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INTERIM OPINION

1. Summary
In this decision, we address the Phase 1 transition cost issues, which include the

ratemaking issues associated with establishing the Transition Cost Balancing Accounts
for Pacific Gas and Electric Company (PG&E), Southern California Edison Company
(Edison), and San Diego Gas & Electric Compény (SDG&E). In addition, we review a
shpulahon presented by all parties on market price pro)ues, and address consensus
and nonconsensus recommendations regarding tarift issues related to terms and
conditions for exemptions and departing load.. Most importantly, we determine that it
is not appropriate to allow complete utility discretion in applying revenues to
transition costs and discuss how such discretion impacts the risks of transition cost
recovery. We make these determinations according to the mandates prox*lded by the
new Public Utilities (PU) Code Sections added by Assembly Bill (AB) 1890 (Ch. 854,
Stats. 1996), and using the guidance provided by our Preferred Po:licy Decision' in the
Electric Restructuring Rulemaking and Investigation (R 94-04-031/1.94-04-032). In this
phase, we ad(iibt general guidelines to be applied to the order of acceleration for
recovery of transition costs. Specifi¢ findings regarding eligibility of costs for |
transition costs, and appropriaté application of rate of return will be addressed in
Phase 2.
2. Background and Procedural History

In April 1994, we initiated R.94-04-031/1.94-04-032, a comprehensive
rulemaking and investigation into restructuring California’s electric services industry
and reforming regulation. After months of extensive public comments and
participation, we issued our Preferred Policy Decision,. which requeésted and

authorized the investor-owned utilities (IOUs) to make the filings necessary at the

Fedcral Energy Regulatory Commission (FERC) to establish an Independent System

' Decision (D) 95-12-063, as modified by D.96-01-009.

’
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Operator (150) and Power Exchange which would facilitate a competitive generation

framework to begin no later than January 1,1998. In that decision, we also required
the IOUs to unbundle the electric service currently provided to retail customers so that
custorers’ direct access to energy service providers could begin simultancously with
the new market structure.

We also rccogmzed that in the transition to the new industry structure, certain
utility generahon-re!ated ¢apital and operating costs would prove to be uneconomic
and would not be recovered thréugh' market fé\'enués. We called these uneconomic or
stranded assets “transition costs,” and stated that those assets that'proved tobe
" economic would be netted ag’a.i'n‘st those that proved to be uneconomic in the new
market structure. As defmed in the Pieferred Pohcy Decns:on, transition costs arise
from ; generahon assets, nuclear power plant settlements, power purchase agreements,
qualifying facnlllws (QFs) contracts, and the reasonable capital costs of early retirement
or retrammg programs for employee~. We defined uneconomic capital costs as those
occurring when the market value at the time of dnveﬂhture, spin off, or appraisal was
less than the net book value of the asset, and for ongoing c¢osts, we defined untconomic
costs as those greater than the clearing price provided by the Power Exchange.

The Preferced Policy Decision stated that these costs would be collected through
a nonbypassable competition transition chafge (CTC), applied to all retail customers,
whether they continue to take bundled service from the IOUs or not. We further stated
that valuation of transition costs would rely on market mechanisms to the extent
possible and would be designed to minimize transition costs. The Preferred Policy
Decision called for the utilities to file applications by September 2, 1996 to establish the
level of transition costs as of January 1, 1998. The utilitics were also directed to file
applications to identify and value the “sunk costs” of their non-nuclear generation
assets by April 15, 1996. These principles were affimied in D.96-03-022, the Roadmap
Decision, which called for a scoping workshop to deterniine issues and procedural

forums to address various issues, including transition costs. The Roadmap Decision

also changed the filing date for the applications add reséing the valuation of non-
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nuclear generation assets to August 1, 1996 and the September 2 transition cost

application filing date was changed to August 30, 1996. 7
On May 17, 1996, Conymissioner Conlon, as lead assigned Commissioner in this

issue area, convened a scoping workshop to consider issues related to establishing the
transition cost balancing accounts, establishing :lh'e initial transition cost estimates,
calculating ongoing transition ¢osts, adopting the methodology for market valuation,
establishing the level of transition costs for allocation and ratesetting purposes, setting -
the QF buyout incentive, and approving terms and conditions and collection of CTC |
for departing customers. | _ |

As a result of that workshop, Comniissioner Conlon issued a ruling on Juite 28,
which established that: 1) terms and conditions for exemptions and departing load
would be addressed early in these ﬁrb’ceediﬁgs’j 2) QF buyout incentive issues would
be addressed in a separate track in electri¢ restructuring; 3) the details of developing
the methodology for valuing utility assets that are etained (rather than béing divested
or spun off) should be developed in a later phase of the transition cost proc‘cedings;-
and 4) the details of cost allocation and ratesetting related to transition cost recovery
should be developed in the unbundling and ratesetting issue area. The ruling also
approved the conlinuing efforts of the transition ¢ost working group to work
informally to develop a master data format for each utility to use in identifying costs
for which they seck transition cost recovery, and asked that parties consider Whether
an audit to establish the starting point for transition cost recovery would be useful.

On August 1, 1996, Commissioner Duque, as cd—assigned Commissioner in this
issue area, issued a ruling endorsing an independent audit, with consultants to be |
hired by the Energy Division (formerly the Commission Advisory and Compliance
Division), and establishing December 30, 1996 as the submission date for the final audit

report? A prehearing conference (PHC) was held on September 13 to identify Phase 1

? The date of the audit report has necessarily been extended to March 21, 1997, due to various
procedural malters that delayed selection and contract execution with the setected ¢onsultants.
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issues and establish a schedule for evidentiary hearings. On September 23, Assembly
Bill (AB) 1890 was signed into faw by Govermnor Wilson. AB 1890, in many resl‘vects,
built oit our Preferred Policy Decision and confirmed that the transition period for
electri¢ restructuring would begiri on January 1, 1998. In light on the anticipated
legislation and at the direction of the asSigned administrative law judge (AL)),
interested parties attended a_A meet-and-confer session on September 27. Three joint
case management statements were filed by: 1) PG&E, Edison, SDG&E, and the

~ Coalition of Utnhty Employees (CUE), 2) the Offlce of Ratepayer Advocates (ORA), The
Utitity Reform Network (TURN), the Utlhty Consumers’ Action Network (UCAN),

| and the Cahforma Energy Commission (CEC); and 3) Califomia Industrial Users (CIU),
California Large Ener‘gy Consumers Association (CLECA), California Department of
General Services (DGS), California Farm Bureau Federation (Farm Bureau), the Energy
PrdduCers and Users Coalition (EPUC), and Cogeneration Association of California
(CAC)

These case management statements and the various procedural
recommendations were addressed by ruling issued October 11, 1996. This ruling
established a schedule for Phase 1 and Phase 2 and reorganized the importance of
Phase 1A policy briefs. The purpose of Phase 1A was to delineate the major issues and
policy determinations that must be resolved in these proceedings. On October 21, the
utilities filed amended applications to reflect the impact of and revisions required by
AB 1890, speci fically the reduireme'nts' of newly added PU Code §§ 367, 368, 369, 372,

in detall_m §§ 372‘3?4, the utilities were directed to provzde proposed tariff language to

comply with those previsiohs and to file tariff language for establishing the CTC

balancing ac¢ount. The Energy Division held workshops on the tariff language on

* Al statlulory references are to PU Code sections, unless otherwise noted.
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January 13 and 14, 1997, and issued a workshop report on January 24. Comments on
the workshop report were fited on February 5 by PG&E, Edison, SDG&E, and ORA.

Phase 1 testimony was served by ORA, jointly by TURN, DGS, and UCAN,
(collectively, TURN et al.), jointly by CIU, CLECA, and CMA (collectively, C Wetal),
by the Federal Executive Agencies (FEA), by Sonoma County Water Agency (Sonoma
County), and jointly by the EPUC and CAC (EPUC/CAC).! Evldentlar) nearmgs were
held from December 3 through December 10. Concurrent opening briefs were filed by
PG&F, Edison, SDG&E, ORA, TURN et al. (together with the University of
California/California State University, CIU et al., FEA, Sonoma County, and
EPUC/CAC. On January 28, a Joir‘lt Recommendation was submitted to the
Commission by PG&E, Edison, SDG&E, CIU, CLECA, CMA, the Farm Bureau, EPUC,
and CAC? Reply briefs were timely filed by PG&E, Edison, SDG&E, ORA, TURN et al.,

- ClIU ¢t al., Farm Bureau, Sonoma C0uf{ty, and FEA* Oral argument was held on

February 10, 1997. Supplementary briefs addressing the Joint Recommendation were
filed on February 14 by ORA, TURN, DGS, PG&E, Edison, and SDG&E.
3.  Assembly Bill 1890 and Transition Costs

AB 1890 adds several new sections to the PU Code, and endorses, for the most
part, this Commission’s approach to transition costs. With certain exceptions, the

legislation provides for a nonbypassable CTC, to be levied on all customers, whether

taking service as full service utility customers (or bundled customers), procuring their

own energy as direct access customers, or departing the utilities’ transmission and

—

* We also address the points raised in Merced Irrigation District's (MID) Phase lA brief, which
PG&E rebutited in Exhibit 4.

* PG&E and SDG&E attached the Joint Recommendation to their reply briefs, filed 6n
February b, 1997.

¢ The Arvin-Edison Water Storage District also filed a reply brief. Afvin-Edison is not a party
to this proceeding nor has it filed a petition to intervene. We will accept its reply brief as parl-
of our correspondence file, but direct Arvin-Edison to take steps to become an lnteresled Party
should {t wish to altain party status.
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distribution systems altogether (departing load customers). While the Preferred Policy

Decision provided for a rate cap and recovery of transition costs through 2003, AB 1890
provides for a rate freeze at the June 10, 1996 rate levels and the recovery of the
majority of transition costs by December 31,2001, This rate freeze is linked to
transition cost recovery; i.e,, if generation-related uneconomic costs are recovered prior
to December 31, 2001, the rate freeze will end.

In addition to the généra! categories of transition costs found eligible for
recovery in the Preferred Policy Decision, § 367 provides for transition cost recovery of
Biennial Resource Proceeding Update (BR_PU) seftlement costs, capital additions for
units existing as of Decerriber 20, 1995 and which we find reasonable for maintainin 8
facilities until 2002, Edison’s fixed fuel contracts, and an expanded dei’inition of
employee-related transition costs. Section 367 also specifies the period during which
particular transition costs may be recovered. Transition cost collection by means of the
CTC begins January 1, 1998; simultaneously with the implementation of direct access,
the ISO, and the Power Ekchange. ‘Costs of generation-related assets and obligations
must be collected by December 31, 2001. Costs associated with power purchase
" contracts, including those QF contracts in placeas of December 20, 1995, may be
collected for the duration of the contract.

Employee-related transition costs are defined in § 375, which provides that these
costs shall be added to the uneconomic generation-related costs and that recovery shall
extend through December 31, 2006. In addition, the utilities are permitted to extend
the collection period though March 31, 2002 to the extent collection of transition costs is
impacted by CTC exemptions, the costs of renewable programs, or BRPU settlement
costs, with certain additional provisions. Finally, § 376 provides that, to the extent that
the costs of programs to accommodate implementation of direct access, the Power L
Exchange, and the ISO reduce the ability of the utilities to collect generation-related
transition costs, those costs may be collected after December 31, 2001 in an amount
equal to Commission-approved impleméhtation costs. No time limit is specified.

Most importantly, in order to determine the transition costs for generation-

related assets, we must net the negative (above-market) and positive (below-market)

-7-
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transition costs of all uti]ity-(mricd generation-related assets. Valuation of these assets
must occur by year-end 2001 Significantly, the provision that the allocation of
transition costs shall not result in rate increases beyond June 10, 1996 levels requires
that the CTC portion of a given bill be computed on a residual basis; i.e., the difference
between the total rate and all other charges, including the Power Exchange price!

Section 368 delineates the critéria for plans for the recovery of transition costs
identified in § 367. Among other criteria, this section requires that utilities amortize
uneconomic costs such that their recordéd rate of return does not exceed authorized
rate of return on uneconomic assets and that utilities are at risk for transition costs not
recovered during this period. We addressed the utilities’ cost recovery plans in
D.96-12-077.

In addition, § 381(d) states that the Cominission shall extend the period for
transition cost collection until March 31, 2002 to ensure that the aggregate portion of
the research, environmental, and low-income funds allocated to renewable resources
shall equal $540 million and that up to $50 miltion for resolving outstanding issues
related to exemptions, and up to $90 miltion for resolving outstanding issutes related to

Edison’s BRI'U contracts, shall be collected during this extension.

4. Issues Addréssed in Phase 1
This case has been bifurcated to capture the ratemaking issues in Phase 1 and

the quantification issues in Phase 2. Phase 1 has been limited to deciding issues
related to terms and conditions for those entities which are exempted from the CTC,
determining the need for a market price proxy, and establishing the transition cost

balancing accounts for each utility, Several parties have addressed the eligibility of

? For certain assets, market valuation s being addresscd in PG&E's and Edison’s divestiture
applications {Application (A.) 96-11-020 and A.96-11-046, respectively).

' Mis very important to distinguish between transition costs and thé competition transition
charge or CTC. Thé CTC will be delineated on each applicable customer’s bill as a séparate
nonbypassable charge, which will generate revenue to allow the utilities to recoup their
uneconomic transition costs.
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certain costs for transition cost recovery in both Phase 1A policy briefs and Phase 1

testimony, apparently because of confusion as to where these matters were lo be taken
up. The AL} issued a ruling on November 21 to clarify these malters.

In Phase 1, we address the ratemaking mechanisms proposed by PG&E, Edison,
and SDG&E to track and recover transition costs, as well as the various proposed
approaches to flexibility in applying revenues to costs and accelerating depreciation.
In addition, we discuss the CTC responsibility for departing load and the
establishment of the required fire wall in the accounting mechanisms for CTC
exemptions to ensure that no cost-shifting occurs between the combined residential
and small commercial class and remaining customer classes. The actual operation of
the fire wall will be more fully considered in the unbundling and ratesetting
proceeding (A.96-12-009 et al). Finally, we must ensure that the balancing accounts are
adequate to account for ahy proceeds from Rate Reduction Bonds, provided in AB 1890
as a means to finance the mandatory 10% rate reduction for residential and small
commercial customers beginning January 1, 1998.

5. Balancing Account lssues

The most contentious issues in this phase involve determining the appropriate
amount of utility discretion in applying transition cost revenues to incurred costs and
deciding whether the utilities’ requests for flexibility impacts the risk of transition cost
recovery addressed in the statute and our Preferred Policy Decision. To the extent that
utility proposals for ratemaking mechanisms to track transition cost recovery differ
from current ratemaking approaches, we must determine whether this is acceptable.

The utilities assert that the proposed accelerated recovery of costs and deferral
of cetlain cureent costs are required by AB 1890. Because AB 1890 provides for the
recovery of employee transition costs and restructuring implementation costs after the
end of the rate freeze (that is, after March 31, 2002), the utilities hold that such costs
may be deferred in order to allow recovery of generation-related transition costs,
which are at risk for recovery by December 31,2001. Inaddition, because costs related

to BRPU settlements, irrigation district exemptions, and the costs of providing
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. rencwable resource programs may be collected during the peried after December 31,
2001 and before March 31, 2002, there have been proposals to defer these costs as well,

5.1. Joint Recommendation on Employee Transition Costs and
Balancing Account Issues

This Joint Recommendation was crafted late in the schedule for Phase 1
and was brought to the AL)'s attention on January 29, after opening briefs were filed.
The moving parties to this Joint Recommendation ate CAC/EPUC, ClU et al., Farm
Bureau, CUE, PG&E, Edison, and SDG&E. ‘

These parties ask the Commission to adopt the foiht Recommendation
which would settle the most contentious issues in this ¢ase and provide certainty in the
recovery of transition costs. In summary, the Joint Recommendation tecommends the
following: _ '

1. The utilities should be given ﬂexnblhty to accelerate depreciation
and collection of those costs specified in § 367 that must be
collected by December 31, 2001 (so-called “at-risk” costs) to

minimize the potential for write-offs under Generally Accepted
. Accounting Principles (GAAP)

2. If necessary to allow for the recovery of thosé costs, the utilities
may defer the recovery of employee-related transition costs and
BRPU costs until after December 31, 2001, and may recover up to
$50 million of at-risk costs attributable to irrigation district
exemptions through March 31, 2002.

3. To the extent that the costs of renewable programs addressed in
§ 381(d) displace the recovery of these at risk transition costs, such
at-risk costs may be recovered after December 31, 2001, but not
later than March 31, 2002. Similarly, to the extent that the
Comﬁﬁssion-approv«l restructuring implementation ¢osts
addressed in § 376 displace the recovery of these at-risk costs, the

. § 367 costs may be recovered after December 31, 2001 until fully

recovered.

4. The utilities agree to recover as much employee—telatéd transition
costs, BRPU-related transition costs, and irrigation district
exemption-related transition costs as is feasible during the rate
freeze period, provided that such recovery does not inhibit the
utilities’ ability to recover the at-risk transition costs.
Furthermore, the utilities will recover the curfent costs associated
with employee-related transition costs, BRP’U-related transition

-10-
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costs, and irrigation district exemption-related transition costs
prior to recovering the costs of buy-downs and rencgotiations of
QF ¢ontracts and other power purchase agreements (on an
aggregate basis) and prior to accelerating the recovery of nuclear
decommissioning. Costs related to QF buy-outs, buy-downs, and
restructurings should be addressed in the aggregate; therefore, in
the short term, some contract modifications may increase costs,
which will be offset by other modifications in the long term.

The issues related to the reasonableness and scope of émployee
transition costs should be deferred to future transition cost
reasonableness reviews and would not be addressed in Phase 2.

CUE agrees to support implementation of the ISO, Power
Exchange, and direct access by January 1, 1998, and CUE will
continué to maintain that an environmental impact report is not -
necessary to evaluate major policy questions resolved by AB 1890.
More specifically, CUE agrees not to contest the market structure
issuies at FERC, but may advocate before this Commission that
divestiture is not the sole measure of horizontal market power and
is not critical to achieve implenientation of the competitive
generation framework by January 1, 1998.
As we discuss below, we do not adopt this Joint Recommendation.
Rather than giving this proposal “great weight,” as urged by Edison, we consider this
Joint Recommendation merely as one proposal among the various other proposals
presented during Phase 1. Therefore, prior to discussing our findings in this regard,
we summarize parties’ positions and proposals regarding establishing the transition
cost balancing accounts and the type of flexibility that should be provided to the

utilities.
5.2, PG&E’s Proposal
Absent the recommendations of the Joint Recommendation, the major
dispute in this phase is whether certain costs which are incurred before 2001 must be
recovered as current costs in the year incurred or whether their collection can be
deferred until after 2001. PG&E contends that the employee-related transition costs,

the renewable program costs, the irrigation district exemption costs, and the

restructuring implementation costs related to direct access and establishing the Power

Exchange and 1SO are cost categories which are not included in current rates and thus

-11-
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would not have occurred but fot industry restructuring. Moreover, because rrcovery
of these costs as incurred will reduce PG&B's a'biiity to collect what it characterizes as
at-risk generation-related costs, PG&E believes that it is reasonable to aﬁply revenues
to these costs after December 31, 2001, PG&E recomniends a limited after-the-fact
reasonableness review of the utilities’ exercise of flexibility in acceleration. PG&E
therefore proposes an annual transition cost proceeding which would review the

recovery of transition costs during the prevlous year to verify compliance with -

Comm:ss:on-adopted guidelines a and would also providea forum for reasonableness

review for those categories of costs that must be found reasonable in order to be
recovered.

. PG&E recommends that the followmg principles should be adhered to:
1) the uhlltles should have sufficient flexibility to avoid write-offs under GAAP 2) the
utilities should have sufficient ﬂexnblhty to match CTC revenues with costs; 3) utilities
should have ﬂexnbnhty to accelerate recovery of their generatmg assets to approxnmate
* market value; and 4) the utilities should attempt to minimize the ratepayers’ costs and
risks.

PG&E does not recommiend an intensive review of its efforts to
deprec:ate generat;on plants to market value because such a process would require
litigation of market value of the plants on an annual basis. PG&E proposes to provide
information reports to nohfy the Commission of its changes in depreciation schédules,
which would not be subject to Commission review.

PG&E recommends establishing an overall transition cost balancing
account mechanism, with three categories of cost accounts, all with several
subaccounts, and one revenue account:

. The Current Costs Account includes the accelerated Diablo Canyon
revente requirement, current fossil assets revenue requirement, and
current hydroelectric and geothermal revenue requirements.

