxes) 

, 

0- N~r of Employ.... (including, .quivalent personnel 
of affili&ees provid1ng d!r.ct servic.s) 

'there vUl be an equal weighting of • .ach f.actor thereby 
r.cogn1%ing aach. sUbsidi~~s pon1on of overall corpor.ate 
&etivity as measured. by total financial, resources. 
r.vefl.ues ~ cost of operations. and: employee forc.. !he 
couzpos1ee of the &bcv. fac'Cors will be us.d 'Co ~locat. the 
fully lo..d.ec1 coat of Edisou d.e'PUOIeue.ssucb. £.I.: ' 

o M&111ng, . 

o 'r.lecommun!eae1ofl.S 

The mule1-factor fo~ Will al3o'be used eo allocate eo 
the various sUb .. 1c11&r1es the majorit:y of the' direct 
corporat. cost:s of the Holding Company. 'this wou.ld ,i,nclude 
such coses &S f.es anc1 .xpenses p&1d for m •• tings of the 
HOld.1u'g Company's board of c1irec'Cors. and. labor c~ges and 
relat.d. ben.fies for Ed.1son 'P.rsounel who provide services 
wh1ch are d1r.cely chal:ged. to, the Holding Comp.any. Cerea1n 
coaes, such &S those r.lated. to the establishment of the 
Hol41ng Company. and. acquisitiou and. d.evelopment 
ace1v1t1... will b. ab.orbec1, by the Hold.1ug Company and. not 
allocated. to, the sUbsid.1ar1es.' 

. ' 

.... Operaeiug an4 Hdntenanc:e Expeu.ie includes all laboreoses of 'Personnel of' 
affil1&'Cu .prov1cU:o.g direct serv'1ces~ ,eveu 1f.class1f1ed. \lnd.er cost,of s~.s· • 

-- .. ~_ - .1 

" " ....... -... , ......... '" ~.'~ 
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1:1. nm;RCQMPANX ,mINCS AND PAYMENIS . 

A. CenerAl 

3illings for incorc0mt:lany tt~acd.ons sb..a.ll be iss\Wd. on &. dmely 
basis with sufficient: dewl provid.ed. co assure an. ad.equate aud.1e. trail 
&net enable the prompt: rdmbu.rseunt: frota··tho recipiene ,of t:he us.Cos. 
goo45 or services. 

3. tns.reqmpanv B1111ng, 

Intercompany billings issued. for cransfers of asSeCS 0- goods or serv1ces 
will be accomp&n1e4 by supporc1ng 4oc~ones. Iransfer pricing 
co=puCAcions muse be 4o~ence4 ~ or4er'to facilitate verification of 
meeho<1.s u.sed. ,co compute, cost or fair markec v&l\W of transferred. 
&.SseCS •. good.s or seMCes. Costs inc:u.rred on behalf of the Holding 
ColIIPany or & nonud,li~ suba141uy will be ac:C'WINlated.. priced. and. 
billed. in an eX'Pe<11e1ou.s m&mler co enable dmely p&ymene. 

In order to stmplUy the accound.ng entries required.. only the ne t 
nonuc11iC"J porcio'll of Edtio'll's shared. resources will generally be 
alloca.ced. co the Ho14ing Company. None of these coses &re to be 
reallocated. to Ediso'll. Io ehe exeene practic:&l.. shared. 'coses will be 
billod. d.1recely by Ed.iso'll to the nO'lluc111cy subsidiaries on behalf of 
the Hol<11ng, Conrpany~ 'Ih1.s poUcy will ereace a simplified and more 
<11rect au<11e 0:&11. 

lJ'nd.l Ed1son's nen general r&.ee c:&S0 procee<11ng •. Ed.1son's' Electric: 
aeven\W' Adju.stmonc Mechax1islIl ("ERAKIt) will '00 c:re<11t:ed for 'the net 
amoune of Ed.ison 'coses billed. to the Holdirtg,Company .and. the nonut:ilit:y 
sUbsid.i&ries. Ibis will include the cose of servic.s~requeseed by the 
nonucility sUbsid.i&ries. and. their alloe&ble share of hold.ing company' 
coses. However. coses inc:\l.rX'ed by Ed1son on behalf of the Holding 
Co=pany and. tho nonueiUty sUbsid.1&r1es th&c were nevor incluc1edin 
Ed.1son/s cost of service w111 noe be crec:U.eec1 to- ERAM. It is E<11son's 
responsibiliey to demons trace such expend.ieure. were never 1ncludad in 
custolMr races. 'X'h1s proced.ure w1U Wure th&e Ed.1.son·s rAtepayers 
ar. Doe-' c:h&x'gec1 for the eo.:c:s incurred:, by Ed.1son and. bi11e4 to the 
Hold.ing Company and. the subsid.1.&rle •• 

c. ID;e;sompaDy Paxm'D;S 

Payments for &.Ssea.. goods or service. received from an. affiliaee shall 
be m.a4e w1thin thil:cy (30)' days &feer reco1pe of' the invoice ~ If 
reimbursements Are noe received. by the paymen.t due dace .. l&.to charges 
w111 be &.Ssessed. by the billlng. c:olIIPany. Intercompany billings .and. 
payments will be &.dequately d.oC\Ul8nted. so· .th&t an au<11t crailenses ?;o, 
fac111uC& verU1cac10n. ot the ·accuracy and., completeness of ,all 
bUlings and ro1mbursall.n~., . 

See . Sec~1on IV/for blll1ng, and. paymenc; procedures~ appl1cable to' federal 
a'Cd. sue':', incoae ea."'Ces ~ 

III- 1 . 
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A. Ge'Qe't,d 

Ie is lila Hold.1ug Comp ... ny,s res'Pons1b1l1cy co fUa c:otUol1<ta:ad. fedAral 
.ud. .s~Co 1.nc:ome ax. raeurn.s 'WMen iuc:lv.c1e lila suhs1d.1ar1u' e.x.abl. 
income. !he ~ 1i&b11i~ or benefic resulcing from the suhs1d1.r1es· 
1neome or losses is pas.sed. ou :0 the subsidiary co coincide wich :he 
Hold.1ng Company's p&:r=ene of ies ese1m&eed. eax 1nst:.l.l.lmeues. 

!. Insorn. IAx Allosat1on M$;hodolotr 

!h. "scand alone" method. will b. used. co eODlput:e :he income ~ .xpense 
of Ed.1sou and. :he other sub.1cUAr1ea. A. subs1d.1cy with a nec posi:1ve 
~ alloe&~10n will pay the Holding CoDlp~ the 1'..: amoune alloe ... cod, 
'Wb.11. ... subs141&ry 'W'!.1:h ... nee negat1ve :.ax .11ocac10u will reeo:t.ve 
currene pa:r=ene from the HoldJ.ng Company in the amounc of '1cs uega.cive 
&l.loe&d.on.. !he p ... ymenc lII&d.e co ... meUlber with .. ax loss will eq,u.a.l 
the :&IIIount: by 'WbJ.c.b. the cousol1<1&e.d- ~'!.s reduced. by 1nclud.1ng :he 
.nc1~f's nee corporace eax loss ~ the conso11da.ced. tax re~. 

!he ·s:.anG. alone· basis 'of incom. :.ax allocad.on req,uires thAc each 
subs1d.1.a:y accounc for 'the bX. effec:;s of'='. rev.tN.es, deduet:ions. ,and 
cred1a for 'Which 1c 1s responsible. 'No member of :he conso11c1a.t:ed 
group 'Will be allocaced. an amounc for income taxes 'Which is grea:er 

, 1:h&n the income t:aX compueed as if such member had fU.d ... s.para:. 
recum. !his =.thod is in ... gre.mene with :he CPllC"sescabl1shect policy 
for income ax,' &1.10C:&C10'O.. u <!1.scussed 1n Decision 84-05-036. 
resuleing f:olll Ordar IMe1cuC1ng Inve.c1g ... cion No. 24. 

c. '1111'Qg and ?aymen~ Procedures 

!111ings for f.4eral and seat:e income eaxes will 1ncl~da &11 supporc1ng 
e.a.l.cula.Cious co. fac:1111:&ce c1mely paymenc., Esc1m4ced: co: 1nsc.a.llmenC$ 
Are paid co. ~e Incemal Revenue S.~c:e and che California Franchise 
1'4 .&o&rd on :he ftft:e.n1:h. <1&y of April. June ~ Sepcemb.r" and December. 
A f1nal p&ym.ne 15 due by Ma:ch l..5, of the follow1ng 'Year. Paymenes 
ma<1e by Cie .ub.icl1&r1..!or their ax. 11 ... 1:>111c1.. (or p&yme'O.t:s 
received by S1.aba1d1ar1 •• for cheir axbenef1a) v1l1 coincide wi1:h. the • 
1nst:&llmenc :ax f1l1np;" 

' . 
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v. IINANCTAI. REPQRIINC 

A_ <i§nerAl 

All subs1d1ar1es are expec~ed eo provLde, ehe monthly financial 
infom&~10n necessuy to compile ehe Hold1ngCompany's con.sol1~tad 
f1nanc1.al s1:&1:emencs and. to- comply.w1t:h o1:her reponing requ1remena. 

~. F1pane1al Reportipg Requirements 

'Ihe f1nanc:1&l 1nform&1:10n eo be repor-:ec:t by ehe, .subdd.1ar1es is to 
include .. bu.'C is not: necess&rUy 11m1eecl eo.., ehe following:' 

o !&lanc. sheet: . , 

o Caah now Sl:&1:camen~ 

• 0 Ineerest: coverage <1&1:& 

. c. Reponing of Inte;sgnman.v Iranust1gns 

0- ' Inearcompany 'Cr..nsfus of' assees.. goo4s or services 

0- In~.rcompanyborrow1ngs 

o Intercompany rec.ivables and,., p&ya.bl.e. 
, . 

_. __ ",,0. ,. In~ercompC1y revenu.e. and exp.nae. 

0- In~ercompany tnt.r •• ~ 

o Iden~1C&t:1on of utU1ey employe •• · wh1~' . 'Prov1~ services to 
&ffllat: .. 

lb.e n&tu.r. anc:l tems of tran.&eUons beew .. n Ed.1son.. the Hold.1ng 
Compmy.. and 'the nonu.t:il1cy subs1d.1&r1 •• 1N&t: be fully described:. 

. . 

V .. l 

~ . ., .. 
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!he financial repor~ing and 1u~ercomp&ny cransacciou informacion 
forwuded by elle subsidiaries musc mee~ ehe followi.ng spec1f1cae1ons: 

l~ Cgnd.;sSSIDe t'omA::" Ihe forma~ of elle :f1nancial inform.a.cion 
subm1~eed by ea.ch subs1d1UY will be d!ct:&t:ed by t:he Holding 
Company' s repor~1ng req,u1.rem,tt1:S. !he capt:1otlS and. organi;a.c1on o·f 
ihe subs1~ f1naneial sta~.m.ncs mus~ conform t:o Che present:a.t:1on 
ut:1l1zed in. ell. Hold1ng Company". exee:nal, financial staeemenes. 
filed. wit:h. the Secur1ue • .a.ntJ; Exchange CouaUssiou. 

