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ot piadneabon i ST g gaiiged mai,i;.:.![r.'SUMMARY n’;iliff{iﬂ'f;’i;] AR5 T AT L’.t‘:sfii.ir"l'mi.)ﬂ
SUSE 23t weanfalnim Bloose 3i 1ot Laiboz o od) suodiuonh Bordaa pozibit woniesd ,nn?ih?i‘
-t sews s This dedisioh adopts a Pérfonn‘ancd-BaSEd‘Ral’em‘akl'ng (PBR) thiechanismi for 11"
Souttiern California Edison Company (Edison) for retovery of: its tfdnsimiséion and dis{ribhl'ib'rq"‘
(T&D) or nongenerafion base rale revénue requiréments? «This ndngeneration PBR'will take1614
effect on Janudry, 119971 This Declsion'also adopts rules for a’distribﬁtiOﬂ only PBR:-Wé iy
expect that the (fansition from lhlé'ﬁo‘rigéheration PBR to'adittribution only PBR-will s¢cur far
1997 after FERC aid thi¢ Commissior Adopt a séparation of bth lh‘e'r‘ateb"ase'an‘c_i bags vafe » o161
revenue'requlreinient between tfanstissioin’and ‘distribitibh:1 We authotize this diltribution only

_ PBR to extend through Decéniber.3 1 1-2001. Boththe nongeneratioh and distribution only PBR¢’

apply an inflation less productivily update nilé to base rates as we did fn D.89:10-0315 Where W™
adopted our first PBR for local exchange teletommunichtions iitilities:s W ehodify tha use'of -1
ERAM for bade raté‘reveiiue requnremént “We adopt values for p(’odﬁbtfvity'aﬁd for service
reliability which inciéaté over the téimi'of these PBRS.<Wé léd adopt'a’progressive ‘shafin g't;f?“";-‘
net revenue Wwhich will Allow fatepayers to'shidtd in ¢ost savings achievéd by EdisonThis a1
decision adopt$ both .the'nOngéderalion'and distributiGi'only’ PBRs within the' systeni fate'cap 1>
adopted in our Elé&¢trio Restrugturing Pollcy Décidion{ D.95-12-063 (thie Policy Deénsid»n) iy s
Sivst Voediat seorednibon nitnulog oy oiais i3l o) Lotidon eowoit oilorp Las lrujaid

L PROCEDURAL BACKGROUND

A. The General Rate Case Decision

An integral ¢lement of any PBR mechamsm is the int -t eb
YOERRILE) mg sedniv oy 2 J’lw’)‘yﬂj bmof;v 1 ,CL0- fl { m?orwlb'] nﬁs?('

revenug requirement - that will be wsed {0 determine future 1ates through ‘application of the PBR.1
(G LLO-ST-ERAY noiinoilggh e 1 by Biuow
our decision on Edison’s 1995 GRC, A. 93 12-025. Delerrmnallon of the startmg revénue

4113 399973 bluow 11 o1 brad sno sdi o botesiboi nozibi slidw wold bu22ir92il 2h*
a5 butesupn (nfumm 63 11, 89 30 1astaninpya sunsio send ol 75 !m.nmupn suaT?s M0
2#4d idr o) in ;fn!zutli bl..nqu Anibsmiol
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requlrcment is a necessary precondmon 1] lssuamo of a'decision adopling a PBR mechanism for
Edison, because Edison insisted throughout the proceeding that it would withdraw its PBR
application and refuse toimplement a PBR unless it was fiist salisfied with the'starting revenue '
requirgment adopted by the Cominlssion'.~Therefore, in order tg setiously éhtertain Bdison®$ uo2
PBR proposal it was neéessary for us 1o determineg the baseline revenue requirement in Edison’s’)
GRC proceeding and ascertain whethar ot not Edison Intendéd td withdraw its application based 5
on the reyenue requirgment adopied in the GRC prDceediné;;L\% did nét decide Edison's'genetal:
rate case fevenue requirement ;untilwe issied .96-0-011.0n Janvary 10j:19963515¢°1 19i1s VOO

el noitudniTen days after we jssued D.96-01-011; Edison filed commenfs indicating that it < 7
was willing to proceed with ils nongeneratiorf PBR and accepta GRC reveriue 'reQuirement SR

authogization as the {nitial base revenue requirementidis o1 Lo grivitoubong 220l noissftat as ¢lgye
B. Agign,ed.Cgmml_ssloner‘ s Ruling (ACR) of July 12,1994+ 5 1501 1) SL11] 14111 wuo botjchs
Suivinn Qn.ll!l)_ffl?-; 1994, Assigned Commissioner Fessler issued a ruling‘wh'ich S 12 A
bifurcated the hearing of Edison’s PBR Appli¢ation.-The Ruling directed Edison to file atifi-ilun
“transmission and distribution”, or nongeneration PBR lo_amer_ld,A.93-.l2»029:.1The'Coinnﬁssioh !
- encQuraged parties to propose a flexible PBR méchanism that'could be adopted and coiformed ()
the utility industry over the next six yéars.i The Rulinig eficoliraged parties to addtéss certainiiryibs
factual arid policy issues related to electric restructuring, potential modifications to the Electric

AZJOSTDA I 12340 LT

uni-izatloza’) oln H LIASHI BTI Y

'-: il 1632 ood) 21 uefnsdasi 69 s Yo Insmals vt nh
b Whe n dison fi 3}\93 I2—02§ ft pillponed to “reserve the nght‘to review any

modificatlohs which'lhe Cbmfmiswh rmght thake to its application Mand détenniing if Weasg 0971

willing or able to accepy them. If we, illing orpngbl to.Accept such changes,..then we .1
would \\?uhd%a%vl Af ‘ lc‘auon”ﬁ 951 g(ﬁQ ey YK .
ST BT !2 sdiln ﬁ{,,y; finsyAl rfO fl f(’ A DS 201 2 a0k no noirizeh wo

2 As dlscussed below, while Edison indicated on the oné hand that it would accept the

' GRC revenue requirement as the base revenue requirement for PBR it concurrently requested an =

immediate upward adjustment to this base.

-3%.
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Revenue Adjustment Mechams}n (ERAM), 'alternativée funding for Demand-Sidé Management
hiziisaaa YD 10 vobinl - ,.u BRI R O WIS THN T
(DSM) and Reséarch D-c\ eloprqenl apd, peqon;!rat qp (RD é; q? it ) st

C. The RestruclurlngDedslon Ay
In Ordering Paragraph 17 ¢f D 95-12-063 1 ¥¢ ordered Edlson PG&B and

e,y IR I TUS )

SDG&E to fite new abplicalions, within 60 days'6f thé‘decasxon s effective ‘date, 10 establish PBR

j!i

mechanisms, consistent with the guidelines outlined in the Policy Deéfgfggf:'ﬁééﬁ‘ épblicalion
was to include a proposal for a separate"&is(}ibﬁﬁon and generatioh PBR:: The degision also
ordered the parties 1o file and serve comments in 4.93-12-029 on whether Edison's pending

it EHUSAT Y LITAIE EATR VIS4

performance-based ratemaking PBR proposil shiuld be‘ado;Sled or-ndt. ,Varlgus parties filed

comments in response to A.93-12-029. Most parties favore'd(géf }"‘i’o‘ﬁgo‘ f'8drkid {illerim PBR

mechanism. In the “Roadmap Decns:on 7.D.96:03-032; Wwe eXtcndéd the filing date for a new

< 169 el s20e0r Ricd enoes sld Hanaosan
Lo Siid 2063 52 baititnup 1o Jud nomesiol

D. Assigned Commissioner’s Ruling of Jufié 21;19961 vitrions s b ady wenidy
In an Assigned Commissioner’s Ruling (ACR) issued on June 21 1996, the date

SRR N d’dJ]"’lf 1]

for filing of Edison's dlslnbuuon PBR applicatioh was ¢xténded. The ACR recogmzed that for
1 h,,,’}) (W3 );{u'( “1\.11(1, fi: 3
Edison, the Commission faces at least two oplions: adopl a Decision based 4 the record

developed in A.93-12-029 as an interim de¢isibn for combiiied T&D; of réquest Edison to
sty 2um m,uh A WdNI5 1 283528

modify its filing to implement a distribution -on ly Pl ft in rFsanse 1o FER(E s orJer which

21 IR £H

addresses the T&D sphit.” OO e rans O cosibily ashiling

application for a distribution PBR.

SR UL R T SRS B ETAT FHS P 215110 Te s G0ty <18 et eozsibned nosib]

ot gorqas o311, SUMMARY OF PRINCIPAL PBR PROPOSALS

e oo otttz s Innoinba

el sunseon

A- Edlsoll . d]] f;l (‘”iq' (KU '} ’JI f,] J}’ Lu 1} ¢ ni 1)[ ﬂj

EdlSOﬂ s Nongeneratioh PBR Methinldm axériginally proposed contains the
. 1207 qus fuon :m nod avshlodoiada (H) 1edt :
following elements: w1 yesa <y ling ol o soidz 6101 zaoiiubay

“A revenue indexing formitila fot agplication 1o the level of i 075
base rate non-generation revenues adopted in the 1995
General Rate Case ("1995 GRC") and Cost of Capital

4. L2
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sitszrart2ddeididns; which fncotporates an escalation md,qx {08, ool 1nsintsnib A sunseast
inflation ("the Con pr g Price Index or CPl"), incremental
revenues for customé’nTZ’&\ th, afd’ a Moduclivuy Plédge’ o horsar 3 bas (iLedl)

L]
X% pol-but wntidau)H 3L

1, S conethed b )‘ VPR (30 U duaienind wiinahaO g
dosl ofCapltlal nééerﬁech’ lsm’té' b re "-“"'I~.‘~"“J:'"O*J

S ittt o ceplade the currenl annual Cost. ofCapllaJrnh 2 rroitnoitone v ot o) JEAOU2

pro ?edm

ke otlen . o - . . .
coth il Ky LAY ¢ttt ol ot Boaitiuo sotohivy <o divy fnote o asins doasia

a4 001 Al ovérall Net Révenue Sharing Me.c;hanism‘.gixp’ f0) oo | stulong o) 20
ruifiie oz vadyLd s CJ.C[-£0 A1 2 Fortis 2370 18 2ei3eres o
8 !lée’[)zirate}raeerﬁakirﬂw atmicit fol L& 0w oo bits alit od 2oiiin ol baishn
Batid ooiin ¢ategorlés of costs, identified as -Ex¢1u519ps S gaidirotes hosnd-wannuoiog
Tt son's pro
I I I',H")}lﬁl i ”U? I)[!;;,pi(nliﬁﬁjiljfr { 71 jj (l -'"}rt’ O [] (‘ f() {s 0’ I 1/)} 1 ' /1”1[ 67
2155 11 - Proyision fof "Z-Factorl rreatment for majof.2i5-(l qimbrodt? wis el snzinaidsm
uncontrollable events, both those that can be
foreseen but not quantified at this time and
those that are currently unforese€ablesi. 1o nnilud 2 10l , bongiod,

SAU9 n-n:.'r!u'»ib FI0Y poiiusiigigs

ar b ody ani] 4 gnal o Losesi R JETTITT o
T Apena]ty/rg\\i'arcffﬁéch%{\fsm’ io'alaupenoi i) bt b ol :
. A i Bosiz contindéd systémereliability, customer iqqq ST aoinndingih 2 co2ib™ 1o uailil w0l

;msfacuon and empIO) ee safely. and

s Ep T L BN ST Y B S LA RIS TREATT I R IRt IS |

0l iz th A penp]tylrewaxd mechamsm based O, pinstnd o 21, OX0-CH-£Q 44 ni bugulovch
- Edlsgn)s ay airagf:, ralg,fblll perfomlance relatne

VS Y5000 3] A p 0 .
' ‘{0 hation a{érégeofolhétimcs SrigWhed ' 1b s tnsnisigmi o) Zaild s (hibom

utilities.” (Edison Opening Bricf, pp. 203.) “tilgr (AT 2t zsoembbe

Edison believes that its proposal oﬂ'ers significant benefits by replacing
traditional regulalory ;ctogfro 9'» iﬁ‘h’&ni incehtlde: 6idd M\i’dfﬁ'fo’r !é’mﬂk’the appropnate

revenue levels:

- “Under lhc traditional regulatory approach, the

5dt snic i primary ingentivés for PfDdUCU\'?EkaeQCY?I?:,m:nr)/ 2* 602l
C that (1) shareholders benefit from any cost

reductions for a short while until the next rate

case incorporates the, sayings, lﬂ}C‘ its foresas saizshul ooy A

2CRI <y i huiqobs 2505791 noiisionog-nion 9161 wind

lesiga ) 10 470 ,) Lne ( 0 20217y %0n) 2154 et

rozihl LA

. samnziasta gntvoliol

’S’ . «2;_'
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for upcoming operalions and (2) management ..ty & "s0120) A

faces the prospect that the Commission may i A md st feneigor

discover and psnalize the ulility, for;mproper. 1‘ cieo Y ninitorubioen’)

operations. Under thg altemahvc app;oach,s A3t gy aoit,  noes

[incentive-based regulanon] the utility is at

rick or stands to benefit from all inyesimentis ot Luvitao'y &

and operaling gecisions, with $he risk (OF iy wicrt 6t 1y, bevinse 1eg

benefit) being loss (or gain) of {00% of the; nl DO 2CCT & nnvilit

amoun at stake if overall ¢amings leyels are wii vuivg 9uiviz2 22350

below the benchmark rate'of return, and S0% if 5 or ni Lotnoraslgmi

camings are betwesn the benchmark and cap 4.7 (14 14) yriboomd

rates of retum., (D,89:10:031, mimeoi .- w01 1420 2 asihl

211.)

Ao b orivoolls sl 1o en M AAN 1o nobtaaimilo s15!qino )

Edison acknowledges that sonie of the alternatiye proposals contain elements that rmght be
viewed as preferable to cgnmp)a_s?er ffi?f;'?ed)‘.§°},‘? {9325&1}}#}&3;’9{) 1;34113?9 argue.s that none
of the alternatives, when judged in their entirely as potential allemalnze propOsaJs can be’
viewed as acceptable. 13 u‘:ui,’-:,,..'-;m! Las znoboilibom sfiie 10 nes ol X
B. DRA SYEVE sr enent enstznlors 1o bl 24t Do rivating Bueonoug 2 no bt

DRA'’s proposed altemative PBR proposal for this proceédmg méludcs the

following elements: 41 e Lo o) oaie nosinos kesitea flidvrost 4

i

“1. Reduction of Edison’s SV&iR1f tiventlé eéquif fladivys s b
percent w[{fn Phase L of the P zlzs dopted ’l‘hls lemepl IS i o
suppditdd by 1.94-04 /063( hichadop 't“d m F gdsiip g:ngp’_ﬂl -
broad enodgh Wi lf:}xfld)é bsily §£§e‘ 1a eletnclgn’ ];j(!\' ey inhoi e

Adjultifienl Clavsd Compbudits'of eYdltiic vt Tad Weit hl Simdi 10

revenue fequirement rams administered by, this Commission;
5! ,ﬂmrlh ni{s /p(ng At s & e naal my Q‘%‘ corqqn nd 04

1o m HlgiGn 2 f!} nnaibs ru AR
2. TQeénidan it pile fﬁg o e b "35,,,,,;
operalions, nén ﬁérﬁ xahﬁ sAdralidh, 6égiing gJaguary I, " 1
1996 followmg the overall pnce reduction in l‘9§51I e

7 "3 £ i i (
o Nl GSRRGSH e i o ey Medrgaieyy o 1A
ewsgenaiaescalating a basg revenue fequirement by CPI minus ah 31X’ L\?a!ue i 12l o1a2n0m b
adJuslmenl based on an estimate for pr

ictivity, a productiyity
A4 bBns g2, r;:vs i vmfju'!x SUNTIAY 2 [B*!b 1575 01 ?: ATY %5:‘5 50 sostiarands ASG
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*stretch factor,” a valug designed with tference’ o' a conipétitive' 11}
regional benchmark using data frofi the Wesdlém'Systems i1 <+
Coordinating Council (WSCQ) compinies ardd finally abas vovouih
correction vatue for the upward bias i the CPI; 1 vabal) cuoituiwgs
15 20 ity oy Lo tug o hosd-oritns oat)
4. Continued funding of DSM arid RD&D forthe ihitlal thrgess A-0
year period at no more than the fevel feconimended by DRA 0 bs
Edison’s 1995 GRC. In addition, adjubtrehts to'the ¢usténieritsn 1
access service price for DSM effécts should be ¢atéulated anid nuoin
implemented in an expandéd Annual Eatnings Adjusinsent %1 woled
Proceeding (ABAP) where the results of mbasirement stadies fofi 17
Edison's DSM programs subjéct (& indeiititdsate leviewedy 10 <9101
: (.t1is
5. Complete elimination of ERAM as of the effective date of this _
<3 1112 Phiasd 1 decisibn for the f01l seope of Bdison’s utility bissiriess;ozbul wondos nosibi
LD Pl R LI Gt R 2 e A 1 L A
= v petéent of all galns and losses relativé to'the priceédp;ibui iy suvitenints wdilo
~ : : ~ldntrpaun o) baust,
7. Z-factor concept with modifications and limitations on slduipois e bairz
Edison’s proposed criteria and its list of exclusions from the PBR LA
mechanism;

el o Bt pa ity Wy el 1t froorpng § ST sabanals b qag 274 5K

8. No rate/bill national comparison since the price cap is etazanalo ynivuliod
designed specifically to achicye this goal;

v Aot alits et 2 2 e it o noitsubost 1
Cspamavelgeidl huseabs ep QHY o 0§ 9500 nodv inooisg
9. chmase@ p?naily lior, _mﬁhis_he(i ua}uy of Sc;[}nqc,q'ptherm o
Lt G 1S 002 B DUTGLE T f LU8T- RO BV A L U
system rehafnmy or level ?f, cusfomer satisfaction, }Yllh?l,'l_tl A
sortunity for Tewards for continned curent service levels: and . ,
'oppol‘}.’li"r 6 MO8 76 22108 SiE 2000 10 fq,!?{-lnrll)‘{di‘_!) 'J{Uts ¥ ].§I’J=l'1fifi’:il"-
santzeirieno’) 2il sd Bl iingig e (50U S0IREINO ] S

10. ‘An approach {0 Monitoring anci_h‘v uaﬂon\v&uc includes

oversight of Edison’s prices, camings, and operating and expense -
el (DAL Ol Bt o aas TN <

IR DR L YU/ EOHA P SToN 2100 i
I, DRA/McNanmara.y ;- N e
’ FUELLOY ai noiroubuy o3 Haovo wif) yrivoliol aCCI

C el . s - TUR ,,,.4 . .

DRA states it has proposed s alternative because dison’s propgsal fails to

‘demonstrate that it would produce rite téductions or any other sigaificarit benefits to ratepayers.
2bhau IR ! sleailes, oy niq boed snsmlanbe

. . il Ly ufryic N
DRA characterizes the differencé béfween %ii(&n s revenué indexing mechanism and DRA’s .
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price cap rule as “fundamental,” explaining that DRA’s altemative starts with a réduced shirf .7
revenue requirement stream dnd then applics & price‘¢ap 16 Edison’s ‘cistornet access services. . ‘
DRA exXplains that its proposal Wéuld provide, among,other things, for immedjate rate relief toan
Edisdn‘s»custéme'ré' rather than waiting for productivity plédges or a six year experimedtal ool
progrant to nin its cdirse? DRA beligves that this outcome 6f its proposal also fulfills the'spirito!
and létter of the Commissioh’s criteria and the l¢gislatdr¢’s guidancd in ACR 143 in providing ')
all of Edisoh’s ratepayers with immediaterate relief." DRA Submmits that its customes,n af r0zib
salisfaction and feliability ndechanisms provide apptopriaté incéntives for protecting rat¢payersdt
from degradation of current service levels when Bdjsoh implenients new cost-cutting strategie’si«
under PBR. 6w 21tinigie2 z,:-!,iqu-nj;i::-‘fbasn pIEIE RIFRIR B R T 421-’;2’\_1 frisubal

etz ob-Altentatively, DRA submits that if the Commission a';‘)prbvés certain elements of .1
Edison’s proposal; it should énly adopt them with conditionsir At thie ﬂ’ery 1843ty DRA proposes!)
that the Conimission adjust thd starting’ point'downWward and adopt DRA’s alternative «: lnitiniog
recomméndations regarding FéVenue shating and capital structure (iéatment.; Additiodally; - orjoi
DRA urges th¢ Conimissién {o reject Edison’s customer growth allowance as proposedi: DRA:i«
opposes othet $pecifié elements of Edison’s propdsal.- DRA also states that regardléss of Which v
PBR me¢hanism the Commission adopts, the Continission $hould adopt DRA’s o1 litnu ¢5unsin
recommendationd on'customer satisfaction and reliability mechanisms; mionitoring and 721 yedzil

evaluation and auditing compliance. RIEY

A aoitooD suhcah obinpi s 1o beahqmos 2f quoiy wnsnoint ay2U Ininenhbnl
orendY od U esra0 DO esinsquo?) duduil-1sausdnd oal 2luoimodD bos 235ubord
TRy Lont oo aoiteisqiol) Aul-dhiedmid peneqn’> THASIITA zsrlguﬂ eoiasaqmo’)
3 DRA’s Opening Brief al p. 2. onb 925019912 b onl
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C. Industrial User'sts -1 12 svivimols o A55E v ds ruiaiclqzs " fnsmn ol #s olug Q.2 Wiy
+uste1 2 2’The Industrial User§ believe their PBR proposal for this proceeding §$ easy 10151
undeistand and implement, ahd beglns the process of teduging EdiSon’s rates.: Industrial Uscts!(}

advocafe that their proposal meets al] thr¢e of the Commission®s goalst ease of implementation)

lower eledétrid rités for ¢ustomeys and increased financlal opportunities for Edison. Industrial ;i
Users® proposalf $€t forth in detail in Exhibit 320, 'cant be summarized as a rate ¢2p that requités v,
Edison 1o reduce its average weighted typical bili (0.125% of the national ayerage by the yéar. iy,
2000.: \‘(ithin,this‘ framework/Edison is freg to pursue any opportunity for eariiings growth 1+i1:.z
with the maximum amount of decision-miaking freeddme!s7<! 5317192 109115 1o aciLlnigoh o
Industrial Users believe that their PBR mechanisni.provides significant eléclrict: ;i
rate decreases (in nominal t_efms) in avery Year of the PBR time frafie ! In rejurn; Industrial ‘
Users would allow Edison to keep all refurns on irivestment, which théy.estimate to be a 2'nozilsi
potential annual benefit {o' Edisop of about $142 millioh. Industrial Users also state that their 1.1y
proposal Feduces the potential for errors ini the implementation of PBR,; such as those which o0
might result by the adoption of an incorrect prdductivity factor.\They also state that their;ur Al
proposal eliminates gaming of PBR revéhides which might r'és"ﬁlt,x for exarmnplé; by defefring ;0
revenues until the riextyear to avoid sharing,; allowing electsi¢ rates t6 inéréase because the «r stei4
higher revehixegoﬂiwéigh the pénalties, and avoidirig problenis with accounting for imprudent »»