The Accelerated Costs Aécount includes the accelerated porhon of the
above ¢osts, with the addition of accelerated fossil demmmlssxomng
expense and accelerated QF revenue requirenents. )
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The Post-2001 Costs Account includes those cost categeries which may be

recovered after 2001,

PG&E proposes to apply monthly revenues to cutrent cosls first, except
that it would not apply these revenues to post-2001 employee transition costs incurred
currently, and would either apply any remaining revenues to the accelerated costs
subaccounts or carry over the rémaining balance in the revenue account to the next
month. To the extent that additional revenue remains, PG&E would then choose
whether to apply these revenues to the post-2001 account. If PG&E chooses to allow
the balance in the CTC revenue account to be carried over, a 90-day commercial paper

interest rate would be applied to the balance; similarly, balances in the accelerated

costs account or the post-2001 costs account would be carried over to the next month,

using the same interest rate.
PG&E belicves that it is not necessary for the Commission to prescribe

rules for accelerahon, because the utilities have a strong incentive to recover as much
of the at-risk costs as possible by December 31,2001. “Since ratepayer and shateholder
interests are aligned in this regard, there is no reason for adopting strict rules which
would mandate recovery of certain items over others.” (PG&¥'s Reply Brief, pp. 5-6.)

PG&E wants to accelerate the recovery of these at-risk costs as quickly as
possible, but states that it intends to do so consistent with both avoiding writeoffs of
regulatory assets under GAAP and reducing its generation assets to their market value
but not below; i.e, so that at the time of market valuation, book value approximates
market value. According to PG&E, this means that acceleration priority might have to
be given to generation plants that are dute to be market valued, but possess book
values in excess of market. Bul PG&E also states that the result will not be to increase
ratepayer costs or to prolong the rate freeze.

PG&E asserts that adopting a strict requirement that puts recovery of
regulatory assets last because they eam lower returns than generation-related assets
‘could resultin write-offs. PG&E would then be unable to conclude that it is probable

that its regulatory assets will be fully recovered. PG&E asserts that such a requirement
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could deprive the utilities of fair opportunity to fully recover transition costs because
its adoption could result in the write-off of regulatory assets at the outset, which would
be in conflict with AB 1890. If these write-offs occurred for financial accounting
purposes, they would not occur for ratemaking purposes. Thezefore, PG&E would still
collect these costs utilizing CTC revenues; however, PG&E states that financial write-
offs would be significant and could negatively impact PG&E’s bond ratings and access
to capital markets. PG&E believes AB 1890, the Preferred Policy Dexision, and the
Rate Restructuring Settlemerit (authorized in AB 1890 as an example of a cost recovery
plan) allow for this acceleration and flexibility. Beécause of the fixed fe":overy period,
PG&E states that it is exposed to significant financial uncertainty in its ability to

achieve full recovery.
The risk of write-off of plant costs is subject to different accounting

standards and is less likely to occur, according to PG&E. Plant costs are subject to
market valuation and must be divested, spun off, or appraised by 2001. At that time, if
there are any unrecovered uneconomic costs, PG&E asserts that these uneconomic
costs would become regulatory assets and therefore subject to the same risks as other
regulatory assets.

In testimony and briefs, EPUC/CAC asserted that deferring recovery of
certain current costs is inconsistent with AB 1890 and current ratemaking. According
to PG&E, noiv that EPUC/CAC is a signatory to the Joint Recommendation, it now
recognizes that atypical ratemaking (i.e., deferral of current costs in favor of
acceleration of future at-risk costs) is appropriate in limited circumstances where
specified in the legislation. Consistent with current ratemaking practices, PG&E
intends to reduce ratebase by the amount of deferred taxes, thus reducing the return
on ratebase and giving ratepayers the time value of money. However, PG&E asserts
that such rate base reduction would not be appropriate for other regulatory assets,
such as Post-retirement Benefits Othéi‘_ than Pensions’ (PBOPs), because these assets
have élready been net present valued in order to reflect thertimév’alﬁe of mbﬂ’éy.

PG&E agrees that there is a general consensus that the Commission

should adopt certain guidelines applicable to utility acceleration of transition costs that
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would serve as a framework for subsequent after-the-fact reasonableness reviews.
PG&E suggests that the annual Revenue Adjustment Proceeding (RAP) proceeding
may be appropriate! PG&E recommends that the standard for review should be
whether the utilities exercised reasonable judgment in balancing the conflicting
guidelines for accelerated recovery, given the information available at the time. PG&E
disputes TURN ¢t al.’s corgténtioh that market value of all utility-owned genf;tatidn-
related assets should be determined admir.\istrati\'ely"and that the utilities should be
reqmred to accelerate deprematlon on these assets to a level determined annually b)' '
Commission. PG&E also disputes 'IURN et al.’s, ORA’s, and FEA’s contention that if
utilities voluntarily defer costs, they should not eamn interest on that deferral.
» Finally, PG&E requests that the Commission should clarify thél itis
neither possible nor necessary to allocate transigidn ¢ost responsibility to each rate

schedule, tariff option and contract because the fire wall will adequately ensure that

. there is no cost shifting. This is a consensus recommendation by all parties, reached in

_the Energj; Division workshops.
5.3. Edison’'s Proposal
Edison proposes that an overall transition cost balancing account be
established with two ¢ategories of costs and separate subaccounts within each
category. Category I costs include those current period c¢osts that must be paid
because of contractual obligations and costs which must be collected by December 31,
2001. For example, Edison proposes to establish Category I subaccounts which include -
QF transition costs and interutility contracts transition costs through 2001, as well as
subaccounts for those costs which must be collected by year-end 2001, e.g., San Onofre
Nuclear Generating Stations (SONGS) 2&3 sunk cost transition costs, Palo Verde
Nuclear Generating Station sunk cost transition costs, fossil sunk costs transition costs,

and regulatory asset transition costs. Category I costs include those costs which may

* The RAP was discussed in D.96-12-077 and D.96-12-038.
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be collected after December 31, 2001, and Edison proposes to establish subaccounts for
these cost such as, QF transition costs incurred post-2001, SONGS 2&3 Incremental
Cost Incentive Pricing (ICIP) transition costs (for the period January 1, 2002 through
December 31, 2003), regulatory asset transition costs (post-2001), employee transition
costs, and restructuring implementation transition costs.

Under Edison’s proposal, market revenues and other credits and costs

would be recorded on a mOnthly basis in the a(apropriate subaccount of Category lor

Category 1L For costs, Edison proposes to accelerate the recovery of nuclear and fossil
sunk costs over the four-year period 1997-2001. Therefore, Edison ‘proposes that the
monthly recotded sunk transition ¢ost revenue requirement to be recorded in the
Category I nuclear or fossil cost subaccount will equal the depreciation expense based
on a straight-line 48-month amortization period, plus taxes and a 7.35% annual return.”
All other transition costs would be recorded into the appropiiate transition cost
subaccount as incurred. Edison is not proposing to accelerate the recovery of these
costs. Edison further states that these non-sunk transition costs will not carn a retum.

* For revenues, Edison proposes that CTC revenues would first be entered
into the Category 1 revenue subaccount, through the end of the rate freeze period, and
thereafter into the Category II revenue subaccount. Edison proposes that revenues not
be allocated among the Category 1 cost subaccounts, but total revenues would be
available to offset the overall balance of all Category I cost subaccounts summed
together. This overall Category I balance would then accrue interest at the 90-day
commercial paper rate, whether it is over- or under-collected.

To the extent that the credit balance in the Category 1 revenue subaccount
exceeds the ov_erall net debit balance (i.e,, Category l costs as incurred), Edison requests

the ﬂexiBilily to either leave any portion of that overcollection in the Category I

¥ In the Preferred Policy Devision, we determined that assets eligible for transition cost recovery would
eam a reducid rate of return based on the embedded cost of debt for the debt component and 90% of the
embédded cost of debt for return 6n equily. (Preferred Policy Dexision, mimeo. at 123.) Section 367(d)
affirmed this provision.
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account or ransfer it to the Category Il revenue subaccount, depending on the over- or
under-collected status of the Category ! and Il accounts. Edison believes that this
flexibility is necessary in order to apply GAAP principles for rate regulated companies
to its financial statements for both Category I and Category l accounts. Edison
therefore states that it cannot allow the Category I account to become too overcollected
at the expense of Category 11 costs being too undercollected during the period.

Inits opemng brief, Edison explains that while Edison has proposed to
amortize its generation sunk costs on a straight-line basis over a 48-month period,
PG&E has proposed to recover its generahon sunk costs in two components: a current
cost componerit based on authorized revenue requirements (mcludmg associated taxes
and full rate of retum) and if addmonal fevenues are available, an accelerated
component at a reduced rate of retumn. Edison now states that in order to promote
consistency aniong the three utilities, Edison \y’ould support PG&E’s model.
Therefore, Edison would create a new‘Ca‘tegoiy 1 subaccount to record accelerated
costs, similar to PG&E's proposal, discussed above. All accelerated costs are subject to
a reduced rate of return, as are nuclear sunk costs whether further acceleration is
applied or not. Edison recommiends that adjllsimenls to sunk cost amortization be
made annually and that these adjustments could be reviewed by the Commission in
connection with the Revenue Adjustment Proceeding. Edison agrees with PG&E that
the annual CTC reviews proposed by many parties do not provide an appropriate
mechanism for consideration of appr‘opriéte adjustments to estimates of fair market
value.

Like PG&E, Edison requests flexibility in managing the recovery of

transition costs to mitigate the inherent risk due to the reduced time period for

recovery. Edison urges the Commission to balance sharcholder and ratepayer interests

appropriately and contends that the proposals made by TURN ¢t al. and ORA do not
fairiy balance the interests of shareholders, customers, employees, or potential new
market entrants. Edison states that the proper interpretation of the statute based on
the record is that employee-"rélétec‘l transition costs weré intended to be recovered post-

2001, so as not to displace recovery of generation-related assets. Furthermore, Edison
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states that GAAD (specifically Financial Accounting Standards Board (FASB) Statement
No. 71) prectudes too large a disparity between costs incurred and those accruing in a
balancing account; i.e., Edison must recover incurred costs at some point or write-offs
will occur.

In its reply brief and supplemental brief regarding the Joint
Recommendation, Edison states that the compromises achieved by the Joint
Recommendation should be accorded great weight: the consumer representatives
agreed to support the utilities’ request for flexibility in the transition cost collection
process; the consumer fepfeSentati\?es received the utilities’ commitment to recover
transition costs as eip‘ed’itic"ru'sly as feasible, including those that may be deferred for
post-2001 recovery. Employees have received the alleviation of risk that recovery of
employee transition costs would displace recovery of other transition cost categories,
which could result in the utilities’ reluctance to offer a package of reasonable employee
transition assistance.

Edison disputes TURN et al.’s recomniendation that tax deductibility be
considered when determining order of acceleration. Edison states that tax
deductibility has no bearing on ratemaking recovery, but is a matter of federal and
state tax laws; i.e., whether an asset is accelerated or amortized over a longer period for
ratemaking purposes has no bearing on its tax deductibility. Edison also disputes
FEA'’s allegation that lack of appropriate limits on the degree of discretionary
flexibility on the utilities’ balancing account treatment could create a competitive
advantage for the utilities. Edison also recommends that issues regarding the 10%
shareholder incentive for restructured QF contracts are not before the Commission in
this phase of the proceeding.

Edison agrees with ORA that if regulatory assets are to be accelerated,
their prepayment must be treated as a rate base offset in order to prevent a windfall to
the utility, except that it must be the net amount (less any taxes due). In addition,

Edison states that the rate base credit should also be adjusted regularly to reflect only

the funds which have been received in advance of the time thej' would have been

received absent the acceleration.
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Edison disputes TURN/DGS, ORA’s and FEA’s contention that if utilities
voluntarily defer costs, they should not carn interest. Edison states that if ithas to pay
the costs of employec transition programs, for example, sharcholders would have to
finance these outlays, thus incurriﬁg short-term interest costs; accmiﬁg interest on any
unrecovered balances in transition cost balancing accounts is therefore a means to
make shareholders whole for these short-term borrowing costs. In general, the
matching principle requires that revenues wnthm an accounting period be matched to
the costs incurred to produce those revenues; however, Edison states that regulatory
ratemaking and accounting can depart from a strict matching process and that -
establishing a balancing account meclnmsm recognizes that any nnsmatch between
revenues and costs subject to balancing account treatment should not harm or benefit
either ratepayers or utility shareholders.

5.4. SDG&E’s Proposal

SDG&E proposes to divide its transition cost balancing account into six
subaccounts 1o track the expenses and revenues for each component: fossil generation;
nuclear; QF comrécls; wholesale purchased power contracts; regulatory commniitments;
and rate reduction bonds. SDG&E agrees that flexibility is necessary to allow the
utilities to manage their transition cost recovery and to minimize the risk of
nonrecovery for those assets which must be fully amortized prior to the end of 2001.
SDG&E recommends that if the utilities receive a return on their return-bearing assets
for a shorter period of time than the Legistature intended, this would be inconsistent
with AB 1890 and the Preferred Policy Decision, and we should therefore reject the
ORA and TURN et al. proposal. SDG&E asserts that AB 1890 and Preferred Policy
Decision grant utilities the discretion to defer recovery of employee-related transition
costs incurred prior to January 1, 2002 until after December 31, 2001.

SDG&E believes that the Joint Recommendation is balanced in

addressing the desire of ¢ustomers to keep transition costs as low as possible, while

providing utilities with a reasonable opportunity to recovery approved costs. SDG&EB

agrees with Edison that the standard for transition cost recovery is intended to be
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balanced between ratepayer and sharcholder interests with a fonward-looking view to
a competitive future.

SDG&E agrees with PG&E and Edison that the Commission should reject
the TURN et al. proposal that no interest be applied to current costs the utilities
voluntarily choose to defer and agrees that the issue of tax deductibility is neither

relevant nor material to the issue of asset acceleration.

5.5. TURNetal

| TURN ¢t al. urge the Commission to regulate the recovery of transition
costs such that the interests of ratepayers and shareholders are fairly balanced, in
accordance with AB 1890, and that the utilities recover transition costs in"a manner
than minimizes total costs recovered from ratepayers. TURN et al. recommend that the
CTC revenues should first be applied to current ¢osts. Then, to the extent that any
acceleration is allowed, TURN ef al, recommend that, until such time as plants are
depreciated to their anticipated market \‘alu@ é’ny accelerated CTC recovery should be
appliedfﬁst to those transition cost assets with a high rate of return and in a manner
which provides the greatest tax benefits." TURN el al. state that once plants have been .
depreciated to their fair market values, no further depreciation is appropriate and that
this is an essential step in de{erﬂiining that the utilities recover as transition costs only
the uneconomic pbrtioﬂ of the net book value of the fossil capital investment, as
required by § 367(c).

: TURN et al. state that AB 1890 does not guarantee transition ¢ost

recovery, but affords the utilities an opportunity to recovery these costs. Morcover,

TURN et al. assert that while GAAP rules for regulatory assets may be more stringent

than for plants, this does not necessarily mean that these assets should be accelerated

" While the rate of retum on a,ssetsd'igible for transition costs is reduced, as provided for in the
Preferred Policy Decision and § 367(d), this rate is still higher than the 90-day commeicial paper rate that
is generally applied to balances remaining in balancing accounts.
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before plants earning a higher rate of return. TURN ¢t al. recommend that we review

the range of circumstances surrounding this recovery.
TURN et al. state that the utilities should be required to follow a

consistent approach in establishing the transition cost balancing accounts. Annual

proceedings are necessary to review each utility’s adherence to the Comniission-
established guidelines for transition cost recovery. Finally, TURN ¢l al. argue that
utilities should not be allowed to assess interest on balances they voluntarily choose to
carry in balancing accounts because they are deferring the application of revenues to
those categories of costs which ¢can be recovered post-2001.

7 In support of their proposal, TURN et al. stress that stranded costs and
CTC are not interchangeable: while all transition costs may be recovered through CTC
revenues, not all CTC revenues will be directly related to recovery of transition costs;
rather, sone of the CTC revenues will cover return and taxes associated with stranded
costs. This distinction is important, TURN et al. allege, because utilities have been
given a fair opportunity to fully recover stranded costs, but that recovery must be
consistent with a strategy to keep total CTC paid by customers to a minimum.

TURN ef al. recommend that their proposal should be implemented
because it is straightforward, and relatively easy to implement, and will serve to
minimize the total amount of CTC revenues that will need to be collected in order to
provide an opportunity for full stranded asset recovery, which is consistent with
§ 330(t). Because TURN's ef al. approach reduces the amount that pays for assoctated
carrying costs, the CTC revenues that go to stranded asset recovery are maximized,
allowing stranded asset recovery to be completed carlier. TURN el al. assert that the
utilities’ approach would lead to a higher total amount of CTC being collected in order
to achieve full recovery and result in a longer period of CTC recovery. Furthermore,
TURN et al. note that AB 1890 is silent on the issue of broad accounting flexibility, but
specific regarding the expeditious completion of transition cost recovery.

TURN et al. state that avoiding writeoffs is a legitimate goal; however, the
concept of risk is inherent in § 368(a), which states that “the electrical corporation shall

be at risk for those uneconomic generation related costs not recovered during {the rate
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frecze] period.” Furthermore, TURN ef al. assert that there will be ample opportunities
to consider whether preventive action is warranted and recommend that the utilities
make annual filings that would provide a forum for raiSing concems such as
regulatory assets write-offs and acceleration to below-market values. TURN et al.
agree that the RAP could serve to review, track, and compare costs and revenues and
therefore can be the forum to identify and, where appropnate, address any threat of

undue asset write-offs or below-market acceleration. -

Given the degfee of utility benefit from voluntary cost deferrals and

control over whethet such deferrals take place, TURN et al. recommend that their
proposal to have such deferrals oec_ur" without interest is both reasonable and
consistent with past Commission decisions. (D.93-12-044, mimeo. at pp. 21, 48;
D.94-12-047, mimeo. at pp. 28, 31, 39-40)).

PG&BE asserts that TURN‘el al’s proposal to accelerate ‘fec0very of return-
bearmg assets first cannot decr‘ease costs to ratepayers unless it is assumed that PG&E
is able to recover CT C-ellglble costs prior to year-end 2001. PG&E believes TURN
et al’s proposal would lead to write-offs of regulatory assets and that the potential
dollar impact 6f TURN et al.’s pfoposal ié relatiVely small; PG&E’s witness calculates
that it is $20 million over the 4-year periéd, but does not explain how this amount is
derived.

Edison and SDG&E dispute TURN's et al. proposal that in addition to
requiring costs with a high rate of return to be recovered before costs with a lower or
no rate or return, the Commission should consider tax implications in establishing
prioritization guidelines for accelerated recovery of various categories of costs. Edison
states that the tax criterion is not valid for making acceleration decisions, because tax
depreciation schedules would not be changed simply because amortization is
accelerated for book or ratemaking purposes. TURN et al. concede that this is true for
assets which are subject to tax depreciation schedules. For those assets not subject to
tax depreciation, TURN et al. argue that the tax lmphcahons of accelerated recovery
should be considered in estabhshmg an order of priority. Furlhermore, TURN ¢t al.

recommend that accelerated recovery of materials and supplies, inventories, and fossil
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decommissioning costs should be delayed because recovery of these costs may not
provide tax benefits and because these assets may be sold along with the divested units
during the transition period.” |

TURN ¢t al. emphasize that statutory interpretation by this Commission
is essential, recommend that the views of single legis]"at'()r or lobbyist are of little value
in ascertaining legislative intent and remind us that the overriding principle for
statutory in'té'r‘preta'tiOn is that first soutce for deternining what a statute means is the
statute itself. Finally, TURN et al. insist that nOthing in the record supports PG&E’s
claim that “no pa’rty'haé opinéd or éven suggested that sufficient headroom might exist
that would allow PG&E to fully recover the $8 billion to $14 billion in CTCs during the
four-year transition period” (PG&E}S Brief, p. 16) and that the Commission shoutd

deem full recovery to be an improbable cutcome. The méjority of proposals in relation

to balancing account issues presumed full stranded asset recovery prior to end of rate
freeze period; in fact, if full recovery is not achieved by that time, concerns about the
order of recovery and deferral of costs are less meaningful. TURN ef al. recommend

that the common presumption should be that full recovery is feasible. .

5.6. ORA
ORA recommends that the utilities should sequence costs to be recovered

on an accelerated basis so as to minimize ratepayer costs and agrees with the

TURN et al. proposal. Specifically, ORA récommends that the utilities should pay
current costs first, including emiployee transition costs and the costs related to
renewable programs, prior to accelerating the récovery of future costs. ORA states that
it is important to adhere to the matching principle of paying curcéent costs out of
current revenues. ORA agrees that the utilities should accelerate cost recovery of
categories with high carrying costs first, which will reduce ratepayer interest payments

to shareholders and create more headroom for the recovery of transition costs, and

" The eligibility of these costs for transition cost recovery will be addressed in Phase 2.
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agrees with TURN ¢t al. that this is similar to paying off credit cards with high interest
rates first, then paying off lower cost loans.:

ORA recommends that utilities accelerate the transition costs associated
with fossil plants to but not below estimated market value. However, ORA states that
hydroelectric, geothermal and other renewable assets should be retained by the
utilities and should not be accelerated, but should be subject to generation PBR
recovery, as provided for in the Preferred Policy Decision.