2. lime Copsbnfne,: Subs1<ituy Coarp.aniu' f1nanci.al. 1nform&e1on must: 
b. subm1e~,d 'Within the dome couso:a1ncs sec f07: the Hold1ng 
Company. Conformance V1th the esubl1shed .e1me f7:ame 15 nqu1red 1n 
order co m •• e the deadlines for preparing· consol1d&~.d fin.a.neial 
st:&eeme~c.s and compud.ng consolid&~.d 1ncerese c:ove7:~gera.t:1os. 

3. Cqnf9cn,mce w;1t:h qM?: Ihe managemene of eac:h sub:sid1uy' 15 
responsibl. for accumulat:1ng aad prepar1ng financial 1nformat:ion 1n 
accordance with generally a.ccepced account:1ng principles (CAA2) 

. apl>l1ed ou .. cons1scen~' basis. Year-end audiced f1n.ancb.l 
st:&t:.m_ucs are 1:0 'be ..ccompan1ed.. 'by !lOCes summariz1ng 5ignificant: 
ac:c:ounetng policies and oeller d1sclosures required by CAAP to mAk. 
Che f1n.l.nc:1&l sucemenes more mean1ngf~ • 

. 4. R,;UfAbOrru'pcin: Ac:c:oundng pr.ac:c1cas mandated by 7:egulaeo:y 
asenei,s are co 'be observed when the subsid.1&2:Y is wit:h1l:l the 
agency"s jur1sdic:uon. In ac1d.1t:1on~ sub~1d1ar1e.s· a7:e Co. c:omply v1.th 
t:h. report1ng" requiremarl.1:s plAced on t:ha Hol~ CorApany by 
regutacory agenctes. Info:=.Cion regar~ 1n~_r~omp&ny 
eransacuona DNat be pre.enced. 1XL .. fo1:l:l. and. 1U.NI.er wMc:n will 
.... 1s~ in.. the regulatory rev1ev of· cho.. eranaac~io\U ~ 

.. ... . . . -."-."'~"'.--" 
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A~ , c,norAl -' , 

Illt:ernal. ACCO\mt:1ng concrol..s will' be 'ma.1nt:d.ned. by Ec1i3o'O. and t:he 
nonud.Ut:y s\l.bs1d.1ar1es co provide. re.uonable a,uurance t:hac: 

1. Illcercompany cransacc10M are execuc.d in. accorc1an'ce with 
m&t1&gomene' oS AUCl.OrU&e1o'O. ancl properly recorded: .. 

2. Subsidiary use Cos aresafegu&rd.ed .. 

3. Acco\lXl.Ung. l:ocord.a may b4t ro11ed ~on for t:b,e prepar&d.on ,of 
f1n&ne1a.l sc.&c.mellCS ancl other f1n&nc1&l ,1n.form&e1on. 

a'. '!nt;'DlAl Control' R'01;tnment;s 

!he 1ncernal' a.c:counUng con1:rou include :ae follov1ng elem.tl.1:S ~ '. 

1. Dgswupn>ed P'ros'sruIe': All ACCOunt:1ng' po l1ebs and proc.dures for 
+a:a:a.s&c'C1on.s 'o.ew.en. cl1e ue1licy and. 1lOnut:11it:;" opera1:.ions will. be 
fully doCum.llC.d.. 'the sUbsicli+a.ries Will develop- che uec~s.s ... ry 
proc.dures .nd con.ero~ co .~ure adhere'O.ee t:o ~ corporace 
policies. Meuures must: be ealcen eo' .naure . th&c ch. procedures are 
mact. av&U.&'bl. eo· and. are observed.' by all employees. Those 
procedu:z:e. will 'be refined. &oS necessary cO ''O.S'I.U:O 1:he &<:cur&CO and 
coarplece recording of all C'a.ns.acd.o'QS. ' 

2. ieeoX'd Hainee'QADse Record.s v111 '0. kept: by each subsid.1al:y· co 
S\Jbaeane1&t:e ia boob of ACCOunt: and. t~1&l. .eaCetHne.s. All 

~ __ .,., incercompAXlY C'&XI.SAcc1ons w111 be "document:ed. by r.cords of 
sufficient: deeail. t:o facU1e&1:e v.:1f1caeion of rel.vant: faces. 
transf.r pric •• are co be approvedbyt:he appl:opr1a~e 41v1s1on head 
md.wUl 'be 1II0n1~0~<1 co assura compl1&nc:a wteh o:an.sfer pricing. 
policies. 

In &d.d1t:1on Co acCOWlCing records. eac:b. s'@s1d.iary nll m&1nea1n.' 
ocher pertinent: records such AS minut. books r.st:oa books .. , r.por~. 
aDd. coxre.pondence ~ 'the subdcl.1&ri • .s.. rac.01:d.a v111 be re1:&ined.for 
Cbe period. of c1=e required by corporaca ,and r.gul&co~ (CPOC and 
~ record. recant!onpolic1e ... 

. , 
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tr~fers of ue1l1~ employe .. betw.en affiliates will ~ot come &t ~e 
expense of the utility bus1ness. and. w1llrequ1ra of:f:tcer ~;pproval. 

~. gmplovee Iran3fer Guideline, 

!he following guidelines will b. utilized. for employee transfers~ 

1. 'the st&f:f1ng of che ~ouegt..\l&ted.&f!111&tes will not b.' to the 
da1:r1menc of utility oper£tiona... '.~ 

2. In 1nst:ances where it may be d.as1r~ble to· move an Ed.1son amployee to 
an unregul:..tad. affiliate.. samor man.agqant a'Pllrov&l. of both 
comp&n1es involved. 1n the transfer W111 b. raqu1nc1 b.fore 1:he 

, transfer c.an. occur. 
, " 

3. Ed1sou 'employees w111 b. free to acce'Pt 0'1: rejact employment with.. 
the unregul&c.d. aff:tl1&c.s a:c.c1 no '1nvoluntary transfers will ealce 

. 'Place • 

4'. If an Edison employe. elects to accept & position with. a.n 
\m1'egul&ted. aff1u&te. h. or she vtll 'be req,ui2:.d.. to·, resign from· 
Ed.1son. 

c _ Rew!b'!nc of' Employ" . IIID,Un 

Ed1son will 'Provide to ~e Cal1forn1a Public ~ti11t1es Commission an 
annual reporc 1dent1fying nonclerical personDel eraa.!errad. f:om Edison 
to the Ho1c11nS Company or my of eM nonut111ty sub.s1c11ar1ea. 

. .... , .. -... ~--, . 
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:3. B'ldgs: tine: Subdd1u1es '\oIUl ' be respoc.S1l>le for .llo~.a.e1n5 
resources and. con1:rolling cosa. Bud.gecs will be prepa.red as 
required. for c~pieal exp.nd1tures~ 'operae1ng expenditures ~~d 
personn.l $e&ff1ng. Ibese budg.a will b. supp0r1:ed. by subord.1nate 
buc1gees 1n sutfic1enCdewl co be u.sed. as .. gu.1c1e c1u:ring the bud.gee 
period.. 

Ka:n&gers vill monieor bW'iset p.rfoX'lUnc~ and t:&ke accion. it 
'necessuy. to- conCl:ol eoseS. Bud.gees will b. u.s_d. .u .. tool to 
detect &Cd. provide eArly warning of vari~ces from ~l&nned 
expendi~.s. ExplanaC10ns for subseant1&l variances w1ll be 
provided. as soon as they are detected.. 

4. Aydin; ~ch subsidia:y lINSe reta1n auditors to, provide audited 
f1na:cc!al. sueements., ':the &ud1es m.a.y b. performed: by incemal 
au.d.itors or oueside pUbUc accounc.anCs. 'the decision 'Co us. an 
outside public aecouneanc or ~cernal audieors to satisfy the 
subsid.1&l:y;s aud.1t1ng requ1remencs res1das with the subs idiarj''' S 

Board of Direceors. ':!:h. Kold1n, Company has the ·righe eo 1n1eiate 
&fly au.41.e of aubs1d.i&l:y ace1v1e1es <te.m.d nee ... &:)". 'the cose of 
auditing sexv1ces par!omed. for nonuelliey s~dd1.uy comp.an1es will 
'be 'borne by the nonue1l1~ subaid1axy .. 

Incereolllpany tr~&c1:1o'C.S and rel.&tecl transf.r prices 'Yill be 
audited. eo e~ur. Chac policies are observed and thac potential or 
acOJ.&l deviac10ns are deeected. and.' corr.cted. 1n & timely an~ cose 
effici.nt' manner,. ':the C&l1.forn1&. Public trd.ltei .. Collllllbsion has 
seatutoiy &Umoney to -wpec:'t the books ~d. recorc1s of .. hold-ing 
company and. its 'llOuue1l1cy affiliat .... theyregarcl c:ansacocio'OS 
v1t:h..ds.. ud.ll:r:yunderma ~.uma e.ms as i.t· may 1M'Pect' the 
utt11ey~s books andrec:orc1s~ 
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SOO'IHER..1'.l CALIFORNIA. EDISON' HOLD INC COMPA..'ri 

CORPOR.A.tt POLICn:s- AND GtllDEUNES· FOlt 
AFnt.IA.U. 'tRANSActIONS 

Attaehment A 

lI.un1At,: An 1nd.1v1d.U&1 subsid.1.uy company' w1~:Ln the Rold.ing Company 
struceure. or t:b,. Holding Company ics.lf. 

Co:r;. of Sale;!: 'Ih' d.1rect eost of goods .sold during -.xl. ~c:c:oune1ng period (for 
tdison. c:onsisu of flal and. p\1X'eh&sed. pow.r exp.ns.s): 

hir Market: Value: 'the c:ons1d.era.d.on offered. 'by a will1ng pureb.&.s.r of an. 
u.s.1: :Ln an &:XU l.n~ tr&'D.Sace10n. i ••• , w1th & non-aff:tliated. 
purch&.s.r. 

l!a!ltv Loaded Co,;: Ih. value at wh1cb. a good or servic. is recorded in ~e 
transferor"s aceouneing recorda. Ie tnclu4es &11 applicable d.1rece 
c:h.&rges .. ,1nd1r.et: ch.arge" an<1ov.rh.ads. (S.e,AttachInent:S for a listing of 
~. componen.ts of fully loaded labor costs for Ed:1son 'lll?loyee.s.) 

. . 
ID~": An. uset: hAv1.llg no physic:&l uist:.nce. 'its valu. being lWe.d by 

th. rights md. &n.t:icipat:1ve b.n.fits that:· poss.ssion confers U'pon che 
own.r. _ ,Includes ~opyr1ght:.J ,. , paC.nt righcs ~ trada oS.crees. lic.nses • 
frmch1.su,. .cc • 

Nu Bgok Valu,: Th. orig1n.al cost: ~! an uset. reclw:ed.' by applieable valuation. 
res.rves and offs.ts Ce. g. aceWlNlaeed depr.cation.. def.rred taxes. and. 
un.a,morci::.d. !nvesQ.nt: bX. cnd.1t:s). ' " 

NsmMl=U:1ty Subdd1ane,: Subdd.1.l.ry coazpauies Qat: are esUblished. and. 
operaced. wholly &t: the risk of en. sha:.hold.er. and are not: subsid.1%ed by 
u~1l1~ rat.pay.rs. No~t:i11~ sUb.1~ profits or loss •• ar& ass1gned 
co. t:h. .ba:eholdars. Cs.. A~t: C for .!In.oz:ganization ehart of" 

>"'_ .... ..., 
' ... subaid.1&r:t.a.) _ "~,, __ .. ~.~,: . '-, -. . ' 

PIX'OPal Propt'rtir. Mo~able prop.rty or as •• u .uch as, &ueolllobUes.. equipmenr:. 
And furn1.cur... . 