Costs. guocilginns 9anibis Bas anitenlovs

! Industrial Users intervenor group is comprised of Air Liquide America Corporation; Air
Products and Chemicals, Inc.; Anheuser-Busch Companies; BOC Gases; The Chevron
Companies; Hughes Aircraft Company; Kimberly-Clark Corporation Nabisce, Iné: Praxair, ™ ™~
Inc.; and Steelcase, Inc. _ £ a1 uaiasgO 2 ASlA "
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i

The Joint Parties® proposal can be suniflafizéd 4\ L Pofibies:

+**1i. Consistent wyith ACR-143] the Copimission $hould ahiculate
»" 2 thatils fundamenital goals in adopting PBR imechanisms 4ret
L/L:-i-u»{ {? 1;6,!'!0.” ,inﬂ s bas _,Sam'll? OU%HIE 08 28 ,1,4:(-*‘01 q
a. lo establish incentives that enhiance the compelitivencss of
utilities to ensure that lowest cost services are provided to all
Nty wwalIstométs‘hnd o8 enaiingoass tovsdaus odi i 1Y
Las (10861 N* bolleo
b. to provide immediate financial benefits 1o utility customers.
brsa etz eoitsinconsigod S ALY p.a! g ottend Ly '
2, The Comfmsswh should state cledrly chat jis objectives in )
adopting PBR mechanisms are nét piefely fo decréase the 1O
Commission’s regulatory activities, lessen ulility regulatory
15 s0rmg 1*burdéns,” o2 'imp_td\'e shareholder earnifigs. s wist ~3inaY sniol o471

(A R TA T AU, ¥ U2 et otadzizon 2k adsaeco ey i bataszon
“iyh 'Ii}é(fo‘ AP ANioild eididid it any PBR méc hanism it eI

LN ]

. 1rd gmhr.«ca@plsr\wll¢omply.wuh ACRN43.ilan 03 = 5eitassni Iguiessm 2 ohiveig 2200
PRI TR AU T2 o A PN AL A LS e A 'u e e wplzan2tita s ot s e 03
. W TRE Comimissioh srdiild adopt the' fﬁifowmg féatiirés of PBR,
Livory fas testified to by Mr Mardus! (o ob 2oinst naiol o f1 olgm :r:r;n-l IR B VR &
dn i
1y ey D58 3TeYenue per customer approach, and noba PGS COPY i e 2o

Add Lt botAdopt an X factor’ of 4'peicént, hol [Edison'’s) proposed 14 1oatinnie
R B EREN ”fclenll“u,g““ iz nonb o) 1oa s o2 boazizeh dutsusy o4 blcods titeinetdnor
it it i 6o Rejéct [Edison’s) pioposal for a'special allowance for new -1 ilidsilon
customer Costs; test oy i e laargord disd) b sestod ot

| 221 10 H

810 £ gairsbaos B st DAD sy sriiogieaion ehiramionn YiADY

ortuluroton 1oy < od Bluo e 7350 sy b zoqoig /3R D ashal) T Onl Q¥
3 The Joint Parties ¢consist of the Cahforma Department of General Services, TURN,
-Center for Enesgy Efficiency and Renewable Technologies, Natural Resources Defensé Council,
and Environmental Defense Fund. TURN endorses the positions set forth by the Joint Parties as
the sponsors’ prefesred “CPI- X”-based PBR proposal. However, TURN’s preferred approach to
PBR is its own proposal summarized in pant E below. -
. dVAUY dnzonor) i 2 AU @i sisd dhioY 192 15 20qovy sds 9vads Bolas oh?
ridn (0 poiisr il budiveesh a6 2sined taiol < (d boiasnels If dy 21 frangoiq ovits m;)!v

-leH—
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d. Adopt a shared savings approach that ensures sigaificant 1111 salo}, (l
beneﬁ(ﬁ l? ra(!cpa;,rc!.shmf 173 TATR7S Py RIS I B TGS )

5 leedIRéviso (Edison’s) proposalé fér the non-price performahée
indicators for reliability and customer satisfactioh, uding DRA’s
proposal as an interim strategy and removing [Edison’s} proposed

o z-2nynational rate and bill indices; s /110301 dfeiidnian 05
H{; a) bobivory 18 eo%id127 Boo toawal ol iy o) ST IHT
f. Limit the number of excepuons to the PBR mechamsm (the $0-
called *Z factors'); and
eranntary Pifilg ot 2nisind ioasail sl mi “Lizos ]ni d
g. Ensure adequate PBR implementation, mOmlOnng and
governangé; especially in light of ACR-143.2%"(Joinf Partiest
Opening Brief at pp.2+3.) 10 o1 zinvinsif vz A8 gaiobsa
et bus oy eiling nu2asf soisivitos gottng s e'nolzzinnnn’)

The Joint Parties state that their propdsal is the only."CPI < X*:baséd proposal
presentéd in this case lhat is constsﬁm !wnh {\CR 143, 'Rm Joint Parties state Hlat_{lhcir

(11 5187413 AL R M I

proposal provndes meanmgful incentives to enharice Bditén’s conipetitiviéness in providing least ‘

cost services to all of fts customers. The P;oPosal also or[ers immediate sharmg w;th customers
et N R RS EAS BT T A LOT22 VG

of cost savings. For example, the Joml Pasties do no{ behev.b that Edison’s proposal provides

HeR Rt HOLUPR 34491

for meaningful sflarmg of produchvi?y 1mpfovement wnlh}rate’pa)ers an(i believe that a
significant rate 'redu'c_uo:)‘_ls’reqﬁ'iféd;uThe Joint Partiés also bélievé that'the'adopted PBR
mechanism should be carefully designed so as not to lose sight of eng§'g}j£6hsewali0n,

reliability, customer service; arid thé environmént while parsuing the goal of rate reduction.
NSRRI DR ST HE D

They believe that their proposal meets the above tests.

E. TURN
" TURN recommends reinvi gorating the GRC procéeding and conducting a GRC ‘

every two years.* Undet TURN's proposal, the GRC would be the primary, if H6t‘€fch’i§‘1§'b',' o
AN oo0in9? feieas D o dnsmings ainolilsD < 1o oo ssingd miol od 177
dinnun’) 2o coosod s esigolondost s.df oSt Bas GasbhNMihensnt 10 101097
22 73ine] Jniol sdryd $110Y 152 2nottizoq wdb e obas VIO T bag cansteUninsmooniyei bas
0} If; ovgis Lundaiq 2 AAUT aszowoll doeoqmg A8T busad " K19 hoitong "ero2nnqz o)
ceolod A neq el basihizramoz 16200039 uwo 23 2i 5184 -
$ As stated above, the proposal set forth heré is TURN's primary proposal TURN's % "'
alternative proposal is that advocated by the Joint Parties as descnbed in section D above.

-11ef -
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forum for determining rates and ratémaking policy for Edison. ' The separate’annual cost of
NARY|

capital proceeding would be eliminated for Edison and that issue would be aédressed inthe

GRC TURN s proposal \\ ould clrmrnate other rate aiiJusimernt rne_qhaqlsms ang fp[’nrolas

S At r—u pr el o) ondgs et 1270 ¢

w hrch exist in addition to lh GRC Esirson would ha\' {ysufyla)r}y rate ad)Pglmenl

Shey DTN OF 540 : fi0ed m AT b ey il sy

procedure or, [om )lla a;rde from the GRF ey based on today’s crrc mstances, . T U&N States 4.

D DAL ]f SHIELE HE YA rul

that mcludmg a specrﬁc spnsel date j in, anyﬁoproval of a n0n GRC proc ﬁiqre or formula yijll {10

R4t )f P LS dRUR ¥ N f), 43 2 NN ’;J-. AL Y05 e

prexent e SIS, PACYISH ST meehanlsn, ‘.‘G‘“Sh hayg outised ‘Peleﬁs%f"lﬂsﬁ onsinuing in o1y

effect aqd more ofr?p than not, creating no-longer-justified but near-aut mg‘rglre\enue andrale, .,

TR 0/l LHEEN 2 ¥54 f‘«’)'h (i n)l, il V iHIO Y shente (s feY &5 i)

increases. TURN also states that elimination  Of | baJanc;ng}accounts )vrll largely e !!m{ﬂﬂﬁ e i

61 ¢OO1EHUGIN LD 220 DO TS 100100 0 PEROHICE RS M

need f?,r]fe,?,sq(m?})!e{}?% 35?%3"5».; VRO vanoling 20 10y ods oyt nosed ozrimu m"-u‘.q

URN advocates a V0 year GRC c?'cle (the norm prro; to the rmqli 980s), s

03 {107 »thid 191 (dll A8 PR THA REHE NS 2 B 1 it HITERS L K F AT 4 WRnnl,

attrition adjustments “?"‘d.,"a*&.f':'f"f‘a‘“ Ageording 8 TURN: i rowq b avonon to stk s e

»This approach w ould provi og Edison wup‘ a fixed ¢ operatrng AU bun ey sesid:

S&: -y

RINLY GO £l

Bt (OF 4 Gwid: Jearpériod.”"Any savings and efficiencies that _ _
<11 boy the utility is able to achieve relatiye t6 that budget would flow:s1 g 2o tntard s

100% lOShareholder.?durirn that fwo earpenoql l'{h?reaftefth?” ot ntisian e
/’]”sﬁ'm’gs‘k\oul ‘ﬁr‘éshn%ab]f ”cgl‘)}“ 13) itare - e

(}] r-!f

ure furé rate cases for the
155 benefit of customers; although in'pradtice efficiencies achiéVed  o¢ o2 vl 1nhy 2517t
ng the yeart the GRC is bemg liti gated oftep would not
| ,, ) ..,, Ui gaitaneg wunilang o
SRR ”él’l-' LUES 1 eéduédd Tates until the fiext GRC, thus a!lowmg’ ' t -
L.« $Shareholdérs to reap all of thé benefits for as much as thrée fuil o qu o) giting w0yl
years. ... [E]ven after the savings are caplured ina sv.rbsequt;,mmf ot esilit el sl
'GRC, shareholders continue to benefit because the utility _
10 1o, becomes by lowering its rafes, more competjtivé with compéfing 4171
5°”§€?;$¢£“‘°“¢? as -“ l,l a‘s,other Proqpftsna{i J§C}'XIS!, B olai eznilowsoi] 2atdonisto
uinteingn Lot s aosibil ol -’y sih g tignos c2vog antstugsthonilmasnz

aoizrianio’) Wi uals 109 baonbor v b ozt polinboyget soiqai o) ooz bluow 1 Lrossd

1,,115 At 2 n'.qrrm 11 woil 222056 03 bas slod i g #5pilisis wald waiv o) olds 1ol o bivow

o TURN suggests the procedures to bs eliminsted inclyde the Asition Rate Adjustmentisitiny

the separate annual dost of capual procee ing, ERAM rate esrgn wmdows, separate *
applicatioits such as'thése for low:emission'vehitle fundingyand baldncimy aelsints thgehashy.sni od
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10 1.0 cOmpeting for customer dollrs,! -(TURN Opening Brief at pp,nininnui+ 1ol o)

14-15. i . o : -
<dred l.:n;»:!,;? v Bl wrezei 1oty Ran e ib ot Lt ninnilo 5A Bliae sl song bitigas

el by S b i ' 0153 35830 srenintily Divoa,| R R 1 M IRu LY
RN 86 that R Propo ssuip‘en ft’o a;\fotﬁer’pame's phopos s tn order
10

IFTORS Jff*{ {0 “'C ‘ X.;’ﬁh)' A1 ) unm['hgm feisaalaidy

to achieve the' $84Y'6f Fate redisctidn! By defimition, the hanism to achieve rate
' ’ ’ £

1 LA s W Sl 4 175, f B JAREEIE) ¢
reduciiod i I:Lr‘éél)' depéndédnt 8pt ﬁthel \Fei at wf'nch the C}o'r%lmyséloﬁ} eﬁ 3(“ nd ér by
S . 1] i 110 5 to ly 7o ge 1 b 2 26 I b i

other pAitles" ProBbIRI At dadisls T aihad Shed Bnd HER 1eh YR P 1 ”“’{J gt

Howbtét] TURK SaVEUTES thilf 15 pr8phied (Wb Jeal 1AL le Bt R Maid LB toedbes 7 ™
would hbi &x&sivery fely 81 any Sdgte CoOMmIsiich olemshaiiaa; Sia would ’31’20"3:’” ZEH s
sufficieil SppSHubiide Tor e Citisionte Lkl éﬁ’)"‘éfir'é?'i’ﬁ thosé delémlnions o

prevent undue harm either to the utility or its customers. TURN alsd’sta !t%’s]lit)aﬁﬂirt}?n%%'s{all ]igl bosi

I 2 i 1 4 ' ‘ P ) ' - H ) S' , ¥ 1: 9( Ji’ / I
the gt sdelSs ol a&’nélxn 'the ’p‘eﬂt‘i " iﬁ&hl’aﬁﬁngé'é r'eaioﬁ'aﬁé éﬁport'uniiy or P!dlson to
ihig by il =3 Olooy sntzoihe nopivt;
carn a fair rate of relumn and prowdmg tch‘s&;i ’$ 'n{falﬁé’gé}nenf “"i'l Iaiared%ctable( ramel work o)

o Lozl “disoui hligar (hanor gy

achieve that end. TU $iatds it s propo §ai“ 3¢ n;(')f rely on régula ors tellmg the l,ltJhly how to

| PR ST ! PN e 2Tt it PEl 008 B i)

run its business, but rather séts up an operating budget,as well as a reé§onab!e authonzed rate
b eaqral At oderids o)
of return, for the compahy, and btod fifani; ep}eni to manage within thal paramet;‘ , TURN
1)

RS RS AV RS “Hjli'lnl i1 (n“fl A DG & e

states that the two yeat GRC C)cle would provide adequate 1ﬁdent1\'e to'Bdison'$ maﬂagement
RN ) Jeitre l’ z,,l I({l [‘r
to continue pursuing all r’éaSér\a {9 ic'hon’é'!smé'e lhef ac) v s,la\nnéé )\'ofl i>e retained

:Ii}n!)o'd)’[ VLR R BRI VIS § DS 83 |

by the wiility for up to three )ears before bemg caplured iri the subsequent GRC and flowed

SHPE A TS PR E Y DTV I IA I D LR P 3 § B TASY 4
th s i ‘ )
rough to Edison’s cus lémérs‘ vt o red T ,.z:.d o Lesritaces Asbleduinds D

TURN also discusses the procedural benefits of cpn'sohddnng alarge fdumber of

furrg edentt iy voillo an Yoyl 76 25000010103} 2307192
ratemaking proceedings into a sfﬁg 3 onim( Fifsh ' Would achieve the mmpinﬁeﬂ

ace [or SiX

streamlined regulatory process sought by the Commission, Edison, and the Legislature.
Second, it would serve to improve regulation itself at a reduced cost, since the Commission

would be better able to view the utility as a whole and to assess how it éiiniﬁé}éé'{ifﬁh“o'fh?r_m .
exvoe 8,1 paid BT A s et by 1.t 24 "s‘j 3] 13'/5'“]]
utilitied:“Third, (he Hro 6T {{’Bula'pl‘(?\'flde' fnfén}‘#ﬁ 3 Wik A A pihain s %ti)o nityto
SIS nobari n 212k Loated ‘:n!b')):(ﬂ '} Ib]!f}n) 13 J2600 nm, IR

be involyed j in he, regulatory process; by permitting thei (o concentraté ori a single pfoceeding s

G7
il
l
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stz aele VIAUT IR b




A.93-12-029,1.94-04-003 COM/DWFHMD GEHVTWORIZ0D) 0D 1010 .0\20{{-{0.«'{

rathet than mohiplé pioceedings: Fouith; the'proposal would provide for a regular 4nd more. iib
frequent forum (o address service qualily issues rather than having to wait once every six )'earshn—
Fifth, the pfopdsal would betteér'serve’ ACR' 143's’objectives of protecting publio health,
complying with'envifonmental laws and regulations, and ensuring the eXistente and dperatiopd ris
of programs t6*atsist loW-iicome ratepaytrs; since undér any YGPLX" proposal, the ulility iic.si -
would have thé incentivé to minimize the costs involved inachieVing these goals; ard thé s >-91 09
increased lag belween coniprehensive teviews will redice the Commission’s ability to edsurg i
that the ébjective’ afd belrig metl-Last, TURN states thatits proposal providés greater.tiy - otsbro
- protection dgaindt price discrimination.oziv Z-10) 10 "ivivsnbong c251 woing’ Yo ol oisbqu S84
A1 i 2oy 19a{tor of oyandy Hie oo futio «“mnl w2201 bnsineh 1o taclawpubnt
s v ui oz ety 9 IV THEROLE FOR PBR REGULATION il 21i 2251 2550w buegni
Loduisw Sulivr gt ediyat o ogneda st 2xol tuegino 2anil
+3iWe have accepted thie benéfits of incentive baséd or PBR regulation for several
years.! 1We first replaced ovr traditional rafe case regulation with a PBR, which Wwe called the 5o
New Regulatory Framework (NRF), for'the local exchange telecommunicatiod utilities, in v::101
D.89-10-031.¢In adopting PBRs; we recognize that traditional rate case regulatign includes asuiig
direct link from codts to Fated and does not includé an independent and explitit incénlive tovissftni-
inciease efficiency through loWering costs.«To encourage éfficiency,”effective PBR regutation 1
breaks this féedback tink frtmf ‘costs to ratés and inchides an ihgéntit'e for thé utility to redudels: 1y
costs. - Moreoved, effective PBR pegulatidn must include appropriate standards for service and iboi
safety. 213310560 m:a!'f_'(f‘.-m #4oby wont zvndiow 1o >s;r)i.!:;af!l>;‘.»;'h Insolib gom 2 a0zibi 301
311127 Jn D.89-10-031; we Addopted a form 6f PBR regulation, first used irithe United
Kingdom; and often-calléd “CPI + X? regblation: This form of PBR régulation adopts starting oy
rates based on an drialysls‘of Ouility costs'with thete rates’then’updated in each'Subsequent year lon
by a rule which' Indludes éxpected changes in input pn':ées,' GPIjard productivity, XU In'our ¢huye

seaitaAaumnoLels) mi ozmado Insigolomifusy seds enivilesd conriling syesfoxo lnsol oifi 101




discussion below, we refer 1o this price less produciivity adjusl‘mém;'ér CPI 4 X a3 the update {11

rule, o7 2icCinds ouno tie oy vidvnil medd valtan coad adifvep ouinig2 2ob e ot ot oot

+iih.-To make this updaté of utility fates Indépendent of the itility’s costs, the pticeiil
and productivity values should come from national 6r industry meéasures and not from the utility.»
itself. Thé indepehdence of thé tipdate rulé from the utility’s own costs allows PBR regulation, 1o
to resemble the udregulated markétwhere thd firm faces market prices which develop o/nd bina o
independently of its own cost and 'producliv}ilg.il In contrast,; tfaditional regulation ofiettis iz
updates rates through'a revicw of the utility’s own ¢681s'and productivitysaThe forin.of this 1y 114

PBR update rule of ‘price less productiviiy’ or CPI-X arises from thé untegulated matket wheco;

independent of demand response, a firm’s output price will change to reflect changes in its
input prices less its changé it productivity,iwhéfe productivity is $triply the change in the
firm’s outputs less its change in inputs, both value weighted.

b.uav .0 101 Finding a fikasurd for the price térm in'the update rule requirés a'¢hoice
betweén'a feneral price indéX ‘such'as thé well-known CPI or an fndustry specific index. /T he..s¢
former choicé involves less controvérsy but ses a geheral appioximation to industry specific /..
prices,-and this approxjmation can tvork feasonably well during petiods of generally l6w 0§ -02.(1
inflation. ~While the latter choice ¢learly tracks industry costs more closely, it does engerderisoiih
more controveéfsy because often it fequires construction of a new industiy spetific price index toai
track industry price changes closelysi Compléxity readily arises in the construction of price /x5
indi¢es; for example; an’ a¢curate cyrrent pricé index for labor requirés a weighted average wage)s
for Edison’s many differént classifications of workers from clerks (o system engineers. IR

baiintd =ifThd produclivity mieasuré' stiddld come from 4 forecast of industryrspecific

productivity.:However; such stiidie$ are ndt ¢6inmon arfd most published économettic studies nid 7

not only assume effi¢ient operatiop but also use historical data. I D.89:10.031, we relied on a1y
study of AT&T/s historical productivity and expert judgment in Setting the productivity.value g «J

for the local exchange utilities. Realizing that technological change in telecommunications

A.93-12-029, 1.94-04-003 CO;\‘UD\?FII_!_MD I EARRR /IR TAO N BRILUR R R AU IRUCIRY S AT A.
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offered the opportunity for Sﬁbétahlial ‘productivity and wanting to encourage incréased sivi1s2 brin

-0 2 We riote that improved efficiency can asise frdm thiee sburces: adopling moro:.o1y
efficient téchndlogy in me. 2 ng current demand,: realizing econorhies of scalé when expanding ¢4
the operation, dr réducing exiti'ng inéfficiencics in the current operation. 1In the nongeneration bt '
business and pﬁnicﬁlé}ly in the diétribution business) the fifst source of productivity maynuioqqo
contribute only selectively toward greater éffitiency and loWer ;ateg.a!The incenti)'és of thisiiaim
PBR should disc¢over the'opportinities to increase the efficiency of the current opecation and »e:1o
thereby lower rates. | 20167 9 55T 35 s 91001 309205051 i ol oo saeituilo

7110 D.89-10-031; we also adopted anet ré\'enué'sharih'g nule which allows the
utility to keep Some 6f the incréased nét reveifue Wwhich occurs if thé utility can reduce ;ts costs./ah
Adoption of this iule should ingrease the utility’s inceative to reduice costs. Allowing the utility 1t
to retain some of the nét re\'enuc'fr()m‘costVr‘p’d.uc'lion efforts alsé resembles the competitive nisrin
market where a firin can Increase its profits by loweting jts cdsts! Combinéd with the use of :1:1:1i
independent prices, the use of a net revenue sharing nile emulates the outcome of a c‘bn‘iﬁeliii\‘e £
market: 175501 2walis Fon 2103 v ol o) pos it suinonns duids S Sidb e saitaoni vanaiha
- iz Thus, wé seé¢ PBR as emulating the compelitive process to entourage utility.i sy
managemient {0 make décisions whi¢h resemble’an efficient or compelitive oufcome.| Anisyogar
eflicient utilily-.will control rates which benefits ratepayers.’s HoweVery wé want 1o ensiire 5150 =l
fairness 10 ratepayers, employees and sharcholders in the' PBR piocess:» This requires balancing 13
potentially conflicting interests. The ulility can increase short run profits through reducing o:do1rd2
variable costs, but without rei'enue sharing such cost reductions will not lower rates. Moreover,
such reductions not only can affect staff immediately but the service quality imipact may only
appear much later.
In this PBR for Edison, we balance these interests by réquiring a progressive

sharing of net revenue between sharcholders and ratepayers and by having both the productivity

-16¥%1 -
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and servicd quality measures increasé over the duration of {hie PBR.! By pogiessive, sharing, wglo

mean if this order that the utility share of net’révenue Inctedses as its eamed geturn becomes:ivins
greater or smalle¢ than the benchinark fetum; comrgspondingly, the rafepayer sharo' decreases.