ORA further recommends that the utilities treat regulatory assets such as

prepaid taxes as offsets to ratebase, which allows the utilities flexibility, but leaves

ratepayers neutral regarding the management of transition costs. ORA also states that
utilities should defer acceleration of non-plant assets, including fuel inventories,
materials and supplies, and decommissioning costs, until after divestiture, because of a
high likelihood that the associated assets might be sold during the transition period.
ORA recommends that the utilities’ acceleration of costs should be consistent with
GAAP and that the pre-payment of certain post-2001 expenses should not be
permitted. ORA asserts that costs from QF contracts or Power Purchase Agreements
should not be accelerated. ORA recommeénds that the utilities should pay employee-
related transition costs as incurred and cotlect after 2001 only those costs incurred after
2001. ORA agrees with EPUC that the utilities are not allowed to defer until after 2001
recovery of all costs associated with irrigation district exemptions under § 374. ORA
urges that AB 1890 be narrowly construed to prevent CTC éxtending indefinitely into
the post-2001 time period to the detriment of ratepayers and customers, but agrees that
the effect of § 376 is to defer the recovery of certain current restructuring
implementation costs until after 2001.

ORA points out that the TURN el al. approach does not restrict utilities’
flexibility in terms of which plants to accelerate; rather, the aim is to dictate the
sequence of accelerated recovery among ¢ategories of costs. ORA does not dispute
that recovery of regulatory assets may be accelerated in accordance \jith GAAP but
points out that write-offs would not occur unless there wasa dangerbf transition costs

not being collected within the headroom, which would result in write-offs anyway.
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Therefore, ORA agrees with TURN ef al.: If all eligible transition costs are not collected
at the end of the statutory periods, then a sequencing proposal does not matter; | .
however, if the utilities can collect their transition costs during this period, then paying
off the high carrying cost balances first benefits both ratepayers and shareholders.

Because there is no record to support the assertion that PG&E is unlikely
to recover all sunk costs during the transition period, as PG&E claims in its opening
bricf, ORA recomniends that the Commission should craft regulatory policies and
mechanisms responsive to pc;_\ssibilirties of both sufficient and insufficient headroom.
ORA agrees with TURN ef al. that the statutory intetpreta'tion must be based on the
plain language of the statute. | -

ORA contenids that costs which are voluntarily deferred should not earn
interest; however, ORA agrees that costs which are deferred only because of
inadequate current revenues to cover all current costs would be eligible for interest at
the commercial paper rate only until such time that current fevenues would allow
payment of costs. ORA clarifies that it does not endorse the pro-rata approach, but
instead recommends that earning no intetest on voluntarily deferred costs would
achieve the same result as matching ¢urrent revenues with expenses and is a
compromise between the more restrictive pro-rata approach and the flexibility sought
by the utilities with regard to deferrals.

| Finally, ORA believes that consistency among utilities in the balancing
account structure will facilitate Commission oversight, but states that the accounts or
tariffs do not need to be standardized. .
5.7. FEA’s Recommendations

FEA recommends that transition costs should be recotded in sufficient
detail to enable the utilities, the Commission, and other parties to track and review
each category of cost, that the cost categories and subaccounts should relate directly to
AB 1890 and the Preferred Policy Decision, and that balancing account mec‘hanisms
and the accounting for CTC revenue should be as uniform as possible to facilitate

comparative analysis and achieve consistency in the applicability of nonbypassable
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CTC. FEA also states that the accounting must include sufficient detail to fulfill the
fire wall provisions of AB 1890 and therefore recommends that balancing accounts be
¢stablished, rather than memorandum accounts,

FEA advocates establishing the following guidelines:

The recovery of accelerated transition costs should be guided by

the principle of cost minimization. Therefore, FEA agrees with

TURN and ORA that utilities should be required to accelerate

collection of costs first which earn full rate of return and which are
tax deductible. FEA also recommends a rate base offset.

The overall objective of creating a fair and competitive market
should be considered in conjunction with the objective of
balancing the interests of shareholders and ratepayers. Thetefore,
appropriate limits should be set on the degree of flexibility
granted to the utilities.

To the extent sutich recovery is permitted, recovery of materials and
supplies, fuel inventory, and fossil decomniissioning costs should
be deferred (i.e., not accelerated) untit market valuation occurs,
because the utilities’ recovery of suchitems is likely to be resolved
when market valuation occurs. -

Assetls should be written down to estimated market value, but not
to zero or below market value.

Employee transition costs incurred prior to 2001 should be
recovered as much as possiblé before 2001, rather than defemng
such collection. Deferrals of uncollected employee transition costs
beyond 2001 should not earn interest aftér 2001.

Because recovery of QF and purchased power costs is permitted
over the life of the contract, such costs should not be accelerated.
Costs should be recognized in the period benefitted. Because
shareholders can retain 10% of net ratepayer benefits associated
with restructured QF contracts, it would be appropriate to
coordinate the timing of this cost recognition with the period
during which ratepayers benefit.

Utilities should nanage the acceleration of assets to achieve a
matching of revenues to current costs plus the portion of
noncurrent costs that is a¢celerated, in a manner to avoid major
under- or over-collections of CTC. '

Utilities should attempt to minimize ratepayers’ costs and risks.
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10. Conformance with GAAP is important in determining which CTC-
eligible costs to accelerate. However, the previous guidelines may
make write-offs under GAAP inevitable; therefore, adherence to
GAAP should be one consideration, bul not an overriding
consideration. '

FEA recommends an annual CTC proce¢ding, with annual and monthly
reports by the utilities. The annual CTC proceeding should consider the
reasonableness of previous CTC-eligible costs during the prior year and to provide a
review of utilities’ acceleration of CT: Céiigible costs urihg previous year.

FEA is concerned about how the utilities propose to apply interest to the
various components of the transition ¢ost balaﬁting accounts. For exanple, PG&E
proposes to credit the CTC Revenue account at the commercial paper rate of interest
for balances it decides to leave in this account. Simu]tﬁneouély, PG&E would ac¢rue an
interest expense, computed at a significantly highér_rate of interest, on its generation
assets; therefore, PG&E would by choice lcave a balance in the CTC revenue account
rather than applying that balance to reducing higher interest-bearing transition cost
balances, which at the same tinie, it chooses not to accelerate. FEA recommends that
this should not be allowed or that revenue balances accrue interest at the rate of retuin

applied to nuclear and fossil assets.

FEA asserts that the amounts of transition cost associated with regulatory
assets'are speculative; the amounts of regulatory assets eligible for CTC are a
quantification issue which will be addressed in Phase 2 and may be a disputed factual
issue. FEA states that the proposed accounting for accelerated recovery of Diablo
Canyon sunk costs is inconsistent with PG&E’s accounting of other accelerated
transition costs and should be modified. PG&E proposes to record these costs in the
current costs CTC account. FEA recommends that the restructuring implemenlétion
costs addressed in § 376 should be recorded on the utilities’ books rather than using
memorandum accounts. Because these are incurred costs, this separation should be
formalized by using separate balancing accounts and/or subaccounts for costs and

CTC revenues associated with each side of the fire wall.
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FEA does not support major elements of the Joint Recommendation,

although it generally agrees with certain statements. FEA disagrees with the
recommendation that the utilities may select the order and degree of recovery of
individual transition cost accounts and subaccounts as necessary to minimize the
potential for write-offs which may occur under GAAP. FEA disputes the idea that
litigation of reasonableness and legitimacy of empiOyeerelated transition costs should
not take place in Phase 2 of these proc‘cediﬁgs; rather, Phase 2 should be used to
establish guidelines for réviewing and assessing the reasonableness of these costs and
whether these costs should be offset by savings of employee-related costs reflected in
existing rates. '
5.8. ClUetal.
In testimony and in opening briefs, ClU et al. recommend that no

_placeholder be held open for “other” transition cost subaccounts and that future
annual proceedings with time for presentation of evidence are necessary to consider
reasonableness of costs, amount, and eligibility of costs. ClU et al. suggest workshops
to design a streamlined CTC procedure that will allow for full evidentiary hearings.
ClU et al. recommend that the utilities should not be granted complete flexibility in
recovery of CTC, particularly in terms of deferring recovery of costs eligible for post-
2001 recovery. Other than § 376, there is no legal requirement for such deferral. In

reply briefs, C1U et al. urge approval of the Joint Recommendation.

§.9. EPUC/CAC .
In testimony and opening briefs, EPUC/CAC recommend that flexibility

be permitted for recovery of restructuring implementation costs (because § 376
specifically grants deferred recovery) and for employee-related transition costs
(Lecause AB 1890 is generally concerned with pratecting utility employees and s6
states in its intentions). However, for all other categories of post-2001 costs,
EPUC/CAC recommend that costs and re\'enues be matched. EPUC/CAC contend
that the Legislature intended to expose the utilities to some risk and that the

Commission should therefore require the utilities to recover transition costs and
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renewable program costs on an ongoing basis throughout the rate frecze period.

EPUC/CAC state that unlimited flexibility alters the balance of benefits to ratepayers .
and sharcholders intended by providing a rate freeze and the requirement that most

transition cost recovery end December 31, 2001, EPUC/CAC propose that the utilities

be required to recover the annual amortization of all eligible transition costs on a pro

rata basis, including those costs which extend beyond the year 2001; that is, the

monthly CTC revenues booked to the Transition Cost Balancing Account should be

assigned to subaccounts based upon the relationship of the particular subaccount to

the total transition cost balance.

5.10. CUE
CUE states unequivocally that reasonable employee transition costs are

an obligation of ratepayers and any ratemaking mechanism that is adopted must not
put the collection of generation-related transition costs at risk. According to CUE,
legislative history demands this interpretation. CUE believes that if empidyee
transition costs must compete for recovery with the recovery of generation-related .
transition costs, shareholders ¢ould ultimately be responsible for these costs. CUE
asserts that this risk could impatt the utilities’ willingness to offer reasonable transition
benefits to their employees, as intended by the Legislature and the Commission.
Therefore, CUE recomniends that the Joint Recommendation be adopted.

5.11. Farm Bureau

The Farm Bureau agrees that an equitable balance must be maintained

between tatepayer and shareholder interests and recommends that well-constructed
annual transition cost proceedings will be necessary to ensure that balance is struck.
The Farm Bureau also recommends that no additional exemptions to the CT Cbe
granted, as discussed more fully below, and has expressed concerns regarding
departing load lump-sum payments, which are addressed in the terms and conditions

discussion.
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6. Dis¢ussion

6.1. The Joint Recommendation Is Not a Settlement and Is
~ Accorded Appropriate Welght

As a threshold matter, we reject the proposed Joint Recommendation on.

both substantive and procedural grounds. We discuss the procedural concerns first. |

We are very concerned regarding the allegations of TURN ¢! al. and ORA
that they were systematically excluded from negotiations and discussions. Although
this proposal is not presented as a settlement and is not being reviewed as a settlement,
excluding active parties from discussions about proposal which are eventually brought
before this Commission only weakens the recommendation, particularly when such
proposals are submitted only days before reply briefs are due. Not only does this
exclusion impad the ability of objecting parties to respond appropriately in briefs, it
has the potential effect of impacting the entire time line of this proceeding. Certainly,
the moving parties’ recommendation would have carried more wéight had the
representatives of small consumers been included in these discussions.

Rule 51(d) states that "'sﬁpulétibn’ means an agreement between some or
all of the partiestoa Commission proceeding on the resolution of any issue of law or
fact material to the proceeding.” Edison states specifically that the Joint
Recommendation does not fit this definition, but instead “represents the consensus of
its Sighatories to modify their positions in this proceeding and jointly recommend that
consensus to the Commission. Because the issue arose from differing interpretations of
the complex interplay of statutory provisions in AB 1890, it took approximately six
weeks of discussions to arrive at this consensus.” (Edison’s Supplemental Brief, p. 9.)
We agree that the parties to the Joint Recommendation appear to have reversed their
positions on several issues. Such agreements coming in so late in this phase are
problematic for two reasons. While the Commission wishes to encourage informal
negotiations and consensus among the patties, it is difficult to evaluate why such a
change in position has ensued. 1f such agreements were submitted well before opening
briefs, those briefs coﬁld have provide_d more ekplanatioh.and rationale. Secondly, as

we move forward in implementing electric restructuring, the schedules for hearings in
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many issue areas will necessarily be compressed. We reject this fact as areason to
exclude active parties from discussions intended to arrive at consensus agreements.
Certainly, if this joint recommendation had been presented as a settlement (and not
necessarily an all-party settlement), it would have carried more weight. ® We therefore
accord the Joint Recommendation appropriate weight, as it is not a settlement, and
appears to be mérel); a consolidation of certain interpretations of AB 1890. As we
move forward to implement AB 1890, statutory interpretation is not a duty that we can
relinquish to the parties, as we discuss below.
6.2. The Joint Recommendation Addresses Issues Beyond Thé Scope of

This Proceeding

Furthermore, the Joint Recommendation proposes consensus treatment
of issues that ate beyond the sct)pe.of this proceeding. This document was filed in the
above-captioned transition ¢ost proceedings, not in the electric restructuring
rulemaking. Therefore, even assuming for argument’s sake thaﬁ\'e were persuaded by
the Joint Recommendation, we would be unable without further process to address
elements of the Joint Recommendation that are outside the scope of the transition cost
proceeding. For example, parties in R 94-04-031/1.94-04-032 have not had the

opportunity to respond to or assess the reasonableness of CUE’s position at FERC orits

position regarding the divestiture applications.

In addition, as ORA discusses in its supplemental brief, the acceleration
of QF renegotiations is being addressed in R.94-04-031/ 1.94-04-032, in which we are
reviewing various proposals for str’eamliﬁing the restructuring and approval process
for QF contracts. We decline to review portions of the Joint Recommendation that

address these issttes on a piccemeal basis.

Y As we found in D.96-01-011, if settling parties choose not to accomunodate all affected interest groups,
an all-party setilement éannot be achieved and our standard of review is heightened. {D.96-01-011,
mimeo. at pp. 24, 266))
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6.3. Statutory Interpretation
While we are interested in the proponents’ interpretation of the statutory

language, it is this Commission’s duty to implement the statute a¢cording to the plain
meaning of the statute and to look to the legislative history where thete is anibiguity,
according to established rules of stétutOry construction. These rules do notinclude
necessarily accepting the interpretations of the parties, despite the fact that certain
parties weie active in the AB 1890 discussions. Aswe recently stated in D.97-02-014:

“When construing the purpose and intent of a statute, the California
Supreme Court has clearly stated that it is of little assistance to consider
the motives or understandings of single individuals, because such views
way not reflect the views of other Legislators who voted for the bill.
Freedom Newspapers, Inc. v. Orange County Employees Retirement
Systern Board (1993) 6 Cal. 4th 821, 831.) This admonition is particularly
apt in this instance, where lobbyists and private proponents of legislation
are relying upon their own views and intentions in arguing for a
 particular interpretation of AB 1890.” (D.97-02-014, mimeo. at49.)

The only way in which we could find the Joint Recommendation
persuasive is if the Commission’s own independent review of the statute leads to the
same conclusion as to what the Legislature intended, as TURN et al. point out. |
(Supplementary Brief of TURN et al,, p. 3.) Again, we turn to our previous findings in
D.97-02-014:

“To determine that intent, we first tum to the language of the statute.

(Delaney v. Superior Court (1990) 50 Cal. 3d 785, 798.) The United States
Supreme Court stated this principle as follows:

“*[l}n interpreting a statute, [one] should alwvays turn to one cardinal rule
before all others. We have stated time and again that [one) must presume
that the legislation says in statute what it means and means in statute
what it says there.” (Connecticut National Bank v. German (1992) 503
U.S. 249, 253-254; 112A S.Ct. 1146, 1149.)

“The California Supreme Court explains this fundamental principle more
expansively: T

“Pursuant to established principles, our first task in construing a statute
is to ascertain the intént of the Legislature so as to effectuate the purposes
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of the law. In determining such intent, a court must look first to the
words of the statute themselves, giving to the language its usual, : .
ordinary import ard according significance, if possible, to every word,

phrase and sentence in pursuance of the legislative purpose. A

construction makirig some words surplusage is to be avoided.” (Dyna-

med, Ing. v. Fair Employment and Housing Commission (1987) 43 Cal. 3d

1379, 1386-1387, 241 Cal. Rptr. 67, 70.)" (D.97-02-014, mimeo. at 41.)

‘We must use these cléarlyﬁstated guidelines to in{p!ement the newly-
added Public Uti_lities Code sections relating to transition cost recovery. Because there
is no specific reference to accounting methodology in the statute, we must apply our
kndWlédge of curfent ratemaking ﬁradicés; common sense and our duty in carrying
out the public interest in_iookihg 1o the words of the statute, giving each word its |
usual, ordinary iminrt. o : . | | 7

’ First, while AB 1890 provides the u't;ilfities with a fair opportunity to fully

recover transition costs, we do not find that AB 1890 ensures that transition cost

recovery is without risk. Therefore, we reject the proposition that write-offs mustbe

avoided at all costs, ‘Again, we look to the ilhambiguous wording of the statute.
Section 1{b) of AB 1890 reads as follows:

"(b)... It is the...intent of the Legislature that during a limited transition
period ending March 31, 2002, to provide for all of the following;

~ “(1) Accelerated, equitable, nonbypassable recovery of transition costs
~ associated with uneconomic utility investments and contractual
obligations. ‘
“(5) a fire wall that protects residential and small business consumers

from paying for statewide transition cost policy exemptions required for
reasons of equity or business development and retention.

“(6) Protection of the interests of utility employees who might otherwise
be economically displaced in a restructured industry.”

Section 330 states, in relevant part:

“(s) Itis proper to allow electrical corporations an opportunity to .
continue to recovet, over a reasonable transition period, those costsand -
categories of costs for generation-related assets and obligations, including
costs associated with any subsequent renegotiation or buyout of existing
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generation-related contracts, that the commission, prior to December 20,
1995, had authorized for collection in rates and that may not be
recoverable in market prices in a competitive generation market, and
appropriate additions incurred after December 20, 1995 for capital
additions to generating facilities existing as of December 20, 1995 that the
commission determines are reasonable and should be recovered,
provided that the costs are necessary to maintain those facilities through
December 31, 2001. In determining the costs to be recovered, it is
appropriate to net the negative value of above market assets against the
positive value of below market assets.

“(t) The transition to a competitive generation market should be orderly,
protect electric system reliability, provide the investors in these electrical
corporations with a fair opportunity to fully recover the costs associated
with commission approved generation-related assets and obligations and
be completed as expeditiously as possible.

“(u) The transition to expanded customer choice, competitive markets,
and performance based ratemaking ...can produce hardships for
employees who have dedicated their working lives to utility
employment. Itis preferable that any necessary reductions in the utility
work force directly caused by electrical restructuring, be accomplished
through offers of voluntary severance, retraining, early retirenent,
outplacement, and related benefits. Whether work force reductions are
voluntary or involuntary, reasonable c¢osts associated with these sorts of
benefits should be included in the competition transition charge.”

Finally, Section 368(a) provides, as follows:

“The cost recovery plan shall set rates for each customer class, rate
schedule, contract, or tariff option, at levels equal to the level as shown
on electric rate schedules as of June 10, 1996, provided that rates for
residential and small ¢commercial customers shall be reduced so that
these customers shall receive rate reductions of no less than 10 percent
for 1998 continuing through 2002. These rate levels for each customer
class, rate schedule, contract, or tariff option shall remain in effect until
the earlier of March 31, 2002, or the date on which the commission-
authorized costs for utility generation-related assets and obligations have
been fully recovered. The electrical corporation shall be at risk for those
costs not recovered during that time period. Each utility shall amortize
its total uneconomic ¢osts, to the extent possible, such that each year
during the transition period its recorded rate of return on the remaining
uneconomic assets does not exceed its authorized rate of return for those
assets. For purposes of determining the extent to which the costs have
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been recovered, any over-collections recorded in the Energy Costs
Adjustment Clause and Electric Revenue Adjustment Mechanism
balancing accounts, as of December 31, 1996, shall be credited to the
recovery of the costs.” (Emphasis added.)