&f;A1 P:qptrt::r. Land and land 1mproveuftcs. 1n<:lud!ng buS.ld.1ugs . ~d. 
&ppur1:en.mc •• : 

Ir;m:rtUI ot G9S>ds and Sam",,:: It.1IlS of lIl_rc:hand.1.s. or ·usefu.l worle prov1d.ed. 
, 'by one a!fU1aee eo another. 

Utility-Related SYks1sU"n'3: Suba1d1ary compan1e. th&e support: ut:il1~ 
oper&Cions. and wh1c:h provide •• rvice. wh1eh oth_xvi.. would b. p.rformed ' 
by Ed1son' 1t:.s.lf'. 11t:i.l1t:y-r.laced .wha1d.1a2:y prot1ts or losses ua 
auiFed. t:4> 1:h. raeepay.rs. (S.. AttlIchxnent C foran~ or9wzation ehart of 
sub$id.1&r1.s.) . ,-- . . .. 
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SO'C'.tHEllN CAX.U'ORNL\. EDISON'- BOLDINe: COMPANY . . 
CORPORATE POLICIES- ANI> CUIDEt.INES FOa 
~ 'mANSAcr.tONS· 

o ' P&1d T1me Of! 

o Legally ae~ad Paymen~ 

,0. Soc1&1. Sec:ur1ey (FICA.) 
0. 'O'MlIIPloymanc Tax (lVtA. & S"C'I) 
0. ~orkar~s Co=pe~&e1on 

0. Employee tr.a1n1ng Tax 

0. Pen.1on. and Bene!1~ 

o ReC1remenc Plan _, 
0- S1ckLeave Sever.anc:e Paymenes 
0. Seock Sav1ngsItlua Plan 
o GroU'p' Ufe Insuranc:. 
0. Employe. Nealen eare 
e- Dependane He&l~C&re 
o Fam1ly DenC&l 
o Vision eue 
o tong-tem. D1.sabUi1:y Paymenes 
0- R.eh&bUicae1on.. Expens. 
0. C.eeerie: Sel:V!ce DUeoUXI.e 
0- Employee Club. and Recre&t1on 
o Employ •• Mov1.ng !xpen.H .. 

'. "' ... 

c> F&e1l1ty eoses '. 

AtUlChrnent B-

." :the mark-up" o~ ~1v. percenc O'D. fully lo&dad 'labor eose ensure.. 1:b&e all 
\U11dand.!1ed eosb. U any~ which cerelaeed t:o nonue1l1ey opera.c1on.ce 
cb.&:gsd ~ 'the nonue1:t£ey' subs141.ar1u • 
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DONALD VIAL, commissioner, Dissenting: 
I strongly ~issent from the majority's approval of 

Southern california Edison's application to form 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 ~se.has come t~ a virtual 
standstill. As this commission emphasized in its recent landmark 
SOG&E holding company decision, 0.86-03-090, 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 their own 
investment diversification goals, or of continuing control over the 
excess earnings to pursue corporate~iversification objectives 
through unregulated affiliates. That is what this order is all 
about. 

As regulators we must understand that the interests of 
ratepayers a~ not the tocus of management's interest in creating a 
holding company. TO the contrary, ratepayers are almost totally 
dependent upon CPUC regulatory policies to protect them.. Yet, 
under this decision the most important tool we have tor protecting 
ratepayers -- our regulatory authority -- is seriously undermined. 
Much of the authority that the CPO'C has over SCE and ill 
subsidiaries as a regulated 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 order as 
conditions tor tormation ot the holding company -- to control or 
regulate the new atfiliate relationships under the holding company 
struc~~re. This erosion of regulatory authority becomes critically 
important when the holding company pursues, through·unregulate~ 
attiliates, activities which are virtually inseparable-from the 

- 1, -
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historical funetions of the regula:ted, vertically-integrated 
utility. 

One may assert, as the majority does, that the holdinq 
company strueture insulates ratepayers from the risks and rewards 
of non-utility enterprises. This contention may have some validity 
for holdinq company enterprises that are unrelated or far'removed 
from requlated utility services, but that hardly addresses the 
situation betore us. SCE has made it clear that it is interested 
in unrequlated diversification into areas of its expertise; that 
is, aetivities closely related to. its historical utility mission, 
such as the qeneration of eleetricity and the related services for 
the development of alternative energy resources. ThUS, I find it 
disturbing, to. say the least, when the majority-approved order 
seems to imply that the holding company is also,being pursued in 
the interest of ratepayers. The majority is more forthri9'ht when 
it openly recQCJnizes 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 regulation as a utility under a 
holding company structure. ' 

The majority claims that they fulfill their obligations 
to the ratepayers by the conditions imposed on the formation of the 
holding company. The majority's conditions for the formation of a 
holdinq company rely on aceountinqtools, access to the records of 
affiliates and so-called transfer-pricing standards to try to 
control cross-subsidies from the eleetric' utility's ratepayers to 
the unregulated holding company affiliates. These tools are simply 
inadequate. They fall tar 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 
tuDdamental responsibility to ca.pturetor a.ll ratepayers the 
economies of scale and scope tbatare embodied in'maintaining a 
reliable, vertically-integrated electricity netWork., 

z -
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My central point is best understood in the context in the 
Commission's landmark SOG&E holding company decision. There, 
contrary to. today's decision, we made the effort to. analyze in 
detail the forces pushing for diversification' among the enerqy 
utilities. The problems of requlatory authority under a holding 
company structure were carefully evaluated, in arriving at the set 
of regulatory and protective conditions that we felt essential to 
permit SOG&E to. transfer its assets to the proposed holdinq 
company, SOO Parent Co.., Inc. We knew at the time, as is obvious 
in today's decision, that the CPOC' was in its stronqest pOSition 
when approvinq the formation of a holdinq·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 auditinq controls, and transfer priCing 
requirements flow out 0.1' an adaptation of' conditions in the SDG&E 
decision to SCE. What is d'isturbinq, however, is the careful 
denial of the two conditions in the SOG&E order that provided for 
continued exercise of CPOC requlatory.authority over closely
related enterprises under the new holding company structure; 
namely, SOG&E conditions n\ll!ll:)ered 11 and 18. They deal 
respectively with QF relationships and.the difficult-to-qualify 
waffiliate paymentsW issue. As will be pointed out below, the 
om.ission 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. 

Onlike today's majority; the Commission in the SOG&E 
holdinq company decision sought to find solutions to the difficult 
problem 0.1' protecting utility ratepayers from.. possible adverse 
benefit/cost flows. of closely related affiliate operations. The 
Commission had been advised,. in earlier en banc hearings on the 
general subject of utility diversification, that under the best of 
circumstances, accounting tools and' physical· separations were not 
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suffieient to prevent hard-to-quantify subsidies fro~ flowing from 
a regulated utility to closely related holdinq company affiliates. 
We ~ere advised to capture the~ -up front- as best possible when 
providing for the formation of holding companies. 

While reeognizing the seriousness of the problem in the 
SOG&E decision, no. immediate so.lutio.n was available and the 
Commission retused to be arbitrary. We to.ok a eonservative course 
and ordered further hearinqs and investigation of the. issues, 
seeking a better grasp of ~gnitudes of potential benefit/cost 
flows adverse to utility ratepayers and looking forward to 
developing a syste~ o.f generie benchmarks for measuring and 
applying possible affiliate payments to. the util'ity 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 ~hile focusing on the- flexibility 
required in dealing with difficult affiliate relationships. As in 
the ease 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 ease-by-case 
basis when deemed necessary, a portion of the revenues of a closely 
related. affiliate o.f the holding company. 

Again, what followed the Commission's decision is also 
important to today's order. SDG&E decided. not to form its holding 
company under the conclitions imposed by the Commission,. citing the 
retention o.f CPUC authority to,attach revenues of affili~tes as the 
primary reason. Not surprisingly, qivenutility manaqement's 
interests in diversification, the word was soon out among utilities 
that the o~fensive retention of flexible CPOC power had to- go. 

In the reeent decision in,Ph4se II o.f the Pacific Sell 
General Rate Case, 0.87-12-067, the Commission's staff souqht t~ 
apply the SOG&E affiliates payment provision based on' their audit 
findings of specific proble:ms found in the utility/affiliate 
relationships. The AL'J rejected the ORA's proposal -as beinq 
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overboard. in failing to distinguish between a wid.e variety of 
affiliate relationships, but she called. for further hearings to 
better focus and confront'the problem on a case-by-case basis as in 
the SOG&E decision. The majority, over my dissent, rewrote that 
portion ¢f the d.ecision, effectively sweeping the issue under the 
rug, and setting the stage for today's order by asserting the 
sufficiency of monitoring access to records, accounting and 
aud.iting controls, along with transfer pricing stand.ard.s. 

It is equally clear that SCE in this crucial decision has 
become the stalking horse tor other energy utilities who are 
awaiting the outcome of toclay's decision reg-arding- the crucial 
issue of retention of essential revenue-imputing authority over 
closely related utility aftiliates. SOG&E has not lost interest in 
restructuring itself as a holding company. PG&E has recently 
announced a joint venture with Bechtel for independent energy 
development, although no particular interest in a holding company 
wa~ mentioned. The majority, in d.ebate, has attirmed that holding 

•
'.'~ company applications will be handled case-by-ease, but I remain 

skeptical as to. what that may:mean, given the crucial departure 
from the SOG&E d.ecision and the new pattern set by the Pacitic Bell 

•• 

ord.er and this SCE d.ecision today. 
It is difficult to interpret the failure to assert CPUC 

authority as anything less than a surrender of basie regulatory 
responsibility to the tree-market instincts of utility and.,holding 
company management. In this SCE d.ecision, the surrender of 
authority is especially painful beeause it is so egregious and 
unnecessary, even from the perspective ot! the majority. 