By having these produclivity and service quality measures increase; we intend {0 allow both .i-ie
Edison management and its employ¢es time to adjust to PBR regulation and t6 find  ioitazo il
opportunities for cost teductions, which'will lower ratepayer bills;’ in¢rease’ Edison’s profits and <
minimizé the h;npact on employees.r Allowing timé 16 discover such oppdrtunities for costidirinos
reductions could defer some of the rate réductions for ratepayérs; but we believe that'whien Such 4
reductions occur, they will represent more permanent efficiency gains. . stvrrwol yidnsd

<11 -~ 2701 In &pproving this PBR; we intend td adgpt a framework-which will apply

downward pressure to ra_te"S'.*uThe‘parties noted that Edison’s 6wn forecasts showed that fts1 ¢sility

PBR proposal would likely not 1ower rates substantially when comparéd to lraditional tate«irqobA
making..:However, we note that the partiés could only compare forecasts. ; Such forecasts r.ixts1°01
include uncertdinly arid can only lead to speculation about the effect of . alternativé reguldtion 41:
on rates.- Rather than rely on speculation and forecasts we order a progressiveé net revenué rioshin
sharing incentive in this PBR which encourages Edison to lower costs and-allowé ratepayers (G121
share in these reduced costs through lower rates.- This progressivé sharing incentivé gives ,
ratepayers 4 larger share of Edison’s easier cost reduclions and the shareholders a larger share of in

the more difficult reductions. :\We séé this progressivé net fevérue sharing incentive as'the key.itts

to lower fatés within a structure which balarices the'intérests of ratepayers, employe¢s and: sruivig)

shareholders. o1 (b el sl i 1162 oo st oo Gkt o 1 eto ot girilinns ¢Heilnong
ROV PITS CANCPSIN B PRl IS HEIT e P ) B I 91 W ER T D B H A siotiv tisd 21209 sldni g
edno g Dagmiyilanp ooivies 2dp st istsibsimnd ol Lot nas (o fon oroi o o
el dsuin 1 wqs
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V. THE NONGENERATION .PBR)': -;Sllﬁpgzil TULTHPHIETTY AN

HETITHE s oo o 1o breat Lndiodine, . Borp Loowa HO-T000.0 o}

vt ivestiyea I this Section; we déscribe our PBR for Edison’s nongeneration busingssisThis )
PBR will become ¢ffective on January 1/1997. We expect that during 1997 FERC and this 1,1
Commission will approve the s¢paration of Edison’s nongeneration business into transmission '/
and distribution operations.. Qur Decision today,also adopts the adaption of this nongeneration »»
PBR to a distribution only PBR, which will extend through December ;31;-20Q_1;93 uoim;;; et

b noitizasThe transition from curreqt regulation to PBR: regulalion.rgqui(é.sichanées to

existing policies as well as the introduction of new policiesFirst, we separate Edjson’s base, ion
revenue requirement between generation and nongeneration.- Second, we otder Edison to file )iy

tariffs which set separate rates for géneration and nongeneation base reyenue requirement,, jliss

effective January 1,.1997; and we will order Edison to file changes {0 thése tariffs as part of our.y

unbundling proceéding within 60 days afier FERC and this Commission have completed.the:i ot
separation of Edison’s nongeneration business into transmission and distribution'and wé will. ;.51
order that Edison file these tariff changes‘\"yith an'effective date cootdinated with the beginning
of FERC set transmiss$ion tates.- Third; we adopt an update rule which; using the CPI + X rule,14)
adjusts these base, rates arinually for the effects of inflation and pfodugtivity. Fourth, we.ir.in
describe our policy for exclusion of certain accounts from the scope of the PBR, and our policy .u
for modification of the effect of salés balancing athieyed through the ERAM balancing account .5
for base rate revenue requirements, and our policy for Z-factors, wwhich allow cost secoveiy forit,
extraordinary events::-Fifth, we present our proposal for cost of capital and capital structure and
the related net revenue sharing plan for shareholders dnd ratepayers. - Sixth, we describe ournisiai
service quality; customer satisfaction and safety incentives. Finally, we review ourcoirsioaszn0n
implementation and'monjiOﬁng pldnuq gaillid 390109 03 zaibiogen bas aillid ,'ﬁhe:l 10 5517152
Lt srerii 513 21509 1060055 15161209 10 sifzs;;l 1t coninzooot noitawolis did etasmstiupm

etao candt done b ounifor vvol noiiudizib w s cvnso egpnls 1omitn duide qaastom e
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A. Nongeneratlon Base Reveild RéQUiréileh( (174 i1
_ In D.96-01-011, we adopted an authorized level of base revenue requireme nt
(ALBRR) fot Edison’s 1995 Test Year Gendrhl Rate Cade.r-We authorized $4,017 million for
this total base Tevenue réquirémbent, and we alsé’adoptdd & total ratebase of $11,042 million. 1t
We determine Edison’s aongeneration base revenud féquireinieat by adopting rulds which insne)
separale this tota) bisé revénud feqiirément and (othl fatebase fhto ’gbneration'énd ittt ih Lo
nongeneration comj)dheﬁfs}yimw;ﬂ fouondy Lasteo ey doide S184Y ¢lio noiudinggh » o) S84
03 25310 ‘We fecognizé that EQISON stated thiat it séparated :its'ratebase into’ generation and

nongeneration Using: FERC and NARUC guidelined: 1\We adcept Edison's use of such # gninizo
guidelines, but’'weolder Editon inits coihp!iance'Advfce Létter todescribe the methiod and'n15¢51
result of its aséignment of fatebase-assels such aé lines; transformeérs and switches at the /7 A1)
generdtion transmission inter¢onnection f6r éach Bdison gefiérating planf.C:This assignthenti»otlo

should tecognize our redominendatioh in'dlir técéhit dominents'té FERQ regaiding separation ofiv

transttiission’and distribution facilitiesifit-oa11 0vai 2o onizud nobnisnsion 2 wosibd o aoitaragos

nnnitigoed o T@ separate Edison's duthotizéd level of base rate révenhue réquitement’t - 411 35010
(ALBRRY) intd genération add dongeneration requires an actounl spetifio allocation of 2 " 331711 1
operation-aitd mainfenaiice (O&M) c¢osts:ii The' decountd include (e followirigs production; 11iis

1rans'rhi‘s,sion,’distﬁﬁdtioﬂ’,’éustqmer aécounts; customer sérvice and information; dnd 119 cdivzash

administrative and géreral:i Edison has assigned its accolnfs labelled trdnsmission and ifitom 101
distribution O&M to'nofigeﬁe“rétion;m\‘fe h’cce"‘pt lﬁi‘s’assighmenm :»s'n'niu;m Sundot 9in oaid 10l

mfonnauon to néngeneratlon »We accept Edisoh’s assi gnmcnt of customer accounts to!slo il
nongeneration because most of thesd costs such as épening and cloding accounts; changmg YATI02
service or tariff, billing and responding to customer billing problems vaty with customer isiislirii
requirements. This allocation recognizes that rﬁOst of customer account costs are‘as'so'ciated

with metering, which almest always occurs at a distribution level voliage. As such, these cosls
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properiy belong in the distribution function within nongeneration: : Thegefore, we also expect »1u1
that in {he separation of nongeneration most 61' these'costs will appeac in the distribyption 5./ -;ﬁf
business.i We cannit accept PRA’S régornmendation of a labor-only allocation method s (<110
because custonier costs vary with Edison’s customers not Edison’s‘enlpl'o)'ees.;-, fligto R oy # o
. 110 We do tiot'accept Edison’s assignment of customer service and information’; ..t
(CS&I) tosts to nongeneration.» The'se costs come frorm DSM and economi¢ development. We
will assign DSM costs'to generation because generation represents the. primary. sousee.of v socd
avoided cost in DSM.L\We fecognize lhat‘de\'elc_opme‘ntjdf anew funding source for DSM could:T
require re-allocation of these ¢ostsa:Because.of the extensive Customer, cpnl’ac_tﬁn:quir.e_d forust .1
economic development, we will assign these costs {0 fongenesalions We¢annot accept DRA’S .11 )
plant based allo¢ation of these expenses because e do.not fund eithér progiam based on the
value of curreit plant in Services Lol oo bus U9 < 10wy bnitin o 10) o5im botqobs s w
A nioWe ac_c'cpl Edison’s and DRA’s labor-based allocatjon 6f administrative and »:‘,fnf:fi-u
general costs because thése provide general support for Edison’s other e’mployees;'-u We actept-iy
DRA’s allocation of RD&D which is based on Edison’s 1995 GRC filing and which allocated -
47 percent to nongéneration and 53 percent to generation.-We accept Edison’s allacation of
franchise fees to nongeneration becayse this allocation follows FERC and Conmission) o 1¢ficis
Decisions.::We accept DRA!S allotation of uncollectibles based on total 6ther expenses because .t
an UDcol!e,ctiﬁp bill includes both generation and nongeneration expense:; We order property oy
taxes arid other taxes allocated basédpn. net plantsr sond Lo dlheors 1ot sdb fiod 03 190
o bz Fjnally,;IDRA recomimends d downward adjustment of Edison’s overall revenue-1ni-
requirement, Rot just customer accéss services; by a full 5. percent.? (DRA OjpRaing Brief; p.ivios
45.) :Edison, opposes DRAs proposéd reduction.“The Commission should not be asked to-if 10
conclud¢ that a certain level of costs are reasonable (by yirtus of the GRC Seltlémcm)iirfd thea.d

immediately turn around to extract an additional $390 million out of authorized 1995 revenues.

If spending a certain amount of dolfars to cover operating costs is reasonable under traditional
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ratemaking; then spending the samé'costs under PBR (0 ptovide thie shnte levél of service hust 1
be viewed as pér se reatonable; corlersely; the ekttaction of additional revenues by DRA'(anid - )
others) must be condemindd as unteatonable.” (Edison Reply Briefy ])3478) =\Ye agree With - 50i-ud
Edison’s reasoning.” W¢ ﬁnd thit DRA'has offered no compelling teason for us to impose a7
reduction of 5% to the fevenue tequiretndnt we found to be réaSohable in D.96-01-011.

S gnsnn We ordér Bdison'to présédt in its compliance Advice Letter a separatioh of tfal )
base revehus requitements info generation and nongeneration; which usgs the accdntd froms liv
Table A-5'2Ad 1he separation pre“sematlo‘ﬁ ih;Tablgf B:1'from volume SCE:2 f it} Applicitidnain
B. Rated lor Nongentration and Disfribution Bise Reveiuie Requirement oitiolln-o1 minpo
" B.1 A Comparisonof Ratd arid Revenue PBRs <05 v 56l ngioon liw vu gnsivpolore simenods

211 60 b> In D.89:10-032wé apptoved a PBR for 16¢al exchange utilities:!- In that PBRinc!q
we adopted rates for the initial year of the PBR and also adopted a formula which allows: 10 vyl
cbanges to these rates in stibsequent yehrs bdsed 'oh chariged in inflatién’ and produéiivity, In
this‘order wé refer to this formbula as the Updaté rule because it updates prict rates or' revende for
the éffects '6f inflation and prodﬁcnvu)r’l sansibel un bered o doide (A 10 aoiteolt: 27431

1o ioi I D.89-10-039, we adépted an upda_le tule of inflation less productivity which s\ {:
similar to CPI-X and \i"c‘otdéféd that eachutility apply this updaté ruls to current rates oz ifd sl
determind future rates. ! O the othér hahd,; Edison has requested 4 PBR which adds d ¢ustonier=<1
growth allowande ;0 it$ prior year base rate reventie reql‘llrernén,u then applies the'update fule of a«
CPI-X to both the customer grdwth and base rate revenue requirerent) and ‘then convéris this:vzc)
into next yedr's rates using forecasts of cudtomers ahd sales. iEdlSOﬂ h4d'also propbsed to
continpe the ERAM baldnéifd} dccount whi¢heliminates the risk i m these fowéas[s To slmphny i
our discussidn and only for purposes of nomédda_ture». we will call the fyp8of PBR appro\’éd if 21
D.89,10:032 & rate PBR 2{d ive ¢all thé {ype of PBR which Edison fequests a révenue PBRiuiviod

cunges1 00 Besitodiun 1o o aoillint 002 teennibils ni iunias ot bicows ) \(lﬁ?;;ib';.rhﬂli

fenoitibaat Vb <Manospor zi2)zoo sm, a0 19702 0 z1stlob o tauoms nishod 6 giibnyg2 il

i
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I riiot A rate PBR uses rétes for the initial year of the PBR and then chariges rates iq i
subseguent year by applying the'update rule for tho effécts of inflati6h less productivity direélly,q.
torates i ‘the prior year.: It dontrast, a revénué PBR addsa custoinér growth alloWanqe'tO‘thc A0y
revenué féquireniét for the prior year, applies the update rulé for inflation less productivity to 141
this combinéd revend reqiirement dnd then convents this updated revenue requirement to rates i
based on a forecast 6f sales and custonteds. w11 w1 il ool 5 e oy oty vy ol il o

Thus, use of a revenue PBR requires a forecast of sales and custénlets, whichizur,
creates a source fof' tonsidefable contréVersy bécause for a givéd révenud requireiiient a low
salet forecast will raise rates which ificreates ‘utitity revénugs while a high salés forecast williigs
lower rates! However,; Wé want adoptiop of {PBR¢§(d redute this sort of regulalory controversy.oi .
This controvérsy dods disappéar with use of an ERAM balancing docobiit. HoweVer wie inténd h
to reduce dur reliance on balancing ‘acféun,ts’ be¢ause their usé'déés not emulate the éompé(iilve:'-:;
markel. sttty Satvbainiig o bos saningaeee n ol aosaay 1nbing saarasiinnor cunsyar 2N

On the other hand, use of a rate PBR do¢s not require a sales foretast because aslii
rafe PBR simply updates current ratés with GPI-X to deterfhine future rates/ which eliminates .U
the controversy of sales forecasts or balanting accounts $uth as ERAM, Céihpared to a |
revénue PBR; a'rate PBR 'does fs§ume that incfemental revenues from the growth of sales atiznon -
least ¢oviérs the incfeméital cost'of serving new cuslqmérs.c\‘(é'caﬁ dedign arate PBRto (¢4 »
produce the same expected revehue as a revenmie PBR, given forecasts of cus’tbmers;:éale's and-iiw
incremental ¢osts:: Howevér; bédause aclual and eXpéciéd sales will differ; rate and revenue s’y
PBRs will yield different actual revenue. £20 10-00.01 it atioy saitteiniinks

Lira 001 In thelr téstimony] both' DRA and Edison dev: elbped simple models 1o compare

rate and reveriié PBRs,<Td use thése models requires foreéasts of average 4ad inctementalaszinn
customer ¢osts’ as \3 ell as’salés dfid customer. groWth rafes.:In its Apphcaubn Edison’ stptes thatii
its incremental customér cost is $779 while 1l§ average customer cdst i is$514.i Moréover Initswo

Application, Edison states that it expects sales to grow at 2.87 percent annually while customers




~will gr’éwat 1.86 péreent annually Which impliés a growth of sales per customer of about |

peréent although ih re¢ent ECACS Edison has shown lower aétyal sales aqid qustomer.growth ,,;”;' -

rates; Using thesé'dafa from Edison’s Agplication in the simple models developed by DRA and
Edison indicates thal 4 rats PBR will ‘generdte as muchi rgvenue as a revénué PBR even if thesvon
incremental cost Of serving a custorher exceeds average ¢ost by as much as 50 percent as long i
as the sales per customer grows by at least half the rate of the customer gtowth rate, which is.->. d
consistent.with Edison’s recent experience.t 1. ~3iiupnt HHG vy 180 w2o 2mil
0t 5 112 We have described how a revenue PBR-will require substantially inore;c i 251010
regulatory intervéntidn than'a rate PBR.: A reventie PBR will réquire either a conlroversial sales :»
forecast or a sales balanciiig account. - A tate PBRwill require rieitherss/ Motéover;-we havei 15 w0l
detcribed how Edisoh'will likely cover its'reveniné requirements under a rate PBR:- We adopt a4 1
rate PBR; rather than‘a revénue PBR, to in€ét our policy objectives of allowing Edison to meets «3

its revenue requirements under reasonable assumptions and of minimizing regulatory EES L

intervention fn a PBR.-% Lo & 91iti 1501 asoh ST weets T sar b Dasidio s ad
1}.2 Adjustntents fo Nongeneralion'Re\‘eﬂﬁe Requirémentt.t 11010 nu‘};:; i ST
5, o Inits PBR Applitation] Edison requested a base rate revenue fequirement foros i
" nongeneration based on ité requést in its rafe case Application (A93-12-025). -In D.96:01-011;/ 1
we adopted afi duthorized letel of bise rate revenue requifement (ALBRR) of $4,017 million, 1.1 <!
which is less than Edison’s request inits igt,e:i:'asc Application and we remove¢d the base rate ;Lo
revenué requirdment associated with SONGS 2&3, including ALBRR for geriéral and 15 z5m510i
administrative costs in D.96-04-059. cunse s b ss it Lisiy Hiw 25184
sieron oln'its compliance Advice Letter, We ordet Edison 19 separate its generation and
nongenération ALBRR after making.a!l adjustments which we have ordéred since Edison filed 2
its PBR ‘Application. rThes# adjustiments should be consistent Wwith the sho,w‘riné in Edison’s.10120
currént ECAGApplic‘atio?i,:including any updates.; In'workpapeis accompanying itSsinsninuni ofi

cvenobs dlidw dlnuans 159015 V2.0 15 weny 0 23tz 2129 51 3d et aosibi aatinoilyn A
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compliance Advice Letter, Edison Will Indepe‘ndémlyéhow.the impact of Bdison'$ \l ,noirisilqqh
recommendatiofi i xny dutstanding Application 6n this ALBRR séparation of geheration and 2. N
nongenéralio'n. ti .':Hi;" oty s bl oy eoabiot srelbs ron oy o oy vssotens Lo n!-";ii‘:ﬂ'r.)
B.} Rates for Gener. :i>n and Nongeneration Base Revenue Requirement-in <uinzo1 wevid 2t
To adopt a rate PBR for nongentratioh requires determining Separate rates for 2.1
nongeneration and generatioh base rate revenug réquirement.n:To acconiplish this requices
separaling all existing rates and charges which recover bdse revefiue requirement into rates a.nd j22
charges that separately fecover geheration and nongenération base révenue réquiréments These ib
separate’rates 'will form the rates to which we will then apply the update fule.: Edison’shallcivatir
develop thesé rates and charges using the méthodotogy which wo'adopted in dur;Phase 11«1 5nilit
decision in‘E_diSOn’§ last GRCy: and shall providé complete workpapéi§ showing the ;lét_éils of «:ilh
all calculations and the sour¢e of all data.-Ini the construction of these rafes, Edisori: will use,:!»2h
whete nécessary, the'sales forecast, which we adopted in the 1as1 Edison ECAGy whichi is 272 ot
consistent with thé policy adopted in our decision on fléxible pticing in Phase 2 of Edison’s f {11 &
GRGyD,96-08-025. 41 <lisfor 5104 mnpuedint-ih i wshizany The aoiedranio’Y o1dy hinuperno’)
SL09 0it We ‘ordér Edison (o submit thése rates and charges in its tariffs in its compliange o
Advice Letter filing, but we do not order Edison to bill customers for these sépa’ratc rates until o sii
we separate‘ﬂﬁng‘eqéralioh base r'a‘(e revenue féquitement into transmission and distribution
which will occur after-1996.: fah)}-“;fg-‘; ST wvoointd 021 i o steb nee Baansla sl a0
B.4 Nongen¢ration Revenui2 ReGuirement as of Januaryy 1997 blecds isinotinpot stngeor Les
Loaonygi 2 InD.96-01-011; we feqaired Edison to file an'Applicatidn if it téquested ¥h .no-ibi
adjustment for inflation, and we discudsed the transition from rate case regulation to PBR!t In #2110
our adoption of this PBR, we will allow Edison’s to apply its update’rulé of GPLX to obtainsisich
rates effectivie Januasy. I 1997, for nongenefation fates efféctive in'1997:irIn i& PBR>zdA gility

MW raoisiinn 10 noltsosilqub esuforg Buos Inomotiopa stieeo1 ot 19653a010
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Application, Edison féquested a revénue PBR which {nclidéd both'this updafe ruld and a'n%qunog
customer growth adjustment./ | Weé'ate rfdt adopting d'revepyd PBR anid although Edison hasnioz s
expericnced customer growth, we will not allow Edison to add a customer growth allowanos 1o
its base revenue réQuifemehl;sJ}l e st vl nnin.'l-.ﬁs-r:_no‘& T i 360 3l st L4
B.5 Rates for Dislribﬁlloii Basé Revepue Requirement :ol SEH otan, ol

it T6 ™dvé from a nohgeneration PBR to a distribution PBR requifes the it iwtio5604