The only language in AB 1890 that speaks to possible delerral of current

costs is addressed in Section 376, which states:

“To the exteat that the costs of programs to accommodate the
implementation of direct access, the Power Exchange, and the
Independent System Operator, that have been funded by an electrical
corporation and have béen found by the commission or the Federal
Energy Regulatory Commission to be recoverable from the utility’s

- customers, reduce an electrical mrporahor\ SJportumly to recover its

utility generation-related plant and regulatory assets by the end of the
year 2001 the electrical co;porahcm_ may recover unrecovered utlllt)"_

generation-related plant a’nd regulatory assets after December 31, 2001, in
an amount equal to the utility’s ¢ost of commission-approved or Federal
Energy Regulaton' Commission approved restructuring-related

implementation programs...."” (Emphasxs added.)

No other clause in any other seclions relating to transition costs specify
this sort of recovery. Therefore, itis clear that these § 376 costs can be deferred.

It is particularly important to read § 381(d) in the context of both § 351
and the e’ntir’e statute as a whole. PG&E, Edison, and SDG&E assert that to the extent
that generation-related transition ¢ost recovery is impacted by the recovery of
renewable program costs, this “displaced” transition cost recovery may be deferred
and recovered in the three-month period which extends the rate freeze, beginning on
January 1, 2002.

Section 381 addresses both the funding of various public purpose
programs and the collection and recovery of those funds. One purpose of §381(d) is
to allow no more than $75 million to be collected through the CTC so as to allow the
funding level for renewable programs to equal $540 million, as we have stated in
D.97-02-014, Ordering Paragraph 2(d):

“. .. Pursuant to PU Code § 381(d), an additional $75 million shall be -
collected by a three-month extension of the competition transition charge
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beyond its otherwise applicable termination of December 31, 2001. These
funds shall be transferred to the CEC pursuant to § 383(a).”
(D.92-02-014, mimeo. at p. 92.)

We agree with the utilitics that, other than this additional $75 million
which is to be ¢ollected through the CTC during the extended 3-month period of the
rate freeze for purposes of funding the renewables programs, other costs of funding

these progfams and other public purpose programs as addressed in § 381 and D.97-02- |

014 are collected through a separate nonbypassable charge. We also agree that the
costs of funding the renewable prégrams cannot be deferred. While the issue of
deferral of generation-related tfanitidﬁ costs and “displaced” recovery is not
addressed in either §§ 381(d), 367, or 368, we must consider the interrelationship of the
rate freeze, the collection of funding for the renewable program costs, and headroom.

As previously discussed, rates are frozen at the June 10, 1996 levels.
Funding for the renewable program costs addressed in § 381(b)(3) is not provided for
within these rate levels. Because the statute allows the utilities a fair oppOrtﬁnity to
fully recover transition costs, as discussed above, it is reasonable that to the extent the
funding of these programs jeopardizes the recovery of generation-related transition
costs by December 31, 2001, (i.e., reduces headroom), those displaced costs may be
retovered‘during the three-month extended period for CTC collection. However, this
deferral should only occur to the extent necessary; i.e., the utilities should make every
effort to recover all generation-related transition costs before December 31, 2001. In
addition, any carrying costs associated with funding the renewable program ¢osts
must be borne by the shareholders and will not be collected as transition costs.

In addition to authorizing the $75 million to be allocated to funding
renewables programs, § 381 allows the 3-month extension of the rate freeze to continue
to collect certain other costs. These funds are then to be reallocated for purposes of
funding renewable progranis, to the extent additional moneys remain after fﬁnding

costs associated with § 374 (outstanding issues related to implementation of irrigation
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district exemptions) and issues related to Edison’s contract arrangements in the BRPU
seltlements, as described in § 381(c) (4) and § 381( c)(5), as follows:

“(4) Up to fifty million dollars ($50,000,000) of the amount collected

pursuant to subdivision (d) may be used to resolve outstanding issues

related to implementation of subdivision (a) of Section 374. Moneys
remaining after fully funding the provisions of this paragraph shall be

reallocated for purposes of paragraph (3).

“(5) Up to ninety nillion ($907,000,_[’4)00)70f the amount collected pursuant

to subdivision (d) may be used to resolve outstanding issues related to

¢ontractual arrangements in the Southern California Edison service
territory stemming from the Biennial Resource Planning Update auction.

Moneys remaining after fully funding the provisions of this paragraph

shall be reallocated for purposes of paragraph (3).”

Thetefore, we find that defeiral of r‘g@gyery of generation-related
transition costs to the three-month period, beginning January 1, 2002 and ending
March 31, 2002, is permitted by § 381(d). The CTC is extended for three months
beyond its othenwise applicable termination date to accomplish the following
collection purposes: 1) $75 million is to be collected in the CTC in the three-month .
period beginning January 1, 2002 and allocated to the funding of renewable programs;
2) up to $50 million may be collected in the CTC in this three-moiith period for
purposes of funding outstanding issues related to i!ﬁplementation of § 374; any
remaining funds of this amount are allocated to renewables; 3) up to $90 million may
be collected in the CTC in this three-month period for purposes of funding outstanding
issues related to Edison’s BRPU settlements; any remaining funds of this amount are
allocated to renewables. Any other funds collected during the three-month period
shall be applied to the deferred generation-related transition costs. This approach both
ensures that the aggregate portion of the funds allocated to renewable resources equals

$540 million and ensures that the costs of these programs are collected, as is required
by the statute.
6.4. Shareh older and Batepa yer Interests Should Be Aligned
Itis in the interests of both ratepayers and shareholders that the greatest .

amount of revenues be available to collect transition ¢osts. Ratepayers benefit because
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if transition costs are collected as expeditiousty as possible, the rate frecze may end
before the end of the mandated transition period. Sharcholders benefit because if the
utilities maximize the amount of available dollars to recover actual lrar_lsilion cosls,
rather than interest and carrying costs, there is a greater chance of full recovery of
those costs. Even PG&E agrees that “because it is uncertain how much headroom will
be available and whether utilities would be able to recover all of their at risk transition
costs during the rate freeze, the utilities will of necessity accelerate costs in a manner
that maiimizes recovery and minimizes the risk of write-offs.” (PG&E's Reply Brief,
p.5). PG&E also agrees with TURN et al. *s conclusion that the accelerated recovery of
transition costs of assets bearing higher rates of returm “would benefit shareholders as
well [as ratepayers}, because if more of the CTC revenue is appliéd against stranded
costs themselves rather than towards interest there is less of an opportunity that
utilities will forgo recovery of some stranded costs and hence less likelihood of an
adverse reaction by financial markets.” (PG&E's Reply Brief, p. 7, quoting

TURN ef al.’s Opening Brief.) PG&E has stated that “TURN correctly recognizes that
IOU and ratepayer interests are aligned; ratepayers want the freeze to end as soon as

- possible and IOUs want to recover all of their at risk costs as soon as possible.”
(PG&E’s Reply Brief, ».5.) Inits original proposal in this proceeding, Edison
recommends accelerated recovery of transition costs for only those assets eamning a

rate of return.

Accelerating cost recovery for the assets earning a rate of return will

allow ratepayers to benefit in another way. As FEA points out, the utilities are
proposing to apply a relatively low interest rate (the 90-day commercial paper rate) to
the revenue account, to the extent that the utilities choose to leavé a balance remaining
in these accounts. At the same time, the utilities would be earning a somewhat higher
rate of return on generation assets on which they similarly chose not to accelerate
depreciation. Therefore, if utilities are allowed to accelerate recovery of costs of assets-
that do ot bear a rate of return before those that do, the utilities wi" eamn the higher

rate of return, while the ratepayers earn only the commercial paper interest rate on the
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revenue account. This is an mcqmt)' that is counter to the intent of the statute and

must be avoided.

6.5. Itis Premature to Assume that Regulatory Asseéts Are At Risk

Generally, parties have agreed that, excépt for employee-related
transition costs and restructuring implemen&ition costs, current costs should be
recovered first. PG&E defines current costs as those costs which are being recovered in
today’s rates, including depreciation on a regular schedulé. (TR: 208-209.) In its
original proposal, Edison defines curcent costs to include accelerated déprecia'fion ona
48~month amortization schedule, 1nclud1ng associated taxes and a reduced rate of
return. PG&E argues that it needs flexibility to determine which assets should be
depreciated more quickly, and that this acceleration cannot be done on a
predetermined basis. PG&E asserts that assets should be deprecnated to market value,
but not below. PG&E recomnmends that recovery of regulatory assets should be
accelerated first (that is, the difference between what is scheduled to be included in
current rates and the total amount of regulatory assets at risk). Therefore, PG&E
would not acéelerate cost recovery of any of the depfeciable assets 50 longas it
believed that the regulatory assets were at risk. Edison does not take a position on
regulatory assets, other than stating that there should not be too great a disparity
between Category I cost recovery and Category II cost recovery, which might
otherwise trigger write-offs under FASB Statement No. 71.

In the Preferred Policy Decision, we defined regulatory obligations as:

“the transition costs that . . . are related to various deferred costs and
outstanding balancmg accounts balances that the utility has accrued
under cost of service regulatlon In most cases, we have already
approved recovery of these costs, and they are reflected in outstanding
balances of balancing accounts. Examples of these types of costs include
deferred operating expenses, deferred taxes, unamortized loss from sale
of assets, unamortized debt expense, costs associated with issuing or
reacquiring debt, and nuclear decommissiohing expenses.

“We plan to evaluate specific account balames and determine the

amounts that will be included as part of transition costs during the
implementation phase of this rulemaking, but these amounts should
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relate only to generation assets affected by this restructuring.” (Preferred

Policy Decision, mimeo. at pp. 133-134.)

Itis premature to conclude that write-offs of regulatory assets will be
required for financial accounting purposes. Various definitions of rcgulatory
obligations have been presented by the utilities and parties in Phase 1A of this
proceeding. We have not yet adopted a definition of régularlOr)' assets for purposes of
transition cost recovery, but will determine the'ap'plicable definition to be used in
defining regulatory assets in Phase 2 of this pr‘éceeding. We note that at least two
decisions have been issued after the Preferred Poiicy Decision and shortly before AB

1890 was signed into law that ¢reate additional “regulatory assets.”" It is not clear at
gn 9 ry [

this point whether regulatory assets are properly categorized. In fact, in D.88-12-094,
we found that we were not prepared to adopt FASB Statement No. 71 for ratemaking
purposes. (30 CPUC 2d 506, 520.). :

We note that in D.92-12-015, we accepted the following definition in

terms of PBOP and the applicability of FASB Statement No. 106:

“A regulatory asset is the recording of the utilities’ costs not currently
recoverable for ratemaking purposefs]. To qualify as a regulatory asset, it
must be probable that future revenue in the amount at least equal to the
asset will result fromt inclusion of that cost in allowable costs for
ratemaking purposes and must be based on available evidence that
future revenue will be provided to permit recovery of the previously

" D.96-09-037 was issued on September 4, 1996, shortly before AB 1890 was signed intd law. In that
decision, we adopted a setilement which provided, among other things, that the weighted-average rate
base of prior years' revenue requirement to be placed in PG&E’s zate base as a regulatory asset willbe
for $14.40 million for 1995. D.96-06-061 was issued on June 19, 1996. Again, this decision ¢reated a
regulatory asset. “The 1oss on depreciable property will be recovered from ratepayers, although not
through rate base, but rather through creation of a “regulatory asset’ . . . This ceedit willbe of fset by the
new $1,572,000 “regulatory asset’ which will be amortized over a 5-year period (1996 through 2000). {fn:
Base revenues in the period from 1977 through 2000 will include an annual $376,000 allotted to assure
that the regulatory asset set up can be fully amortized.” (D.96-06-061, mimeo. at 10.)

® \We do not necessarily require that the utilities we regulate adhere 86 particular FASB statements for
ratemaking purposes. In D.§803-072, the Commission declined to endorse FASB Statement No. 87,
finding that considerations other than consistency with GAAP should be considered and that GAAP
shoild not be determinalive for ratemaking purposes. (27 CPUC 2d 550, 552.)
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incurred cost rather than to provide for expected levels of similar future

costs.” (46 CPUC 24 499, 536.)

Pursuant to § 367, the Commission must make final determinations of the uneconomic
costs associated with generation-related regulatory assets and obligations.

The FASB is an authoritative body which establishes a common set of
accounting concepts, standards, procedures, and conventions, which are widely known
as “Generally Accepted Accounting Principles” or “GAAP” and are used by most
enterprises to prepare external financial statements. We note that FASB Statement
No. 71 has been modified by FASB Statement No. 90, FASB Statement No. 92, and most
recently by FASB Statemient No. 121, which amends FASB Statement No. 71,
paragraphs 9 and 10, which define probability of recovery. FASB Statement No. 121

states that:

“The term probable is used in this Statement consistent with its use in
FASB Statement 5, Accounting for Contingencies. Statement 5 defines
probable as an area within a range of the likelihood that a future event or
events will o¢cur. That range is from probable to remote as follows:
Probable. The future event or evenls are likely to occur.

Reasonably possible. The chance of the future event or events occurring is

more than remote but less than tikely. 7

Remote. The chance of the future event or events occurring is slight.”

(FASB Original Pronouncements, Accounting Standards as of June 1,

1995, Volume 1 FASB Statement of Standards.)

With this context in mind, we find that the recovery of regulatory assets
is probable, i.c., likely to occur. During the rate freeze, current ratemaking principles
remain essentially intact, and we have reasonable certainty that costs will be covered.
Transition cost recovery is now mandated by law and there is no reason to assume that
the frozen rates will not result in sufficient headroom to fully recover transition costs.
The wtilities are already accruing revenues to offset transition costs. For example, the

Energy Cost Adjustment Clause (ECAC) and Electric Rate Adjustment Mechanism

(ERAM) overcollections for 1996 are already accounted for to offset transition costs,

which have the potential to increase the amount of revenues available to provide for

transition cost recovery. Moreovet, pursuant to D.96-12-077, the rate freeze began this
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: . year, which has the effect of allowing the utilities to accrue revenue prior to the
beginning of the mandated transition period, thus the recovery period for revenue
purposes is five years rather than four.* In D.96-12-080, we recognized that under
normal ratemaking practices, PG&B’s electric rates would have been reduced by
approximately 10% to account for the $720.4 million decrease in its authorized revenue
requirement. (D.96-12-080, mimeo. at 2.)

Furthermore, § 330(w) states that clectrical corporations shall, by June 1,
1997, or earlier, apply concurtently for financing orders from this Commission and for
rate reduction bonds from the California Infrastructure and Economic Development
Bank. While particular issues associated with rate reduction bonds and transition cost
recovery have not yet been addressed, we anticipate that this influx of cash from the
asset securitization will have a significant impact on transition cost récovery. |
Therefore, actual transition cost récovery will thus dePend on the outcome of several
proceedings, the Power Exchange prices during the rate freeze and market valuation.

. The total amount of stranded costs related to Diablo Canyon will be aﬁthoﬁz‘ed ina

pending decision in A.96-03-054. The eligibility and magnitude of certain costs for
transition ¢ost recovery are yet to be determined and will be addressed in Phase 2 of
these proceedings. The proceedings related to the rate reduction bonds have not yet
begun. The divestiture proceedings that will reveal the initial market valuation prices
for several assets are just in the beginning stages.

As TURN ¢t al. points out, there is no reason that we cannot use the
annual transition cost proceedings and monthly reports to anticipate and provide for
the necessary acceleration of regulatory assets, should it turn Gt that write-offs appear

imminent. It is reasonable to assume that continuing discussions with the Securities

“ As TURN etal. point out, in D.96-11-041, e adopted a pioxy estimate of 39% of current zates going
towards transilion cost recovery. PG&E's current revenues are approximately $7.5 billion per )ear
(D.95-12-051, Appendix C). Over 5 years, all things being equal, total revenues would equal $37.5 -
billion; 39% of that figure is approximately $14.6 billion, which exceeds PG&E's estimates of transition
costs, which range from $S4 billion to $14.1 billion, depending on a market price scenarios ranging from
3.5 ¢ents per kilowatt hour to 1.5 cents per kilowatt hour. (Exhibit 3, p. 7-5.)
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and Exchange Commission (SEC) and various accounting organizations would be

necessary before such regulatory assets are considered to be at risk. For example,
D.92-12-015 discusses the minutes of a meeting between the SEC and the American
Institute of Cerlified Public Accountants’ (AICPA) Public Utilities Committee, which
discussed those agencies' view of PBOP accruals qualifying as regulatory assets.

“Both DRA’s [the predecessor to ORA] and the utilities’ understanding of
what transpired at a meeting between the SEC staff and AICPA
Commiliee ate based on incomplete information. However, itis
apparent that the SEC has not taken a policy position on what criteria -
should be used to determine whether a regulatory asset should be
allowed or what level of assurance nceds to be given by the regulatory
agencies. -

“We concur with DRA that Commission pbh‘cy should not be driven by
~ whether or not utilities can record a regulatory asset under Statement 71.

Consistent with our position that rate recovery should not be governed

by IRS/ERISA requirentents, recovery should not be governed by SEC

policy or by SEC staff requirements or review.” (46 CPUC 2d 499,

521-522.) - |

While PG&E stated that recent filings before the SEC addressed this
issue, these documents were not introduced into evidence. Moreover, although PG&E
stated that the overall opinion is that risk and uncertainty prevail, PG&E'’s witnesses
were not able to state how these conclusions were derived. (TR: 184.) Edison, inits
original proposal in this phase, does not propose to accelerate the recovery of
regulatory assets and has provided a portion of its September 30, 1996 Form 10-Q
submiitted to the SEC. In its notes to the Consolidated Financial Statements included in
that form, Edison concludes: “Despite the rate freeze, SCE expects to be able to recover
its revenue requirement based on cost-of-service regulation during the 1998-2001 time
period.” (Exhibit 11, Appendix D, p. D-2.) This conclusion is based on Edison's ability
to flexibly apply revenue to Category Il costs, as well as Category I costs; that is,
Edison states that it can’t allow the Category I account ta become too far overcollected
at the expense of Category 11 costs, which could then trigger the write-offs.

In comments to the pmpos‘ed decisions, ORA has proposed a

~ compromise approach which should address the utilities’ concems regarding FASB
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Statement No. 71, We will adopt a 48-month ratable approach to amortizing specific
regulatory assets, which may be at risk for write-off because of accounting rulés. The
determination of which regulatory assets to which this amortization will be applied
will be determined after Phase 2 eligibility criteria are resolved. However, if the SEC
requires discontinuance of FASB Statement No. 71 for financial accounting purposes,
generation-related regulatory assets would remmain recoverable through transition cost
revenues, to the extent these assets comport with the requirements of § 367.

As the recovery of regulatory assets is accelerated, rate base shall be
reduced by the amount of deferred taxes, net of any tax that would be currently due as
a result of collecting the regulatory asset.

6.6. The Rate Restructuring Settiemént and Section 368

Section 368(h) refers to PG&E’s Rate Reétnlcturing Settlement of June 12,
1996 as “an example of a plan authérized by this section.” According to PG&E, this
means that we must aceept its proposal for transition cost acceleration, which is
consistent with what was filed in this document. In D.96-12-077, we found that
because PG&E’s cost recovery plan is substantively different fror its June proposal,
this example makes it clear that the elements listed in § 368 are not intended to be
exclusive nor exhaustive. Furthermore, we stated in that decision that our approval of
the cost recovery plans is subject to the following principles: |

“To the extent that any element of the plans or of this decision is
inconsistent with § 368 or any other provision of AB 1890, the language
of the statute prevails. .. .

“The plans vary considerably in their level of detail. Our approval today
covers only the general framework for cost recovery outlined in AB 1890
and the details necessary to launch the program for cost recovery. . ..
Our approval of the ¢ost recovery plans does not dispose of or prejudge
our resolution of issues still under consideration in those proceedings;
our decision on those issues will, of course, conform to the statute.”
(D.96-12-077, mimeo. at pp. 4-5.)

Although PG&E’s cost recovery plan and Rate Restructuring Settlement

. discussed the acceleration of recovery of generation-related regulatory assets, this must
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be taken in the context of the statute as a whole and conform to the intentions of that
statute. As discussed above, allowing generation-related regulatory assets to be
accelerated prior to those assets earning a rate of return does not align the interests of
shareholders and ratepayers, nor does it conforn to the requirement that transition
costs should be recovered as expeditiously as possible.

6.7. Should Employee-Related Transition Costs Recelve Speclal
Treatment?

We are persuaded that recovery of employee-related transition costs
which are currently incurred should be allowed to be deferfed, in order to miitigate the
utilities’ risk'of reovering generation-related transition costs. Employees receive
protection they might othenwise be !acking because such costs as severance packages,

retraining, early retirenient, and outplacement which are found to be reasonable are

now included in the competition transition charge. In addition, § 375 provides that the

costs of employees performing services in connection with § 363 are included as
transition costs. Section 363(a) provides, in relevant part, that:

“In order to ensure the continued safe and reliable operation of public
utility electric generating facilities, the commission shall require in any
proceeding under Section 851 involving the sale, but ot spin-off, of a
public utility electric generating facility, for transactions initiated prior to
December 31, 200), and approved by the commission by December 31,
2002, that the selling utility contract with the purchaser of the facility for
the selling utility, an affiliate, or a successor corporation to operate and
maintain the facility for at least two years. The commission may require
these conditions to be met for transactions initiated oii or after January 1,
2002. The commission shall require the contracts to be reasonable for
both the seller and the buyer.”