The paintul story lies in SCE's organizational charts in 
Appendix B, attached to- today"s decision.. There is one chart that 
d.epicts $g's eurr~nj: cQ;mpany subsidiarie~ with a listing or 
subsidiaries under two- c:ateqories,' *utility-related* and 

. *nonutility-related". Another chart shows what happens to th~ 
subsidiaries under the now approved.· holding company structure • 

- s-
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Under utility-related, for example, Mono Power" which 
supplies uranium to SCE for its nuclear plant~, is shown as a 
utility-related subsidiary along with several others. In our 
recent SCE General Rate Case decision, 0.87-l.2-066, these ""utility
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's earnings above the line. In fact, there was a 
stipulation to this effect by ORA in the adopted decision. With 
regard to the so-called ""nonutility-related"" subsidiaries, their 
tate was not dealt with in the General Rate case, because that 
issue was held in abeyance by indirect reference to the then
pendinq SCE holdinq 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 my questions 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 Wnonutility~related 
~igiahiesw that existed under CPOC hegulation. The chart 
depicting the SCE holdinq company structure shows them reorganized 
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-relatedW are these 
subsidiaries? Many of them are joint-venture QFs selling their 
energy generation to SCE or other subsidiaries 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? Today's decision 
actually accepts the utility'S classificationot these subsidiaries 
as Nnonutility-relatedW without raising a,single question .. What is 

- 6 -
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even more disturbing, the record of this proceeding is virtually 
barren of any sensitivity to theutiltiy's classification of them. 
as nonutility-related with reference to the loss of CPUC authority 
issue. At a minimum, this proceeding should be reopened to develop 
a record on the utili ty-rela:t:edness of the subs.idiaries for the 
purpose of exploring at least the e~ent to which CP'O'C 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 managers to spin 
off unregulated profit centers tor the generation of electricity, 
to participate in breaking up their own vertically integrated 
utility, and to leave the regulators with significantly reduced 
authority 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 number of large QFs, 
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. of capacity. 
Edison's contracts with these QFs date from the 1983-8$ 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 resour~es for electric generation~ 
Southern california Edison wa$ an early supporter of this goal. 
The commission felt that the proper path to. this goal was to- bave 

7 -
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ratepayers assume, through these fixed-price contracts, the risk to . 
new OF projects posed by uncertainties in energy markets. 

The QF *goldrushH which resulted trom·these standard 
ofters, coupled with the subsequent fall in energy prices, may have 
produced a situation in which electric utility ratepayers are now 
overpaying tor the OF power sold t~ 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 tuture OF affiliates from their 
current position as subsidi~ies of the regulated utility to the 
Hnonutility-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 Henqaqed 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-ORA. data request 
A-162; see also Appendix C to this order). Given the polieies ot 
this commission to encourage alternative energy development in our 
early long-term standaro 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 t~ the utility ratepayers. It is clear that,.. through the 
fixed prices in s.o. No. 2 and interim s.o. 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 ofters, ratepayers were no longer 
indifferent to the price pai.d to these' QFSi our current concern 
with and involvement in the SB 1970 issues, is ample testimony to 

- S -' , 
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'that fact. Because of the nature of the standard; offer contracts 
under which their power is sold, Edison's existing QF affiliates 
are not Waeti vi ties .. oooo undertaken wholly ,at the risk Of 

shareholdersooW They are projects in which the risks and rewards 
are shared between utility ratepayers and' sbarebolders. ~he 

Commission approved such a sharinq more for the broader public 
purpose of encouraqinq the development of alternative technoloqies 
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 find that 
Edison"s "current QF subsidiaries are wnonutili ty-relatedw.. 'rhus,. 
we should not allow them to become subsidiaries of the ,holding 
company, where they would be effectively beyond our'requlatory 
authority. For the reasons discussed below , it is especially 
important not to make such a chanqe while the future course of 
electricity qeneration is so much in doubt under still 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 relia))ility of 
the vertically-integrated electric utility. 'l'o the contrary,. in 
our updated and significantly revised OIR Z 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 enerqybe carefully integrated into 
the utility systems to assure least-cost electricity qeneration and 
distribution. In the face of present excess capacity problems, the 
heavy incentives of the past for alternative enersy- development are 
behind us. QF contracts for new capaeity has almost been brought 
to a standstill. The focus now is on important policy changes that 
could either strengthen vertically-integrated electric utilities or 
directly undermine them by abandoning or modifying PORPA in such a 
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way as t~ effectively deregulate electricity generation.. The 
latter course would lead to a separation of electricity as a 
commodity from its distribution, ultimately requiring mandatory 
retail wheeling by utilities -- a course which SCE senior 
executives themselves have denounced in national forums as a 
destructiVe course to be strictly avoided. 

Wi th 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 
sho\lld remain subsid.iaries. of the requlated 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 followingeondition: 

E-Sa Subsidiary companies which consist of 
qualitying facilities now under 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 
a~plication for Commission ap~roval if it 
w~shes to place such a sUbsid~ary directly 
under the holding company, instead of under the 
regulated company. 

The option tor new generation projects is especially 
important. Thus, the Commission should also have left open the 

, ' 

question of Whether to allow unregulated subsidiaries of the 
holding company to pursue new generation projects selling power 
to the affiliated utility" or Whether to require 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 attempt to answer the location 
question tor new generation without abetter idea of bow a more 
competitive market for electric generation will evolve • 

- 10 -
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We are hopeful that the bidding process which 
0.87-0$-060 established will prevent future problems with QF 

, . 

overcapacity, and will result in true ratepayer indifference to 
who generates power. However, the biddinq'procedurehas yet to' 
be tested. In addition, the FERC has been considering changes to 
its PORPA regulations. 

Equally important for 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 
testimony betore Congress, the president of this eommissionhas 
urged the FERC to approach chanqes in P'O'RPA and, ultimately, this 
issue of transmission access cautiously and with careful study. 
We urged the FERC to explore what the best structure tor the 
eleetric industry miqht be, before developinq ideas wh~ch will ~. 
taw define that structure. In short,. we have been telling FERC 
to go slow with market-driven concepts that may irrevocably and 

r.'~ 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 
electricity generation. Unfortunately, the majority, in their 
rush to accommodate the diversif~cation interests of utility 
managers, have plunged blindly ahead, and I fear have fallen prey 
to a ease of requlatoryschizophrenia. 

Rather than retreating from our regulatory 
responsibilities, we should be seeking to improve the 
effectiveness of necessary r~qulation under these changinq 
circumstances. In order to develo~ atlexible system of 
quantifying the cross-flows of benefits and costs and to 
condition our approval ot this application toproteet ratepayers, 
further evidentiary proceedings should have'been ordered. The 
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hearings would develop a system ot describing a continuum of 
'utility-affiliate relationships. 

Where the affiliate enterprise is closely related to' 
the requlated activities ot the utility, it is likely that cross
flows of benefits and costs. between the two. would be more 
difficult to control. 'rec:hnical 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 wbenehmarksw. the 
advantage that a utility affiliate would have over non-affiliates 
in dealing with the utility is clear evidence that the 
affiliation itself confers a benefit on .the enterprise. 'rhe task 
is to identify the source ot the benefit and to assign a value to 
it where transfer priCing, auditing and other controls are not 
adequate. 

The wrelatednessw proceeding and the subsequent case
by-ease application of the benchmark standards would assure the 

,-. ':\ ratepayer-protective role of the CPUC in determining' how the 
~ economic benefits of seale and scope will be shared between 

ratepayers and shareholders when unrequlated affiliates 
undertake a part ot the utility's traditional service 
responsibility. 

It 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 SeE 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 Commissioh when 

it creates a subsidiary. the Commission would review whether the 

subsidiary will engage in activities closely related or linked to 
the regulated operations ot the utility ..The benchmarks would be 
used to ascertain whether the cross-flows appear. to be 
ineviUU>le. If so, the Commission would exercise its ~uthority 
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to determine whether that subsidiary is properly placed under the 
r'!!qulated utility, SCE,. or directly under the holding company as. 
an unrequlated subsidiary. For example, based on the concerns I 
have outlined above, we should have required Edison to maintain 
its QFs as subsidiaries of the requlatad 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 requlated utility, SCE. 

There would be no need to employ indi.J::ect methods, such 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 unrequlated holding company and 
the earnings of its unrequlated affiliates. . 

policy: 
Specifically, I would have adopted the following 

NOn a case-by-case basis, the Commission Shall review 
whether a subsidiary is properly placed under SCE 
Holding Company or under the requlated utility,. 
Southern california Edison, when the Commission, in 
such a review, determines that the purpose to the 
subsidiary is to engage in activities that (a) 
cannot be carried out without involving the 
utility'S services and personnel in basic ways, Cb) 
require extensive application of transfer pricing 
mechanisms, and (c) are elosely linked to the basic 
services provided by the regulated utility.N 

NIf, upon consideration of these factors the 
Commission finds that the subsidiary should have 
been placed under the requlated utility but is not, 
the Commission shall investigate the imputationot a 
percentage of the subsidiary'S net revenues, 
determined on a case-by-ease basis, to the revenues 
of the requlated utility.N 
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company should. be operated as. a utility subsidiary 
or as an unregulated affiliate. 

These conditions would assure that the Commission could 
continue to balance the interests of ratepayers and utility 
management during the transition,O'f a monopoly electricity market 
into a more competitive one. Unfortunately, they are not adopted 
by the majority. My cO'lleagues express confidence that between 
'~e high road of protecting the regulated company's assets 
'~ough structural separations and the low road O'f intermingling 
the regulated company's interests with those O'f affiliates, SeE's 
management will choose the high road. I alsO" encourage the 
company to take the high road,. but"I would not'l?aveitwith. gold..: 

$.an Francisco, California 
January 28, 1988 
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G. MITCHELL WILK, commissioner, Concurring: 

/-1-1 

We are all aware ot the tremendous swings in the 
availability and prices otall types of energy, including 
electric power, over the past two decades.. As. a result, state 
and national policies have encouraged the broadest diversity ot 
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 involved the private sector on an unregulated 
basis to help solve problems that regulated. ind.ustries could not. 

Against this backqround., we have utilities such as. 
Edison with declining investment needs, qrowinq investor capital, 
and a wealth of expertise in energy. J: think it is in the publie 
interest t~ facilitate utility partiCipation in. the unregulated. 
types of activities upon which we have increasingly relied to 
hel~ solve enerqy problems .. 

These changes, however each of us may view their. 
efficacy, will remain inexoral)le. '1'0 ignore them serves the 
interests of no one, except perhaps those who view regulation as 
an unchanginq institution, and thus have an interest in 
protectinq the status quo.. such a shortSighted position ignores 
reality while finding comfort· in the world as it used. to be.. We 
simply cannot turn back the cleek. 

Second, Ed.ison has already undertaken some 
diversification, and will undoubtedly pursue more regardless of 
our d.ecision today. I see a hold.inq company structure, with 
restrictions and guidelines as I.propose we adopt toaay, as 
better able to inSUlate the ratepayer from- any adverse impacts 
from diversitication. We have. no constitutional riqht or 
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authority,. as a commission, to. tell Edison's shareholders what to 
do with their money; instead, our talents and skills should be 
focused on protecting the ratepayer~ ~he elear separation. that a 
holding company offers between regulated and unregulated. will 
help us de our jo~ in these changing times. 

I know that there is some. controversy about these 
issues; I know that some would like regulators to exercise as 
much authority as possil:>le, either because of a basic mistrust of 
the market system or because they wish to control the protits 
when Cliversification happens to. pay oft. In my view, such 
arguments are either misleading or simply unfair~ It is 
misleading to. suppose that an unregulated sector can thrive it 
regulators hold their authcrity over it poised to act at their 
pleasure. It is unfair to utility stockholders to. take their 
profits trom the winning investments while ignoring the losers. 
And, I think it is inappropriate tor us as regulators to. expand 
our authority and responsibility beyond that ef cur fundamental 
constituticnal Charge to. prctect the ratepayers. 