; ol

separation of hongeneraiion ratebase and revenue requirement ifito transrission and !5 nitsrqse
distribution which will occur both at FERC and heré.~In Order 888; FERQ ¢ltablished séven 4>
criteria for the funétionial separation of fransnilsdion and distribution componeﬁt§.f-ln its FERC:»2
filing made on April 29,1996, Edisoh réquested that FERQ declare transmission facilitiés as!:-".'.ah
those carrying voltages 230kV.\We expett that FERQ yvill fe¢pond t6'this réqiest }\riti] acniiosh
declaratofy order later this year.'After that, we expécl that eich utility will filea transmission >
rate case with FERG for approval of its opéd access transmission tariffs and that each utility xod#
will have filed a distribution PBR heré At this Commission or modify broadér PBRs in place;i- i
Consequenily, this Commission will consider each distribution PBR while FERG ¢oididérs thesiid
companion transmission rate case.-; For Edison; we decide niost issues fér.its disfribution PBR
in oﬁrdeci;i(m today.: ool 10} Z1uiinda i et oo L1 b 1en b s el enifit v i eh i,
piois<ti FERC approval of these tariffs shoyld occur well: beforé January 1, 1998,' tof22 3
meet the planned start date of the ISO. Moreover, FERC’s approval of the supporting rafebase 7
and revenue requirement should alsd’occur well befor‘_eflanuar')rjj 1998, which will allow.ne7 .4
Edison, PG&E and SDG&E to complete theit distribition PBR filing$ he'ré.- FERQ’s approval
of the fat¢ebise and fevenue requirement fo_r tr':{nsnﬁssibri will help us fhake a finalti 101 1omzuibs
determination of 1hé initial 'value of the distribution ratebise ald tevenue féguiremient for each 110
utility. Absef{¢dordination bétween FERC and thi§ Commission,this3¢piration of thé: >33 e9th1

nongeneration revénue requirement could produce duplication or omissions. With
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coordination, we expect that this separation yvill o&u:-&véll_bfcfofé'janu:i:y 1,-1998, i order tons
allow forimplementation o that date. ab dud wisivos v AU st e sjoba 9w woorsod ,ww'p-)mlr‘.‘
‘Edison apparently proposes both an initial and continual coordination between ofl:;
transmission and distribution revenue requirement. In its recent July 15,:1996; Application fori ")
Unbundling and Generation PBRs, Edison proposes lo ti¢at transmission as a revénue credit
against the nongéération revenue requirement established in this dédision. This re,\'ehqeqedihib
concept impli¢s that Edison expedts that we wvill adoptas Edison’s initial distsibotion teyenuve ./
requirenient the residual between hongenération révénue reqirement and the transmission i jou
revenue requirement adoptéd by FERGY Moreovet, this févenue cledit concept alsé implies that,n
Edispn expects that-we, will adopt 4 balancing accouiit which will continue to bufferi »id.1ir-du-
fluctuations in transmission reyenue with compensating changés in digtribuiiéq ratgs.'f  ziuqnilo
ioiiie 1:Such tomben@tory rale-selting blurs the jurisdictional line between FERC anid 10
this Conrhission ;il(liou'gh it douigi help simplify aiy subsequént réclassification of di.slribu;ibh;:ti
or transmission2' Edison’s revenué credit concept is consistent with Edison’s Application for it§i:
nongeneration PBR, which requests a PBR based on reveiue réquirement; rather than rates; and 4/
requests 4 ¢ontiduation of ERAM: ¢ In dul décision today; we ordés arale PBR, not a revenue
PBR; and we order elimination of ERAM balancing account tieatmény for base reveriue = z5nilsh
requiremént;x';Beg:-aljse Edispii has nof yet filed its réquest with u$ for a revenue créditywe s - 1iqai
cannot acton this proposal. !« ifiv co il qhutz cily 1o g 2/ stiges 1o Bod gilinlvgan 365310
C. The Update Rule: Inflation, Produciivity and Customer Growths<bni 551:q £ 10 noitssilgys
+iri1 1o In'this Séction; we adopt our update rule, price less productivity, for»a fate PBR by
Becau'sé it requésts a reventie PBR; Edison requésts a rule which inclides an adjustment for) $1¢i4
prices, produclivity and customer growth. We accept EdiSOn'S request to use the CPIaslhe‘o ll.‘;,‘)_

proxy for the inflation change but we adopt a different rule for productivity. We order an
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annual use of thi$ update rule following Edison’s proposcd impleméatation schedule, noijroibicnd
Moreover, because we adopt a rate PBR, we review but do not adopt the customer gtowth ! ol
allowances) coitcibivan Ineaionos Lo Tnitint i diod »:~ar;r!if)1-; B gigs rosald
C.1.The Inflation Meéasuré ¢inl v etinl ooninsiups suiovan cotiedniil Loy aotooimoni
rheas <t With fespect to inflation, Edison proposes thé ilse df the CPI not becausg the CPIU
dircttly represents the cost of ifs inputs bul bééause'over the past decade thé CPI has tracked the s,
Wholesale Pricé Indexih We noté that the WPI includes pricés of inputs uséd by &l induslries, 0o
not just the electric utility industryniTo establish an accurate inflation "or'pricb index'for the.iiupn
nongénerition busingss of the electric utility fndustry requirés ¢ompleting d study which groups /s
substitutable inplts (e.g:y poles) dhd then finding a inflation iridex which represents each groupiti
of inbuls. No party If this proceeding presented such an iﬂdusiry-speéiﬁé price index.:r Aitni ol
complex iséue’ concetns an adcurdte inflation indeX for the opportunity cost of ¢apifal which
includes its price changé'as well a$ the retdm of and tetuin ¢h ¢apital, paitjculaily one which' 4iiis
reflects any différepce betwéén iatebase and economic depreciation rates 4s wellas timed:iznil 1o
varying renswal rate$ for the capital stockiv 1 .(:rz Loond S8 6 sennpon duid e ST aoiosasynen
<1291 6 As pAHOOS the mid-term reviéw) we ordér Edisdn td'comiplete a study which1:5upo
defines an industry-spedifié price index; which at least proposes an index with thrée aggrégate st |
inputs: capital} labor and materials: rAs part of this indéxj Edison will pfééént-its‘ prdposal for anyn
current opportunity cost of capital. As part of this study, Edison will shéw the djfference in 1one.0
application of a price index to all ¢apital relatéd costs)to its proposed 'Opi}(')r'tun’lty'com ‘of capital ")
and only to those ¢apital ¢odts not sibjéct to long térm commifment at the béginhing of this
PBR (e.g.] deprecistion and bonds'whos¢ nominal cpmnﬁlﬁéht €xténds beyond 200§ as of the »34
start of the PBR); s vo103 1e5upot 2 nosibi tqaown o0 bwong ssmoizod Ly givitusbong ,2mig

i 1o oW cpisiraborg 1l Sk saoottib & Iqobs s tud szasdo noitsNiel o) 0) grou
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1.0 w4115, Use of the Consumet Price Indéx (CPI) from the United S(alés'.: Dépariment of
{.abor Buteau of Labof Statistics’ (BLS) proviges a general and udually much I¢ss cdnfrgversial {
choice as proxy for d utility's input prices:* [(In its téstimony,' DRA nioléd that the CPI ¢ontains i
an upward bias of Q.25 to 0.50 hiercént due to the BLS) measuremeit ptoblems.), I *D.89-10- .1,
031, we adopted a'similar index) the Gross Dgmestic Price Deflator Index (GDP-DI)not the fxid
CP), as a proxy for the utility’s i‘nputpriccs.* :Because both thé GDP-Pldnd the CPl meastre 1.
aggecgatd butpiit prices; their use as iﬁput pricé proxies iniplies inclusion of an adjustment for s
expected aggregate productivily as fioted by both DRA a,nd Edison in their Workpapers;at 100 ni
Howevey, 110 party presented testimony thich indicated the sizé of this adjustment Ved neirl) 220!

w:uik 3ind. We adopt thie GPI as the inflation’or price ifdex for both the nongeneration and on
distribution PBRs.1 v yitasupsranT) sinrnol sldrainizie gnihogqnz ¢haz2ooun ina elansin
C.2 The Produclivily Measure 51 ¢liz =250 .'.f;’;:l chon avrsaotl giditsubovy nbgyoq leeds
it 1l 2 Edison’$ study of total factot productivity for its entire (generation and i itilon
nongeneration) system presented in,i[s?199§ Test Yeéar Géneral Rate Case; verifjed t;)' DRA q31:
through its own independent analysis, réporied a value 6f-1.4 pércent for the systetii. Edison’s
study of (otal fagtor productivity for it hbnéqﬂer‘atidn business} presented in Edison’s revised 7 b
PBR Application in August, 1994, reported a value of 0.9'pércenl for nongéneration.:In itsiite 7
recommendation for a value for X; Edison then included a “stretch’ factor to'raise the value for
systermn productivity from1.4 to-1.8 and the iongenération valué ffom 0.9 to 1.4 percent: 1o s

£ 10t < In its évaluatiofi of Edisdn’s revised PBR Application; DRA acceptéd the results 1.
of Edison’s total factor préduétivity studies altticugh DRA doted that stichi studies feﬁgél both 1)
statistical and miodel €rrorswhere nfodél errot- includes thé assumption that Edisén has been't 1450
operating effi¢iently.tl'As indicated abové; we would prefer to use an iﬁdu‘sliy 3fudy to ser'thel 10}
productivity value but both -Edison and DRA relied of a itility spegifi¢ study because’neither sz«
could identify-afi industry stddy:0szid 6 00 bz d sulwe Loioorg 2'ro7ib8 svods 21 i i
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1o 1on - Several panties recommend valués for X which meet théie policy dbjective of
16wering Edison's rates toWard the national average.» JBS poin(s out that Ediso'ri's produsiivity ! -
rose (o 2% from 1982 to 1995 and that from 1985 to' 1992;‘togal T&D capital expenditures v5ind
decreaséd.« Edison conicedes that more recéiit measures of Edison’s histori¢al productivity arg: i1s
higher, but Edidon ¢otinters that thisfrend is not eéxpected (o continde into the .ful'ure.;u Joint/ . 1£0
Parties' examinatioh 6f Edisén’s O&M expenses f6r transmyission, disttibutién and customer. 11D
accounts for the period from 1987 to 1992; showed cost r‘edﬁctions of 2.9%, which yielded 3% 45
in cost reductions whén'adding A&G éxpersés] but Wwe hote that thcsé expenses represent ruch
less than half the nongéneralioh revenué ‘f'eqUir'e'ménlsld Thus, these parties present only paniél;I{
not total; factor productivify ahalyses, for récent but shiort time iﬁ(éfvals, with such short time
intervals not necessarily supporting sustainable forecasts. Consequently, we face Uncertaintyfvi-ih
about potential productivity. However, we do not necessarily require a precite forécast’of i1 $.")
productivity because our ptogressivé nét (e'vénué sharing policy; discissed below, will allow .
ratepayers to-k'eeﬁ much of the riiore achievablé prodactivity gaihir 791 s sl ity m_n- n

<ro-ih ] We recoghizé the relalioriship bétween productivity and system rfatés in s «1i d-uouly
developing ouir policy for a value, for the productivity or X factot, but we will adopt d value for:1-
X which ptimarily reflects our assessmént 6f achievable productivity, -1/ i n:_.ivg,-;i{rng’»\ S84

w1 wuli. 7 <In thé absence of an industry study, we must rély substantially on the fir-specifio »
study of Edison. Howevér, we believe that Edison will discovér bpportunities for costiong ruiut- ¢

-reductions 4s they work With emplojees o9¢¥ the course’of this PBR:Thérefore, we adopt a

productivity neastire which stait$ with 4 valué of 1.2-and in¢reases by 0.2 perceit a yeat for thé 1o
next two years. (Thilswe'order productivity or X values of 1:2for l§97;!1;4 fof 1998; and ‘I ;6'!5;.!4
for 1999 ihrough 2001i:These values will apply to both the nongencration PBR ‘and it$12 nilnivgo
successor, the distribution PBR~} Over the fivé )ear period, the productivity averages 1:4815ubog
percént which is above Edison’s propOséd value based on a historical value of 0.9 pertént hnd'a o
stretch” factor of 0.5 percent.
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1-, 3 w6 If Bdi$on can achleve highet productivity, then ouf net rgvenug sharing i Bojor A
mechanism will allow ratepayers to share much of the associated cost reduction; fot example, if ';-;'1é :
Edison can achieve 3 p'ercenl productivily, then ratepayers will receive. two-thirds of this. (Ve .4
discuss the dethils of this example in the s&ction on net revenue sharing.) Thus, net fevenue
sharing gives Editon an incentive to achievé higher producti\ri'ty,‘énd.ghtes 1atepayrs a | ‘;'f;'-','r}l! '
substantial share of the cbs{ réductions.s! 2J:$} sou8 neikssnagaoY, ol of 2hmiznibhs HU4
C.3 The Custonier. Growth Measurg 5 101 +2isilory 10 wdintoch ow o2 e ol
<Lulpat In D.89410~031 ifwe adopted a raté PBR, on¢ which applies the update mlg fotunsin
price less productivity to last year's réles‘lo derive next year's rates.: To simplify.the use of this1.-N
update rule; we actually apply the ppdate rule as astrcharge on the customer’s bill.s: oo Lasitortiss
However, Edison has applied for a revenue PBR, not a rat¢ PBR: Edison applied v/ -
for a revenue PBR because Edison asked to retain the ERAM balancihg account, which means { (i
that rates would réflect the PBR update rule and any ERAM adjustment: i. A reyenue PBR '
apﬁlies’ the update fule 16 last year’s bate Taté revenue requirgments, adds an adjustment for the;,n,
cost of customer growth and thén translates this revénué réquirement 0 next yéar's rates using a /-
forecast of next year's sales, demiand and customers. ; Without adding the newv ¢customer Bl 5
allowance to the revenue requirement, rates decliné in subsequent years when the static revenue on
requirémerit is divided by the increased sales associated with customet growthe oy 2t 05 <1107 o)
=1 ¢To develop the fotal cost of cuistomer groéivth only. requires Values forthe. 1 9000005
incremi¢ntal cost'per customer and thé expected riumber of new customers seived inthe ol yser
following yéar, 1 As ah estimate of the expected number of new.customers; we will use.the miQst iris
current historical value for customer growth, not a forecast value, because customet growth 15432
tends to change slowly‘and because usifig this historical valug .wi!llcreate'lc,sg_(:ontro\'efsy than
using a forecasf,- Edisoh $tated that it used a methodology presented in its earlier GRCs 19,5a519191

develop its forecast of incremental nongeneration cost of $779 for serving each new customer.
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DRA noted in its Testimony that Bdison's average cos{ is $514 pet ¢ustomer, bl aVerage cost
includds historical depreclation which lags incfeinental ¢ast when input prices ride.!'No other rf*:n';{r-!
party Presented evidehce on nongenération incremental cQstiitunbin f 10y £ cunitds 16 corilid
< Weaccept Edison's Incremental cost of $779 for its ch_stomer-'gto\\'tﬁ“a!lo\vaﬂcezu “vib
However, bécause wé ar¢ adopting 4 rate PBR, wé Will notinclude & customer allowance.y «iirnd
D. PBR Adjustments to the Nongeneration Base Rale Revenue Reduiren{eht sie b Bietadus
In this Section, we describe our policies for adjusting’the hongeheration baye fate..))
revenud tequireridng which we addptdd in Sedtiont B abote Stich adjustmat factors include
Z-factors for undxpidied evehts; modification of ERAM for the balancing acc_ohht collection’of /ity
authorized base Faté révenue requitement (ALBRR), add othér specifid ageount exclusiors:t .‘)!rlbqe}
We addsess aach Ih it betow: toi AU s09701 510 Beilgas end nosibi vavootl
D.1 ZsFactors ¥ foeon s siisanlod KA < nictsy ot hodos nnaib U szunsod S oo 6 101
s We recognizé that a utilily's dperatifig environiment 4id its ¢osts'¢hahge, « 251110
contifiuously, often dué to Uinexpécted events: In D.89:10-031, we recoghized that unexpectedinyyn
events, which we labelled Z-factors; ¢ould lead to changes in the utilities* cbsts, some of - which: oo
we would want included in'the utilitles® réVénue requirements’and some of which we would- ., n0t
_not.-We récognize that dnregulated firms'in all indusfries face unexpected events. I response o !t
to some events, the market clearirig pricé will compensate for the cost of thése éveiits while in'io1
response to other éveits the market price will not, which rmeans the firms mufst absorb the
impact. In NRP, we developed criteria té assess the nature of: thé event for its inglusion in the 1
utility’s reVenue’requirements and we selected inclusion criteria to simulate the unregulated i wvoliol
market. 1oy innni-ud oot Suln s brusiat « o ey rinntzon ol sl noholzdd tnsays
i 41 ¢-12.We adopted pine criteria Which we will briefly summariZé belotv ohly fords o) shan
reference; biit this suinmary dots not replace’thie ctiteria as developed and desciibed in 5101 & otz

AsiGte 230 1055 gnin9z 16t CIN2 o oo notlsisasunon Ieinsiosinit 10 tuonol 2 golersh
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D.94-06-01 17, First) the everit causmg the cost niust be ¢xogenous (6 theutility.l SeCond the
cvent tust occur sftet implementation of ttie PBR.uThird, the utility. cannot 20atro) the < TSR
Fourth, the costs are’not 4'normal parf of doing business. Fifth/a event affects the utility.ns 100
disproportionately. Sixth, the PBR updite mip ﬁzdst not implicitly include the cost.-Seventhy .o
the cost mbst have a majbr impact on'thé wlility.  Eighth; the ost impla¢t must be m¢asuiable.ish
Ninth; the utility fust ifcuf the cost réasohhbly: -As'an‘example ‘of the application of thesgs chi
criteria, an increase in the price of poles gr transformets after 1mplementauon of the PBR could 1
meet the siIX criferia of being exogenohsrextemal (not conlrollable); umque (to the industry),
measurable, reasonably incurred after PBR impleihéntation bt would ot necessarily méet the, +»
three criterja of havirig a major impact, nét bting'a norfnal cost of businéss; or not peing part of s -
the PBR updaté rule (whicli includes a geﬂerzﬂ inflation adjustment).X-X <:11 Yo sluzo £ 2s bunusal
-1 + Edison proposed &'¢iihplified set of four criteria:{- Edison apparently objegts < 251
~ primarily td the gritérion Which réquires that the event af fect the utility disproportionately and 1-X
cites the eXamplé of a Federal fax law change _Which affects all firmis: Cost recovery régulation: gl
often allotvs a utility t0 raise its Tafes to'recover such a cost.However, thé Z-factor critetion’in+.i
our PBR regulatidn. récognizes that rhdrket prices do'not necéssarily allow unregulatéd firms to -
recover the ful] effect’of such broad cost changés like ¢hanges in thé ax law, TA¥ an €xample;:r.o.i
the price in an unregulated market will not necessarily adjust for the full effect of a tax change In:
on real propérty or on corporate eamings, and shareholders of unrégulated firms could bear iirouon
somni¢e of 4 tax ¢hdnge .\villi'thé tax; incidefic€ (or impact) depending op the compléX interaction
of the sﬁpply and demand fot both'thé firm’s ou(pits and its inputs.».We do.understaid the 11510
basis of Edison's'copcern hnd,-’és"éh’eiﬁm’p]&,i we would certainly consider the effect of & i'éry nna
substantial change irf regulatory law suth as thé introduction of & Féderal valye-added taxi 102 llin
However, we will nol.adopt Edison’s revised criteria. Instead, we will maintain the Z-factorifioob

criteria along the lines adopted in NRF.
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21 Leos In D94-06-031) wo first applied the criteria described above(tIf wé déclaré the?.(l
event eligible for Z-factor trealiient, Weé réquicd that the ’militjr‘incur nigre thad the threshold 15 ;9.
cost, aftegsthich We apply the deduclible to costs incuried  befofe we allow the utilitj to!1 .inun’
recovér any cost beydnd the deductible from fatepayers. Bdjsott hds proposed a threshold and icily
deduclible of ten rhillion doljars - On the other hand; DRA has proposed a two-tier'deductible
with the fifst tier of 20 millios dollars; which shar¢hdlders bear conipletely, and a sécond tiet of /.
ténty fillion] which the shar¢holders and ratepayers s;plit.‘f;q T vang sl ';h’:-"'n Atns eiising

JeirenhiiBdisoh also proposes a tivo-step pfocess for the tegatment of potential Zrfactdrs o
as part'of fts PBR proposal.! In the ficst step; Edison notifies the Commission’about the lfs1irn001
existence of a potential Z-facior'event: Edison then bégins recording the adgliiion’a! expenses il
incurred as a result of the Z-factor event in a mémotandum accduntsi In the 3écond step, Edisdon 1
files an application in ywhich it sdeks authorization to rhodify PBR tevenues to réfléct the
Z-factor ¢vent and to recover A relaled miémorandurh acéount balante.i/This filing includgsirming

testimody demonstrating that the préposed Z-factor exceeds or will ¢xcéed thé $10 million A1 easin
threshold ainount, and Edison's proposal for disposition of any balance in the mémoranduin. 1i5110
account,i!Edisdn gequests that the Commissioh adopt a quick précedural schedule, sviths S0 w0 -
hearings and an ALJ proposed decision within' 180 days of the filing 6f a Z-factor applicdtion; o1
unless a longer schedule i$'shown t6 be fiecessary; since cos(s recorded in a ‘mgrhorandur‘ﬁ i1 il
account mé‘j' affect currént eamnings.to ~iotldoede Bns aninise stueqon ao 1o ¢hsgor) Inn go
reitz'e Wé adopt the policy undeilying Edison’s first stép, which'separately identifies the -
potential Z-factor costsh Hévever,.we require Edison o apply for Z-fadtor treatnfent id jts: cdito
annual filing fortate ¢hariges; which is consistent withi D,94-06-Oi 1 {mimeo, p. 85), aifd We 2i1.4
will set the Z-fattor procédural $chtdule on a case by casé basis withouf pre-determined cilisizdis
deadlinés.i-‘\'_‘:a.'tr._r‘.inluifim Hier o0 brotinl nnntio bssdva 2 riosihl jqobﬁh}n {live vas ,13‘1:3716”
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D.2 Modifi¢atidn of ERAM for the Nohgéntratjon B4s¢ Rate Revéhde Requitement _
fre ot b In the Assigned Commissionet Ruling which réquired Edison to'file ftsuiit s v
nongeneration PBR, We dtdered Edison and other parties 10 ropose pblicies f6r the cohtinudd #!
use of the Electric Revenbt'Adjusthient Méhanlint (ERAM) b:i_lanéidg accéunt.'The ERAM1 o
balancing acconrit allow’s the electric utidity to recovét its authorized level of base rate revenns: o
requirement (ALBRR) when actual and expected (or fordedst) sales diff.er; thi€'réovery occurs »h
through a subsequent yédr fate adjutment.: Edison proposes the continiuation of the ERAM #/ b
account because'it states lhal_b]inm'lnéting it would require dévelbping polidies for a¢counts othéf-")
than ALBRR, 2lso covered by the Energy Revenue Adjustmedt Bjlling Factdf (ERABF)101-u2 1
ydio 1 - As We hAve stated above; wé plefer PBR ﬁolicies‘whiéh'émblale'lﬁe effect of the
unregulated markél in‘order to eficourage the ulilily to manage'its in'temalgiiperatién's ¢fficiently.
In the untegulatéd mirkel, the firm plans ahd invesdis to'meéet foredasted sales; but the fifm's 4o
revenue ¢omes froin actual gales’’which nakes thé firm face thé tincertalhly of sales s -l 1570
fluctuations.' In the electde utility business, the ut’ilii," must plah its fatilities and bper'alioné‘to'-'w?n
meet forecasted customer sales under approved reliability criteria, but éé'\‘;é'ral efféets can cause 1
actual and forecast sales to divergé.s Such‘éffet_ﬂ rang? frof daily yaridtioly in tedperaturs,s 't £.¢1
which affects air conditioning load, or less frequent variation Inl 16cal econofio ¢bnditions to

the long term éffects from trends Jike Increaséd consevatidn ‘efforts The ERAM Balari¢ingizyion

account allow's the uiility to recoverits ALBRR despite salds fluctuatidns due to thésé effects. i

.»::1 We order Edison to'develop and include in ERAM an adjuStménf fot the 103 wvodn

conservation effects 6f DSM programs.s We order Edison to work with dtheér parties it tha»/o»oH
DSM Ruleniaking OIR/OJI (1.91:08-002, R:91.08-003) to develdp for implertehtatiol in ratediv:
by January 1, 1998, a mechanism which uses the most current x:pdst firdaSureméht DSM i 10 115
effects to adjust for the impact of DSM through reduced sales on nongeneration base rate -

revenue requirement.