It is apparent that the Legislature anticipated that certain employee-
related transition costs might be incurred prior to December 31, 2001. Despite the
contentions of various parties that the presumption was that transition costs would be
recovered only during the post-2001 period, the Legislature did not adopt language
that provided for the deferral of such costs to the extent that these costs reduce the
utilities’ opportunities to recover generation-related costs, as it did for implementation

costs in § 376. However, because of the concerns for employees delineated in the
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statute, we will grant the utilities the flexibility to defer recovery of these costs.
Consistent with AB 1890, utilities may defer recovery of these costs for later recovery
in the period between March 31, 2002 through December 31, 2006.

6.8. Interaction with Rate Reduction Bonds
Thete has not been a full discussion or development of the record in

regard to the interaction of the rate reduction bonds and the transition cost balancing

account. Parties have expected that issues addressing rate reduction bonds will be

addressed in workshops and in the applications of the IOUs for authority to issue these

bonds, including potential ratepayer benefits and the ratemaking mechanisms to
prevent costs shifiing and to accrue benefits.” ‘Workshops were held on March 20 and
March 21 on the necessary elements to be included in the financing applications. There
are certain critical issues that we believe should necessarily be determined prior to
January 1, 1998, including the treatment of bond proceeds and the corresponding
treatment of transition cost property.

Section 840(e) provides that:

“Rate reduction bonds” means bonds, notes, certificates of participation
or beneficial interest, or other evidences of indebtedness or ownership,
issuted pursuant to an executed indenture or other agreement of a
financial entity, the proceeds of which are used to provide, recover,
finrance, or refinance transition costs and to acquire property and that are
secured or payable from transition property.

Section 841(e) provides that the Commission has 120 days to process each
financing application for rate reduction bonds. It is essential that the details for
tracking the bond proceeds and the interaction of the bonds with transition cost

property be addressed in such a way so that the expeditious processing of the

V' By ruling issued on March 4, 1997 in R94-04-031/1.94-04-032, ALJ Careaga convened
workshops on March 20 and March 21, which were facilitated by the Energy Division. PG&E,
Edison, and SDG&E responded to the questions posed in that ruling with a joint filing on
March 14, 1997.
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financing orders is not delayed. We plan to convene workshops in the near future to

address these issues.

6.9. Adopted Guldelines In Acceleration of Recovery and Application of
Revenues to Transition Cost Récovery

Using the framework outlined above, we find that the Joint
Recommendation is flawed in termis of substantive resolution of the issues addressed.
The Joint Recommendation accomplishes little beyond attenpting to ensure that
potential write-offs are avoided and aitempting to interpret the statute. We are not
persuaded by this :infefp_retation;' As we have previously stated, we cannot abrogate
our duty to implement the law in the public interest by allowing the parties to interpret
the law for us. The terms of the Joint Recommendation o not conform to the statute.

As discussed above, the statute specifically states that transition costs should be

recovered as expeditiously as possible. |
Only the proposal put forward by TURN et al. and endorsed by FEA and

ORA accomplishes this goal. Moreover, this proposal aligns ratepayer and
shareholder interests. By requiring that assets with a higher rate of return be
amortized prior to assets with a lower rate of return, more revenues become available
for actual transition cost recovery. In response to questioning by the ALJ at oral
argument, PG&B acknowledged that the magnitude of dollars that must be collected
which are associated with utility generation asseéts are huge compared to dollars that
might be deferred into the post-2001 period. “The rate of recovery of these dotars is
such that you really wouldn’t know how much needs to be deferred until the very end
of 2001 because the dollars are so small relative to the total utility assets. So it does
become very difficult to give parties externally or management internally any ¢comfort
about what's going to happen.” (TR: 637.)

The Legislature recognized that the utilities had incurred certain costs in
conjunction with their obligations to provide reliable service on a nondiscriminatory
~basis. These transi_tiori costs may therefore be recovered, but only to the extent that

they are unetonomic in a competitive market, and furthermore, only to the extent that




A96-08-001 etal. ALJ/ANG/gab X &

the net costs of above-market assets exceed the costs of below-market assets. While
rates are frozen through December 31, 2001 to collect the majority of these uneconomic
costs, the rate frecze is allowed to extend through March 31, 2002 to collect certain
transition costs related to exemptions, renewable resource program costs, and BRPU
settlement costs, with certain additional iarovisions. Although the rate freeze ends
unequivocally on March 31, 2002, cértain transition costs are eligible for recovery after
this time period. These include employee-related transition ¢osts (which may be
collected through December 31, 2006), restructuring implementation costs (which may
be collected until fully réoo\'eréd_), andvContractually—ihcurred power purchase and QF -
costs it place as of December 20, 1995 (which again may be collected untit fully
recovered). To the extent that the uneconomic costs can be collected prior to the end of
December 31, 2001, the raté freeze will end, and presumably rates will drop. In order
to help ensure recovery of transition costs, the 1996 ECAC and ERAM overcollections
 were credited to offset transition costs; in D.96-12-077, we established that the rate
freeze be‘gah on January 1,1997. Finally, there is no recognition that recovery of
transition costs is guaranteed; indeed, the utilities are at risk for costs not recovered
during the rate freeze.

We will not know the extent to which costs are uneconomi¢ until market
valuation is completed (by the end of 2001, as required by § 367(b)). In addition, as
PG&E points out, the determination of uneconomic generation assets will depend on
the role particular units will play in the new generation market (TR: p. 257). Although
it may be relatively easy to calculate the sunk costs (which will be addressed in Phase
2), it will be more difficult to determine the portion of sunk costs that become
uneconomic. Presumably, there will be some amount recovered in the Power
Exchange prices to cover some portion of the utilities’ fixed costs. While we cannot
anticipate those exact amounts, nor what portion of the economic costs would be

recovered, it is crucial that we have the ability to track and review this information.

Therefore, we must ensure not or_\ly that an adequate balancing account is established,

so that we can track the recovery of such costs on an asset-by-asset basis (to ensure that

we will know when transition costs are fully collected), but also that adequate review

-48-




A96-08-001 ctal. ALJ/ANG/gab % &

is provided to ensure that only the uneconomic portions of these costs are recovered as .
expeditiously as possible. Despite the utilities’ contentions othernwise, we must
necessarily review the utilities’ calculations of the uneconomic portions of generation-
related transition costs in order to fulfill our duties under the law; e.g., sce § 367(b).

We have not addressed the ratemaking treatment for hydroelectric and
geothermal assets, in terms of eligibility for transition cost recovery, the appropriate
rate of return associated with these assets, and the interaction of transition cost
recovery and generation perfOrmancé-based ratemaking treatment of such assets. We
shall address such issues in Phase 2 of these proceedings and in the generation PBR
proc’eédings'. We direct the assigned ALJs to coordinate on these issues.

In order to carry out our statutory obligations, we adopt the following

guidelines regarding the transition cost balancing account and the order of

acceleration:
1. Certain costs which are currently incurred may be deferred. These
include restructuring implementation costs (as addressed in § 376),
which may be collected until fully recovered, employee transition .

costs (as addressed in § 375), which may be recovered through
December 31, 2006, and generation-related transition costs which
may be displaced by collection of renewable program funding (as
addressed in § 381(d)), which must be recovered by March 31, 2002
(see discussion below). Other that these exceptions, current costs
should be recovered as incurred, as required by current
ratemaking principles and the accounting principle of matching
revenues and expenses.

2. Current costs are those cost items eligible for transition cost
recovery that are incurred in the current period. The definition of
current costs also includes the amortization of depreciable assets
on a straight-line basis over a 48-month amortization period. In
addition, certain regulatory assets which may be jeopardized by
write-offs should be amortized ratably over a 48-month period.
The specific regulatory assets to which this guideline applies
should be determined once Phase 2 eligibility criteria is resolved.
The amortization of the investment-related assets should include a

-49 -




A96-03-001 ctal. ALJ/ANG/gab %k o

provision for associated deferced taxes and the reduced rate of
return called for in the Preferred Policy Decision™ Inorder to
accommodate on-going market valuations and accelerated
recovery, the utilities should recalibrate recovery levels for
remaining months of the schedule, if necessary. To the extent that
revenues do not cover costs in a current period, revenues should
be ‘applied first to costs incurred during that period and then to
scheduled amortization, including that of regulatory assets.

To the extent that any additional headroom revenues remain and
until such time as plants are depreciated to their anticipated
market value, any additional revénues should be applied first to
accelerate the deprecaatlon of those transition cost assets with a
high rate of return and in a manner which provides the greatest
tax benefits. In this way, accelerated récovery of transition costs
will benefit shareholders and ratepayers. :

As assets which are currently included in rate base are amortized,
rate base should be reduced correspondingly on a dollar for dollar
basis, including the impact of associated taxes. (TR: p. 267.) This
will ensure that the utilities are in comphanée with § 368(a) which
requires among other things that transntlon costs be amortized
such that the rate of return on uneconomic assets does not exceed
the authorized rate of return. '

As a general guideline for those assets subject to market valuation,
generation-related assets should be written down to their
estimated market value, but not below, based on a relatn'el)' broad
estimate of market value, We will be somewhat flexible in
applying this guideline. We recognize both PG&E’s and Edison’s
concems that public disclosure of such estimates could adversely
affect the auction process and will address the need for protective
orders and confidentiality as the need arises. Itis not our intent to
revisit the market valuation process occurring in other

proceedings.

It is the duty of the Commission to determine what transition costs
are reasonable and because such ¢osts cannot be determined to be
uneconomic or not until weé have more information, we reject the
utilities’ request for complete flexibility in managing their

" We note that D.96-12-033 authorizes Edison to accelerate amortization for Palo Verde on a 60-month
period (1997-2001). Each utility’s tariffs shéuld conform to specific depreciation periods that may have
been adopted for the various nuclear facilities.




A96-08-001 etal. ALJ/ANG/gab s 4

transition cost recovery. We require monthly and annuat reports
and will institute an annual transition cost proceeding, separate
from the Revenue Adjustment Proceeding. In D.96-12-088, we
provided that authorized revenues would be established in the
respective proocedmgs for various issue arcas and would be
consolidated in the Revenue Adjustment Proceeding. In addition,
to provide further clarity to this concept, we will require the
utilities to revise their pro-forma tariffs to indicate that the cost
accounts and subaccounts they establish are not labeled as
transition cost subaccounts, but are mcrely the sunk costs accounts
and subaccounts. This is important because we will establish the
sunk costs in Phase 2 of these proceedmga, but the uneconomic

~ portion of these costs (which is the portlon eligible for transition
cost recovery) must be established onan ongomgbasns

To the extent feasible, currént costs, mcludmg those categories
which may be deferred, should be recovered before December 31,
2001. We expect that the deferred transition costs should be small
~ relative to the transition ¢osts incurred from QF contracts and
amortizing nuclear assets. Restructuring implementation costs
and employee-related transition costs may be deferred with
interest at the usual 90-day commercial paper rate. Generation-
related transition costs which are deferred because of funding the
programs addressed in § 381(d) shall not ac¢rue interest.

To the extent possible, the utilities should manage acceleration of
assets to achieve a matchmg of revenues to current costs plus the
portion of noncurrent costs that is accelerated, in a manner to
avoid major under- or over-collections of CTC. To the extent that
noncurrent costs are accelerated, the utilities should recalibrate the
remaining months of the recovery schedule to adjust the
depreciation schedule through the end of the transition period. To
the extent that ovet- or under-collections oc¢cur, interest will accrue
at the usual 90-day commercial paper rate, with the exception of
deferred generation-related transilion costs displaced because of
funding the § 381(d) programs.

These guidelines will allow us to track and review the transition costs
appropriately during the rate freeze period. Adopting this very pragmatic application
of the policy established in the newly added PU Code sections does not violate the
bargains addressed in AB 1890, as several parties allege; rather, this implémentation

balances the interests of shareholders, ratépayers, and employees in a manner that is i

consistent with current ratemaking practices as well as AB 1890.
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We decline to give the utilities the flexibility they seek in determining the
appropriate market value for purposes of accelerating depreciha_'tiori to anticipated
market value. However, we ackHO\\’lecige the uliliﬁes;’ concerns with lengthy, -
protracted hearmgs and a detalled administeative approach. We will therefore
convene workshops to consider how t6 apply the guidelmes adoptecl in this decision
and the potential for streamlining the annual transition cost proéeedmgs.

Itis reasonable to requrre PG&E, Edrson, and SDG&E to es!abhsh
Accelerated Costs Account and Post-2001 Ehgrble Costs Account as all of the utilities
now agree. Each utrht)’ should estabhsh appropriate subaccounts. Furthermore, all

parties agree that, to the extent that headroont is avallable, r-.venues are apphed first to

mcludmg costs assoclated wrth mrgatron district exemptlof\s and renewable programs
Transition costs aesocrated with restructuring implementation costs and employee—
related transition costs that are incurfed currently may be recorded in the Post-2001
account. 7

PG&E, Edison, and SDG&E should file and serve pro forma transition
cost balancing account tariffs based on these general guidelines and which are in
compliance with other Commission decisions in this area.” Workshops will be
convened in the summer to address specific issues that may arise in the
implementation of these tariffs as we work through the Phase 2 issues. We anticipate
that workshops also will Be convened after the Phase 2 decision is issued to address

remaining issues associated with the balancing account tariffs.

¥ For example, Edison should inctude language in its tariffs which is in compliance with the SONGS
decisions (D.96-01-011 and D.96-04-059) and the Palo Verde decision (D.96-12-083). When we adopt a

* ratemaking methodology for Diablo Canyon, PG&E should similarly update its pro-forma tariffs. Tariffs
should reflect findings adopted in this and any other restmcmrmg-related decisions; othenwise, pro—
forma tariffs should reflect the utilities’ proposals in various issué areas.
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6.10. Tracking Revenues According to Disaggregated Rate Levels
Patties have agreed that the CTC will be calculated as a residual

calculation, or the difference between frozen rates and the sum of all rate components,
induding the Power Exchange pricé, as distussed.above. Under this apph)ach,
customers with frozen rates might not benefit from lower Power Exchange prices
through lower rates, but would instead receive a benefit because these lower Power
Exchange pric‘és would result in increased headroom. We have approved this approach
' in D96-12-077, in which we explamed that the headroom revenues consist of the
difference betwee recovered reveriues at the frozen rate levels (including the teduced
rate levels for re51denhal and smull c.ummerclal customers) and the reasonable costs of
prov:dmg uhhry services. As previously staled, itis essential that transition cost
recovery be tracked accurately, so that we will know when recovery is complete, and if
transition cost obligations are completed before March 31 » 2002, the rate freeze may
end eatly.” During the Enefgy Division m&*orkshc;ps, described more fully below,
participants discussed the requirement in D.96-12-077 which provides that the interim
transition cost balancing account include subacc¢ounts for each rate schedule, tariff
option, and contract so that revenues may be tracked at this disaggregated level. The
purpose of establishing this level of detail is to track the transition cost contributions of
the customers of each rate group so that we will know when these groups have paid
their fair share of transition costs, pursuant to § 367(e)(1).

During the workshop, participants disagr‘éed with the idea of applying
these very specific subacceunts to the final transition cost balancing accounts. The

utilities asserted that this kind of detailed tracking is not possible, because the cost

allocation information is only disaggregated to the rate group level. The utilities

contend that obtaining this information would require them to design a study, install

meters to obtain a representative sample of customers’ use, and thea collect the data

®  Accurate tracking and review will also allon the Commissxon tobeina positien to expeditiously
institute the types of proccedings that might be necessary to insure that rates will change when the rate
freeze énds.
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for two years. Workshop participants agreed with the utilities that the current
application of Equal Percentage of Marginal Cost (EPMC) methodology does not
allocate costs to this detailed level.

In addition, short of some differences in ¢ollection periods due to
customers on each side of the firewall bearing different exemption costs, participants
agree that because of the residual calculation of CTC, there can be no pre-determined
CTC obligation by customer class. Workshop participants assert that as long as there
are outstanding transition cost obligations, all customers must share these obligatio}\s
according to their EPMC shares. All customers ﬁay down the aggregate transition cost
obligation through the residual CTC recovery in their bills until the aggregate
transition cost obligation is paid off. At that point, each group on each side of the fire
wall will continue to pay off the ac¢rued éxemption amount for its grdup, until that
amount is recovered, but no later than 'yeat-f.’nd 2001, with the excép'tion of the
provision for irrigation district ex‘er‘hptic‘ms.. Under-this interpretation, no customer
will satisfy its transition cost obligation sooner than another customer. Parties agreed
that transition cost tracking should take place at the rate group level.

This decision adopté a pfocédure for tracking transition costs anid does
not address allocation, which will be determiried in the unbundling and ratesetting
proceeding (A.96-12-009 et al.) We recognize the difficulties associated with tracking
transition cost obligations at a level of detail greater than the rate group level, and
agree that tracking at the rate group level appears to be the most practical alternative.
We will the'réfofe‘expect utilities to track transition cost obligations and payments at
this level of detail. Section 367(e)(i) requires that transition costs be allocated among
the various classes of custoniers, rate schedules, and tariff options to ensure that costs
are recovered “in substantially the same proportion as similar costs are recovered as of
June 10, 1996, thr’ougli the regular retail rates of the relevant electric utility...” We are
satisfied that tracking CTC revenues and transilion cost recovery at the rate group
level, together with the rate unbundling process and the implementation of the fire
wall memorandum ac¢ounts should ensure that the requirements of § 367(¢) (1) are

met. Rate groups are the fundamental units for which marginal cost revenue
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responsibility and allocated revenue are determined. As such, rate groups are
aggregations of related tariff schedules (defa]t and optional), and disaggregations of
customer classes. For example, the large power customer class consists of several rate
groups. Issues related to allocation of transition costs and any potential for certain
customers to pay off transition cost obligations faster than others will be addressed in
our unbundling and ratesetting proceeding, A.96-12-009 et al., and we direct the
utilities to address these issues in crafting and updating CTC tariffs for direct access

and full service customers once a decision is rendered in that proceeding.™

7.  Federal Jurlsdictional Issues and Wéstern Contract 2948-A Arrangements
PU Code § 369 reads as follows:

“The Commission shall establish an effective mechanism that ensures
recovery of transition costs referred to in Sections 367, 368, 375, and 376,
and subject to the conditions in Sections 371 to 374, inclusive, from all
existing and future consumers in the service territory in which the wtility
provided electricity services as of December 20, 1995; provided, that the
costs shall not be recoverable for new ¢ustomer load or incremental load
of an existing customer where the load is being met through a direct
transaction and the transaction does not otherwise require the use of
transmission or distribution facilities owned by the utility. However, the

obligation to pay the conpetition transition charges cannot be avoided by

the formation of a local publicly owned electrical corporation on or after
December 20, 1995, or by annexation of any portion of an electrical
corporation’s service area by an existing local publicly owned electric
utility.

“This section shall not apply to service taken under tariffs, contracts, or
rate schedules that are on file, accepted, or approved by the Federal
Energy Regulatory Commission, unless otherwise authorized by the
Federal Energy Regulatory Conmission.”

™ By ruling issued January 31, 1997 in A.96-12-009 ¢t al., the assigned ALJ provided that the ratesetting
implications of the virtual direct acdess option would be addressed in that proceeding. The following
example may help to illustrate the issue invelved: Under frozen rates, one customer may consume
energy pnmanl) in off-peak periods. In these periods the Power Exchange price is low and headroom is
larger, meaning that a significant portion of this customer’s bill would be applied to CTC revenues.
Another customer may ¢onsume more energy on peak when the Power Exchange price is higher. A
higher Power Exchange price redudes the amount of revenues available for the CTC, so that the CTC
payment is only a small percentage of this customer’s total bill.
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This last sentence has been the subject of some dispute. PG&E discussed what it
characterized as a “common” instance of departing load supply arrangement as that
where a customer is able to take increased deliveries of power from the Western Area
Power Administration (Western), under a Contract 2948-A arrangement, with the
exceptions that Western power delivered to Bay Area'Rapid Transit (BART) pursuanit
to § 701.8 and Western deliveries to the University of California( UC) Davis at the
contractual level in effect on May 31, 1996 are exempt from CTC, pufsuant to PU Code
§ 374(b) and (c). FEA and Sonoma County object strongly to this treatment and state
that § 369 prohibits the apphcéhon of CTC to federal govemment customers of
Western without specific approval by FERC.