Despite these positive aspeets o.t utility 
diversification, I know that there can also. be a bad side. In 
the Pacitic Bell rate case we voted disallowances to. compensate 
ratepayers tor past cross-subsidies. I supported those 
disallowances,. just as I will support further action if any 
utility abuses its relationships with an attiliate or jeopardizes 
the best interests of ratepayers. I also. know that our statt 
needs clear and unquestioned access to relevan~ iOZormation 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; it·Edison or anattilate wants to 
challenge a staff request for information, then the burden will 
fall squarely on Edison to-. justify its objection quickly and 
persuasively. : .. ~~ 

I ~lieve that the numerous safeguards we establish 
here will do the job et protecting- ratepayers while permitting 
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diversification to qo forward. I will also be prepared to modity 
and. strengthen these safeguard.s if experience domands. it_ 

Let it be clear: this decision neither dilutes. nor 
abdicates this commission's constitutional and statutory 
obligation on behalf of California. ratepayers. Indeed, to the 
contrary, we clearly improve our ability to, id.entity problems and 
protect the utility from, abuses by separatinqnon-utility 
diversification from the util,ity .. 

G~~S~ioner 
January 27, 1988 
san· Francisco, California 
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It is quite clear that the Leqislature ., ~lIIe 
limitation on the Commission's access t~ the'~ ks and records of . , 

the holding company beeau~e the exact words sed in the bill 
analysis and underscored in the above qu e are contained in 
Section 314 Cb). However, the limitin anquaqe is couched in very 
broad terms and parties are placed, notice that we intend to' 
interpret it broadly in fulfillin ,our regulatory oversight 
responsibility. 

TORN maintains that en if the commission were to' adopt 
E-l, it would leave the doto ination of which requests are 
consistent with the requir ents c·f Sec:tion314 to futUre 
litigation, and it fails po explicitly assign Edison the burden of 
proof when making a clai~ that a given request is beyond the scope 
of Section 314~ HOW:t:V I, under cross-examination, Edison witnesses 
made it very elear tb the holdinq company would cooperate to the 
fullest with the Co ission while not giving up its right of appeal 
to the commission w en it thought access was not proper. Edison 
Witness ~iqnatelli covers this at Transcript Pages 108, 114, and 
119, and Edison's policy witness Bryson at Transcript'Pages 142 and 
22'8. In particu ar, Bryson testif.ied that', in the case of disputes, 
'Edison would talk the matter before the presiding administrative 
law judge and ~ the ALJ *ruled that access should be available, 

I 
then the com~y would adhere to that.* (TR 142.) 

. wetind that Condition E-1 proposed by Edison should be 
strenqth~ned with the addition of the following sentence to ensure 
the co~ssion has the access to books and records' of the 

I 
enterprise ~t is necessary for effective regulatory oversight: 
wEdison iSfP:~ced on notice that the commission will interpret 
section ~~ broadly in f.ulfilling its regulatory responsibilities 
as carried out by the Commission, its staff and its authorized 

a~ents··1 

i 

.' 
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SO-3 SDG&E, SOC Parent CO., Inc .. , SOC's subsidiaries and· 
the j oint ventures of SOC 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 ~y SOG&E 
customers. 

B-2 Edison, Edison's holdin~ company, and each of 
subsidiaries and the j Ol.nt ventures of the ho 
company and/or its sUbsidiaries shall emplo 
accounting and other procedures and contr s 
related to cost allocations and transfe ricing to 
ensure and facilitate full review by t e Commission 
and to ~rotect a~ainst cross-subsidi tion of 
nonutill.ty activl.ties by Edison's stomers. These 
procedures and controls are expla' ed in Edison's 
Corporate Pol~~ies " , , 
ttansaet;i.ons.. This doeu:nent s attached. hereto,. 
and. by this reter~nee is made art of these 
conditions. Edison's polici s include the 
application of a five-perce t markup on fully , 
loaded labor costs billed_~o nonutility affiliates 
for the use of Edison emp,Ioyees.. '1:hi$ billing 
policy, as well'as Ediso~'$ Corporate Polic1¢s and 
Guidelines tor ~ffiliate Transactions, will be 
reviewed in sUbsequen~Edison General Rate Cases. 

As will be noted / Edison's proposed condition is more 
I . . 

complete than the comparable SDG&E condition and also adopts an 
extensiVe set of guidelixl'es not included in the SOO&E condition. 

/ . 

We find Edison's proposal will protect· against' cross-subsidization 
, / 

of nonutilityactivities by the utility. 
I 

SD-4 SOC Parent Co., Ine., its subsidiaries and the 
joint ventures' of SOO' 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 
ACCO\lnts. . . 

~2· .Attached to- this decision as Appendi:lC C • 
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E-3 Edison's holding company and each of its 
subsidiaries and. the j oint ventures o.f the holding 
company and/or its SUbsidiaries shall ~eep their 
Docks 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 iden 'cal to. SO-4. No, 
parties opposed it or offered an alternative. . will adopt it. 

SO-5 The o.fficers and employees Co..,. Inc., 
and its subsidiaries shall be avail lato appear 
and testify in Commission proceed' qs without 

.• subpoena. 

E-4 The officers and employees o.f dison's holding 
company and its subsidiaries hall be available to 
appear and testify in Co . sion prOceedings. 

Edison's E-4 deletes e provision that witnesses should 
appear without subpoena. Ed' on agrees with'and commits to the 
principle that nonutility.~ liliates',officers.and employees ~hoUld 
be available to.. test.ify l:>~ore the Commission on all relevant 
matters.. Howeyer,. Ediso b.~lieves that, requiring such testilnony 
without. subpoena is bCI ,unnecessary and an extra jurisdictional 
act and should not be po~ed as a cond.ition, of holdinq company 
formation. oRA. agre s with the revision. 

TORN ar 
assures that all 
to. testity. Bec 

s that requiring attendance without subpoena 
cessary officers and employees will be· available 

se not all Edison affiliates will be located. in 
california and 
beyond calito 
152, 242' P. 1 

e Commission's subpoena power does ~ot extend 
'a,. (Ttm.N cites Walker v, Boyle (:l92"S) 75, Cal. App 
), the commission may lack authority to,' subpoena 

certain affi iate employees .. ' 
W remind 'I'URN and emphasize, to Edison in particular that 

ility's burden to prove its contentions in any 
before the Commission. To fail'to pl:'oduee witnesses as I 

necessary o.r required on the technieality ot non-jurisdiction would . 
be a gra mistake 'because of the power the Commission has to, 
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invoke penalties. (See for example, 0.93367 ot Pacific Telephone 
and Telegraph Company (6 CPCC 2nd 44~, 490).) We see no need for 
the subpoena provision and will adopt E-4 but with the ad tional 
claritying phase, was necessary or requiredw w 

SO-6 SOG&E shall furnish the Commission with: 

a. the quarterly and annual financial 
of SOO Parent Co.,: Inc., including 
consolidated and consolidatingbal 
of SOO and its consolidated sUbsi 

b. annual statements concerning t e nature ot 
intercompany transactions co erning SDG&E and 
a description of the basis on which cost 
allocations and transfer p icing have been 
established in these tr ctionsi 

c. the balance sheets. of 
subsidiaries of SDO; 

e nonconsolidated 
d, 

d. a~l periodic report filed by SOO with the 
Securities and Exc ange' Commission. 

e. SOG&E shall sUbm t:.,. as a separate eXhibit in 
its next genera rate case, an audit ot all 
transactions b tween SOG&E and affil'iated 
enterprises, 0 be pertormedby an outside 
auditing fi whieh shall be selected and 
supervised the Commission's Public Staff 
Division.. /the nee,d for subsequent aud.its will 
be determi ed. in SDC&E's next general rate 
case. 

E-S Edison $hal furnish the Commission with: 

a. 

b. 

The quarterly and annual finaneial statements 
,ot itdparent holding company, including 
consolid.atin~ workpapers of the holding company 
and. :ilts subsl.diaries;. , 

A:nnJal statements concerning the nature' o,t 
in~ercompany transactions concerning Edison and 
a aeseription ot the basis upon which cost 
allocations and transrer pricing· have been 
el~lished in these transactions, 
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e. ~he balanee sheets and ineome statements of the 
nenconselidated subsidiaries of .the hold'ing 
eompany: 

d. All periodic reports filed by the hol 
eompany with the Securities and Ex 
Commissien: and. 

e. Ed.ison shall submit, as a separ e exhibit in 
its next general rate ease, audit of all 
transactions between Edison d its nonutility 
affiliates, to be performed y"an outside 
auditing firm which shall e selected and 
supervised by the Commiss on's. Public Staff 
Division. The need fer ubsequent audits will 
be determined in Ediso s. next general rate 
case. 

E-S is equivalent 
comments or ,suggestions for c 

Noneef the part:i:es had 
E-S will be adepted. 

SD-7 Within ninety (90) da s fellewing the clese ef its 
fiscal year; SOO Par t·Co., Inc., shall previde 
the Cemmissien with A detailed statement ef (a) the 
projected eapital budgets ef SOO and each of its 
subsidiaries for ~e current year and eaeh ef the 
next twO' years incl'ud:ing estimated financing 
requirements and. construction plans, and Cb) 
sources of eapi taU to be used in funding said 
capital 'budgets for the current year. 

Edisen oPposJs this conditien, o,ffering nO' alternative 
I . 

but peinting to the information that would be provided under E-S, 
d 

I .. 
9, 10, 12, an 13 as s~ff~c~ent to'- serve. the purpose of regulatory 
oversight. Edison netes that in the SDG&E helding company decisien 

I . 
the Commission said SD-7 could be helpful in identifying those 
instances in which th~ helding company might be unduly relying on 
utility dividends to l~inano~ its nonutility functions... Edison 
believes this conditfon is unnecessary for the protection of 
ratepayers because the commission, under the other conditions 
proposed by Edison, ~ill have the ability to ensure that the equity 
required to support the utilitY. willnot~'used.tofinance 
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nonutility ventures. For example" E-~ addresses the capital 
structure of the utility and provides for maintenance of the 
capital ratios found reasonable in Edison,'s general ra 
ORA agrees the provision is not needed. 

TORN, however, takes issue with the d'el ion of 50-7 and 
other changes proposed in the areas of financi such as 50-1& and 
17. TORN believes information on capital bu ets is ,necessary to 
ensure the financial health of the utility, It maintains that 
without advance notice but only with aft -the"'; fact, data, the 
Commission is powerless to determine 
will have on the utility. Under the 

e'effect: capital changes 
olding company scheme, TORN 

claims equity investment in the ut' ity can only come :from the 
Commission must be aware 

eO. concerning capital investments. 
as SO-l& is absolutely essential to 

holding company, and therefore 
beforehand of what is being pl 
TORN believes a condition su 
protect ratepayers from ini icious expansion of nonutility 
activities. TORN also, bel' ves that divestiture of subsidiaries 
e¢uld affect the financia health of the utility and therefore , 
should be reviewed by tbf Commission. , ' 

We believe ~ reports provided for in, the conditions 
Edison proposes will ~, suffieient information for the commission 
to discharge its re atory o1:)ligations. TORN's witness Hancock 
testified that the nutility investment under the holding company 
could as much as t 'ple over the next five years. That would take 
it to perhaps S 0 6% of the holding company's revenues. We do not 
see that as a cte for ala~. Provision of the nonutility 
proposed budgets t~ and review of them by the Commission is not 
necessary to th commission's function. We do not regulate the 
nonutility aet~~ities and d~n't wish to' get involved wi~' 
management fun~ions 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 nonutilityenterprisesdo, not adversely 
affect'the ratepayers- of the utility. Put another way, Edison"s 
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. 
ratepayers should be indifferent t~ transactions between any and 
all entities of the holding company enterprise~ This standard of 
Wratepayer indifferencew is the one which guides us- in these 
matters. We believe the conditions worked out by Edison and ORA on 
financial controls and reporting are adequate to support our 
regulatory function and they will be adopted. / 
so-a SOG&E shall notify the commission in writing 

within thirty (30) days prior t~ any transfer t 
SOO Parent C~., Inc., or its affiliate$ o~ . 
asset or property exceeding a fair market v ue of 
$100,000, whether or not considered by ~ utility 
to be necessary or useful in the pedonrance of 
its pUblic utility obligations. This~ondition 
shall not include transfers ~f funds'for 
investment under a cash manag~e~ystem. 