-3428 -
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1 i We prder Edison 10 fimit the scope orihg ERABF (0T¢covét only the différenée (1
between lhe. récarded and authorized nonigeneration base revenue requirement atiributable to the '
DSM mechanism déscribéd above.. \We may adopt'a nongeneration tafiff whichi rétovers morg
of fixed ¢osts through fixed Chérges which will Jimit the need {or BRAM as a balancing a¢cdunt o
to recover base rate févenue requirements:: We recognizé the policy which we adopted in our.« 1e.d |
decision, D,96-08:025, .which allowed shareholders and ratepayers o share §f fricremental sales
and where we sl;';tcd that, :}/To the extent an oyerall bénchmark §$ needed in the fpturs ins duyonh
conneclion with these_difcbpgl sal¢s, the Commlssion’s most récently adopted sales foredast for s
all customets: should be used.(p.60, mimed)'. susns o avenl vy yd borzion o2l SEIHIA n.s,g'fa

<3130 1y0ils < We order Edison to contipie 10 apply the concépt of the ERABE for all other

accounts which cusrently use it;and in its compliance Advice Letter,we'ordet Edison t6 file anau
mechanism for a surcharge, applicable to the bills of all ratepayers, to. apply the ERAB\E to.r =i ol
cover these accoints: We note that the size.of this sutchargé will vary less to the extent we i
move toward customer and demand charges for the collection of révenué requireiment in our.:.uf)
Perma_n,en_t_disuibu.tion,PBR.;;.A{ it i DTt bavanpps 1hnn coliz saniotian Lot amiol 190
D.3 Exclusions from the Nongeneration Base Rate Revenue Requirement - 1:55:5001 Lz Jras s

o1 -0 1it Edison has requestéd that we exclude cértain accounts from the scope of itss duida
nongeneration PBRy. Edison will exclude all generation related revenue requireménts consistedt 41
with our guidelines for the d¢finition of nOngepetatfoa base rate revenue requirements adopted:..:
above. Edison will Ealso-,exi:lude, the amounts in special oné-tinte amortization accounts.
However, where such exclusion requires developnient of rules which exterid beyond the itersv:090
guidelines adopted above, we order Edison to file workpapers which sy p‘pﬁﬁ'sucl; éxcluslonas'2¢]
part of its compliance Adyice L?UCNH‘J"]U » 1ieun 981 ¢ 3ea dsider aeinadsoo s 5001 1 viennslgd

il -.’ﬂ-z;d ite 15052000 10 23162 byoubot dzuondt 420 yooami wdi 10t teaihs o 2133119
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=iy /i1 i Edispn shall refain the’ cur[ent one-way balancing'account treatnaent for RD&D st
and DSM accounts which allows any reduction in spéndidg to floW Snly tb ratepay'éts. . BdisOnwt
shall not apply the updaté fule of CPI-X (b the revepue refjuiréments in these accounts. il 1o a2
Edison shall exclude from thé nongeneration PBR the Hazardéus Substancé 1) Lo
Clean-up Cost RecoVery and Bdisoh’s Lo Emission Vehicle programs.vj ioziiv!
1We will adopt Edison’s ‘tecommendation fot the'opening of a Catadtrophi¢ Eyeat <
Memorandum Accout (CEMA) to record expenses telated to a qualifying digastet in accord > 11 )
with P.U. Codé Séction 454.9.- Howevés, we éxpect that Edison will'pursué an efficient) #1-:5%01
strategy to minimizé sich costs inéludin 2 the, purchase of insurarice and thdt Edison will'gresentit
with its Compliance Advice Letiét a report on’the atailability of such insurance as'part 6fits!duch
plan to' minimize the expected cost'of Seivice restoration following 4 catadtrophié event.is yodoi )
a0 We will also not Aedépt Edison’s réquest to ékclude the ¢ost of projects subjéct 16 ¥/
Section 463, which requirés A utility to submit to us for feview any plans for a ptoject tvhode:ps <t
expected cost excéeds 50 million doltars: = We will allow Edisop to apply (07 Zif4¢to teeatmeit 1
for such projects if Edison c4n shéw that the cosl of suéh projects meets the Z-factér ¢hifériaj i1
but we will not apply the Z-factor deductible. § TN )I A
L5 b We'will requird Edison to apply for Zsfactof treatment to dddress the l'e\ enue
requirement impact of the formation of iew municipal utilities in it$'serviéd territofy) but.we /i w«h
will not apply the Z-factér deduetible, > D ¥ sl (a0 DV 260049 Hnitnerduz dinon s
E. Costof Capital and Capital Struclare 1040y 2taion sized 20 10 10107 200 (4 cenoroni bluaw
1i 5{qinsIn this-Sedtion, we preséiit 6ur policies for the cost of dapital ahd capital stegctufd s
under the interim PBR. 6 We will adopt Edison’s ptoposal for & Trigger Méchanfsm) bat. we will 4
set an effective dafe i a cdordinaléd ¢ost of capital prodeeding.1v1 ¢iups bovtiadnss cdi i onads
E.1 Thé Cost'of Caplial Trigges Mechanisid »1nioy 2i7ed 00 1o sneibs xobnt ol 2bosors 2lnior
-0.01 oRditon ptoposes (o repldce participation in the-annual Cost of Cdpital ploceedings >
with'afi automatié cost of chpital ¢Trigger Mechahisth®si Edison asks us'to adopt this Trigget 12215
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mechanisni not only to set the authorized retum on equity but té make acorrespohding revenue
adjustmient. - We will adopt the Trigger.-Mechanism to reset the authotized rétum on the quity’:
share of the nongeneration ratebase for the purpose of adjusting the authoriZed retrn'Qn equity if-
and the benchmark of the nét reveriue¢ sharing mechanisiniil . aoss flede poibid

Edison proposes to,substitule its cost'of capital I‘Trigger Mechanism® for jts .21}
participation in the annual Cost of Capital proceeding. i In the annital Cost of Capital
broceedingi each utilify subsmits geslimoﬁy, ‘which w¢ usé along with'updajed interest rate .12t/
forecasts 1o sct the authorized tetum on équity and the tofal retur on ratebase. I Edison’s 4 i«
Trigger Mechanisin, Edi¢on’s authorized retumon e,qu} ty would change by half the change in a .-
doubleA-bond index value bt only when the last 12 months of this indexs"averaged from 21t ritiw
October through Sep‘cmber,--shéawia cuniulative change of 100 basis points from its base value. !
When this change occurs, it riggérs Edison's authorization to file for-an autdimati¢-increase in
its equity retum;: This changeé also resets the base value to most récent 12 month average for the -2
bond index.: In D.96-06-053, we approved a very similar mechanism for SDG&E; filed after 7

Edison’s PBR Application and called the Market Index Capital Adjustment Meéchanism i e 103

(MICAM) TS DRT P PR WA AR R G R SR IR DY
. s.+2 ¢-In one of Edison’s examples, if the bas¢ pond index value wer¢ 7.5 peicent and

the average of the Jast 12 months iricreasiéd t6 9.0 percent (which likely means that the most 31

current month substantially exceeds 9.0 percent), then Edison’s authérized returi on eduity 1on il

would increase by 0.75 percent or 75 basis points (half of the diffe'reﬁég betweeh 9.Q @nd 7.5) ) A

and the base index value would be reses to 9.0 percent-: With a change iri Edison’s éxample if

the average.of the bond index yalue for thie last 12 months fncréaséd only to 8.4 percent; o fs 1o

change in the authorized equity return would og¢ur becauéc the Trigger threshoéld of 100 badis i s=2
points exceeds the index chan ge of 90 basis points. Hotyever, 16 continte Wwith this changed 'k 1.%1
example, if the bond Index thien continugs to increase in the following year from 84 to 10.0

percent, then the authorized refurn would rise by 1:25 ﬁe?ccgt;(half the difference between 10.0.45i

237385 .
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and 7.5) ahd the ba'se restt to 10 perédidt. To'vary this last exdiiple,'if durind the sbeond yearivot/,
the bond index valpe declined to 7.0 perceht rather continuing to rise to 10.0 pefcent; then :1-';.im;
Edison Would again reteivé no change in its authbrized equily return becdusé the cumulative 5o
index vilue had néver ritoved in dne direction by more than 1.0 percent. 15381 (i i tniol
1o 22071 Thé cufrent Cost of éapital proceéding alldws Commission discfetionand ses phn
interest faie forecast to set the authorizéd return dn equity while in'cohtrast Edison’s proposal ¢iry
relies on an avtomatic rule and recent actual changes in.intercst rates. Edison’s proposal also:fini
buffers the jntefest change by only allowing the authorize& reflurd on eqilily to'ch'dﬁge by half
the ¢hange In' the bond index valuéand'only if the bond index valué has'changed by more than:fin
1.0'percent:: Relyinig'on'a bond ifidéx is consistent with the ‘mirket!s view of regulatéd utility sl
stocks; ' Moreover, this Intefest rate buffering focudes on lorger ruh éhaﬁg’es in the intérest Yate, s
which stabilizes the authorized retum;'while the hutomatic¢'rule’removes the'regalatoryisv o8 Hzd
uncertainly in'out curret discrétiondiy Cost of Capital proceeding. cottallai rdt sainsouar oh oW
“:it 41 5The net impact of the Trigger Mechanism on shareliolders arid ratépayets is «itsfini
" unclear. | If wi ohly ds3umic that chahges to a utility’$ authorized retun reépresents a-‘zefo-suin'od-
game between shidreholders and ratepayers (i.e} what’s given to'shareholders is takén from !t dnil s
ratepayers), theh thé impact on fdtepayers is'dnclear.: Howeéver,  both sharelolders'and
ratépayers beiiefit frém greater segulatofy $implicity. The stabilizifig éffect of the Trigger¢ould: >
benefit Edicon’s shireholdess by decreasing the long ruil systemati€ ritk of Edison’s equity; airio
potential benefit which ¢ould be shared by ratepayer and shareholder. If the inﬂati(‘)rj‘ and boreos
interest rafés aré more likely to rise than fall ober the ddration of thé Trigger Méchanism thenssin
both the partial adjiislm'éﬂ response to interest'rate chariges and the lag In thd adjustiment will 5151
benefif ratepayers more than shareholders:2\We'sed net bénefits'to'ratepayés's from'regulatéryis Las
simplicity and fron’goténtially lover rates. ni s2e9150i 5t Hid lno ¢d 92501301 01 Pinps Ao mutn
iilitis ¢I1s.:Béfore accepting the Trigger Medhanibm; we must examine its imipact Within thédw
PBR as a whole. This requires examination’ of the felatiopiship bétween the effect of thé Triggérpo
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Mechanisin and the effect of the' CPI in the'update ruled This u-pdale rule applies (0 Edis¢on’s Las
entire nongeneration base rate r'evenyc' requirement.1This basé fate fevenue requiremént b ',sn-
includes the retum’of (depréciation) as well as thé return 6n ralebase (bond intérest and the it
retum on equity). Because the updaté rulé equals the differénce between the values of inflation i
‘and produdtivity indicés (CPEX),: the update rulé increases kxi&h’inﬂa!ioa:; For the purpose of
this dnalysis; we can Set-aside the ptoductivily adjustment be’caUSé it does not changé.with 1. o510
inflatioh. I::-cvj01q 2 e ibil 2ot Vvt ai sozaeds s 105291 bk ol Sitentolus or no 25iln
e ad w2 When applied to the base rate révenué requir€ment; an increase in the update y511ud
rule intreases the'value of all base rate’components,including the'retunt oh'equity.{/The update. i
rule adjusts’the return on equity with the'mbst recent valﬁe_of inﬂation,:which__»té measure with. |
the CPI in the update rule, while the Trigger Meché_n_i}r‘n ,also'adjuéts:tha retutn on equily by 412
half the value of the change in the bond index, which will change 16 reflect expected inflation. id
We do recognize that inflation affects these two measures differently; the CPI reﬂects'r§cenl ¥ )
inflation and the bond index 'reﬂéctséxpected inftation.. However; we also recognize that the
boid market seems partjcula.rly sénsitivé to the most recent changes fn the CP1 which indicates ..,
a link between recerit inflation and the formatioh of expectations about future inflation. /1o
Lo A-sifriple example will show! the possible relatiopship between the effect of the ;1.5
CPI in the update fule and the Triggér mechanisi.! In the bas¢ ygar, assume the equily financed
portion of the }étebisé ¢quals 3 billion dollars .)vilhah equity return of 300 million dollars a an,
assumed équily raté of 10 percent for simplicity.; Assume also that ¢urient infation as 54 1nitasioq
measuréed by the CPl rises by 3 percent and that the bofid markel éxpects this certain inflation sy
rate will continue indefinitely.which, in this éxample, incréases the market's utility bond faté: eise, !
and the bond index 1013 pefcentcA year later, the Trigger méchanism allows the authorizedilonod
return on equily to increase by only half the increase in the bond irndex .0&159,123.535‘; innisgiiei!f;frniz-
which is likely half the inciease expected to clear the équity miarket becauss traditiopally utility
equity. itftirkéts track charges in thé ylility bohd marketniseninixo 2orinpor 2T olodw 8 25 I

-395 -
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2ids L -5 Thus] the market &xpecls an Increase of 90 niillion dolars at13 peréent but the
wtility réceivés'only ah incréasé of 45 million doltars because the authorized return Shly ridés {8 2]
11.5 petcent. rAt thé same (imé the increase in the CPI 1ncr_éases thie amouft Which the utilitg 1914
recovers from the 300 million in the equity return portion of revenlid requirenients b3 Percént.
from 300 tb 309 million.- If; a8 asdtned in the example;! iﬁﬂalion‘stays a3 pe_ft’eh'l. then the
utitity will continue to recéive incrdases in the revenue requifemen(s froh 309 (631810 328 10717
337 to 348 million ddllars 1h the subsequent years  The ptility' @ill séacti the 13 pétcent rate>ints
return' required In the equity markét in less thart 5 years:+As inflation ahd interdst tatds rise} this:i!
tirae declined somewhal but even with 4n'increase In'the CPI of 6 percent the timé Is only about
4.5 years. In the meantime] thd utility will hot recover aboyt 90 million'dollars; half feor the!=o!
year delay in the'implementiation of the Trigget ”é\;rid'half through the delayed effed{’of the
incréase inthe application’of the CPI to the equity portidn of thé revenue ‘ri:'qhi’rérﬁehts: 'Of it il
coursé; the impact of this delay on the utility is syninetric and benefits the Utility When intérést )
rates and the markét returr on équity decling. ¥/ 2 onilobing dous 1ot of suainbics fasisitiee
a0 - We adopt the Trigger indchanlsm because it simplifieS regulation:! Ratépayers't 11l
can only be worse of f;if Eontrdty to tradition, the change in the interest raté Whichcledrs the' 1o
utility bond marKet ‘substantially'exceéds thé changd ih retuin Which cléard thé wtility ¢quity >3 5
market. The Tri gger mechanlsm can benefit fatepayerd'if - interest ratés are mofe likely'to'rise is
than fall.d Logeisa ol ¢idgid v ol hloos faiiy oy Eatigs o riedifidizst Loinilsg onnodhn
We will decide the implementation date for the Trigger in &' codrdiated cdstof £
capital proceeding. In its‘coinp]idncegAdifi‘c-e'I’gel'te'r.!Edis'orf must'select a specific'dduble A
bond index for its Trigger mechatism! 'We will ccept an indéx thal'sho\Js‘stabilitsr' ing) 22U
composition; has not over-reacted t6 changes in attual fnflation and includes'other intdgrated 12701
utilities Which are repré&tative’dr the existing industry and répreséntative of stractiralisiint 190
changes likely to face Edison during eléctric restructuring. In its annual feport, Edison should

track the monthly ¢omposition of this index .

- 4011--
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-y 1k 105 We pemain concerned about the interaction aboul the Trigger Mechanism andthe -
CPL . We will require Edisori to show in its mid-tetm réview that the joint effect of the Trigge'r!.iz:;
Meclga_n_i,sm and the CPI provide an appropriate compensation fot Edison’s relum on equity:) ? L1
E.2 Capital Structure Flexibilily .1 Yo sininiepariorginp b moiitnn 00F < psisal misvoans

~i1 10511, Edison fequests that we allow it complete flexibility to'changeits capila!; LTI
structure, (\We.will nét'adopl Edison’s request because it could expose the ratepayer to {tivs ility
\;nnecessaJy risk.: We will adopt DRA’s proposal in its testimony for limitéd capital strotture T4 € '
flexibiity which allows Edison to vaiy the share of debt or equity by no njore than § pergentnuis
from the percentage authorized in the 1997 Cost of Capital proceeding, adjusted for the share ofiis
total ratebase Yhich is allocated tomongeheration as of January 1199 s <l od zinue 2.1
" 141 20We will allow only limited ﬂqxibiiity_iplﬁdison’s capital structure betausg we, 1:3¢
have not developed definitive guidelines for sefting an optimal ¢apital struturé in our Cost of- 15t
Capital proceedings, :We have not developed these gujdelines,tSecaqse,“-e have not received <103
sufficient evidence to construct such guidelines. We have received evidence which indicates - 511
that financial analysts primarily wse judgment, rather than deﬁnili\;é guide!iges. to develop ‘
recommendations {0 adjust capital structure. - We do not object to the reliancé on judgment but r
we beligye that we should impose limits on Bdison’s discrétion whén judgment plays sach 4 ¢tilis
substantial role,! ‘As a simple example of the type of exent we syant to avoid, we donot Want to-
authorize uniimited flexibility in capital structure which could allow a highly leveraged buyout,..i1
E.3 Net Reyenue Sh_aringi i zivt o1 10t s noibn sl <8 cEveh v 3
¢ <4 Bdison P{OMQS a nef revenue sharing mechanism based on total system .oy Intiqeo
revenues (generation and nongeneration) and built around & benchniark of the total retum oni e
ratebase with shareholders resefving all gains or Josses up to 150 basis points around the Dizoiios
benchmark:retum and sharing equally gains or losses between' 150 and 300 basis points with;isilizs
bluodz no-ibt nogoy lsuaes v al zoivg ety ohsufo goiweh nozihd 930t o) dodil 2vgonds

- 2obot 2idi 1o eoitizongos ¢ldtnom i Az
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ratepayérsd Undér its) proposal; shareholders kécelve the more - achievable gains or losses.