FEA states that these are long-standing electricity supply arrangements and are

presently and will continue to be in the future executed exclusively pursuant to
contracts filed tvith and approved by FERC; that § 369 mandates that CTC imposed in
connection with FERC jurisdictional matters must be authorized by FERC; and that
therefore, PG&E may not impose such CTC without FERC approval.

PG&E argues that the last sentence in § 369 is meely a “savings” clause, which
recognizes FERC's jurisdiction over wholesale power transactions and transmission
services, i.e,, that transition costs can be collected in the form of a FERC rate only if
FERC authorizes the utility to do so. PG&E further asserts that this understanding was
quite clear and understood by the parties participating in the lengthy discussions and
negotiations that led to language adopted in AB 1899, including § 369. PG&E argues
that because specific language singles out two particular Western customers, BART
and UC Davis, in § 374 (b) and (c), there can be no extension of such parii_cular
exemptions to other Western customers. Indeed, if such was the intent, tﬁ'e‘r’e‘ would
have been no reason for § 374 to reference BART and UC Davis. Finally, PG&E
contends that because the FEA and Sonoma Couitty were not involved in the drafting
process, they have little basis on which to offer their alternative reading of § 369.

PG&E states that taken to the extreme, FEA’s reasoning could tead to the

conclusion that § 369 would prohibit all transition cost recovery, since all electric
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consumers in California will be receiving transmission services upon implementation
of the ISO tariff that will be subject to tariffs, contracts, or rate schedules that are on
file, accepted, or approved by FERC.

FEA contends that it is not suggesting that it was the Legislature’s intent to
exempt all customers switching from PG&E service to Western supply service
provided under Contract 2948-A. FEA states that § 369 is not intended to exempt any
user from the CTC, but that any CTC that is imiposed in connection with FERC-
jurisdictional matters must be authorized by FERC. FEA asseris that § 374(b) and (¢}
provide BART and UC Davis with absolute exemptions, so that they will not be subject
to CTC. Finally, FEA argues that thete is a fundamental difference between the
implication of taking new services under FERC tariffs after December 20, 1995 and
taking FERC juriédictional service for as much as 30 years prior to this date. Thatis,
FEA recogmzes that a customer who was takmg PG&E service subject to CPUC
,unsdlchon prior to December 20, 1995, and then displaced that service with third-

party generation which was wheeled to the customer under a FERC-jurisdictional

tariff, may certainly be subjected to CTC under this Commission’s jurisdiction. This is

consistent with § 369. However, FEA ¢ontends this Commission does not have
jurisdiction to impose CTC on customers who have been taking service under a FERC-
jurisdictional contract for several years prior to the Preferred Policy Decision, when
those customers increase their delivery of Western power, even if that increase is after
the date of the Preferred Policy Decision, since that contract allows customers to
change the mix of power delivered by PG&E and Western. Finally, FEA states that
there is no authority that would support the assertion that the ability to interpret
statutory language requires active involvement in the process of drafting that
language.

Sonoma County also receives its allocation of fedéral power under Contract
2948-A and subsidiary agreéments, which, it alleges, are part of a cofnplex, integrated
power supply and transmission arrangement that benefits Western, Sonoma, and
PG&E, the benefits of which have been determined both by Federal a gencies and in

court. The contracts for the subsidiary arrangements are also on file with FERC. These
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contracts all specifically contemplate that PG&E will deliver increases in Westem

allocations to those retail and wholesale customers of Western without compensation

for purportedly displacing PG&E sales.

Similar to FEA’s argument, Sonoma County believes its right to this exemption
is distinguishable from the average PG&E retail customer that might in the future
receive FERC-regulated transmission service for an alternative source of power supply,
because Sonoma County’s right to purchase the Western allocation derives from
federal law. Inaddition, Sonoma County contends that Contract 2948-A involves more
than just transmission service to a potentially infinite group of retail customers; the
interrelationship of the power supply, support, transmission, and other arrangements
of Contract 2048-A results in a limitation on Western's ability to provide service to ény
other than a select group of customers, whose eligibility for service depends on federal
law and federal regulation. Moreover, the amount of energy and capacxty available for
sale is limited to a coincident customer demand of 1152 MW, '

Sonoma County agrees with FEA’s assessment of the BART and UC Davis
exemplions and suggests that such language must be interpreted as a direct -
reaffirmation of the Legislature’s intentions in § 701.8, in which BART is allowed to
reduce its electricity cost through the purchase and deli\'ery of preference power and
§ 374(c) which also references an existing relationship. Sonoma County also disputes
PG&E's statutory interpretation, stating that trusting “PG&E'’s interpretation of the
language because ‘PG&E was there and others were not’ sheds little light on how to
apply the language actually written into the statute.... ” (Sonoma County’s Brief, p. 25.).
Sonoma County therefore requests that we ensure that PG&E include terms and
conditions in its tariffs which recognize that PG&E will not collect a CTC from retail
customers with respect to loads served with an allocation from the Western under
Contract 2948-A. '

PG&E points out the public policy interest in ensuring the principle of
nonbypassability. The utilities want the CTC to be nonbypassable to reduce the risk
that they will not be able to recover as much transition costs as possible during the rate

freeze period. Ratepayers (residential, commercial, and industrial) want CTC to be
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nonbypassable to end the rate freeze as soon as possible and to avoid shifting of
transition cost responsibility. PG&E contends that the last sentence of § 369 does not
extinguish the obligation to pay CTC, but recognizes that PG&E may use the FERC
transmission delivery tariff or contract used by the consumer as a mechanism for
collection of CTC only if FERC authorizes it.

PG&E further conténds that the critical factor is that PG&E is not attempting to
collect the CTC through a surcharge on service taken under FERC tariffs and would
not impose CTC on Western (but on the customer) and would not result in
establishment of CTCs that would be included in Contract 2948-A, and therefore does
not sel FERC rates. According to PG&E, the CTC will be charged under a tariff that
applies to retail customers that are subject to this Commission’s jurisdiction by virtue
¢f their partial status as a PG&E retail customer. PG&E further asserts that itisnot a
party to the sales agreement between Western and its customers and those Western-
customer agreements are not on file with FERC because Western is not subject to FERC
jurisdiction and FERC does not have jurisdiction over sales of power at retail.

The Farm Bureau, CIU et al., and Edison support PG&E's pOsitioh and state that
there is no reason to assume that § 369 exempts these Western allocations from the
CTC. The Farm Bureau suggests that AB 1890 does not provide for an exemption,
within § 369, but that the remedy may lie in legislative relief.

7.1. Discussion
’ We have addressed analogous situations in D.96-11-041:

“No exemption seems necessary. An important point here is that the
reduction in load is not permanent, but is part of normal and continuing
variation in the federal deliveries and residual PG&E service. . . . these
customers do not fall within the definition of departing load, since they
continue to be PG&E customers under the same arrangements that
govemed their service from PG&E before December 20, 1995, and any
reductions in load that fall within the existing arrangements are not
‘subsequently served with electricity from a source other than PG&E.’
This conclusion may not apply if the existing arrangements were altered
in a way that reduced service from PG&E and substituted service from
another source.” (D.96-11-041, mimeo. at pp. 15-16.)
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No excmption is necessary in PG&E's tariffs, because the definition of
departing load does not apply to Western customers who are merely shifting their
allocation of federal preference load and PG&E load in a manner contemplated under
the existing contract. While no exemption is necessary in this instance, PG&E should
clarify the tariff language included in its Preliminary Statement to further define
“departing load” in accordance with this decision. While as a matter of public policy,
we believe that to the extent possible transition cost responsibility should be subject to
as few exemplions as possible, FEA and Sononia have raised important jurisdictional
concerns. Under the scenarios described, Western customers are exempt from CTC.,
According to a plain reading of § 369, FERC must authorize a CTC mechanism as it
épplies to service taken under contracts, tariffs, or rate schedules that are on file,
accepted, or approved by FERC. Therefore, this Commission cannot authorize a CTC

for this service. However, a customer outside of these specific federal preference

power ¢contractual agreements or other similar agreements covered by § 369, who was

taking PG&E service subject to CPUC jurisdiction prior to December 20, 1995 and then
displaced that PG&E seérvice with third-party generation, which is wheeled to that
customer under a FERC-jurisdictional tariff, will be subject to CTC. In addition, to the
extent that a CTC is imposed by FERC, we intend to develop a process to adequately
account for these funds to offset transition cost recovery and to make any necessary
adjustments to the firewall memorandum accounts.

In comments to the proposed decisions, PG&E requests that we clarify
the standards for applying the provisions of § 369, including how CTC should be
applied to, for example, new Western customers, existing customers at new sites,
customers that resell Western power, military base closures, departing customers,
Western customers that buy from someone else, and customers served under other
FERC-jurisdictional contracts. We do not intend to provide a definitive list of which
contracts are or are not subject to the pfovisior\s of § 369. We expect that parties
shOul_d be able to apply the provisions of the law. To the extent that there are disputes
that cannot be resolved t‘hroughﬂthe dispute resolution process discussed herein,

parties have the opportunity to file complaints or the Motion for Evaluation of
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Departing Load Statement, described below. Specific comments on this issue have
been filed by the City and County of San Francisco. Pursuant to Rule 77.4, we will not
address new factual assertions brought before us at this time. These facts, as noted by
the City and County of San Francisco, are not part of the record and these issues are
not before us as part of this proceeding.

We take this opportunity to further clarify that interpretational
arguments amounting to: “We were there and therefore, only we know the
Legislature’s intent” will not be accepted. The Legislature could certainly have drafted
the language included in § 369 to ensure that limited purposes and special
considerations would be accommodated. Obviously, the Legislature did not do so.

8.  Stipulations and Taritf Issues Related to Terms and Conditions

' Padies requested time at the first day of evidentiary hearings to hold an
informal workshop to address various tariff issues which they felt could lead to certain
stipulations. In addition, several tariff issues were resolved at workshops convened by
the Energy Division, and where issués were not resolved, substantial progress was

made in narrowing the focus of the contentious issues. These tariff workshops are very

valuable in our efforts to implement the complex world of electric restructuring. We

congratulate the Energy Division and the participants on their successful resolution of
issues and will hold other such workshops in the near future. Such settings are
preferable to protracted hearings and more effective at allowing parties to discuss and
resolve differences. We adopt the stipulations and ¢onsensus recommendations
supported by all parties. We expand the application of certain recommendations so
that additional information is provided to consumers, as we discuss below. Aswe
move forward in implementing the new compétitive generation framework, it is
crucial that consumers have easily accessible and understandable information available

to them, so that each customer ¢can make informed choices.

8.1. Stipulation Regardmg Market Rate Forecasts
- As discussed above, pnmanly because of the rate freeze, CTC will be

determmed ona resndual basis. This is true for bundled customers, direct access
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customers, and departing customers. This concept will be more fully developed in the
unbundling proceedings. Therefore, parties have agreed that 2.4 cents per kilowatt
hour should be used to approximate the market clearing price for the limited purpose
of developing an estimate of the total transition cost level which is applicable for 1998.
This number may be important for developing the rate reduction bond applications,
which are also addressed in AB 1890,

8. 2 Energy D:vlsfbn Workshops
“The major issues regardmg the terms and ¢onditions of Pxemptlons and

departing load were either agreed to at the informal workshop or in Energy Division
workshops. Parties generally agree that a uniform apprOach is preferable for all three
utilities. Several i issues were shpulated to at heanngs and more detailed agreements
were discussed at the workshops, mcludmg the following agreements: 1) to the extent
possible, the billed CTC wnll be based on metered oonsumphon, and 2) one of the
options for determining the load of departing customers may include reliance upon
third-party metering, so long as a verification of that meter reading is provided, and
that each party shall bear its own costs for any verification process of those meter
readings.

Section 369 provides that the CTC is applicable to all existing and future
customers. Within this broad applicability for CT C there are three general categories
of customers: 1) continuing utility full servide customers; 2) customers that continue
utility delivery services but obtain all or part of their energy from a provider other
than the jurisdictional utility {direct access customer); and 3) customers that obtain all
or part of their energy and delivery services from a provider othér than the
jurisdictional utility (depariing load customer). PG&E, Edison, and SDG&E have
indicated that tariffs identifying the CTC calculation for full service customers and
direct access customers would be filed in the unbundling and direct access

proceedings.’
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8.2.1. Billing Determinants, Metéring, and Rate Basls
Parties reached agreement on a departing load customer’s ability

to provide information from third-party metering to the utility as a basis for
adjustments to CTC payment calculations. Participants discussed this stipulation and
reached further a greement on metering and rate basis (i.¢., the rate schedule to be used
to calculate the CTC for departing customers) issues and how tariff language should
reflect these agreements. First, parties discussed the various utility-proposed defaults
for applying Billing determinants to calculate a customer’s CTC; for example, whether
to use an historical average or turfent meteréd data. SDG&E endorses using current
metering information when 7a'vailab.!e. PG&E prefers to use historical over current

information, and Edison prefers current information but would settle for using

historical metering information. In the workshop, all ﬁaﬂies agreed that it would be

inappropriate for a utility to require currént metered information and that the 6ptimal
approach is to let the customer select the billing determinant. We agree with
participants and will api:orove the updated modifications to utility tariffs which reflect
this understanding (included as Attachments 7 and 8 to the Energy Division’s
workshop report). | '

Participants also agreed that customers ¢ould change the rate basis
used in their CTC Caléltiatioh by providing current metered information to
demonstrate that, if they were still taking utility service, they would be under a
different rate schedule. We agree that this is reasonable. Although customers are
under a rate freeze, they are not prohibited fron moving from one frozen rate schedule
to another. Since this option is available to f ull service customers, it should also be
available to direct access and departing load customers. We therefore direct the
utilities to include this option in direct access tariffs and full service ta riffs, to the extent
necessary, with the understanding that this particular language may be subject to
adjustment based on findings in the direct access and unbundling proceedings.

7 Another metering issue discussed in the wc)rkshop was specific
tariff language indicating that metering would be used for these purposes only if it was
reliable. Non-utility parties believed the utilities’ proposed language relinquished the
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determination of reliability to the utilities. Participants agreed on language indicating
that metering would be deemed reliable pursuant to standards in tariff Rute 17 (for
PG&E and Edison; Rule 18 for SDG&E), or other standards that we might eventually
adopt. For now, we find that it is reasonable to determine metering reliability for CTC
purposes based on Rule 17 standards for PG&E and Edison and on Rule 18 standards
for SDG&E. However, we note that there is some confusion regarding whether this
standard would be the same for direct access and full service customers. In PG&E's

revised tariffs this languagé isincluded only in the section addressing CTC for

departing load customers. In contrast, Edison's tariffs include this language in the

section of the tariffs applicable to all customers. To the extent that a ¢ustormer could

receive a CTC-related benefit by utilizing third-party r‘ﬁete‘ring, itis equitable to

provide the same netering options all customers. Therefore we agree with Edison’s

inclusion of this language in the section of tariffs applicable to all customers. PG&E

and SDG&E shall incorporate this provision in their tariffs, again, with the
| imderstaﬁdiﬂg that this particular l'an_g_ti‘age may be subject to adjustment based on
- findings in the direct access and unbundling proceedings, such as, the establishment of
specific metering standards.

8.3. Applicabliity of CTC
As discussed above, § 369 provides that CTC is applicable to all existing

and future customers. While the tariffs filed in this docket have focused on departing
load customers, each utility took a different approach to the d.esign of these tariffs.
PG&E and Edison filed the most detailed departing load tariffs. For ‘exampie, Edison’s
tariff begins with a statement of the purpose of the CTC and then of the broad
applicability of CTC. Following this is a section regarding CTC calculation, which
provides the methodology for cal¢ulating the CTC for various kinds of customers,
including those customers provided particular terms or treatment by assorted code
sections. This section is where Edison details exemptions. Following this is a section
detailing the CTC terms and conditions specific to departing load customers. This

includes language regarding the obligation to provide notice, sign an agreement to pay
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CTC, and be subject to potential penaltics and associated curative measures unique to
CTC for departing load customers.

PG&E used a different approach which can best be understood by
comparison with the Edison approach. PG&E’s entire tariff applies only to departing
load customers. Because the PG&E tariff does not contain a section of generalized CTC
language useful for all customers, PG&E would presumably have to repeat much of
the langﬁagé in its departing load tariffs in tariffs for direct access and full service
customers. One other notable difference between the PG&E and Edison tariffs is that
Edison’s language fegarding special treatment of particular custormers (as may be
required by various code sections) is more detailed and provides important
explanations of‘lhe PU Code. In contrast, the PG&E tariffs sumimarize the PU Code
exemptions in two or three sen.tenc'es and cite the PU Code. Presumably, a customer
needmg mote information would be required to seek more detail in the PU Code.

SDG&E prowdéd tepresentative tariffs that it proposed toadd toits
tariffs for each rate schedule. These provide a description of CTCanda summary of
exemptions that is more detailed than that provided by PG&E and less detailed than
that provided by Edison. SDG&E’s lack of notice provisions, pénalties and curative
measures and other language specific to departing load customers reﬂects SDG&E's
proposal that unique terms are not necessary for departing load customers because it
contends that existing tariff provisions for nonpayment of bills are adequate.

A primarj; consideration in evaluating tariff format issues is determining
which format is likely to enhance the usefulness of the tariffs for customers. Customers
cannot generally dedicate extensive lime and effort to evaluating tariffs, so it is
reasonable to attempt to ensure that the tariffs are as customer-friendly as possible.
This is likely to be particularly important in the future, as competfti\'e options become
a reality and as customers take a greater interest in comparing service options. Tariffs

should be dos_ignéd so that the customer can easily understand the costs and

implications of choosing various available service options. Another benefit of having
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all CTC tariffs in one place is that it eliminates the need for extensive cross-referencing
to understand the implications of choosing various service options.” Providing CTC
tariffs for full service, direct access, and departing load customers in the same area of
the tariffs will help the customer assess the way its CTC calculation and terms might
change under the various service alternatives. Itis prudent to put this language and all
generalized CTC language in a general tariff section applying to CTC for all customers,
followed by more specific language delineating particular requirements for full service
customers, departing load customers, and direct access ¢ustomers. Edison’s tariffs are
a useful model and begin with language necessary for all customers. A
Therefore, we direct PG&E and SDG&E to revise their terms and
conditions tariffs according to Edison’s model and the requirements outlined in this
decision; ie., the tariff formats should include all generalized CTC tariff language in
one CTC tariff havmg broad apphcabnhly and be followed with the tariffs specific to
departing load customers, uhllty service and direct access customers.”> PG&E and
SDG&E should also reflect the language in Edison'’s tariff section titled “CTC
calculation.” To the extent that PG&E and SDG&E must modify Edison’s language to
reflect utlllty-spemﬁc exemptions or modlftcahons, such modifications should reflect
the detail and approach used by Edison. We also note that Edison’s definition of
departing load is not included in the departing load tariffs, but in its Rule 1 definitions.
In addition to adhering to the General Order 96-A requirements, PG&E, Edison, and
SDG&E should also provide this definition at the beginning of its departing load

section. In revising or developing tariffs as ordered here, utilities should abide by the

® Designef CTC tariffs will be an important consideration in this customer analysis. For e\ample,
customer considering an alternative energy provider is likely to know its current energy rate is bocause
this is provided in the bill. The custemer would also presumably have an idea of the cost of energy from
an alternative provider because this knowledge is likely to be what causes the customér to consider the
alternative provider. What the customer needs to understand is the way its CTC charge and assoctated
terms might change if it utilized the altemative energy provider.

? We understand that utilities planned to file CTC tariffs for utility service ¢ and direct acéess customers
in the un'bundhng and direct access proceedings. These tariffs should also be filed in this docket.
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following principles: 1) Utilities should work together to achieve the higheél degree of
uniformity practicablé; 2) When tariff language is based on a utility proposal that has
yettobe apprkt.)véd in the direct access or unbimdling proceedings, the tariffs should
reflect the utility proposals and this should be clearly stated. The full service and
direct access CTC tariffs may require later modification to reflect decisions adopted in
other proceedings. These modifications may be handled by augmented advice letter
procedures, as we discuss below, or be addressed in a workshop. Additional guidance
will be provided by ruling.
8.4. Exemptlons trom CTC

_ PU Code §§ 372 - 374 address exemptions from transition cost

vecovery for speciﬁc’ custorners, customers’ end-uses, or customer classes.
Some parties believed that two types of exemptions were not adequately

addressed in the pro-forma tariffs. On Décember 3, 1996, parties reached a stipulation
‘regarding utility reflection of the PU Code § 372 exemption for onsite and over-the-
fence generation commitied to after December 20, 1995. During the terms and
conditions workshop process, utilities updated their tariffs with language that
acceptably reflects these excniptions. Essentially, this language better clarifies that: 1)
the §372 (c){1) exemption providéd for self-genetati(‘m'unils is for units whose )
construction had not commenced before December 20, 1995, as opposed to units whose
construction had begun before this date, for which other exemptions apply, and 2) the
exemption pr"dvided in § 372 (c)(2) applies only to over-the-fence arrangements
between unaffiliated partties, rather than affiliated parties, for whom exemptions are
provided in § 372 (a)(1).* We agree with these recommendations and clarifications to

the tariffs, because they are consistent with the law.