E-7 Edison shall notify the COMmiss)6n in writing 
within thirty (30) days prior;:'o any transfer to 
the holding company or its nohutility affiliates 
of any utility asset or pro~erty exceeding a fair 
marke.t value of $100,000, .,whether or not 
considered by the utilit~to be necessary or . 
useful in the performance of its public utility 
obligations. This con~tion shall not include 
transfers of funds fo'1l investment under a cash 
management system. / . 

B-7 is eC[)J.ivali to SD-8~ It will be adopted. 

SO-9 SOC Parent co., IDC., shall avoid a diversion ~f 
management talen1i that would adversely affect 
SDG&E.. SOG&E sh0.ll provide to the conunission 
annual reports identifying nonclerical' personnel 
transferred frdm SDG&E to SOO or SOC's 
subsidiaries~ -

E-6 Edison shall avoid a diversion of management talent 
that would a versely affect the utility. Edison 
shall also ~ovide to the Commission an annual 
report identifying nonclerical personnel 
transferreeV from Edison to its. parent holding 
company· or/any of the holding company's nonutility 
S1J}:)s.idi.arjes. _ _ ' 

E-6- is equivalent to SO-9.. It will be adopted. 
! 
! 
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SO-lO Market, technological or similar data transferred, 
directly or indirectly, tro~ SDG&E to a nonutility 
aftiliate shall be maae availablet~ the public 
subj ect to the terms ana conai tions under 'which ' 
such data was made available t~ the.nonutility 
affiliate. 

E-8 Market, technological, or similar data 
transterred, directly or. indirectly, from E 
to a nonutility affiliate shall be transte 
~ket value. This condition will ensure at the 
utility is compensated and that ratepay s are 
inditterent to the transaction. Howev ,it sueh 
data is related to the production ot eetricity 
by a Qualifyin~ Facility in whieh an dison 
nonutility affJ.liate has an ownersh' interest, 
then the commisSion's procedures f disclosure, 
as set forth in the Commission's ecisions in 
OIR-Z, or its successor proceedi gs, shall apply. 

TORN takes issue with Ediso 's proposal because it 
believes market and technological da a should not be used solely to 
benefit affiliates. We read Condi on E-8 as notli:r:niting acc?ss 
to information to affiliates. Al, E-S ~~es clear that transfers 
to affiliates must be at market lue to protect ratepayers. (See 
Appendix C, Section II B.Z .. tor e detail othow market value will 
be determined.) We will adopz-a. , 

SO-ll Neither SOO Parent Co., Inc." nor any of its 
subsidiaries shall co tract t~ sell electric 
ener9Y to SOG&E tor tsale by SDG&E. 

Edison does not propose adoption of this. condition. DRA 

and, TURN believe a similarlprovision should: be adopted. 
By D.86-07-004 In the OIR-2 proceeding the Commission 

determined that it an elJctric utility showed need tor a deferrable 
resource aadition Within/a specified period, it must acquire such 
an addition from qualif~ing tacilities through a biddinq process. 
The development of thiS/bidding process was the subject of 
0.87-05-060 issued in May of this year. By that decision we allow 

~, ' 

utilities to o.ccept })icts trom their QFattiliatestindinq thatQF 
\,. " , 
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a~~iliate participation in the biddin~ process would benefit 
ratepayers. ORA is quite candid in its Exhibit 9, Witness 
Bumgard.ner, Page Z"':7, and in its brief in ,this procee'd'ing; Page 11, 
that it would like the Commission to reconsider its findings in 
D.8-7-0,5-060, and find in this proceeding that even with the auction 
process, there isa potential for self-dealing betweenth tility ,. 
and its QF affiliates, particularly wi thin its own serv:' e· area·, at 
ratepayer expense. Therefore, DRA recommends that. a ondition be 
imposed on the reorganization which would prohibi disonfroxn 
entering into any new contracts for power with 
Edison's service territory. '!'URN makes simi;,.tir recommendations. 
There was a point made during this pro,ceed~ in response to- a 
motion by Edison to'exclude testimony on is issue,. that the 
record in OIR-Z did not consider the h dingcompany/utility/QF 
affiliate relationship. The Al.J de . d Edison's motion on the 
qrounds that OIR-2 may not have con dered such a relationship,~ 

::::~::~a~:o::idence was otfered~ show that it was exclude~ from 

We reject the recomm~dations ot ORA and TURN because we 
have addressed this matter e OIR-2. proceeding where it 
properly belongs. We have eady concluded that theOIR-Z bidding 
process will not advantage tility affiliates in, the choice of 
winning bidders. While I re may also be issues associated with 
the operational relation~ips between an. Edison-affiliate OF and 

i 
Edison (i .. e., those dealAngs that would occur atter the bidding 
process chose an Ediso~attiliate to· supply power to Edison), we 
choose not to specify froad rules for those relationships at this 
time. In keeping with all relevant Commission decisions, we will 
expect Edison to minimize the cost ot service for its regulated 
operations and to dJal fairly and evenhandedly with all QFSi we 
will be prepared to/examine any evidence to the contrary if and 
when it ,i5 presenrd. The other conditions we impo"c, o:hould 
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preserve the intormation relevant to suchan investigation as well., 
as our staff's ability to examine such information. 

SD-1Z SOO Parent Co., Inc., shall maintain a balanc 
capital structure in SOG&E, as determined t 
reasonable by this Commission in SDG&E's m t 
recent general rate case decision. SDG& shall 
not permit retained earnings to be tran erred to· 
SOO where doing so would. decrease its et equity 
ratio below that last adopted in ~ 9 eral rate 
proceeding. 

E-9 Edison shall maintain a balanced apital structure 
consistent with that determined 0 be reasonable 
by the Commission in Edison's ost recent general 
rate case d.ecision. Edison' equity shall be 
retained such that the Comm' sion's ad.opted 
capital structure will be intained on average 
over the period the capit structure is in effect 
for ratemaking purposes. 

Edison's minor chan~ 
the condition more realistic. 

in this condition clarify and make 
E-9' will be adopted •. 

SD-13 

E-10 

SD-14 

E-11 

The divid.end polieyf>~ SDG&E, shall continae to, be 
set by the SDG&E Bo~rd of Directors as though 
SDG&E were a compa~al::>le stand-alone utility 
company. - / 

The dividend policy of Edison shall continue to be 
established by Ed.ison's Board of Directors as 
thouqh Edison w$re a comparable stand-alone ' 
utility company. , / ,. 

SDG&E shall ~t guarantee the notes, debentures, 
debt obliqat:i:ons or other securities, of SOO Parent 
Co., Inc., or any of SOO's subsidiaries without 
first obtaining the written consent of this 
Commission to do so'. 

Edison shail not guarantee the notes, d.ebentures, 
debt obligations, or other securities of its 
parent holaing company or any of its subsid.iaries 
without first obtaining the written consent· of 
this commission. 
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50-15 

E-12 

The capital requirements of the utility, as 
determined to:be necessary to meet itso:bliqation 
to serve, shall be given-·first priority :by the 
Board of Directors of 500 Parent Co'., Inc .. , and . 
SDG&:E. 

The capital requirements of the utility, as 
determined. to be necessary to-meet its obliqation 
to serve, shall be given first priority by the 
Board- of Directors of Ed:ison' s parent holding 
company and Edis~n. 

E-10, 11, and 
and will be adopted. 

~isions 

SO-16 without prior notice to the Commissio 
Co., Inc., shall not invest greater an fifteen 
percent (15%) of its total capital ssets in 
nonutility sUbsidiaries. The Co ission may 
institute an investiqationon . s own to consider 
issues raised by the surpassi of the fifteen 
percent (15%) level. 

E-13 On a quarterly· basis, Edi n Shall provide the 
Commission with a-report etailinq the utility'S 
proportionate share of e holdin~eompany's 
i) total assets; ii) t al operat~ng revenues; 
iii) operating and ma' tenance expense; and' 
iv) number of employ s. 

SO-17 SDO Parent Co., I ., shall not sell, tranSfer or 
divest any of its subsidiary operations without 
first providing onfidential notice to the 
commission of ~ transaction. Said notice shall 
be provided not/later than forty-five (45) days 
prior to the close of the transaction. 

We diSCUS~d conditionssueh as SO-16 and 17 under 50-7 
and m.ake the salIle c;bnclus'ion we did there. We will adopt Edison's 
proposed E-13 for ,~SO-16 and no equivalent condition for $0-17. 

50-18 

;. 
': 

SOC Parent. Co., Inc., and' SOG&E shall appear as 
respondents to an investigation" to be commenced 
by this ~ommission in which a system otbenchmark 
payment~, consistent with -the reilDbursement of 

- 36 -



• 
.. 

A.87-0S-007 'AI:!/ACPlfs AL'I'-COM-GMW' ,FRO; 

expenses to ratepayers, intercompany transactions, 
and cross-subsidy estimates, shall be established. 
Said respondents Shall present their best 
est~tes as to the levels and bases for 
est~tion of affiliate payment'Hbenchmarks* which 
should be adopted by the Commission., , 

E-14 Where product rights, patents, copyrights, 0 
similar legal rights are transferred from e 
utility to the parent holding company or y of 
its nonutility subsidiaries, a royalty ymentmay 
be required to ensure that, ratepayers ceive 
appropriate compensation. Such roya y~ayments 
shall be developed on a case-by-cas ,bas~s. 

This is the so-called royalty ssue. ORA recommends, 
with TORN's support, that Edison's ra s should be set as if Edison 
bad received' above-the-line income om its nonutility affiliates, 
equal to 5% of the affiliates' ORA not only 
recommends this as a condition f r approval of the reorganization 
in: this case but ,also as a rat ~ng. ,adj'ustment in.Edison's 
current general rate case, A. 6-12':'047. .Assuming there is some I 
benefit to affiliates from. sociation with the utility,' we don't 
believe this is the method that should be used for imputing royalty 
revenue. 

The name and ~~tationof a ~tility is not an asset to' 
Which ratepayers have claim. Indeed,. the Commission has never 
in~luded good will in e rate base of a utility for ratemaking 
purposes. It follow that ratepayers have never had to- pay throug~ / 
rates a return on value of good will. Ratepayers have, paid ....... 
nO't::.h.ing for the e cement of the utility'S name and reputation. 
Those have been bu lt by the management of the utility if they are 
of any value. Al 0', ,those things which build up' the nalne and 
reputation of a ility such as institutional,acivertisinq and 
charitable contr butions, have not been included in the cost of 
service for rat ng. 