Edison olso requebts thé right to 2pply for an adjustment of the PBRy includmg fiet revénuds 21t 041
sharing, when its teturii falls 300 basis pbints below the bénchimark; Edison would ajtow an <lird«
intervention if its rétum risés 300 basis poirts aboVe the bénchmark: i ls i ei hoed 2y o
o nidr-ov In contrast, wa adopt a'nel revehué sharing mechapism bésed on nongeneration o
reventues, 1ot total revetves,; and builtéio'uhd a benchmark 6f the authorized tetum on equity,. <4
not retuin on ratebase: The ndt revehud ‘sharipg méchaniém must ehconipass the same’scope of (0L
rev enues and costs as the PBR itselfi«We have idéntified a Separaté nongeneralmn retenuel ~1nisg
requireinéht and the separation of révenuo between gerieratidi and nongehetation sHould follow
this divigion of base revenue reduuemen,t betwéen generation and nongeneration. > This revenue 24
Sepa:alib‘ﬁ ihfo generation arfd rongeneration is feasible becduse rates ndw'include éishate [ ‘.(}"-.Oﬂl
attributablé to (otal basd fevnud requiteinenti \When we Approve separdtion of nongeh':cralibh'wm
into transmission and distribution; the ngtrevénue sharing will be based on distribution! 13¢5
revenues. - § U7 15 Lo votin ot netz of weodo s d 9@ iy ivivsubong st o ohind oot
froaikts As we have described above, théTrigger niechapism will update the authorized o/
benchrnark return.| We 67det Edison to'usé the authorized equity felurn on raebase, not theé - OhL
total return, to define the benchmark. As a part 6f our unbundling proceedirig if electrio v:1.o1y <y
restructuring and 'with coordidatidn in the cost of capital pfocetding, we'intend to ofder separate .
~ and distinct authorized equity refurns for thé géneration; transmission and distribution I rois -1 7ih
Operatipns';il}ndér our sharing mecl;ai’lig,m;shareholdéiﬁ receive, all the gains and 16sses up 101037
50 basis pdints around thé benchmark; which we call the inner barid:n By assigaingicy fivirdaong
shareholders the r&pdﬁsibilily for all gains and losse’ within the innef band; we intend tosdi ihuid s
assign them the ains and lodses associated with routine opération:For example, we intend that 90
this interhal band inglude the substantial sharé of the, revenue flu¢tudtion due to stiort runy siquinxs
temperafure based sales flictuatiotis.« 022 ucdn 2silgui anitlicn 821€2 10 Insmniupa su6i57m 9101

aoillint 28272 1o ssedst liaoitsibziing noitnisnozaon buagowy 2 nezilt novig inioq zisid
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<:»- Our méchanism hds a transition af SO basi$ points.t- Between 50 and 300 basis iz
points the shareholder shdre of Ealhs or 1osses rises continuously from 25 théough 100 peroent : it
while the ratépayeér share corfespondingly’and coritiduously declines frdin‘-’iS 100 pércent; Wé - il-
call this band in which sharing dccurs, the middle band. Within'thé€e inier and middle bands 114
from the benchmark to 300 basis points, the shdreholder recei\;'eg a'little more than Gwo-thirds of
the net reyenue and thé rateplyer a liftle less than éne-third. The'sharcholders receive all gains«ian
300 basis points abote the benchmark and renfain responsible for all lossés below 300 basis 151 1ot
points from the benthmark, and we call this band the outes Band i 09 <ils 54 2120 Lo 2091
ol BlisiWe have chosen the 75/25 split at the transition from the inner (o the middle band s
because it représents a compromise between assigning all gains or Josses to ratepayers,a s;ﬁlit‘of 1l
lOOIO,- and alsigning half the gains or 10ssés 16 ratépayers, a split of S0/50.+°A split of 100/0 (e
would provide no niarginal ingentive 19 the shareholder while a split of SO/S0 would reduce thé 1115
ratepayer share of both innér and middle bands'to only 20 percént which meéans the ratepayer 1 utui
receives little of the productivity gains. We have chosen to start the outér band at 300 basis 115+
points because the productivity réquired to reach thé outer bahd is nedrly.4 percent, adding the
300 basis points to'120 points,-which is the ratebase equivalent of thé 160 basis points used for.n:
the productivity or X : fadtor.<i saithnidng suo o nag o4y .:éer;fazd:.f.r':}ri =1 saitsh o .nujl;n {rtos
o ~2rp22 v ' The effect of sharing for the ratepayer is best ‘revealéd by an exdmplé.: In the i uw:oi
discussion above céncéining productivity, we described an example wherg if Edison achievesahn:
productivity of 3'percent, then'ralepayers will réc¢ive nearly 2 percent or two-thirds of this ESLALLTS
productivity gain.: In this eXample, assumie an X value for productivity. of . l'.6" percent, all of 524 02
which the iatepa)'ér recéives becausé thé benchmark return incérporates the X-yaluef1 s15blodond
Conseguently, ratepayers and sharchiolders share prdductivil)" above 1.6 ﬁérc‘ent;?wpich,-in thisizss
example, equals 14 percéntrThe:1.4 percent applied to Bdison's proposéd fohgeneration basei 2ir)
rate revenue requirement of $2156 million impﬁes about $30 million which equals about:106 win 5!

basis points given Edison’s proposed nongeneration jurisdictional ratebase of $2865 million. ‘

43t
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0) r.wl;iﬁs':l ol Haa 50 ARG 2t ia 1onto oh do Qnisnssan ot andasousr oF
Of this 106 basis poiiits; sharcholdeérs receive 50 basis points from the'innet band while't 191 ¢lqqs
ratepayers and shdreholders split the remalmng 56 basis pdints:!- On'an aftér-14€ basis;lh wrou #1ied
ratepayers ref:el\e 33 basis points on tatebdse or 42 basis points on reyenue {eqmreménl ‘whichio1
when combihed with thé 169 basis polnts from the X yalue équals 2.0 percentdive 3il ¢t svirod
Several parties call this variable sha:iﬁg progressive sharing bedduse the tility"s
share rises with its eamed return which shoﬁld gite thie utility an incentiva fo achleVe preates 2 N
productivily,s DRA and the Joint Parties both pfopose progressive sharing! .In'cohtrast, parties
call Edison's sharing pfoposal regréssive becauss the utility's shaie declines’with it3 éarned v
return,!r As wé have indicatéd above, we want to adop} a PBR: which emulates the market andiups
we conclude that progressive sharipg resembles the market out¢oine mbre closely than the:t:»701¢
regressive sharing récommended by Edison.li 01 5567 st tenoiit o asbat] saivasido ol B
Moreover, we have designed our nét févenue shating mechanism to complementiom
our update rule which includes productivity values which }nc_rease over the duratidn 6f the PBR).}
In selecting productivity values, we recoghize that we are uncertain abput the exact value for
achievable productivity.-3Ve have designed our progressive net revenue sharing mechanism to =501
reveal a:chie)’able and permanent productivity. gain$ over thé'dutation’sf thié PBR.This will: 100 ol
balance the interests of the ratepdyer; shareholder arid employee. Liiss iilidiilon ouivans oxizotn by
cuzed Sbce o By L, {7 et Dotno-uipdons WABE Bas A8 ao2ib

T T

*T6 calculaté the'42 basis points requires first findipg the highest aftér-tax-fatepayefilidailon
share, S, of et revenue, R, given a total corporale tax rate, 1, of 40 percent from (R-Q,75SK(1,0) =
0.25S, whic ’lﬁ]pﬂ?es afte ter-f “shards of &m&éﬁl for Fatgﬁgg%rs rh§ Lnd f P i;::enigt:’ofj K L
shareholders (sh); second, finding the rate at which the ratepayer sharé dechnes feom this iv51 525
maximum o e the mzddle ba_nd ra?ge Oo’f 3%0 )baS[lIS' pornl; whlch 1jsas dgg i ; ( 42 ?; percenl (dp)
for each basis’ p’(ﬁ‘r{l increase in nel revenoes t i ﬁndmg{he m:d-pofnl e incremental retumn
of 56 basis polnfs W, hich ljes-above the 50 basis point inper band (ib) or, which'is 0. 5(56) ¥:50 oti!
78 basis points; fourth, finding the after-tax ratepayer share which corresponds (o this 78 basis
point, which is rh - dp{78-ib) = 56.9 percent; fifth, calculating the ratepayer share as the product
of 56.9 and 56 basis points or 31.8 basis points; and sixth translating this back to a revenue
requirement basis by applying the ratio of rate base to revenue requirement or 2865/2156 which
yields 42 basis points. This example contains simplifying assumptions.

‘
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To recognize the uncertainty of the effect of the PBR, we will allow Edison to

apply for re:consideration of the net revenug sharing and the PBR program3f its eamed feturi 10
falls more than 600 basis points below.the benchmiark and requite Edison 6 apply ifiits camed -y
retufn rises above'_GQO.basis points above the benchmark. We have selected these '\'a-]UCSIi:'(_J;(i')!r’.I
because they lie substantially beyond the rangdof the current and prospettive returns fofinoo nnilu
regulated electric utilitiesnin i o iz y0u giimnlz slduiins sl iles cuilig o2 '

F. Service,Safety and Customér Sallsfa-cllbn Measurés doidw suits bomea 23 v a0 sinde
-:21 In this Seclion; wé present our poligiés for service reliability; safe()‘ and:/iunboig

I
Aol {

customer satisfaction for itie PBR.( In {raditional rate case regulatjon)-we adopl a rev: enue il s
requitement but wé also review the utility’s performance in the gereral raté case arid in related vio
proceedings to énstire that the utility contifiues to’provide appropriate sefvice and to imeet health v
and safety objectives. Under tradili(‘malhrate case regulation; dur révlew has often emphasized 1551
more qualitative mieasures and we have not relied on incentives. 724 vw a570 101,
F.1: Servi¢e ReliabHity /i1 150 Consnt G sl g gitaaubory babsal duid e e snbeguaco
it <ulsr Edison’ propbses to use two measures of customer Sen?icer reliability./,One s<t2> al
measures the duration of service outage and the other mieasures the frequéncy of outages:!davaid i
In our Service. Qualiiy’OlI (OI1.95-01-015), we have recognized that these twd medstres .5 fnurn
characterize service reliability and we are developing'standardized measures. 21/ 1501 o) woanled
Edison, DRA and IBBW each presented initial and revised proposals for service - - -
reliability jngentives.‘These réyised proposals appeared in theirjoim Bxhibit 7B 4nd each"*
sid stiina oy 1ednt £ sovie S .sunaen }'q o 7 onde

mclu'déé ge Ta%fé%ﬁééri‘ifebs’f’? d'ne durauon ahd fr uenﬁy ?0 semce mgtajg?ts . \ ¢ will review

J 1o FSBos (A} 210 ¢ar ol Wl 1 22 AR e abaie €200
these revised propOsa]s;lrnh et 13 0rotny ol doid o 0s 9ter sily gaibait \brivsoz (i) saashloduieds

I 7 SO AN I ! s irfer 2o 2ized O’S uwd olbhin sl 90 mu Hres
(qb) 1195198 ] Yo dised brandsat 3l cee gt tod?‘ne the sérvice measures an
oo tnomrsasnt 5l 1) ln adp-brinonf garbul b } 'ﬁ.r!.ﬂ};ﬂ o .v!u'l IO 21260 155 ‘fﬁ

this scope excludes:any event.whose average customér niinutes of inferruption (ACMD) excedds®
etoed BV 2iflt 6 zbronzonos doldw siadz 19 ¢EgaIe #6151 sify gaibnil dinsol t2inio 2izad GT
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5 minutes!: This restriétion of scope should exclude the impact of 1e3¥ fricqlent &vents like 1 T

major storms white leaving thie impact of fouline evén(s, many of which ire attributable to-1-1ioh
componeit pfoblenis like failutel (i.d.] shorts) in'distribation lings.. Based on this restriction in
scope; ¢ach party presénts a performande staridard and ifidentive mechdnidniz Edison‘and-t-fleh
IBEW propdse bdth rewards and penalties while DRA proposés only penalties. s Lismsuis o0
1 1900 '(To'set d service reliability mechanism'itplies a cost-benefit analysis whith 1rq ¢
compares the ¢ustoriier's valué Of service With the ¢ost of equipment and rriaintendded necessary:
to meet the semce standard. In Edison's ECAC proceedings, we use a reliability measure, the o
ERI, as part'of (hé calctatidn of the'cdpakity paymént for QF genération; but this hleasure does
not iriclude-a ¢astomer valuatioii of reliabifity.:In PG&EB!s last GRQG pldceeding, wd fecognizéd »
the concept of the'valug of seivite for generation.i-Wé also note the difficully ineasuiifig this's
concept precisely. Estimatin g the value of service is difficult because it requites a carefully:nsils
controlled survey to measurd a value which can vary hot énly with customers buf dlso with the |
level'of réliability and bdcause it requires'custoniet valuaiion of a relatively infrequent event, i
sewiCé'ihtéffﬂpinﬁ;‘*i coil e i Ao B 10 atde sl s T oy A saoqaey o
cheinai d The $tructire of the inderitive dépérids on the valud of service. For a‘given 1ével 1o
of seiviee reliability, the value 8f service should equal'of exceed the incehtive réward which;in
tutn; should equal or ekceéd ihie cost of prdviding the service; “If the'incentive réward were 1o =0

excded the valoé of servicé, then the dtility would recelvé more thah the customer is willing (6191 -

pay for the given lével of service’ On the dther hand; for a given level of s¢rvice; the'irlcentive: =
penalty should equal or exceed the value of service which, in tum, should equal or exceed the

cost of providing the service. If the value of service were to exceed the penal(y. then the ulility

would pay less than the value of the service if reliability dectined.

(SR 'fuﬂ dleh rrdxi!un (N)ad' J:rbom 5et 10 6ii6t wlt (It up{e it o,om,wb
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7B, Edison, DRA and IBEW all recomniend identical pena]tie§ and rewards of one million i ?

dollars a minute for both the dutation (ACMI) and frequency incentives.ive sf <t o snnts 1o
t mitaine s Using histotleal data, each incéntive reward translates 10 a value of'abqu.t | RIS T,
dollass an hours ot 30 dollais combined b‘e’causé_the_l\\'o_incent_i\';qs ar¢ independenty ,.Given ...
the agreement among the r¢presentative partiés; we accept this yalue as reasonable, - However 111
as part of ifs mid-ferm review, we requirg Edison (o present a‘value of service study overs a
range of reliability.values using a gepresentative $ample survey which controls for customer-jiiio
charactesistics: yiilidtailo 6 oo 9w annibosiong M) 2 s ibi b hibaots 95i 6102 s yomit ol
b Sl Before the transition to,a distribution PBR;; Edisort will present revised estjmatesi i
of historical duration and frequéncy pe:ro'nnaﬁcet for the distcibution sefyice only if such data 1o
are¢ available.: We will revise the service reliability mechanissns if thes¢ revised estimates -5 «ds
change our adopted performance stadards?: :i «iviis Jo sude s call gaitnenited glveinung 3qoons)
it iy oo Moreoyer, we recognize that these seryite measures of duration and freéquency o

will not necessarily measure some problems of deferred maintenance or faiture of long-lived!.; -1

- circuit components (e.g., if a large share of these components came on line together) and we. /1> |

order Edison to assemble a database with detail to,the distribution cirenit leyel which includes
the : date of instalfation for the component (or ¢stimated avé¢rage if componeats ate grouped like.,

the distribution circuit), and fot the years of available data; a log with the date of all subsequent iy

repair; replaceinent or renewal activity along with the coded natuge of the reason for eachsuch;
aclivity, Edison will présent a summary description of this database at its mid-ferm review..t vz
wdifoareare rups Blnods eu e duidn soine o suluy st boago o 1 g 3 bleods nilensg

i drasdy) yhsasp adt bovwrs ot sruw whivisalo GT}IF.’I <8N osivase oy snilivowg o oo

Leaitush gilidaitan U osivsz 2110 sulav ot andy 2608 ¢ bluo w
’ dural(l()n lhls eigua]s the ratio of the groduct of ong mllll?n dollars th per -
mindleand ﬁxg%{l rof miﬁﬁl’e’s’fa!r Fot obét the AUrhbed Sf BARSR 348 ibou 4
millioh ‘of ‘about 15 dollars per-houfs For ftéquency; this €quals the ratio of the one milljon dollar,
penal(y over the product of the number of interruptions for this penalty, 183, and the average
number of distribution customers per circuit, about 400, or about 14 dollars per customer
interrupted, which approximately equals 14 dolars per hour gwen the average interruplion of 59

minutes per customer.

473
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F.1.a Servite Reliabilityi Duratlon:- »1i ao bl gitereg e dno e o ARA
¢+ tiun For outagd durstidn ‘of ACMI, Bdison proposes a pe(fériifdnce standard of 594! o
minutes and DRA of:51 ‘minutcs while IBEW, proposés 57 minutes ik 1995, declinidg to'49 21 Heb
minules in 1997 and 48 minutes ;- 1998 and beyond. All parties recognize thé statistical g :b
variabilify of séryit‘c'qﬁa]ity'me_asuics;lj’l‘o acknowledge this variability, all partied'Include a
*deadband’ aroirid the pérformiance standard within which no reward or penalty will apply. s 1qobs
Moreover, all partles recommehd a 2 year average for ihe’p’erfdnnance,s't'éh‘da'rd t6 tie thé! b i
incentive to longer térm tiends ahd (o reduce the impact of random Vérigtion.»'As We stated; A} TEH
parties propose an ingéntiVé-of 6ne million dollars per ACML. <:lt yowolboiiv vinavoni » AT
iti2 b Edison proposes a combired reWard afid penalty méchanidml-Based dn st is sejobe
standard of 59 minutes of ACMI and 6 minute deadband, Edison proposes a peralty ufidef <itlosh
which Edison wi]l oive one million'dollaTs fof each minute*’ACMI ék¢edds 65 miniifes up to a
maximuym of 83 minutes whi¢h limits the penalty to 18 million dollars] Edison also prdposes'a‘-':f!:
reward under which Edison will recéivé one milliéfi dollafs for each minuté" ACMI declines sidor
below 53 minutéd down to a minimum of 35 minutés which limits the reward to 18 million ion itiv |
dollars. ;¢ ety v sl sninnerur 6 jrsw piss ted oo mesty ] A1 svownit oy poa bl siupr v
#1515 rIBBW also proposés a combined reward and penalfy mechanismy:Based én itg7»itev
standard of 49 minutes in:1997 ahd a'désdband of 6 minufes) IBEW. proposés'd penalty fori1997 19
under which Edison will owe ode million dollars for each rhinute ACMI'ex¢eeds 55 mirutes up'1:> -
to a maximum of 73 minutes which like Edison’s prdposal limitd'the péalty to:18 millidn~ stuniit
dollars. IBEW. als6 propoges'an initjal year reward udér which Edison will receive one million!i
dollars for each minute ACMI declines below 43 minutes down to'a mininuriof 25 minotést A3
which limits the reward to 18 miltion dollars. In 1998 and beyond, IBEW?s stafdard diclinds 11
48 minites which hieahs that? the penally starts at 54 minutes and thé feward starts al 42 |

minules. 2 5i1i5q HA 000,01 eronporeg WA b 002,01 2o:0q01q A Slidar w9015 ‘ami}guu-}mi
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DRA proposes only a pénalty. Based bn its standard of 51 iidutes'and'a 152 s £
deadband of I'1 minutes; DRA  proposes a penalty uiidét «which Edison will owe ong million

dollars for each' minute ACMI exceeds 62 minules up (6’4 indkimum of 87 minutes which limits'in -

the pcnalry to 25 million dollarss iy 4 Lvvgod B ACOT cuning A Las COUL i catinim

w <otz We want to endonrage continded improvenients in service teliability and willidsiv. s
adopi an incentive mechapism which i'ncbfpo,rales both réwards and penalties tvhich is true of oL
both the Edison and IBEW. proposals.::\e tecogaize the similarity between the Edisoft and/ou:0H4
IBEW, proposals. -We adopt Edisont’s initial perforniance standard and adopt the stpucture of 1151

IBEW'’s incentive which lowers the staridatd over the duratidn of thé PBRi«Specifically, we#uitiiq

adopt an initial standird of 59 fni-nutgs-for‘ 1997 and for subséquent years this standard will

decline by 2 miinutes a year.ot g oAb basdbooh stoniin & Bas IWADA Y0 29)uaian €2 10 bubasn
o ol 4 <2 We 'adopt & deadband of 6 minutes and a rolling 2 yéur average for performarnicd /il

measures {0 accommodald the yéat-to-jéar statistical varjability which'éreates a-“smiall sample* 7«

problem given the r¢latively few years of the PBRJiUsing theQ-.yéat?averag‘éméahs that Edifon o1

will not receive rewards or owé penalties until the end of the second year of the PBR.: Becaiise :1++

we require Edison to improve ils performance but again want to recognize the year-to-year .¢:ailoh

variability in performance, we will nol jmpose any: penalty on Edison if jt achieves 4n average

of 55 minules from 1997 through 2001; the § years of thé PBR; ivhich i‘m'p]ics a‘tiuectip! of afy.:1»

carlier penalties; »As stated above, we adopt a reward dnd penalty of one million dollats'pef /7 1:bru

minute with a maximum of 18 miillion doltars fog both in¢entives: i .In our mid-teirh review; we 07

will examine the interaction between the reliability incentives; particularly this durati6hiyl .1:Hoh
mechanism, and the net reyenue sharing mechanism:. walod 2onilonb HADA sianin duny 10t 2icfloh

F.I.b.Reliabil_ilyt.Frequencm bnogud boes 8CCL o inlloh oillinn 21 of iswst odt sl doid s

¢}. For oulage frequency; Edison proposes a performance standard of 11,300 totalnim Zb

interruptions per year while DRA proposes 10,800 and IBEW proposes 10,900. All parties .51t
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recognize the statistical varjabi)ity of $érvice quiality méasures:To dcknowledgs this Vari abili tyys?
all partles include a *deadband” ar'oimd the performance stahdard within whith nd teward oF1 odt
penalty will apply..- Moréover, all parties recommend & 2 year average for the peiforinance rqaiy
standard {0 tie the inceritive to tonger teim ttehds arid to reduce the impact of random varidtion:o2
As we stated, all parties propose the same- incentive of ong million dollars per 183 dnnudl «fhs5b
interruptions.« oY ylovit: Vot ooy aorieg wnstdo sy "shgme Wean® saotoors doiida gilidhuia 2 Ihsinzite
« sitlenioeg -+ Edisoh proposes a combired rewdrd and penalty mechanism-'Baded on'its Htl 1 <y -
standard of 11,300 annual interruptions ad an 1,100 anfital ittéruptioh deadbadd, Edisor)) lisnu
proposes a pedally undes which Edison will owe one million dollars fof €4ch 183 Ihtérnuplionsinio
which exceed 12,400 up to a maximum of 15,700 annual interruptions which limits the penalty.ni
to 18 million dollars. Edison also proposes a reward under which Edison'will féceive oner) £
million dollars Wwhen interruptions decline below!10,200 yp 16 2 minimum of 6,900 annual
interruptions which lifnits the réward to a maximum of 18 millioft dollassiiinlisg Yo oiuranin yleo
+enir 71 IBEW also propéses a combined reward dnd pénalty mechanism.s Based on ity ufont
standard of 110,900 annual interruptions and an 1,100 annual interruption deadband, IBEW.iid! bns
proposes a penalty under which Edison will owe one million dollars for each 183 jntertuiptionsiilo
which exceed, 12,000 up (o a maximuim of 15,300 ahnual iiterruptions which limit§ the penalty _
to 18 million -do_llars.-: IBEW alsb proposes a reward under.which Edison will receive one s1u-aui
million dollars when ihterrﬁp&ibns decling below 9,800 up t6 a minimuni of 6,500 atnival 1500314
interruptions which limits the réward to a maximim of 18 nillli()r_l‘doll:ﬁrs.f&}i!l suoiingo ynibiot
1601 1.DRA proposes only a penalty. . Based on its standard of 10,800 interruptions andis«
a deadband of 2,200 interrui)!ions. DRA proposes a penalty under which'Edison will owe oness16
million dolldrs fos 183 internuptions which exceed 13,000 up to a maxinium 6f:17,600 which
limits the pénalty t6'25 million dolarsyi tioitustein Haisvo Zashuonzo aill eden hidu nf)iAIfi")up
fns h:We want to'encourage continugd intprovernents in service reliabitity for both o234

frequency as well as duration and will adopt an incentivé mechanism which incorporates both