# Section 372( ¢) provides, in relevant part, that “{t}he Comnission shall authorize, within 60
days of the receipt of a joint application from the service utility and one or more interested
parties, applicability conditions as follows: ’

Footnote continued on next page
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8.5. Fire Wall and Exemptions
Section 330(v) establishes a fire wall as follows:

“Charges associated with the transition shoutd be collected over a
specific period of time onva nonbypacsable basis and in a manner that
does not result in an increase in rates to customers of electrical
mrporahons In order to insulate the policy of nonbypassablhty against
incursions, if exemptions from the competition transition charge are
granted, a fire wall shall be created that segregates recovery of the cost of
exemptions as follows

“(1) The cost of the competltion transition charge exemptions granted to
niembers of the combined class of residential and small commercial
custoniers shall be recovered only from those customers.

' “(2) The cost of the competition transition charge exemptions granted to
members of the combined class of customers other than residential and
small commercial customers shall be recovered only from those
customers. The commission shall retain existing cost allocation authority
provided that the fire wall and rate freeze principles are not violated.”
(See also PU Code § 367 (¢)(1).)

Therefore, the exemptions delineated above necessitate the establishment
of the fire wall to ensure that no cost-shifting occurs and may lead to a 3- month -
extension of the collection period for the recovery of certain, specific exempted costs
from the appropriate side of the fire wall. The fire wall is thus established to address
revenue shorifalls due to exemptions.®

Section 367(a)(5) provides that to the extent that CTC-eligible costs are

not recovered prior to December 31, 2001, due to revenue loss from i rrigation district

“(1) the costs identified in Sections 367, 368, 375, and 376 shall not, prior to june 30,
2000, apply to load served onsite by a nonmobile self-generation or cogeneration fac:hty that
became operational on or after December 20, 1995.

*(2) The costs identified in Sections 367, 368, 375, and 376 shall not, prior t6 June 30,
2000, apply 0 load served under over the fence arrangements entered into after December 20,
1995, between unaffiliated entities.”

* Pursuant to §374(b), the fire wall does not apply to BART exempuons CTCcosts dueto exemphons
fot BART will be paid for by all rtemaining PG&E customers.
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exemptions onl)'; the uiilities are allowed to extend its collection period (and therefore,
the rate frecze period) to March 31, 2002, provided that; subject to the five wall
* restrictions, only $50 million of this category of costs are eligible for recovery.

Therefore, the CTC amounts that would otherwise have been paid by
exempt customers must be tracked according to the type of exemption and by class
(i.c., large vs. small in compliance with the fire wall). The memorandum accounts and
methodology that have been proposed by PG&E and Edison in Exhibits 7 and 10,
respectively, are acceptable for tracking these exemptions. SDG&BE should include
similar laﬁguage in its tariffs to implement this requirement.

8.6. Issues Regarding E xémprions’

In its Phase IA opening brief, MiD disputes PG&E’s intention to ¢ollect a
payment for public benefits programs from departing customers who begin taking
exempted load from an irrigation district. MID believes that if PG&E is allowed to
implement this practice, those custoners will be paying twice for the same public
benefits programs. Because the allocation and collection of nuclear deconunissioning

charges and public purpose benefits charges are notbeing considered in this

proceeding, MID should raise this issue in the unbundling and ratesctting proceeding, -

as directed by ALJ ruling issued on January 31, 1997.

PG&E states that imputed post-2001 lump-sum amounts must be
determined by December 31, 2001 for exempt non-irrigation district loads during the
period fron January 1, 2002 to March 31, 2002. PG&E further states that irrigation
district customers will retain responsibility for making their own post-2001 CTC
payments. 7

MID believes that a plain reading of § 374 and the sunset provision stated
in § 374(a)(4) is that after March 31, 2002, a departing customer would not be exempted
" from transition costs; i.e., if MID has not utilized its 75 MW of load for which the
exempnon was provided by the sunset date, any remammg porhon is no longer

available as exempt foad.
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PG&E, on the other hand, states that the statutory language means that
the e’xembtions of costs identified in §§ 367, 368, 375, and 376 expires as of March 31,
2002. Therefore, an)’ irrigation district _c’tistomers‘ are no longér exempt from transition
costs and must begin making their own payments for transition costs remaining to be
. collected after March 31, 2002. This wiil include employee-related transition costs ‘

(8§ 375), restructuring implementation costs to the extent not recovered from any other

source (§ 376), and transition ¢osts related to power purchase agreements, which

extend over the life of the contract.

We agree with PG&E. A plain reading of the statutory language does not
indicate that any of the 75 MW are no longer available as exemptions, but that, in fact,
these customers are no longer exempt from any transition costs accruing in the period
after March 31, 2002. While PG&E has referenced Merced’s position with a discussion
of the understanding of the parties during the drafting of AB 1890, such a discussion is
irrelevant for these purposes. Again, we reiterate that at this point, the intentions and
understanding of the parties in drafting the legislation does not matter; it is the
language of the statute that is relevant. Furthermore, MID is incorrect in assuming that
PG&E may seek to recover the $50 million from exerﬁpt customers; rather, the utilities
may recover a maximu of $50 million in exempt ¢osts from all other large customers
during the January 1, 2002 through March 31, 2002 time period, a period during which

the irrigation district customers are still exempt from these costs.

8.6.1. Disputé Resolution

MID is also concerned regarding PG&E's tariff language that
provides that the utility will make the initial determination of eligibility for exempt
status. MID states that PG&E'’s requirements raise unnecessary hurdles to competition
by requiring the customer to provide notice to PG&E of its intent to claim exempt
status and by imposing the responsibility on the customer to file a motion for the
evaluation of departing load CTC statement with the Commission, if the customer
disagrees with PG&E’s assessment. MID recommends that because PG&E has an |

economic interest in finding no exemption, the utility should be required to challenge a
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claim of exemption by filing a motion with the Commission, and that the irrigation
district supplier should be entitled to respond on behalf of the challenged customer.
PG&E states that the notification procedure is necessary, so that

only those customers that are so entitled receive exeniptions and so that adequate

records can be kept for fire wall accounting purposes. PG&E’s proposed tariffs
require that within 20 days after receipi of a departing load CTC statement, a
departing load customer may file a “Motion for Evaluation 6f Departing Load CTC
Statement” at the Commission in R.94-04-031/1.94-04-032.

‘Conceptually, we agree with PG&E. However, as we found in
D.96-11-041, PG&E’s proposed process is cumbersome. We will adopt the same
procedures for PG&E, Edison; aﬁd SDG&E which we found reasonable for PG&E in
D.96-11-041. If a departing customet believes that the departing load statement does
not comply with the terms and conditions of the tariffs and related decisions, it should
notify the relevant utility in writing of the grounds for its belief within 20 days after
receiving the departing load statement. If the utility does rot accept the customer’s
position, it should respond in writing within 5 days after receiving the customer’s
notification. The utility and the custonier should then ¢onfer to attempt to resolve the
differences. If necessary, the parties may also consult with Energy Division staff to
attempt to achieve resolution. If no resolution is reached within 10 days, the customer
may then file the motion described in the proposed tariffs. The utility and the
customer may agree to extend this 10-day period to allow for further negotiations or
other resolution techniques. PG&E, Edison, and SDG&E should amend their tariffs to

reflect these provisions.

8.7. CTC-Related Penalties
An area of transition cost tariff proposals that resulted in extended

dialogue among workshop participants was provisions for penalties applied to
departing customers for failure to provide notice and failure to pay CTC. For the most
part, Edison derived its departing load tariffs from the PG&E tariffs, so their initial

tariff proposals were similar. SDG&E disagreed with using unique penalties for
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transition costs for departing load customers. SDG&E prefers to rely on the penalty
mechanisms already included in its tariffs for transition cost penalties.

We disagree. First, transition costs for departing load are distinguishable
from other utility charges in that the utility has limited or no ability to threaten
termination of service if the customer fails to meet its obligations. Itis reasonable to
develop unique penalty procedures to ensure ihal departing load customers cannot
bypass transition costs and increase the transition cost burden on full $ervice and direct
access customers. Second, departing load trangftioh cost c}{arges are of a much greater
magnitude than would customarily be associated with a few months of missed bills. It
is reasonable to develop special ptocedures that allow the customer enhanéed
opportunities to cure the problem. For these reasons, we will order SDG&E to mirror
the PG&E and Edison tariffs regarding the departing load transition cost penalties,
modified as discussed below.

8.7.1. Failure to Provide Notice of Departure
Participants also discussed whether thete is any reason to ulilize a

different penalty procedure for customers who fail to provide notice of departure as
opposed to customers who fail to make CTC payments. Workshop participants agreed
that different penalty procedures are appropriate and that the Edison and PG&E
proposals for penalties for failure to provide notice are adequate. We approve this
consensus agreement, authorize PG&E and Edison to implement the/depé‘rting load -
penalty for failure to provide notice of departure as presented in Attachnients 7 and §
of the Energy Division workshop report issued on January 24, and also order SDG&E
to draft tariffs to include the departing load penalty for failure to provide notice of

departure.

8.7.2. Failure to Pay CTC
PG&E and Edison proposed a penalty for departing load

customers who do not pay CTC which involved issuing a notice to cute if payment is

not received by the end of the payment grace period. If the ¢ustomer does not remit
the missed payment within 20 day's of the notice to cure, PG&E and Edison would
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immediately pursue the lump-sum payment described below. At the beginning of
cvidentiary hearings, ORA indicated that it disagreed with these utility procedures but
would sct them aside for discussion in the transition cost terms and conditions
workshop. During the workshop, ORA introduced a proposal that would add another
stage between a customer’s failure to comply with the notice to cure and the utitity’s
pursuit of the lump-sum payment.

In this so-called two stage approach the utility would respond to
the customer’s failure to satisfy the notice to cure by issuing a notice to provide
payment and deposit. The customer would have the opportunity to respond to this -
notice by becoming current on its missed CTC payments and providing a deposit in
the amount of two times the missed payments (i.e., four monthly CTC payments
within 30 days of the notice to provide payment and deposit. If the customer provided
this payment and deposit to the utility, the matter would be resolved. If the customer
failed to provide this payment and deposit by the end of the 30-day grace period, the
utility would then pursue the lump-sum payment. The neét effect of the ORA proposal
is that the customer that fails to meet the original notice to cure is provided a second
remedy at a cost much lower than the cost of the final lump-sum payment. This two-
stage approach also allows the customer an additional 30 days before facing utility |
pursuit of the lump-sum penalty.

Workshop participants agreed that the two-stage approach is
preferable to the original utility proposals. We agree, the most persuasive reason being
that it provides an additional cushion for human error. Departing load custoniers may
include large industrial customers, but may also include residential and small
commercial customers who opt out of the utility’s delivery system. Customers who
forget to make a CTC payment or fail to arrange payment of bills during an extended

vacation or sick leave should be provided a more relaxed initial penalty before the

utility pursues a penaﬁy as dramatic as the lump-sum payment. Therefore, PG&E,
Edison, and SDG&E shall revise their tariffs to reflect this modified penalty process,
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with madifications to the lump-sum payment as detailed below.™ We order SDG&E
and Edison to implement the extended grace periods for purposes of the departing
load transition cost penalty for faiture to pay CTC. (Sec Energy Division’s Workshop
Report, Table 1.)

Certain details must be resolved in order to implement the two-
stage penalty. First, we recognize that the utilities might have differences in the way
they treat customer deposits, pursuant to Rule 7 of their existing tariffs. An example is
that PG&E's computation of interest on deposits differs from that of SDG&E and
Edison in the frequency of the compounding. In general, these differences have no

substantive policy implications, and the utilities should therefore implement this

penalty with the understanding that they will treat the deposit with the same rules

already established by existing Rule 7. |

Second, one understanding reached during the workshop was that
the two-stage penalty procedure would be available to the customer only for the first
instance in which the customer fails to pay CTC without response to the notice to cure. .
We agree that this is a réasonable approach. Upon be%ng reminded of the importance
of meeting the CTC obligation during the first invocation of the two-stage penalty, the
customer should gain an understanding of the need to stay current on its transition
cost obligations.

~ Finally, the workshop report reflects an agreement among

participants that, having collected a deposit once using the two-stage penalty, the
utility could apply deposit amounts toward CTC payments in the event the customer
again fails to meet CTC payments. However, we find that this agreement violates
Rule 7 provisions for the appropriate use of deposits. We therefore clarify that the
utility cannot draw on a customer’s deposit to meet missed CTC payments, with the

following exceptions. Edison’s Rule 7 allows for the application of deposits to the

* We note that a uniform grace period is required for purposes of this penalty onfy and clarify that this
change in grace period will not apply to any other aspect of the utilities’ tariffs.
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customer’s closing bills at the time the customer discontinues taking service from the
utility. A parallel interpretation should be allowed for Edison so that deposits may be
applied to outstanding departing load transition costs at the end of the transition
period. To the extent that PG&E's and SDG&E's Rule 7 tariffs allow for such
application of deposits to closing bills, PG&E and SDG&E should also allew for
application of deposits to outstanding Departing Load CTC at the end of the transition
period.

8.7.3. The Lump-Sum Payment as Penalty

The utilities have proposed a lump-sum payment to be applied in
the case of penalties and which is also to be collectéd on March 31, 2002, in lieu of the
monthly obligation. We discuss the penalty provision first.

The Farm Buteau has expressed concerns that the lump-sum
payiment associated with the departing load penalties for failure to provide notice or
pay CTC is unnecessarily large, and is linked to & cuistomer’s total bill rather than only
the uneconomic portion of the bill. Therefore, the Farm Bureau believes that linking
the lump-sum payment to these additional amounts (i.e., the entire bill) unfairly

penalizes the depart'ing customer. We use this opportunity to address concerns not

only that calculation of the lump sum may be inequitable, but that the lump-sum

payment requirement could be anticompetitive.

Used as a penalty, we do not believe that the lump-sum payment
is anticompetitive. We note that a departing load customer has ample opportunity to
avoid the lump-sum penalty by providing notice to the utility and meeting its monthly
transition cost obligations. In addition, we have now required that the tariffs provide a
reasonable opportunity to correct the situation to avoid the tump-sum penalty.
Therefore, we do not believe that it is reasonable to incorporate the lunip-sum penalty
into any decisions to utilize alternatives to ulility distribution and energy services.
This would be analogous to basing a cost-effectiveness analysis on the assumption that
the customer would fail to meet simple obligations such as paying its bills. In general,

we find this te be an unreasonable assertion. Customers that choose to utilize
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alternative energy and distribution services are likely to be aware of what their
obligations would be if they pursue these alternatives, including their obligations to
provide notice and nicet monthly transilion cost obligations.” Therefore, we conclude
that, used as a last resort, the lump-surn payment is unlikely to be anticompetitive.
However, we agree that there is an equity issue associated with
the lump-sum payment. If the lump sum represents an amount greater than the
customer’s actual net present value transition cost obliga’ti‘cm at the tinie that the
penalty is levied, that customer pays more than its fair share of transition cost
obligation. If the lump sum is an amount less than the custOmer s net present value
transition cost obhgatlon at the time the penalty is levied, the customer would pay less
than its fair share of transilion costs, leaving other customers to pay the remainder.
The optimal outcome is for the lump-sum penalty to reflect the best estimate of its
remaining transition cost obligation when the penalty is levied.* If this outcone can be

achieved, it also serves as a response to mitigate the Farm Bureau’s concerns about the

luinp sum being based on the customer’s total bill rather than only the uneconomic

portion of the bill,

PG&F's derivation of the lump-sum ;:harge.to be applied to
customers that miss CT C payments appears to be consistent with this optimal _
outcome. PG&E states that the proposed lump-sum payment “. . . is neither a ‘penalty’
nor is it meant té be unnecessarily punitive, but rather is intended to provide a-
reasonable “ariount certaint’ for the customer’s total CTC responsibility . . . .

(Exhibit 6,- p. 6.) Although PG&E also states that the lump sum represents an "uppér’

¥ Our requirement that each utility provide clear and previse tariffs for all customers will help to ensure
that customers understand these obligations.

* We also note that if the lump-sum payment were lower than the customér’s net present value .
transition cost obligation , then it would provide an incentive té pursue alternative generation, and take
actions to incur the lump-sum penalty. Conversely, if the lump-sum payment were higher than the
customer’s net present value transition ¢ost obligation, a cus!omer that believes it cannot adequately
provide notice of departure or meet CTC payments w ould, in fact, have a disincentive to pursue -
alternative generation. However, if the lump-sum pa)'menl accurately reflected the ¢ustomers net
present value transition cost obligation, then the lump sum is competitively neutral.
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range” estimate, the approach provides a good starting point for developing an
optimal lump-sum amount. Two modifications to PG&E's original lump-sum
proposals are necessary for the lump sum to effectively represent a best estimate of the
customer’s remaining transition cost obligation.

First, the lump suny must account for transition cost amounts
already paid by the customer. To make the customer pay the full original lump sum

even if that customer had met monthly transition cost obligations as a full service or

direct access customer would be a double collection of some of that custoner’s
transition cost obligation. In fact, the lump sum 6riginally proposed by PG&E for
customers that failed toipay CTC attempted to account for cumulative payments
teceived. This lunmip-sum penalty is scaled to the number of months remaining in the

transition period. PG&E indicates that the scaling formula is “reasonably

representative of the upper range of current estimates for the company’s outstanding
total unamortized CTC requirements . ..."” (Exhibit 6, p. 14.) Although this is
somewhat different from scaling an individual customer’s lump-sum penalty to reflect
that custonmer’s actual CTC contributions to date, such a customer-specific penalty may
be infeasible. PG&E’s approach is a reasonable approximation.

In contrast to its proposed penalty for failure to pay CTC, PG&E's
original lump-sum proposal for the penalty for failure to provide notice was not scaled
to reflect cumulative transition cost collections, but was fixed at two times the
custonier’s reference period bill. As proposed, this penalty could result in a double
counting of CTC by failing to reflect a customers’ CTC payments made before
departure from utility distribution services. ORA raised this point in its testimony,
and PG&E agreed in its rebuttal that the lump-sum penalty for failure to provide
notice should also be scaled in a fashion identical to the penalty for failure to pay CTC.
The most recent versions of the PG&E tariffs reflect these changes.

The most recent version of the Edison tariffs regarding both
penalties for failure to provide notice and failure to pay CTC also use a lump-sum
penalty calculation that would to some extent reflect that customer’s CTC payments

made before enforcement of the lump-sum penalty. Edison used a different approach
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for calculation of the lump-sum payment. In Edison’s proposal, if the lump-sum
penalt)";must be assessed on the customer, the lump-sum payment would equal that
customer’s monthly CTC payment amount multiplied b) the number of months
remaining in the transition period. This approach seems more straightforward on
initial evaluation, because it is based on actual monthly CTC payments. However, |
under the rate freeze, the customer’s monthly CTC payments are not based on any
estimate of that customer’s CTC obligation, but rather on the residual of the frozen rate
less all other charges. ThéréfOre, actual monthly CIC payments might fluctuate
greatly, and would certainly have no direct bearing on or reflection of the customer’s
total transition cost obligation. For this reason, we will order Edison to change its
lump-sum pe‘nélty caleulation to one similar to PG&E's. We also order SDG&E to
inCOrpbrate these provisions in its tariffs.

. Second, the lump-sum amount must be trued-up to reftect changes
to the utility transition cost requests that will be addressed in Phase 2 of this
proceeding. The utilities’ estimates of the customer’s full transition cost obligation
used to develop the lump~suhi payments are obviously based on each utility’s request
for transition costs in this proceeding. The lump-surit paymenté should beé scaled up or
down proportionately to Ireﬂect our decisions in these proceedings and the Diablo
Canyon proceeding, A.96-03-054, as well as D.96-12-083 regarding Palo Verde Nuclear
Generating Station.