ORA h s not shown that a royalty payment ofSt of ' , 
nonutility affiliates'; gross income ,:bears a relationship to any 
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costs or benefits from the affiliates' association with the 
utility. Any cost to ratepayers. by havinq the affiliates 
associated with the utility will be accounted for by the condi~ns 
we will impose on acceptance by Edison of ~is decision. . D~S 
~~tness Bum~ardner listed some lO intanqibleNbenefitsN 

affiliates receive by association with Edison, but,. as 
things which are intangible, he was unable to put a lue on the 
~enefits.H His use of the relationship between anchisers and 
franchisees as an analogy of the relationshi~ ween Edison and 
its affiliates to justify his 5% recommendati , a figure within 
the range of the· relationships he studied,.' flawed because the 
underlyinq comparison is improper. By de nition, a franchise 
relationship is unique and distinct fro th a utility-parent and 
utility-affiliate relationship. In th usual relationship ~e 
franchiser grants to the franchisee e right to conduct a business 
identical in nature to the franchis 's.business, usually within a 
specific ~eoqraphic location. The franchisor typically provides a 

, . 
comprehensive- plan' on how to·org ize and operate the business 
including marketing information size,. appearance,. and location of 
facilities, logos, advertis.in~ displays, hirinq and trainin~ O'f 
employees.,.. dut.ies and attire f employees,. and. detailed information 
on business operations· such s product preparation and sourCes of 
supply. 

, On the other han ,. as can be seen in-Appendix B, Page 2, 

ea.ch of the. proposed nonu~lity affiliate. s under the reO'rganization 
plan will be conducting a/bUSiness unique to that affiliate. Each 
will have its own business scheme. Edison will not :be providing 

.1 
any key, ingredients prepared from secret formulas, any management 
services not otherwise ~eimbursed under the proposed 9Uideline~ in 
Appen<iix C, any nationai or local advertisinq,.. any comprehensive 

\ 

quides on how to do it,'~ or .anything else. at a' cost' to' ratepayers 
that won't'De speeifi~allY paid for by the'nonutilityaffiliate • 
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Given the comprehensive transfer pricing policies Edison 
must adopt if it goes ahead with the holding company 
reorganization, there, should be no. significant uncompensated costs 
incurred by utility ratepayers as a 7esult of 'Edison's 
diversification efforts. onder the policies propos , Edison will 
be compensated for transfers to; affiliates of pro a ietary and 
technical intellectual property to: whichratepa 
legitimate claim. 

It is clatmed that many transferr employees have usetul 
and marketable skills they gained while loyed by the utility. 
This does 'not justify a fixed royalty pa The 
utility and its ratepayers have no cla on the marketable stills·,. 
as distinct from confidential knowle of. employees who leave a 
utility, wherever they may go.. Had e employees, gone to: 
businesses not at all associated w th Edison, there would be no 

,payment to the utility for the g eral skills the employee accrued 
while wornnq for the utility. n fact,. the X'ecord sh~ws ~at the 
diversification will expand th employment opportunities of . 
personnel thereby increasing idison's ability to: attract and retain 
high-quality people to. the binefit o.f Edison'S ratepayers. 

Bumgardner also.· cites the utility'S credit rating as 
alleged associational benet'i ts . which justify ORA/'s affiliate 

I 
royalty recommendation.. ,/ 

I 

PO Code sections 817 and 8~O prohibit a utility from 
i 

issuing debt or equity securities for nonutility purposes, and from 
guaranteeing the obligaJions of other corporations,. including 

I " 
affiliates and parent corporations, without specific commission 

I 

authorization. Edison/has also. agreed 'in Condition E';"ll, that it 
will not quarantee the! obliq~tions o:f its parent company or its 
affiliates. ' 

The above-cited restrictions on the use of· utility credit 
ensure that ratepayers will be insulated from the financial 
nonutility operations and also, undercuts the rationale for the 
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ORA'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 ca~ot be any benefit 
to utility affiliates from the utility's credit worthiness. 

Based on the above discussion we will rej ect the 
recommendations of ORA and TORN for royalty payments and adopt 
E-14. We suggest that in the future, ORA concentrate on 
determining tan9ible benefits that tlow from the utility to its 
affiliates. The conditions and accompany.ing ,guidelines we will 
adopt provide for ample opportunity to make such determinations, 
thereby resulting in fair treatment for the utility and protection 
of ratepayer interests. 

Ultimately, it will be lnanaqement's decision that 
determines the future path of diversification and affiliate 
transactions. A hiqh road result will most probably come from 
management decisions that structurally separate regulated and· . . 
Unrequl.ated operations, protect the regulated company's name,. 
identity, capital, personnel, technoloqy,'''know how" and business 
income and pay a tair price for all interests of value received by 
the affiliate from the regulated company. The "other road" is full 
of uncertainties and other danqers caused by confusion of the 
requlated company's property and interests, with the business of the 
affiliate. We prefer the hi9h road because it is the S'mooth and 
sure road into the future. 

50-l9 

50-20 

500 Parent Co., Inc., and SDG&E, appearinq as 
respondents in the investigation instituted in 
Condition Ei9hteen, shall also- present their best 
estimates as to the appropriate valuation 'method 
for the estimation of royalty payments for the 
transfer of OFIS. . 

Neither 50C Parent Co., Inc., nor its subsidiaries 
shall proviae interconnection facilities. and 
related electrieal ~quipment. to .. 5OG&E,. di~ectly or 
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E-15 

indirectly, where third-party power producers are 
required to purchase or otherwise pay tor 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 biddinq.SOO and its 
subsidiaries may participate in any competitive 
bidding tor such facilities and equipment. 

Neither Edison's holdin~ company nor its 
subsidiaries shall prov1de interconnection 
facilities and related electrical equipment to· 
Edison, directly or indirectly, where third-party 
power ~roducers are required to' purchase or 
otherw1se 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 e9?ipment of like or 
superior design and qual~ty through competitive 
biddin~. The holding company and its nonutil' y 
subsid1aries may participate in any competi ve' 
bidding for such facilities and· equipm~nt. 

SO-19 was unique to SOG&E. 
will be adopted. 

E-1S 

lj;n.dings or Pact 

and 

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

2. Edison requests authority u der pcr Code Section 854 to 
implement a plan of reorganization ichwill resul:t in a holding 
company structure. 

3. 'The objective- of the r~organizationplan is to'have 
Edison and its unregulated" nonu.tility subsidiaries become 

.. .. I.. . I I 

separate, wholly-owned subs1d1ar1es of the hold1ng company .. 
! 

4. As a result of the reorganization plan, the utility-
, I 

related. companies owned by the "hold.ing, company-will consist of the 
current corporation, SO\lthe~ california Eclison Company, and. its 
utility-related subsidiaries. '. . , 

5-. Eclison is seekinq to-; reorganize, into a holding- company 
'structure in order t~ more clearly separate its. utilityope,rations . 
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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, 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 regulate the utility will not be diminished. 

S. 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 
wh.ile not diminishinq the Commission"s ability to· effectively 
regulate utility operations. 

9. The proposed reorganization will not affect the 
Commission's ability to ensure that reliable utility service is 
maintained. 

10. The proposed reorganization will n~t afte the 
Commission's ability,to ensure that customers bea only the 
reasonable costs of providing utility service. 

11. The Commission's ability to ensure adequate level of 
service to utility customers will not be r uced by the holding 
company structure. 

,12.. Effective regulation of the u ility is dependent upon the 
Commission's ability to obtain and ev uate information concerning 
the utility. 

13.. Edison has developed COt' rP,orate poliCies and princ.iP,les 
which facilitate the Commis~ion's ility to regulate utility 
operations and separate utility d nonutility activities. 

I ' 

14. DRA and Edison have aqreed" on a,set of conditions which 
they believe, will: 
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a. Ensure that all costs incurred by the 
utility which result from activities 
undertaken by Edison's affiliates are fully 
recovered from the. affiliates; . 

b. Provide the Commission with access to all 
recorded and other information necessary to 
thoroughly analyze Edison's costs and 
~onitor the relationships between Edison 
and its nonutility affiliates; 

c. Ensure that Edison ratepayers are insulated 
fro~ all effects of nonutility activities; 

d,", Preserve the requlatory control which the 
Commission currently has over Edison's 
acti vi ties; and. 

e. Ensure the financial health .of utility 
operations. 

15. Under revised Condition E-1, the Commission will have 7 

access t~ books and records of the holding company and each its 
affiliates and their j oint ventures,· consistent with 
requirements of PUJ)lic Utilities Code Section 314. 

16. Under the proposed conditions, Edison, 
company, and each. of its subsidiaries and the' .oint ventures of the 
holding company and/or its subsidiaries wil employ accounting and 
other procedures and controls related to 
transfer priCing to ensure and fa~i1ita e full. review by the 
Commission. 

17. Systems of accounting, pr edures, and controls related to 
cost allocations and transfer pri~g are documented in Appendix C, 
Edison's Corporate Policies and G,y,igelines tor Affiliate ' 
l'raDsactions. / 

18. 'Onder the proposed conditions, transfer pricing polici~s 
includ.e the application of aifive percent mark-up· on fully-loaded 
labor costs billed to nonutility affiliates for the use of Edison 
employees. 
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~9_ Under the proposed conditions, Edisonrs holding company 
and each of its subsidiaries and the joint ventures ot 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 OUiform System of Accounts. 

2'0. 'Onder revised, Condition E-4, the officers and employees 
of Edison's holdin~ company and its sUbsid~aries will be av~ilable 
to appear and testify in Commission proceedings .. 

2l.. Under the proposed conditions,. Edison will turnish the 
Commission, with: 

a. The quarterly and annual financial 
statements of its parent holding company, 
inclUding consolidated work papers of 
holding company and its subsidiaries; 

,b. Annual statements concerning the n ure of 
intercompany.transactions concern' g Edison 
and a description of'the basis on which 
cost allocations and transfer icing have . 
been'established in these tra Mctions; 

c. ,The balance sheets and inc e statements. of 
the nonconsolidated sUbsi aries of the 
holding company; 

d. All periodic reports f ed, by the holding 
company with the Secu i ties and Exchange 
Commission; and 

e. As a separate exh' t in its next general 
rate case, an audi of all transactions 
between Edison an its nonutility 
affiliates, to b performed by an outside 
aUditing firm w en shall be selected and 
supervised by e Commission's Division of 
Ratepayer Advo tes. The need for 
subsequent aud ts will be' determined in 
Edison's next general rate case~ 

2'2. Edison will avoi a diversion of management talent that 
would adversely affect the/utility. 'Onder the proposed conditions, 
Edison will provide tc) /~ Commission an< annual report- identitying 
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nonclerical personnel transferred from Edison t~ its parent holdins 
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 conditions, market, technological; 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 
related to the production of electricity by a qualified f 

(NQFW) in which an Edison nonutility affiliate has an 
interest~ the proposed conditions specify that the C 
procedures for disclosure, as set forth in the Co' ission's 
decisions in OIR~2, or its successor proceeding , will ap~ly. 

2S. under the holding company structure Edison will maintain 
a balanced capital structure to- be" 
reasonable by th~ commission in Edison's st recent general rate 
co:se decision. 