-50142 -
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rewards and penalues which is troe of both the Edison and IBEW. proposals.s We rfecognize thatn
the Edison and IBEW proposals are’ 1denuca! except for thd performancd standard with IBBW| It
proposing-10,900 and Edison proposing 11,300 i We adopt IBBW's entire ptoposal with its!i-1o
someivhat moré aggeessive performance staridard of 10,900. rAgaih;&ve adopt the'¢concepl of a:s1-
deadbarid and a 2-yeat, avetage for the performaice méasures to'accommodate the yedr-to-year 74
statistical variability which creat¢s a “small sample® problem given the relatively few years ofistat
the PBR.- Using the 2-year average nieans that Edison will fiot receive rewards of Gwe penalties
until the end of the Second year of the PBR.: A§'stated above, ive adopt 4 reward afid p@nalty of =12
one million dollars per 183 inteniptions ‘With a maxintiim of- 18 illion dollars {or SOLh: 20T
incgntives. -1 »1hnil daider zeoitquursint livas COV.21 o mvanirin s 0 qu G0R.S1 baoves doida
F.2 Customer Satisfaction ib'd thid« vshau Inewoi s 2organg o2l nodbil astlel anillim 21 o)
v Edison’recognizes that physical #eliability repreéents an important] but ndt the »itliom
only, measure of performance.!. Customéis ¢ontact Edison offices for séveral fypes'of servige, it
including sérvice connection, mefer installalion and peiformance, line problents; Yariff Oplions
and blllmg ptoblems. - To erisyre continued adéquate customes sgrvice id contacls With its s b
offices,” Edison pioposes an incetive for ¢ustomer satidfaction]s 1 duidw vibasn yilensproosicgory
-l aeg <51 Bdison’proposes to use the results of i3 'ohgoing customer sprviéy program to doidv
measure customer satisfaction..This Surveéy program, initiated in 1992/ tdes a sarfiple of:!lim 31 o)
customer$ with ré¢ent ¢ustomer contacts and Sufveys'in five areas: field sefvice and mefters noilling
reading operations; local office operations} telephornie center operations}: séfvice planning iiquistai
activities and energy 3érvice representative activitiés. Edison proposes to yse the fifst four
areas jn its customer salisfaction incentive.avy 5 202000 ASL 2nobqiansiai 005 5 10 brdbash i

d-idw O Inéach of thé areas surveyedj Bdison asks a variely of questions; includidg'arnioillira

question which asks the respondent’s overall satisfaction with thé $pecific setvice provided.i 21imil ‘

Respondents chgose among $ix catégories with the fop two being 'completely sati$fled” and

fi1od 251 posnt 43t anzinsdoum szitassat ao 1G6ba Hiw bos aoitinh 2u o en anspon
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"delighted.”: Edjson measures its petforntance based on'the pet¢entagé of . responses which falti-s
into the (op Iwo categories on the survey question which asks about the degrec of oyerall : (!t 1nie 514
satisfaction. In the baseline survey, 64% of responses fated Edison'in'the (op lyo catégories 170
using a simple average actoss the four service areas.  Edison proposes 10 use this baselirio - ¢ .+
reﬂponsc as its performance staidard. i il coaiansos W Yo e 2iquoss AL

) 1 7yt Edison desi gned the survey fot mtemal nianagement feedback to ldqnuf ¥y actidns ¢~

SUryey' .ed. imay vary over timé> However, Edison ple_dges that it will not change lhe spxipointeiltii
scale or the overall satisfaction question Whith is the basjs for the perfoymancé standard; so 1y« d72
these aspects of the surveys should femain cémparable throughout th¢ PBRIU 1u/nuiold oy
co-ibi 1 TTELACU eXpréssed a concem that telephdne-based suiveys may not adequately.t-2
represent fow-incoime castoiners without telcphiona séivice or rion:English-speaking customiers.1oo

Edison responds that it ieSlcd its existing suvey procédires W6 détermine whether they are
biased because soma custoniers lack telephoiiés or speak’languages other thari English or. [+ 5itusti
Spanish, the two languages used in the sun'éy's.mm;.-na o satbsmnsy YR Lo o o 10 1
-:it - i In its rebuttal testimony, Edison sighificantly modified its'servite quality vicisii.ol
proposal (o reflect. tecomm¢nda{10ns made by IBEW. :Edison envisioned its ongmal sér'vnée Lt
quality proposal as prov;dmg a guarantee to maintain historid levels of pétformance:s In Exhibit Ail
7B, Edison proposes a 64 percent performance standard with'a 3 percent deadband and a 5:v2 %0y
percent reward and penalty band. ‘This implies a réward from 67,t0 72 percent and 4’ pénalty s Hiw
from 61 1056 p;et,cem yith th¢inceritive being set at 2 million déllars for éAch percentagé pointjios
allowing a maximum reward or-penalty of 10 million dpllzirs:;;m:.-:u:. 2 sz liiin)aduz 6 nsde
orery 101 IBBWS propdsal includes a higher‘ﬁerfonna_néé standard of 67 percent, and also v 41

uses a 3 percent deadband and a § percent reward and penally band. IBEW also a'cccp'tsi 212 od1 10

Edison’s.’incentive of 10 m:lhon dollars or-2 million dolars for edch'péreentage point.
However; IBEW. proposes an area ‘$pecifi penalty for each of the four §éparate service ateas 12 m{l
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which Edidon surveys which would penalize Edison by 2-million dollars for each pelfcéntagdil=h” ’
point that the performande nieasure fell below 61 pércent in any aréa:-r-'IBEW,rﬁalntaSns‘tHevd! ot
overall maximum ﬁenaliy 6f 10 millidnA dollars across both the combined and Individual 3épvicd's>
area performance. {1 <-4 o) cusrrporg nosthi e 93ivies 1ot sl sirus suevs o slinile 6 aaien
DRA accepts many of IBEW's recommendatiohs.| DRA proposes a perfoimanes 3t
standard of 64 pereént 1iké Edison and a deadband 6f 3 percent with its pedalty stafting at 60
percent: DRA proposes a graduated penalty, increasitg from orie million dollars at 60 petcent;i5+
million at-§9 percent; 10 milliol at 58 pereent, 15 milliéh dollars al 57 pércent-and 20 milliok aty-
56 percenti DRA also propdscs an ares specifid pénaliy if thé performdncd falls'below 53 10 slesz
percent. Moreover, DRA€xpiesses'concémm dbout relying exclusively on Edison's customer. 2+ 21
satisfactign survey as the only nieasure of éustomer satisfaction, and DRA alsd l'i'dfés that Edison
controls the survéy instrunient 4nd its use ivhich corgceins us.11i 7 Aotz sinsai-wil s
»1% ¢ We rioté that the IBEW and Edison proposals for the combined séivice areas a}e?bil
identical excépf forthe perférmance standdrd with Edison recomniending the historic stanidad - =i
of 64 percent and IBEW recommending an increased standatd bf 67 percents We'receivéd do ¢
testimony which indicated the nﬁ&ures_'which‘ Edison would need to underfake to faise the
standard.; Moreover; we are concemed thaf this stdhdard {s entirely subjective with féspondes (o1
like “complelely satisfyid™ ahd.'f'deli'ghted’.? Varying with respondent as wéll as with'thé pataee df [
the servi¢e contact. Thetefore ,we will adopt the historic performance stafidard.: Howéver, we' .V
will adopt IBEW’s proposa] fér-a ﬁe‘nal(y in each servide area bécalise we vant Edisdn to 6ffef 1 -
-compara.blc‘ service jn all aréas:- Méreoviéi, we aré concerned about Edison receiving a tewdrd 1ol
when a substantial share of its customers Express $omé dissalisfactjon and we wil-l rhake anyiivalls

reward conditional ori 16 more than 10 percent of custoner responses being in' thé bottom two

of the six categories::l« W IHL Lood yilanswy bos brsws inunxg 2 s Los bosdbosh inonsg £ 6 ev2is
1nWe suppori DRA’s ¢odcent that Edison®s own drketiig Departmeiit conducts)#ibid
this survey and we order Edison to Intlude with it compliance filing a plan to use af $litside' s+oll
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survey firm to confirm a representative sample of its customer re§ponses. Moredver] for the” b.1
mid-term review, wé order Edisort to developa more objective iigasure of custémier satisfaction ‘
which jncludes such aspects as response time, problem resolution ahd ¢ustonér tomparisenila‘
with similar service contdcts and which ensutes (hat Edison’s internal and extemnal fieasures of ih
performange are consistenty ot 5l w0 wais s Sl el pvinndusng rosivaso hd feaoitra o
F3 ,!l?a“‘h and Safety Mechanism =110 411 22 oo ud moindintib 2 nosbi T 2ot o SN
211 s51.1 Both Edison and IBEVY ‘presented an employee health and safety intentive: The aiz
standard consists of a ratio index of the total number of accidents and illnésses pér 200,000 "1
hours wotked or peri 100 etiplogees . Edison proposes af index standard 6f 13.5; bastd o the'<ih
most recent 10 yeais of data while IBEW proposes an index standard of 13.0 based on the most o
recent 7 years of data. IBEW proposes a deadbahd of 0.3 and Edison a deadband of 0.8.ir0l/ .0
21t - IBEW recommends a penalty which applies to the range from 1373 {0 14.2 in the
index value with a penalty incéhtive of 555 thousand dollars fot ¢sch 0.1 Incréase in thew1va93n0n
performance index, and IBEW also proposes a reward which dpplies 6 the rangé ffom 11.8 to
12.7 using its same ihceﬁlivp}-; Edison recommends a perialty which applies to the range from' it
14.3 to 16.7 in the index value with a penalty icentivé of 208 thousard ddllars for ¢ach 0.1 5501
increase in the perfonpance index, and Edison als6 proposes a reward ‘;-hich'applies'(o the range »7
from 1(—)-310,.-12'.7. using'its sanfe incenlive.. iy ovivi2 vl ganads sunsvon bon 97 ngory b
| i1 bt We prefer IBEW?s proposed standard because the slighlij’ lower injury and s
illness frequénpy rate benchmjark best reflects our commiitment to the maiatenarice of health ahd 2
safely standards{ Howévet; we note that this index does not wéigh accident$ by thé’severfly' of
their impact (e.g.{ in tems of 105 wotkdays) and that disputes may arise in deciding'whethet to Jib
attribufe the cause of an illness to'the workplace., We ordér Edison o review l}f‘ese;issﬁés ih it oo

mid-term review.51 wsa 6 26 A9 odi 15d) sniogous o2 avenolh slurwot o sitslor 2l siuide
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F.4 Natlonal Bill Comiparlson Mechantsm -1i in ol 57iiniz ov o £ anitaas o) tund i
feri o201 Inits comments filed in response to D,95-12-063 ouf Blechrie Reslméttlrin‘g}’f!'?»i”;
Policy Decisjon, Edison withdrew thi$ proposéd mechanism from considecatioh as part bf a sid-
distribution PBR Given the overall rate ¢4p'adopted as pait of that Décision; wé will nét adopt
a national bill comparison mechanism in this Decision. We note that such a'mechanisim should *1
compare the rates of Edison’s distribution business with other distributioh businddses offerid} 4.1
similat scope of seqvites but feiv sich elégtric distribution bifsinesics offet'séphralt rates in
today's marl(e[ 1We anticipate that electric’ restructunng in others states will cicate ore sép:u'ate 2
distributioh businéssés bust the naturé and scope of the sen‘wces offered by3uth buslnesses ig 7ol
now unknbwn.l..x. FOL0 0 L buate 22bii an cueoyog WA sy nnh a0 OF tsun Joom
G. Momlb"nng and Reporting 11 bos £ 010 Luadbash nomoqorg WHAT ciehlo smog Ciamm
i1 €01 «In"this Section, we déscribe monitoring and reporting requireméni§'for Edison's
nongeneration and distributions PBRS. > Fér Edison: arare base PBR is a pew forny of régulation.ni
i 211 i When we $ubstantially changé the form of regulanon‘-’(vé Hhust carefully assess iz
the impatt on both ratepagers and the utility, 5 To assess the imp4ét requires clear and i it § ¢
measurable’objectives!!Wé have adoptéd a PBR which has clear standards i both'rate’and o1 £.11
service in¢enlive imechanisms -« For rate pérfor;nahce; wé hdve adopted an update rule'dof CPI-X-iti
and progressive net revenue sharing. For service performaice; we have adopied (wo ditdc{1 11101}
measures of service reliability and a measure'of ciistomet satisfaction.! We have addpted the
standards in these incentive me¢hanisms after an assessmént of their préspective irpactpit #-o0lli
‘,::{g:ilr,-'r;z\\'e will nof adopt other Tate or ‘service peiforriarice standards which have a2 ¢)91e.2
direct financial incentive because we intend to initiate the PBR with i:érmplete‘ anid 2.9) o vias

compichensive performaice standards: -Howevér, we fecognize thit-we haVe ddopted a PBR-liutts

which has relatively few rules. Moreov: er, we recognize that the PBR, as a new fortn of 51 f11391-biint
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regulation, will affecl many aspects of the utitity's operation which th PBR doés not directly.vo1
measure and Eould gehigite uaintended corisequiences; as'well) which impact both the utility and -‘
ralepa)‘e'i’s:' satfobineg 1uidned jaz i aobsiss b anotlin o 1L QR vordi et 8 paierub anothing

We order Edison to conver.: 1 working group process, which will assess (he need
for any additional standards for evaluation. We are not requesting that this working group.ihni't
develop neW incentive nfechanisms . W $izg£€s€ that this group focus initially on at Jeast these .1 |
two issuesZfeoni the ¢ustdmer’s perspective whether the reliabilily.and customer incentives aren :
sufficiently comprehensive and protective (e.g., do¢s the Commission need area-spéciﬁé‘repdns
on thé ‘duratidei And fequdndy'of outages) and. from both the utility’s and the castomer's, A O <
perspective tinder what ¢ircunistances ¢uld coriflict arise amoqg‘thé PBR inc¢entive iisiminls 1ol
mechanisms. We ask the working group to report back to us by mid-1997; Latez, afecthe o |
utilities have filed their unbundling proposals in electric restructuring, we ask this working

. group to°asséss the desirability of a domprchensive unit cost'4ccounting system I\'-’lljch‘ét'.‘;uld I3

identify distribution sérvices which Edisofi can eventinally tinburidle 4hd which could track costs:
from’inﬁuts'lﬁ ouqim's'if;it -_{_‘;g:q,-m,_ o3 2ueinor Lig 2ooiisoboy i2oa 0t s arsan i pnans < hiron

We order Edison to submit an annual report which is simifar te the'report filed by,
SDG&E in its compliance with D.94-08-023 and entitled “COmplianée with D.94-08-023
SDG&E’s Pdrformahce Based Rafemaking (PBR) Base Rale Methanism®, 'datéd May 15, 1996,!-
In its complianéé Advice L'én'er'ﬁling; Edison ¢hall explain why it should riot §ub’r‘rﬁ‘['_lh'e_ reports ;
required of SDG&E as part 6f D.94108-023, 2t 23t1e2i ot 1 nuditoorpeib stesaitly 2avi2ztonnn’)
H. Implementation

We order Rdi<of 16 ‘make a complisrice Advice Létter filing 06 Jatet than 30 da}s’
of the effective date of this decision. The Advice Letter shall incorporate the following
provisions. The PBR shall be effective on January 1, 1997. Edison will file an interim repon on -
March 1, 1999. Edison shall submit the reports described in this decision as part of the midterm
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revielv with this inferiifi fepdrti> The Commission will review.the report and perform a midtéo.y .
évaluation of the opératjori of the PBR between March and Deceraber: 1999, and willissug. a5
midterm decision by December 1999. The midterm decision will set fusther guldelines for...q51
rémainin’g evaluation 4nd reporting: qirng savtiow s 1sunos o s ililachio oW
Findings of Fadt 1o it 1 di sotlocupoy ina i 9% noiteuligs 191 sl fuaitibh, CULRID
1. On Decernber 23] 1993, Edison filed Aj 93:12-029 (PBR Application) propgsing an:q qolszoh
integrated Base Rate PBR Mechihisiit for genetation, ransmission; and distribution services. « g
i1 STy 2L b aolerinieo) sd) 2u0h o) seitotong bas wriznodsigmos (lasioittuz
2. On Apiil 6,1994, il fespoiise 10 a motion by TURN, we jssued 1.94:04.003 which provided .o
that alternatives to Edisdh’s PBR proposal could be conhsidergd in the course of r;e,ti@w,ofya-x; #19
Edison's PBR Applicatia: 1 -Lisit web zir 01 e 11051 ot quorg gaidiow ot g o smsinedosia
gaihwr cidtdea L oiunsitza sty i 2fazoqorg gaifbadne 1ist balil seed 2oitilino
3. PBR, if pioperly 'design_‘e(i,f would be inoie compatible vith competitive engrgy markets than v,
traditional régulation; ‘would atsist inilitids in making the ttansition to competition; would:1ishi
provide strong incentives for cos_[reductit;ns, and promises to simplify régulation and reduce iy} -
adnlinistratiye butdens.liriiiz «i il il 5oy lnons ks Jimdue o) aosb L ssh 9%

4 £LO-20 PO sitiw wonailgnD” Lalisas Lins £€0 £0-10.0 i e ;'Eiis;-iffgilit‘_l’) At n 420U
4.0n July 12}-1994,'Assigied Cohimissionef Fessler issuéd a Ruling that hiilfu.r.cated.the hearing
of Edison’s PBR'Application’into tivo phéses (6 address thie uncertainty associated with the, 23 1l
Commission's ultimaté disposition of the issues raised iif thé Blue€ Book.q »4 1120012 10 baiy por

' . SO TSI T N 1
5. On August 8,,1994, Edison filed its Phase I Nopgeneration PBR proposal.o o/ 4
satxoliol v steioqiosni Hedz 1ons b onivb A o 1 anobsissh 200 10 sieb sviinads <di to
fien J10s1 mivatad on ol fliw nozth™ NCOLLT sl co sritots o fafs 5109 <dT -.?.noi)ivmq

tnbing <130 $ae 2n colzivah 2081 6i bodivazsh #noqor o) timdis fleds sosld €001 L donrls
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6. To encovrage efficiencys: effective PBR r¢gulation breaks the feédback Hink from costs td A £l
rates and includes an incentive for the utility to reduce costs. it

* 7. Bffective PBR regulation must incJude nppropriate standards for se¢fvice and safety:.--it nl .1
_ RS IR S

8. In D.89-10-031, we adopted a form of PBR regulation, first used in the United Kingdom, and
often called ‘CPJ » X’ regulation, where CPlupdates rate for the effect of inflation and X 3411 .21
updates rates for the effect of productivity. . B A A

9. In D.89-10-031, we also adopted a net tevenue sharing rule.which allows the utility to keep! .01

some of the increased net revenue which occurs if the utility can reduce its costs. Adoption of

this rulg should increase the utility's incentive to reduce costs;s PBR é;niulales_th‘e"cbmpétiti\'é AV

process o encourage, utility management to make decisions which resemble dn efficlént 660,12 1

compelitive outcome. L20 1O £2%

10. FERC and NARUC: guidelines provide. eriteria wjth which we can sepafate ratebase bétwedn 71
genefaﬁor!-MJUQUS?DW@&QI_)-;l el dzilipnonss 6T dncnisiupa stiiios wiany erod otdn1suy i
bt conridy fon 2ot 1ol fnznaiup s Lensvar 2oad 1 ouost doidar s agiedo bos 2oha goidaizn

11. Transmission and distribution operation and miaintenance expénses belong to nongenegation. 7

12. Cys{omer aceounis s,hO!JJ._(_i‘_bé assigned to nongeneration becaust most customér ateoudf f nl .C1
- costs such as opening and ¢losing accounts, changing séryice oF tariff billiﬁg and 'tespoding to-tni

customgg'bjj!ing problems yary with.customer requicementssi:Lqu Z-14 wdt ¢lqqs of aosibid wolle

M SURIETHPAIE)
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13. Administrativé and génefal functiols provide Suppotrt for 1abor Betivity thtodghoot thie s 0T O
utility. e oy ottt so) writgeend as chedont ba ot
14, In Edison's 1995 GRG, RD&D ivas allocated 47. percent toongeneratidn and 83 percent 1y ¥
generation.

s anobaaid Latiadd o8 wi Loero 1ait noitslog s SHY To ol B batjols o 1100104 ol 2
15. FERC and Conimission Dé'éisioﬁ‘s allocate frahchids fees td hongéntration’as X 1d¢ar=!fns notlo
expense. sestzinlony 10 150110 91 10Y 205 2oh din
16. Upcollectiblés vary with total tevehue and therefore with' tdral otherexpéided £0-01-08.( nl €

Yo coitqobA 2107 200 ouubor ana@iling oA 1 20 dsiitw sun st i Luenorzai o1 10 S
17. In D.96-01-011, we adoptéd &h authorized level of base fate té¢enoe tequireidrt (ALBKR)* 11
of $4,017.millionh and we'removed the basé faté revenus requirement ass6ciated with SONGS g
2&3 in D.96-04-059, , o CHIODTEO TN Gy
18.To adopt a rate PBR for nongeneration réquires détermining separaté rates 10 nddgeneration 1
and generalion base rate revenue requirement. To accomplish this requires separating alli o1 v
existing rates and charges which recover bas¢ revenue requirement into rates and charges that :

separalely recover geperation and nongeneration bate revenue requireniibat; ib b noizsdurinl 11