26. under the holding company s cture, Edison's equity will 
be retained sueh that the Commissionls adopted capital structure 

eperiod the capital structure will be maintained on average over 
,is in effect for ratemaking purpo 

27. Under the proposed con tions, the dividend policy of 
ished by Edison's Board of Edison will continue to be est 

Directors as thouSh Edisonwer ·a comparable stand-alone utility 
company. 
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28. 'Onaer the proposea conditions, the cap'italrequirements . , 
ot' the utility, as determined to- be necessary to meet its 
obligation to serve, will be' given first priority by the Boara o .. ~ 

. , 

Oirectors 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 holdinq,company's (a) total 
assets: (b) total operating revenues; (0) operating and maintenance 
expense: and Cd) nUlllber ot employees.. 

30. Wh~re product rights, patents, copyrights, or similar 
leCjal rights are transferred from the utility to the parent holding 
company or any of its nonutility subsidiaries, a royalty pa)?'lnent 
may be required to ensure that ratepayers r,ece'ive appropriate 
compensation. Such royalty payments will be developed 'on a 
by-case basis. 

31. onder the proposed conditions, neither Edison' 
company nor its nonutility. subsidiaries will provide 
interconnection facilities and related electrical e 

'. ' 

Edison, directly or indirectly, where third-party 
are required to purchase or otherwise pay tor sue 
equipment in conjunction with the sale ot elect 

wer prod.ucers 
facilities and 

Edison, unless the third party can obtain and 
and equipment of like or superior design and 

rovide facilities 
ality throuCjh 

competitive bidding; however, the holding 
nonutility subsidiaries may participate any competitive bidding 
for such facilities and equipment. 

32. Royalty or aftiliate payments arged to- nonutility 
subsidiaries for alleCJed intanCJible efits from their association 
with the utility are unfair and discr' . atory to Edison and its 
sUDsidiary companies.' ' / ' ' 

33 - Many in~qible benefits a'l 1 eCJed by ORA are tanCJi))le and 
will be fully compensated by Edison', s. ·proposed transfer pricing 
mechanisms _ 
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34. Intangible beneti ts, to the extent they exist at all , 
have never been reflected in rates and have' never imposed any cost 
to utility customers. 

35. ORA's proposed royalty of five percent of gross income is 
not supported by the record~ , 

36. The conditions we adopt today· appropriately and 
conclusively address those instances, where··there could be 
uncompensated benefits t~ theattiliates arising from their 
connection with the utility. 

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 guides our decision in these 
matters. 

3S.. 'l'he restrictionS and safequards' a 
preclude Edison from purchasing electrici 
wi thin its serv-ice territory .. 

ted in OIR-~, do, not 
/ 
from QFaffiliates 

39. 'l'he proposed reorqanization as no affect on the 
utility's relationship with its QF filiates. The'ownership·of 
any given OF, 'whether it be by .,,'u lity, a holding company, a 
,totally unatfiliated firm, or a mbination of the above,. is 
immaterial to the Commission's estrictions on the utility'S 
practices with regard to QFs u der the restrictions and safeguards 

, imposed in OIR-Z. 
40. As a matter of re latorI policy, the commission does not 

issue orders on labor-mana ment issues where the subject matter is 
better left to collective arqaining between the company and the 
unions representing its ployees. 
CQ~sions ot Law 

1. The commissi01 has the authority under .PU Code Section 
854 to' grant Edison's pa:'oposed reorganization. That section of the 

. I 
Code provides that the I commission must affirmatively authorize the 

• • .. , I 

transfer ot ownership or controlling interest in a public utility' .. 
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2. Granting the appl~cation to reorganize will not have an 
adverse ilnpact on the public interest,. provided' it issubj:ect to' 
specific conditions desicpledto 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 o,!' PUblic Utilities Code 

. . 
Section 314. 

4. The Commission may requir~ Edison, Edison's holding 
company, and each of its. subsidiaries and joint .ventu . s of the 
holding company and/or its subsidiaries to employ a ounting and 
other procedures and controls related to cost all ations and 
transfer pricing that ensure and facilitate ful review by the 
Commission to protect against cross-sUbsidiza on of nonutility 
activities by Edison's customers. 

s. The Commission may require Ediso 's. holding company and 
each of its subsidiaries and the joint v tures of the holding 
company and/or its subsidiaries to keep eir books in a manner 
consistent with generally accepted acc unting principles.and, where 

.' . 
fEtasible, consistent with the Unifo . System' of Accounts. 

6. In 0.87-05-060, the Commi ion addressed the issue of 
allowing QF affiliates to: bid on d errable resouree additions and 
expressly authorized them to do s subj act to certain safeguards 
adopted in that decision. 

7. The ownership of any 
utility, a holding company, a 
combination of the above,. is . 

iven QF, whether it be by a 
tally unaffiliated firm or a 
aterial to the Commission's 

restrictions on utility'S pra ices with regard to· QF"s under the 
restrictions and safe9Uards 4pose~ in 0.8.7-05-060. . 

" a. The conditions proposed by IB~ a.nc:l 'OWO'A should. De 
rejected. ", 
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9. Edison should be granted authority to- carry out its 
proposed reorganization s\ll);ect to the conditions discussed and 
adopted in this decision. 

10. Authorization to reorganize Edison's corporate structure 
should be ~de contingent upon the acceptance by Ec:lison of the 

'I"" 

conditions adopted herein. "~ 

2RDE:B: 

IT XS 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·H0;.9-ing 
Company, and Edison Merger Company of the following cQdditions: 

1. Edison shall ensure that the Commission h 
access to books and records of the hold" g 
company and each of its affiliates and eir 
j oint ventures, consistent with the 
requirements of PUblic Otilitiesco~ Section 
314 •. Edison is placed on notice that the '. 
commission will interpret Sectionj314 broadly '\ 
in fulfilling its regulatory respOnsibilities 
as carried out by the commisZio .' its staff and 
its authorized agents. 

2. Edison, Edison's holding com y, and each of 
its subsidiaries and the j ol.nt ventures of the 
holding company and/or its ~ubsidiaries shall 
employ accounting and other procedures and 
controls related to cost ~locations and 
transfer pricing to ensure and facilitate full . 
review by the commissi~n/andt~proteet a~ainst 
cross-subsidization of nonutility aetivit~es by 
Edison's customers. These procedures and 
controls are explained lin Edison's corporate 
Polieies and Guidelings tor Attiliatg 
Transaetion~. This document is attached 
hereto, and by this r,eference is made part of 
these condition~. Edison'S policies include 
the application of ~five-percent markup on 
tully ~oaded labor ~osts billed to nonutility 
affiliates for the/Use of Edison employees. 
This billing policy, as well as' Edison's' 
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3. 

4. 

5. 

6. 

corporate Policies ansi Guisielines tor Affiliate 
IXansactions, will be reviewed in sUbsequent 
Edison General Rate Cases. 

Edison's holdinq'company and each ot. its 
sUbsidiaries and the j oint ventures of the 
holdinq company and/or its sUbsidiaries shall 
keep their oooks in a manner consistent with 
generally accepted accountin~ principles and" 
where feasible, consistent Wl.th the 'Oni:form 
System of Accounts. 

The ot.ficers and employees ot. Ed.i$on~s holding 
company and its sUbsid.iaries shall appear and. 
testit.y in Commission proceedings, as necessary 
or required. 

Edison shall t.urnish the Commission with: 

a. The quarterly and annual :financial 
statements o:f its parent holding comp~ 
including consolidatingworkpapers of e 
holding company and its sUbsid.iarie ~ 

b. Annual statements concerning the 
intercompany transactionsconce ing Edison 
and. a description. of the basis pon which 
cost allocations and transt.er ricing have 
been established in these tr nsactionsr 

c. 

d. 

e. 

The balance sheets and inc me statements of 
the nonconsolidated sUbsi iaries o:f the 
holding company; / 

All periodic reports :f:j.~eCl by the holding 
company with the Secu:Q5. ties and. Exchange 
Commission; and /. 

Edison shall sUbmit as a separate exhibit 
in its next general/rate case, an aud.it of 
all transactions between Edison and. its 
nonutility affili~tes, to be performed by 
an outside auditing firm which shall be 
selected and supervised. by the Commission's 
Division of Ratepayer Advocates., 'I'he need 
t.or sUbsequent audits will be determined in 
Edison's next general rate ease. 

Edison shall avoid a diversion of management 
talent that would a'dversely affect the utility • 
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7. 

8. 

9. 

10. 

11. 

Edison shall also provide to the commission an 
annual report identifying nonelerieal personnel 
transferred from Edison to its parent holding 
¢ompany 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 holding ¢ompany or its nonutility 
affiliates of any utility asset or property 
exeeeding 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 tor 
investment under a cash management system. 

Market, technoloqical, or similar data 
transterred, dire¢tly or indirectly" from 
Edison to a nonutility aftiliate shall be 
transterred 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 rela~ 
to the ~roduction of electricity by a 
QualifY1ng Fa¢ility in which.an Edison 
nonutility affiliate has an ownerShip in 
then the commission,'s procedures for 
disclosure, as set forth in the-"'Commis 
deeisions in OIR-2, or its suc¢essor 
pro¢eedings, shall apply. 

Edison shall maintain a balanced 
structure consistent with that d 
reasonable by the Commission in dison's most 
recent general rate case deeis' n. Edison's 
equity shall be retained such at· the 
Commission's adopted capital cture will be 
maintained on average over 'period the 
capital'structure is in effetor ratemakinq 
purposes. 

The dividend policy of Edl. on.shall continuo to 
be established by Edison' Board.of Direetors 
as though Edison were a comparable stand-alone 
utility company. I . 
Edison shall not 9Uarantee the notes, 
debentures, debt obligations, or other 
securities of 'its parent holdinq company or any 
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12 • 

13. 

14. 

of its subsidiaries withoutfirstobtaininq the 
written consent ot this Commission.· . 

The capital requirements of the ... utility,. as 
. determined to be necessary to meet its 
obliqation to serve; shall be given first 
priority by the Board of Oirectors 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 paymen 
may be required to ensure that ratepayers 
'receive appropriate compensation. SUch r a1ty 
payments shall be developed on a case-b case 
basis. ' 

IS. Neither Edison's holding company its 
subsidiaries shall provide inter nnection 
facilities and related electric equipment to 
Edison, directly or indirectl , where third
party power producers are re ired to purchase 
or otherwise pay for such f cilities and 
equipment in conjunction w'th the sale of 
electrical energy to Edispn, unless the third 
party may obtain and pr~ide faeilities and 
equi~ment of like or s~rior design and 
qualJ.ty through compet&.tive bidClinq. The 
holdinq company and its nonutility Subsidiaries 
may participate in any competitive bidding for 
such facilities an~equipment. , 

2. Edison shall tile a written notice with the Commission, 
r 

served on all parties to th~S proceeding, of its agreement to the 
aDove:conditions. Failureito tile such a notice within, 30 days of 
the effective date of this/decision shallresult'in the lapse ot 
the authority granted by this decision~ 

- S2 -



• 

" 

'. 

• 

A.87-0S-007 ALJ/ACP/fs ALT-COM-GMW,FRD 

3,. The conditions proposed by the' International· Brotherhood 
of Electrical Workers and, the ,utility Workers onion, of America are 
rej ect~<1~: 

This order becomes. effective, :loO',days from today. 
Dated __________ , at san. Francisco-, california. 

/ 
i 

I 
I 

/ 
/ 