19. In D.96-01:01 1;:we required Edisoh to file an Application if- it reghiestéd airadjustiieat for? -1
inflationai We will treat Edison’s PBR  Application as’an application fof this puiposs and Will: #1202
allow Edison to apply the CPI-X update rule effective January1]:1997, for ﬁbﬂ’g’éhéf‘alwﬁ’?é[&“’ U7
effective in 1997, ' ' '
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20. In Order 888, FERC established seven criterla for the futictional 'sepgira!ion of { radrhistlon €
and distribution con{ponents and, therefore, ratebase. In its FERC filing made on April 29,00} ‘
Edison requested that FERC <eclare (ransmission facilities as those carrying voltages 230kVor
higher. FERC’s approval of 11 supporting ratebdse and revénue requirgment musy also occuf X<
well before January 1, 1998, to altow Edison, PG&B and SDG&E to ¢oniplef¢ their distribution s
PBR filings here. FERC’s approval of the ratebase and revenué requirement for transmission
will help us make 4 final determination of the initial value'of the distribution ratebase and 1 nl 4%
revénue requirerhent for €ach utilitys. 7 74t Laod A slduoh s ai sgnedd s Med vy dlesiternotin
. -.flﬂif;’j 2ised G gont 1 ed -b’.qfi’)d') st zobty 2sbhai “ztinont 1 el o)
21.0ver the past decade the CP1 has tracked the Wholesale Price Index.
itz siges i suasds on gitlicdizoht ')w!(ii’!ii")) 3 wolls s sud) etsvups noailitl €8
22. Use of the CPI provides a general and usually much less controversial choice as proxy for a
utility’s input prices. siot-¢z Isint i Lo nsiur oo saiveds sunseo 1oa 6 cw2onevy novibl 07
Lty nn—mm:ﬂ o301 261 10 20 andnzd & basora sthed bos (poBtseasaiion b qsikacasy)
23. Edison’s study of lotal factor pgdducti?itj‘ for jts entire (generation and nongenération) 1> «iti i
system presented in its 1995 Test \Yé4r Genéial Rate Case, verified by DRA through its own s
independent analysis, reported a value of 1.4 percent while Edison’s study of total factor
produciivity for it§ nongeneration business présented in Edison’s't¢vised PBR Application in1 .{¥
Augusl, 1994, reported a value of 0.9 percent.
ASU Lrs 002,00 WAGE soaiiquiat i CRENT eocnqog ol cinitionstn motzge 1ol €8
24. In D.89-10-031, we recognized that unexpected events, which we labelled Z-fagtofs; colld .01 -
lead to changes in the utilities® costs, some of which we would want included in the utilities’

revenue requirements and $ome of whith we would notls (¢oviuz anii ataitnz nmoleny sl od L8

25.In D.94:06-011; we' 'adépte’d Tnine criterid to absess whéthér aZ-factot occurréds.sd 541 10 1L

2155¢ 01
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26. The ERAM balaricing account alloivs the dtility 10 recover jts ALBRR dedpits $ales nO £1.0S
fluctuations: (7. so <beso onl DL 211 al TTTN TR ST B (R o Aot oitedistail ln'm'
1 A canisla g whi e sonddt el il fob b avd T sy hurssupns corihil
27. Edison proposes to replace participatidn in thé annual Cost of Capital procegding With an iiii
automatic cost'of capital Triggér Méthdnism™: 31 - Y ol o1 B00T L e timel viotod Houw
(00221011 G35 30T TS AU A S0 L s eedstag <2 Yo is,'«'m.f;-‘;::/ 2SN Lol 2 nin A

28. In Edison’s Ttigger Méchanism; Bdisdn’s authorized retun on equity would change ql-f Hi

automatically by half the change in a double A bond index valu¢’but only when the average of +

the last 12 months® index value has changed by at least 100 basis points.
gohind oond sleaslad W ot b d e aod TUD i shaueh l;yi ';fﬂ 15’;().!5
29. Edison requests that we allow it complete flexibility to change its capital structure.
b0l RO rf suiods Inivis ionineg aol dosin (Hewss boe favnnsy 6 2sbivang 19 = Yo atd 04
30. Edison proposes a net revenue sharing mechanism based on total system revenues "Tgu.i 7 ¢iling
(generation and nongeneration) and built around a benchmark of the total return on ratebase
with shareholders receiving all gains or losses up (6 150 basls points atound the benchmarkb:l £
return and shating equally gain ot losses bélween 150 arid 300 basié points with 'tatepaye.[s.-mz/(g
el ar to gbode 2 oa b olid e b uio B0 suliy & Lonoqua slegleas mshmqﬁ.n;i
31. For outage dufatioh or ACMY; the historical performance is'S9 minutes for thé past 10years:iq
e 0010 sule s 5 Lonegn L0 RIS
32. For system interruptions, Edison proposes 11,300 interruptions, IBEW 10,900 and DRA
10,800 for the pérformince standard.« /1575 bstosgs o 5 1l bosingossr s 180 01-€2.0 nl 35
"estsititg oot of bobdani sanve Ll wa duii g 10 o2 21200 Tesinlily 'ﬂ i 2oninidy of brol

" 33. For the customer satisfaction survey, the historical peifofmance is 64 percentn niupst sunars

34. For the health and safety index, the historical petformance is13.0 for7.yeats and '13.5 for .2¢
10 years. '
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Conclusions of Law. /o1 rioitasiueoa oo basnd o Lluods evinadvna gaindz sunvson v w31 .2

1. A ratc PBR does not require a sales {orecast because a raté PBR simply updates crrent rétes’m-;

with CPI-X to determine futire rates, which'eliminatés the conteovésy of sales foredasi§ ér .o

balancing accounts such as ERAMI toitoral ot 1A _caiteisgo sl dite Lted s sis eovol L

R DA TAS IR NN P RO BR T LU TR BTSRRI 5§;i:¢31f; bluoe G001 1o ity 6 Lired olLbiin

2. The CPI'should be'used a¥ the price index for'the no:fgene_ralidn and distribution PBR? 10 1ilqe

o ook e 5 i i ivaabory o1 Yo oBsib 2otioueniagng st o) ensiin ilhi;tw 1AL

3. We adopt a productivily'measure which starts with a valdo of 12 and'incfeasés by 0.2 perdédt
a year for the next {wo years.- Thus, we order productivity or X values of 1.2 for 1997; 1.4 for./0 7i

1998, and 1.6 for 1999 through 2001, These values will apply to both the ntsngeneralioh PBR ‘

and its successor; fhe distribution PBR: bluodz meinsdosin gnindz sunsvor isn ovizangovin0 ¢

Asgesin ol 0 st ods ooisled Bloets Lo S18G o Yo aoitsioh sdl vivo 2ning divitaston

4. We will maintain the nine Z-factor criteria developed.in D.94-06-011.~We'will ddoptsbloilnrds

Edison’s threshold and deductible of ten million dollars.

seisain s i Lo aailidailor 23i70ae ol 2lasnseongmi bobnitend sgesoas bluads ST 41 .0t

5. The ERABF should recover only the différence Between recorded ahd aythorized oifs risinndoou

nongeneration base revenue requirement attributable to DSM.
Tty gLnipait zoantli Brsogninis vol llgite Al diea bnshantz hraoqom ?.'W::HH 1
6. The Trigger mechanisni shotild be'used to update ths authorizéd return on equiity for iherrutuazd
purpose of updaling the net revenue sharing benchmark and for revenue fequirement recovery.
) | 43hQ) »
7. Edison’s request for unlimited flexibility in its capital structure exposes ratepayer to possible
undesirable financial risk. : STATEF RGO 21T

2§ 10 (o b weiivatta vt gaiwollol #¢eb 05 asty 193sl on 1931 92ivb A 15 ofit ez an2ibd A

zacietsong gavanllol sdi shuloai Hedz doidw notélso
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8. The net-re\'enue_ sharing mechanism should be based on nongeneration revenue$ and builc 3107
around a benchmark'of 1h¢ authotizéd retum on equity. > By assigning shareholderd tHéid v A I
responsibility for all gains and 1osses within the innér band, we intend to"assiga thein the galns hiv
and losses éssmiated with routine operation. At the transition fiém'the inrer band to- theaizaried
middle band, a split of 100/0 would provide no marginal incentive to the shareholder while a ‘
split of 50/50 would réduce the ratépayer share of both inner and middle bands (o énly 201 =4¥ .&
percent which means the ratepayer receives little of the pfoductivity gains. We have chosen (o
stat the outet band at-300 basis'points becausd the produdlivily required to reach the outerband’ .£
is oves 4 percentit 1) .1 Yo eout XKoo giviisubaoiq vsho on sl zsagoat basn s wlvnss
S8 noitsionsgim 2498 diod o) dlgas v sesler saod 1008 dgiuoands €021 101 .4 bos 3001
9. Qur progressive net revenue sharing mechanism should reveal achievable and permanent- 23 bis
productfvity gains over the duration of the PBR and should batance the interests of the ratepayer,
shareholder arid ¢mployée, 110 0.1 €.CF ai hojolovob riestiny 106N sain o pistaicm v oW 2
T csltoh poitfing ns) o <Miiobeb Eas blodaald o nnsibi
10. The PBR should encourage continued improvements in service reliability and an incentive
mechanism should incorpotate both rewards and penaltigdit < i lnes iu-:o:;-x Bluods A s 1 .2
) ‘ A2 ot slderedingz Jasinaiupor 257908 5264 1011635013301
L1. IBEW'’s proposed standard with its slightly lower injury and ilingss frequency rate
benchmark best reflects our commitment to the malnfenarice of health dnd safety standagds: T 241" .
RO IS AR 510970110 bas Awnrdoncd gaheds -351;-.-‘;':';1 1o od) guttshau 1o sroqug
Order
SIdip 260 OF YN STRT 2220 4% St vz [sdiqn 28 ot iidizol bovimilanyo) 125ups 2 noeibi

IT IS ORDERED THAT: | it fivannil oldsiizsban

A. Edison shall file an Advice Letter no later than 30 days folloWing the effective day of this

decision which shall include the following provisions:
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1. Edison'shill sepifaté its genbration and nohgéneratioh bade raje revénie requirdinénts byt .«
allocating: :I("“--"!; léfé.’:"fli‘ (U4 TN B .‘}‘.i‘-fi.‘[ af b ;‘{';-"('I i1 C 4 288 noguditsih B (!-».;I-';l";‘fi';fg-
a) Transmission and distribution O&M to nongeneration;
b) Clblomér acdounts o nengederattony in <ol o beeud el birars sorast-Noadt oy Hols 1osib'l 3 |
c) CS&1costs td genetatlon except bconomic development ¢dsts to norigentiation; (i o i, 110 20
d) AdMIntstaniCe Aid gentral fo géneration dnd nohgéneration using a labor allocationy it
¢) RD&D 47 pefcent to nongeqératioﬁ and 53 percent 10 generation;
f) Uncollectiblés to gdaeration dnd fortgeneration bastd oH fotal dther experdsesyil 1lrid nosibil €
) Propdiiy‘did teldied tdxes biséd on net plant1ovo1 9-¢4 aoitaziogaon bovitading bos bobioon
7 nineibusan s nibs
2. Edison shall s¢parate its generation and nohgene_ralion ALBRR after making all a_djustniéﬁtg
which we hald btdéred sidee Edison ' filéd itd PBR A'p’pliéhubmmtaf}i Birr. qolorsh eds sosibi 0
) VA2 s . qprol inits1s20199 w01 101 1201hE 0F 2529119 1w 290 100 29 1) 3‘9.0(11-
3. Edison shall separate all existing rates and charges which récover base revenue requirement v
into rates and charges that separately recover generation and nongeneration base revenue
requiremen( it 2t i He b R A A ghgen B MASEY sou op wumibano ot no b EH
Heto 20l 2y oy sldusilnrs et £ 10t ns vl 6 sbuloa bea 1 2ra ¢dhis o
4. Edison shall apply the CPI-X update fulé effective January-1j 1997 for idngeneration rates. ! o
effective in 1997. | :
Lotrbs tnizavenoy s 0 nottenszaon 2l 1o wgosz st aott shntors flade nmibgl R B
5.> Edisén shall file 4 pricd PBR witha CPI-X update’rute. o i 115126410 255031 0579
AT BT [.»ti';:—';; ni e ms siby Jhalas Hede nosibl 9vods holgobs 210smminps1 cuns 7ot

6. Edison shall use the CPI as the measure of inflation in the update rule for bothits : nuisixizomy

nongeneration and distribution PBRs.
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7. Ehisbn shall isg the following valucs for produgtivity or X in the.update rulg forboth iis.t1 )
gcn'cralionAand distribution PBRs: 1.2 in l9§7£ 14in 1998;_1.6 in 1999 through 2001. . 5.,,“__-,;{,“,,‘
Jaoiiasnsaenn of K20 peitadatzib Lo otz imemal (:";k
8. Edison shall use the Z-factor standards based on the ning Z-factor criteria deyeloped in D94+
06-011 and a threshold and deductible of ten miltion dollars.. Edison shall use a process for.27 (4
accounting; assessing and adjudicating a Z-factor ¢laim which. is consisjent with D9406:011,, (b
' ioilaasnsg o) 1ans R Lo r.f,-‘:,h..su:w:{rzr:;:l of m;-u.r:q VHA2A3 (o
9. Edison shall }imit the scope of the ERABF to recm'.cr_.ogly,.th.é.di(f@;ﬁ.n@@.t{stweﬁmhé;1 fonid
recoided and authorized nongeneration base revenue requitement due. to !hq,édppiqé:l. DSM.ynd (3
adjustment meéchanism. '

Aagitenibs Ha gai dananits SUIE A soin ';t—ﬁﬁ_g::-‘)ﬂ b oiraaen sy o3 otangzz Ueds noaihil €
10. Edison shall develop and include in ERAM a;DSM.adjustmer;iL.méghanism,'»thLCh,959§' the:{;
most current ex-post measurement effects to adjust for the conservation impact of DSM
programs on nongencration base rate revenue requitement.iiy woir-izo He ofse qu2 s e bt £

Shf s s st ioasginn bog calls i ey 19007 wlatnings? Lall oo bis 2ot ool
11. Edison shall continue t6 use ERAM and apply ERABF for all other accounts which,.. it
currently use it, and includé a mechanism for a surcharge, applicable to the bills of all
ratepayers, 10 recover the revénue réquirements for thes¢ accounts.y-141 3 <1 ylrqa Urdle o dsl b
£C01 ai o/itystls
12. Edison shall exclude from the scope of this nongenération PBR all gencration related -
revenué requirements consistent with our guidelings for the definition of nongengration baserate >
revenue requirements adopted above. Edison shall exclude the amounts in special one-time o
amortization accoint$. <t ~luy sirtequ «ds ai noifelini 1o siusszan 2dt 20 1 2d) o Hed2 no2ibif

2HHD notisdingib Lo coitsmasznon
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13, itdlson shall Feat e curren onb'way balanting acqount treatment for RD&R.and DM
accbiinté Whith allews ally teduction in spending (6 flow only toratépayers and Edison shall nat, ,'
apply (he Updaté rlé'6f CPI-X16 thé révenu Fequitément for fhese 8Ccounts, 1ot virunnaijon)
b, Ao d ot oveds sining clond O0F zoing I ovioaon Hels 21 BloSaneids it [..rs':u:,vi ‘Z-HJEJEHI- )
14. Edisoi shall éxclide Hazatdous Substance Clean-tp Cost Recovery.and, E4ison’s LoW.:.
Emisslon Vehlele programs froii the riOngénétat_ion‘PﬁRI ool liw 9% Land ysieo sl bond

VT RN P IS P O 15 et ey s . ;
s sl etain g ztend OO0 it 1o AW moior bunes A1 maigoiq SB o bas ainds

15. Haitor shall peth & Catagtiophic Memorandum Evait Account in'accord with R\U. Code g
454.9 10 record costs related to a catastrophic event, and Edison will submit a report which will 1y

describe the availability of catastrophi¢ event insurance.

e, IR ATRIN ftiert < e s ¥ PO - - ' s .
02 30 basboste Ieitiat oo s20 lnde o800 NEDA 0t Lasbrsts gilidsilo ssivins i al 08

16. Edidon’ s shall lise the Z-factor process withouit the deductible for projects subject to. Public,
Utilities Code Séttion 4637 Edison shall use the Z-factor process \\ji_lhout‘;hé deductible 10,4
addrésd the tevéiue teqiitément impact 8f the forhation of dew munigipal wtilities2o oy risss ns
crdleb il 20 W cosmireacs i stanin s 2o Hob acilling 20 Yo aleasg bos bswa
17. Edison shall use its Trigger mechanism to update the authorized return on equity for the
purposéﬂgf'ﬂﬁaa“h’g't}'\é'h'el févén\le sharing benchmark and for tevenu_ejtequl{Qmenl,fcco}'gy.; <
bt wrotn oo Hedy nositl sgiasvs oD gollon s Los 00,10 Yo Bradbash £ diiw sacilunoai
187 Edidor shifl 1ithit i6¢'¢ipital Rexibility for debt-and équity to Within S percentage points, 1.7
fcom that adopted in the 1997 Cost of Capital proéeeding. adjusted for the share of total ratebase
wﬁféﬁ"(?hﬁ&’ﬂ{d (6 idhgeneration as of Janbary 1711997 no2ib noiloil itz ytaetany 107 S8
19. Baisor shall ise 4'nét fevenaé' bharing méchanidm based on nongeneration revenugs.and <4, »
built atotind 3 berchifiark of the duthdtized retuin on eqbify,The nel tevenue sharing: (i 1ning
mechinienyshdll efedmpatt the same Ycope-of reventies and costs s the PBR jtself; 5 Edison..q
shall 't e duihisif2&d eduity vetsinon ratebase to'definé the benchmarkcSharehqlders shall
receive A the gaifs 4id 1636e3'Gp €6 5O busis points arouhd the benéhmark-,:wtllclli\ﬁ'-ﬁ sallthe, 1,

66 -
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innek Kild."' BEIWEEn $0-and 300 basis points the Shareholder-share of gains or Josses shall ris¢ ;
contitadosly frohd 25 through' 100 pércentwhile th ratepayer share shell comespondingly,and . J
continuously decline from 75 to O pertent. We gall this band in which sharing pegurs, the ;. ’ "i-’iﬁ
middle band. The shareholders shall receive all gains 300 basis points above the benchmark and
remain tedponsible Tor all fosses blow 3Q0 basis points from the benchmark; and wg call this
band the outer band. We will allow Edid61'to apply for re-consideration of the net reyenue i,
sharing and the PBR program if its earned retun falls more than 600 basis points below the

benchindrk'add faqudire Bdison to apply.if ité earhed return sises,above 600 basis points.above 2y

thé befchimarkz171 & Haidiz Bz ansibil bos 1ao 9 sidgmizntas 5 ot hatelat sten hinsor 01 O 21
23R J65e s sitlgontatin Yo yrilidalinys sdr sdinazob
20. In its service reliability s!andard for ACMI, Edison shall use an initial standard of 59
mintfedin' 1997 decliting by 2 niinutes for éach subsequent year; shal] us¢ a deadband £ 6.1 5
minutéd ahd 'shall uge d rollifig 2 year average.*Edison shall not receive a penalty if it achigves )
an average of 55 'minutes from:1997 through 2001, the § years of the PBR,-Edison shall use g ..
reward and penaliy of one million dollars per minute with a maximum of 18 million dollars.
SH0r s coannist Lavivestie, o) an e o) asier b tgndl 21 200 Besls feozibil V)
211 ifs $ervice reliability standard for fréquericy, Edison shall use,a standard of :10,500, , . _—
interruptions with a deadband of 1,100 and a rolling 2-year average. Edison shalluse a reward
and pénalty of orie mitllon dollars per 183 intefroptions with a maximum of 13, milliop, dollars,, |
.—.', alenrn o i 2 19T Lot “! 2 .Jub: 2R Lgine D 10 3207 $COF o4 ni hnrpiﬂ 1eit qioTl
22. For customer satisfaction, Edison shall us¢ the historic. perfogmance slandp{g of 64 64 persenty ,,
a deddband of 3 percent and use a felvard ‘and penalty.of 2. million dollars for each pereentage o)
point with 4 itaximum of 10 millién ¢éllars; 2nd shall apply,a penalty,in gach e;y;cg area. .. e

becusé We wWant Edit6n 16 offer comparable seryice in all argas.. Bdison shall pot K8 AL :

rewkird if (e pdrcedPof custémers id the bottom two, categories ex¢eeds, 10 persent: th}g)‘p Heds
shali Ude ait dutstde survey firm to ¢onfirm a representative sample of its sustomer yesponses,

s
ol
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23. For employee health and safety, Edison shall use a pénalty which applies to thé range from - \
13.3to 14.2in the index value with a penalty incentive of 555 thousand dollars for each 0.1
increase in the performance index . ad a reward which applies to the range from 11.8 to 12.7

using the same incentive.

This order is effective today.
Dated September 20, 1996, at San Francisco, Califomnia.

P. GREGORY CONLON :
, President
DANIEL Wm. FESSLER
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners

We will file a joint concurring opinion.

/s! P. GREGORY CONLON
President

/s/ JESSIE J. KNIGHT, JR.
COmmissioner
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COMMISSIONERS JESSIE J. KNIGHT AND P. GREGORY CONLON, CONCURRING:

Although we are supporting this alternate decision, we both
would have a preferred a Pérformance Based Ratemaking (PBR)
mechanism that would have imposed a significantly higheér annual
productivity factor upon the company, probably in the range of 2%
per year.

In our minds, the productivity factors of 1.2% to 1.6%
adopted in this decision represent a continuation of business as
usual. They are not sufficient to bring about a paradigm shift
in how the company behaves and acts. The adopted productivity
factor is not sufficient in forcing the;cbmpany to make
fundamental changes in corporate culture and strategy as it
emerges into the new competitive environment.

In exchange for the higher productivity, we would have
considered giving the company a wider band on the earnings or
losses that they would be résponsible for achieving.

In our minds, some of these issues can be revisited when we
have the mid-course review of the PBR mechanism 2 1/2 years from
now. For that reason, we both support this item.

San Francisco, California
September 27, 1996

/s/ Jessie J. Knight /s/ P. Gregory Conlon
JESSIE J. KNIGHT, » "P. GREGORY CONLON,
Commissioner " president
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COMMISSIONERS JESSIE J. KNIGHT AND P. GREGORY CONLON, CONCURRING:

Although we are supporting this alternate decision, we both
would have a preferred a Performance Based Ratemaking (PBR}
mechanism that would have imposed a significantly higher annual
productivity factor upon the. company, probably in the range of 2%
per yeér.

In our minds, the productivity factors of 1.2% to 1.6%
adopted in this decision represént a continuation of business as
usual. They are not sufficient to bring about a paradigm shift
in how the company behavés and acts. The adopted productivity
factor is not sufficient in forcing the company to make '
fundamental changes in corporate culture and strategyfas it
emerges into the new competitive environment.

In exchange for Ehe’higher productivity, we would have
considered giving the company a wider band on the earnings or
losses that they would be responsible for achieving.

In our minds, some of these issues can be revisited when we
have the mid-course review of the PBR mechanism 2 1/2 years from
now. For that reason, we both support this item.

San Francisco, California

September 27, 1996

P. GREGO
President