We realize that this process involves a certain amount of

forecasting. Although this is a prospect we have sought to avoid when possible, it

appears the only reasonable means of achieving our goal of making the lump-sum
payment reflect departing load customer’s total net present value transition cost
obligation. We also note that participants to the workshop have implicitly accepted
use of these forecasts by agreeing for the most part with the use of a lump-sum
payment in _pénalty mechanisms for departing load. Inany case, the number of
customers to which these kinds of penalties would apply is small, which means that

the magnitude of potential forecast risk will be small in the aggregate.
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Therefore, after issuance-of the Phase 2 decision, the utilities shall
file revised terms and conditions tariffs for departing load that reflect these changes in
transition cost forecasts and includes the most recently adopted updates of costs. In
the meantimé, the utilities and other parties should consider a method that can be used
to scaie the lump-sum penalty calculation mechanism when the Phase 2 decision is
issued. PG&E stated that the estimate behind the lurnp-sum payment represents an
upper range for the customer’s transition cost obligation. Aniong other things, parties

might work together to reach agreement on whether the lump-sum payment should be

scaled to represent an upper-, iid-, or low-range estimate. Parties may also work to

teach agteement on a stipulated long-term price forecast, the use of which would be
strictly limited to scaling of the lump-sum payment. This may be an appropriate
subject to discuss in workshops to be held later this year. Further guidance will be
| provided by ruling at a later date.

8.7.4. Final Departing Load Customer Lump-Sum Payment in 2001

Departing load tariffs originall)' filed by PG&E and Edison

required departing load customers to make a final lump-sum CTC pa’ymeht on
March 31, 2002 or at some other time as determined by the Commission. This lump-
sum payment would not be pursued as a penalty for failing to provide notice of
departure or failure to pay CTC, but instead would be required of all departing load
customers. Non-utility parties disagreed with this proposal, stating that the final
lump-sum payment could be large and impose a hardship on departting load
customers. Workshop participants agreed that it would be reasonable to offer
departing load customers the option to make a final lump-sum CTC payment or some
form of continuing periodic transition cost payments. Participants agreed that these
periodic transition cost payntents would not necessarily be an extension of monthly
payment arrangements for the duration of the remaining transition cost recovery
period, but recommended that the Commission should address the frequency and

duration of the payment options at a later date.
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We agree that requiring a final lump-sum payment of renaining
transition cost obligation could impose significant hardship on departing load
customers. This would also place significantt forecast risk on customers and
shareholders. We approve of the recommended approach to evaluate and establish
petiodic payment 0ptibr‘is for departing load transition cost obligations after 2001.
These obligations include engoing costs eliéible for éonlinuing recovery and those
costs which have been allowed to be dcferred including emplo) ee-related and
_restructuring 1mplementation tansition costs. To 1mplement this recommendation we
will order utlhtles to filé appllcahons no later than January 30,2001 which propose a
method for conhnumg periodic transition cost payment arrangements for departing
load customers. These applications should also provide forecasts of remaining
transition cost obligations of departing load customers that would be used as a basis
for the final lump-sum payment option and a method to determine the way lump-sum |
payments would reflect ¢ontinued periodi¢ CTC payments in the event that a customer
should choose to make the lump—sum payment sometime durmg the proposed
periodic payment period.

'8.8. Procedural Méchanlsms to Update Terms and Conditions Tariffs

We have provided parties augmented procedures for review of interim

transition cost tariffs. We intend to ¢ontinue this practice and asked workshop
participants to recommend a procedural means to continue to offer this enhanced
opportur‘.ni-tf for reviewing future utility proposals to modify transition terms and
conditions tariffs. For 1997, participants recommend two means of reviewing
proposed tariff chahges. First, participants suggested that some review and discussion
could take place in the workshops scheduled to add ress balancing accounts that are
planned for the summer. Second, participants suggested that it may be appropriate to
expand the standard advice letter filing service list to include those parties with
broader restructuring-related interests and doubling the protest period from 20 to 40
days. PG&E recomniends thata 30-day protest period for sigﬁificant update filings, -

following instructions from assigned ALJs, would strikea reasonable balance between
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preserving existing advice letter time lines and giving parties the necessary additional
time to respond to important restructuring filings. Participants also agreed that parties
have the option to request that an advice letter be turned into an application, which
would result in an even greater opportunity to scrutinize the tariff proposal. During
the transition period (1998-2001), participants agreed that modifications to tariffs could
be reviewed in advice letter filings subject to the same extended opportunities for
review or in the annual transition cost proceedings.

We agree thqtradditiénal work_sh()ps riay be necessary to review

proposed C1C terms and conditions tariffs in 1997, particularly because parlieé have

not yet seen these tariffs for full service and direct access customers. Whether
workshop activity addressing CTC terms and conditions tariff issues should take place
in potential balancing account workshops or in separate workshops is unclear at this
time. Additional procedural guidance will be provided by a later ruling.

Once the Phase 2 decision is adopted, utilities will be required to formally
file tariffs by advice letter. We will utilize suggestions for an 'augr‘néntéd advice letter
process. The advice letter should be filed on each utility’s standard advice letter
service list, the service list for R.94-04-031/1.94-04-032, and the service list for this
docket. We adopt PG&E’s recommendation for expanding the protést period to 30
days. This procedure has been used previously to allow for protests to utility pc'vétings
of the monthly QF energy payments. We will evaluate the responses to future advice
letter filings to determine whether other tariff changes require additional workshop
review.

_ After 1997, it is reasonable that the utilities use either the annual
transition cost proceeding or the advice letter process to make tariff modifications,
depending on the timing and the ramifications of such requests. The primary reason
for the extended service and protest period for 1997 is to provide for both the busy
procedural schedule for all restructuring-related initiatives and new restructuring-
related tariffs. We may not need such augméntaiions to»t'he advice letter process;
during the entire transition period, but will retain them at least for 1998. We will

revisit this isstte in the 1998 transition cost proceeding. We also note that parties may
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use protests to advice letters requesting that tariff modifications be turned into
applications. We caution the utilities not to abuse the advice letter process by using
them to request authorizations that would more appropriately be soughtin an
application.
9. Comients on Proposed Décllen and Altemate Declslon

Timely comments on both the AL] proposed dec;smn and the alternate
proposed decision wete filed by PG&E, Edison, SDG&E, ORA, TURN et al, CUE, Farm
Bureau, CIU et al. and EPUC /CAC. The City and County of San Francisco and the City
of San D:ego s Metropohtan Wastewater Department also fited comments, along with
niotions to intervene. Tlmely reply comments were flled by PG&E Edison, SDG&E,
ORA, TURN ¢! nI and the City and County of San Francisco. We have incorporated
these comments as appropnate, whlch were parhcularly he]pful in regards to technical
clarification necessary to implement the Commission’s findings. We emphasize that in
accordance with Rule 77.3, comments which merely reargue posmons taken in briefs
are accorded no weight. Furthermore, Rule 77.4 provides that comments are not to
include new factual information which has not been tested by cross-examination. Such
comments will not be relied on as the basis for assertions made in post publication
comments. »

The comments have addressed several issues, including the following ateas:

definition of current costs, clarifying the deferral of costs, clarifying the 1999 transition

cost proceeding, clarifying exemptions, and addréésing the provisions of § 369. We

have addressed these issues throughout the decision, as appropriate.
Findings of Fact

1. The requirement that allocation of transition costs shall not resultin rate
increases beyond ]uné 10, 1996 levels requires that the CTC portion of a customer’s bill
be computed on a residual basis, i.e., the difference between the total rate and all other
charges, including the Power Exchange price. |

2. The ]oiht Recommendation is not a settlement and is accorded appropriate

weight.
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3. Recovery of generation-related transition costs is not intended to be without
risk, but § 330(t) provides the IOUs a reasonable opportunity to fully recover transition

costs. o
4. Other than employce-related transition costs addressed in § 375, restructuring

implementation costs addressed in § 376, and any generation-related transition costs

which are displaced because of the collection of funds addressed in § 381 (d), current

transition ¢costs must be recovered as incurred.

5. Greater revenues are available for total transition cost recovery when assels
with a higher rate of return are accelerated priof to assets with a lower rate of return,
and in a manner that maximizes the tax benefit of such amortization.

6. Itis in the interests of both ratepayers and shareholders to ensure that the
greatest amount of revenues is available to collect transition costs, rather than being
applied to interest and carrying costs.

7. Ratepayers benefit from maximizing the amount of revenues to apply to
transition cost recovery, because if transition costs are collected as expedi tiously as
possible, the rate freeze may end before December 31, 2001.

8. Shareholders benefit from ensuring that the greatest amount of revenues is
available to collect transition costs, because there is a greater likelihood of full recovery
of those costs.

9. It would not be equitable to allow the utilities to have the flexibility to accelerate
the recovery of assets that do not bear a rate of return and simultaneously allow the
utilities to apply a lower interest rate to their CTC revenue accounts.

10. We have not yet adopted a definition of regulatory assets for purposes of
transition cost recovery, although regulatory obligations are included in the definition
of generation-related assets provided for in AB 1890.

11. Recovery of regulatory assels is probable because there is no reason to assume
that frozen rates will not result in sufficient headroom to fully recover transition costs.

12, Regulatory assets that may be subject to write-off due to FASE; Statement No. 71
should be amortized ratably over a 48-month period. The specifi¢ regulatory assets to
which this finding applies will be determined after Phase 2 eligibility is established.
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13. To the extent these assets adhere to the requirements of § 367, generation-
related regulatory assets remain recoverable through the CTC, even if written-off for
financial accounting purposes.

14. The utilities have the opportunity to accrue revenues to offset transition costs
prior to the beginniﬁg of the transition period because the rate freeze commenced on
January 1, 1997, pursuant to D.96-12-077.

15. The proceeds from rate reduction bonds will have a significant impact on

transition cost recovery. 7
16. An annual transition cost proceeding will help to ensure that we can provide for

unanticipated problenis.

17. We will not know the extent to which transition ¢osts are uneconomic until
market valuation is completed and until we determine the amount of fixed costs that
are recovered in the Power Exchange markét clearing price.

18. We must ensure that we can track recovery of transition costs on a detailed
basis, so that we can determine when those transition costs are fully collected, and we
must ensure that adéquate review is provided for to ensure that only the uneconomic
portion of transition costs is recovered.

19. Current ratemaking principles remain essentially intact, including the
accounting principle of matching revenues with expenses; therefore, excepting costs
whose recovery may be deferred beyond 2001 as discussed herein, current costs should
be recovered first.

20. To the extent that revenues did not cover costs in the current period, revenues
should be applied first to transition costs incurred during that period and then to
scheduled amortization.

21. As assets which are currently included in rate base are amorlized, rate base
should be reduced correspondingly, including the impact of associated return and
income taxes. :

22, Generation-related assets should be written down to the estimated market

value, but not below, on an asset-by-asset basis.
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23, Sirnilar to balancing accounts established today, the utilities should manage the
acceleration of assets to achieve a matching of revenues to current costs plus the
portion of noncurrent costs that is accelerated in a manner to avoid major under- or
over-collections of CTC. To the exh:-n'l_ that over- and under-collections occur, interest
will accrue at the 90-day commercial paper rate, with the exception of the deferred
generation-related transition costs displaced because of funding the programs
addressed in § 381(d). '

24. To the extent feasible, the transition costs addressed in §§ 375, 376 and 381(d)
should be recovered before 2001, similar to current ratemaking practices, but may be
deferred to the extent such recovery will put generation-related assets at risk. Section
375 costs may be collected through 2006 and collection of § 376 costs may continue
untit fully recovered. Any deferrals of these costs may accrue interest at the 90-day
commercial paper rate. In addition, to the extent generation-related transition cost

recovery is impacted by the collection of renewable program costs under § 381(d)

during the rate freeze period, those displaced generationq’elated' transition costs may

be collected in the period January 1, 2002—March 31, 2002. Shareholders must bear any
associated carrying costs.

25. Establishing memorandum accounts to track transition cost obligations and
revenues separately for customers on each side of the fire wall isa useful way to
ensure that transition cost obligations are not shifted from one side of the firewall to
another. |

26. Current application of the EPMC methodology does not allocate costs to the
disaggregated level of rate schedule, tariff option, or contract.

27. It is reasonable to require that the utilities track transition cost obligations and
payments at the rate group level. Rate groups afe the units for which marginal cost
revenue responsibility and allocated revenue are determined.

28. The definition of departing load does not apply to Westem's customers who are
increasing their allocation of federal preference load antd PG&E load in a manner

contemplated under the existing Contract 2948-A.
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29. To the extent that FERC imposes aCTC on the contracts addressed herein, we
will develop a process to adequately account for these funds to offset transition cost
recovery and to make any necessary adjustments to the firewall memorandum
accounts. _

30. It is reasonable to adopt the stipulated market clearing price of 2.4 cents per
kilowatt hour for the limited purpose of developing an estimate of the total transition
cost level applicable for 1998, which may also be impdﬂéni for develOping the rate
reduction bond applications. Our approval of thls qtlpulated market price does not
establish a precedent for any other purpose. : |

31. CTC tariffs should be constructed to proﬁ-fde the necessary tariff inférmation for
utility service customers, direct access customefs, and departmg ioad customers. -

32. To the extent possible, the bnlled CTC should be based on metered consumphon. o

33. Itis appropriate that one option for determmmg the load of departing
customers should include reliance upon third-party metering, if a verification of that
meter is provided and provided that each party shall bear its own costs for any
verification process. | ‘

- 34.Itis inappropriate for a utility to reqﬁir‘e current metered inforfriatic‘m to
detennfne departing 10ad; rathér the customer should be able to select the billing
determinant to be applied in consultation with the utility.

35, Customers should be able to change the rate basis used in their CT C calculatlon
by providing current metered information which demonstrates that if they were still
taking full utility service, they would be under a different rate schedule.

36. Any transition cost metering option should be available to full service
customers, direct access customers, and departing load customers.

37. Providing CTC tariffs for full service, direct access, and departing load
customers in one central area of the tariffs will assist the customer in assessing how its
CTC calculation and terms may change under various service altemahves

38. CTC amounts that would otherwise have been pald by exempt customers must .
be tracked aCCOrdmg to the type of exemptlon and by latge and small. customer class,

as defined by the fire wall requirements delineated in § 330(v).
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39. Each utility should provide special procedures which allow departing load
customers to cure failures to provide notice of departure and failure to pay CTC.

40. A two-stage é‘p'p-r—each to establishing a penalty for failure of departing load
customers to pay CTC is reasonable. |

41. PG&FE's derivation of the lump-sum payment reflects a scaling formula that
helps to account for transition costs already paid by‘thecustomer and should be
adopted for PG&E Ednson, and SDG&E

- 42 ’Ihe lump-sum amount must be trued-up to reflect adopted transition cost
estimates, as determined in Phase 2 of thesé proceedings.

43. Requiring departmg toad customers to pay a final lump-sunt payment of the
transition cost obligation remaining after March 31 2002 could impose s;gmﬁcant
hardshlp on departing load custoners. S

44.Itis appropnate to requnre PG&E, Edison, and SDG&E to expand the standard
‘advice letter filing servn:e list to include the service hst to R.94-04-031/1.94-04-032 and
this proceeding.

Concluslons of Law .
1. Transition costs are defmed in §§ 367 368, 375 and 376. For generatlon -related

assets, transition costs are those that prove to be uneconomic in the new compehhv

framework.

2. For the most part, generation-related transition costs must be recovered by

December 31, 2001. AB 1890 states that transition costs must be recovered as

expeditiouély as possible.

3. Transition costs related to power purchase agreements and QF contracts may be
collected for the duration of the contract.

4. Employee—related transition costs may be collected through December 31, 2006

5. The collectlon of transition costs may extend though March 31, 2002 to the
extent collectlon of transition costs is impacted by CTC e‘(emptlons, the costs of
fundmg feriewables progeams as defined in § 381(d), or BRPU settlement costs, wlth

certain additiohal provisions, as defined in § 367.
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6. Commission-approved electric restructuring implementation costs that are not
collected from another source and which reduce the ability of the utilities to collect
generation-related transition costs may be continue to be collected after December 31,
2001, as provided by § 376.

7. Pursuant to § 367, this Commission must make the final determinations of the
uneconomic costs associated with generation-refated assets. In addition, in order to
determine the transition costs for generation-related assets, we must net the negative
(above-market costs) and positive (below-market costs) transition costs of all utility-
owned generation related assets. Valuation of these assets must occur by year-end )
2001. _

8. The utilities must amortize their uneconomic ¢osts such that their recorded rate
of return does not exceed the authorized rate of return on ratebase.

9. The utilities are at risk for generation-related transition costs that are not
recovered by December 31, 2001.

10. We must implement the newly-added Public Utility Code sections acCOrdiﬁg to
the plain neaning of the statute, applymg our l\nowledge of ratemakmg practlces, -
common sense, and our duty in carrying out the public interest.

11, Pursuant to D.96-12-077, as of January 1, 1997, rates are frozen at levels that
were in place on June 10, 1996. This has the effect of allowing the utilities to accrue
revenue prior to the beginning of the mandated transition period.

12. PG&E’s Rate Restructuring Settlement discussed the acceleration of the recovery
of generation-related regulatory assets, but this must be evaluated in the context of the
statute as a whole. '

13. The utilities should accelerate the collection of those transition costs which eam
a high rate of return and in a manner which provides the greatest tax benefits. Ata

minimum, the utilities should accelerate depreciation of these assets on a straight-line

basis over a 48-month amortization period, including associated taxes and the reduced

rate of return.
14. Regulatory assets which are subject to write-off because of FASB Statement
No. 71 should be amortized ratably over a 48-month period. The specific assets to

-88 -




A96-08-001 ctal. ALJ/ANG/gab %k

which this requirement applies will be determined after Phase 2 eligibility is

determined.

15. In order to accommodate ongoing market valuations and accelerated recovery,
PG&E, Edison, and SDG&E should recalibrate the rémaininé months of the recovery
schedule to adjust the amortization schedule through the end of the transition period.

16. It is reasonable to require monthly and annual reports to track the recovery of
transition costs, as well as to institute an annual transition cost proceeding, separate
 from the Revenue Adjustment Proceeding. T

17. Employee-related transition ¢osts have been protected by statute.

18. Pursuant to § 369, CTC does not apply to service taken under tariffs, contracts,
or rate schedules that are on file, accepted, or appro?ed by the FERC, unless otherwise
authorized by the FERC.

19. While transition cost r‘eépbnSibiIity should be subject to as few exemptions as
possible, the definition of departing load does not apply to Western’s customers who
are increasing their allocation of federal preference load ina manner contemplated
under the existing contract, as described herein. A customer outside of these specific'
federal preference power contractual agreements, or similar arrangements subject to
§ 369, who was Iaking PG&E service subject to CPUC jurisdiction prior to December
20, 1995, and then displaced that PG&E service with third-party generation, which is
wheeled to that custonier under a FERC-jurisdictional tariff, will be subject to CTC.

20. It is reasonable at this time to consider metering reliabilily according to the
standards designated for utility meters in tariff Rule 17 for PG&E and Edison and
Rule 18 for SDG&E. |

21. Tariffs should be designed so that customers ¢an understand the costs and
implicatiohé of choosing various available service options.

22, As decisions are forth¢oming in the direct access and unbundling proceedings,
CTC tariffs may require modifications.

23, It is reasonable to accept the tariff modifications stipulated to at the Energy -

Division workshops.
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24. The fire wall established by § 330(v) is established to address revenue shortfalls
due to exemptions and to pré:lect ratepayers from transition cost obligations being
shifted as a result of these revenue shortfalls,

25. The memorandum accounts and nmethodology that have been proposed by
PG&E and Edison in Exhibits 7 and 10, respectively, are acceptable for tracking these
exemptions and should be implemented by PG&E, Edison, and SDG&E.

26. Section 374(55(4) states that the provisions of subdivision (a) are no longer

operative after March 31, 2002; therefore, irrigation district customers are no longer

exempt from any transition costs which accrue in the period after March 31, 2002.

27. It is reasonable to adopt the same procedures for PG&E, Edison, and SDG&E for
resolving dispute resolutions in departing load CTC statements that we found
reasonable for PG&E in D.96-11-041, |

28. Itis reasonable to develop unique penalty procedures to ensure that departing
load customers cannot bypass transition costs and increase the transition cost burden
on full service and direct access customers. ‘ -

29. PG&E, Edison_; and SDG&E should treat CTC deposits according to Rule 7 of
their existing tariffs; therefore, each utility is prohibited from applying a customer’s
deposit toward missed CTC payments. Except to the extent that each utility’s Rule 7
allows the application of deposits to closingrbills, CTC deposits may be applied to
outstanding departing load transition costs at the end of the transition period. |

30. The ]ufnp-sum payment used as a last-resort penalty for departing load
customers is not anticompetitive.

31. It is reasonable to offer departing load customers the choice of making final
lump-sum CTC payments to reflect the transition costs ensuing after March 31, 2002 or
to allow these customers some form of continuing transition cost payments.

32. It is reasonable to augment the advice letter process for modifications to
transition cost tariffs that occur in 1997 and 1998.

» 33.A 30-day protest period for transition ¢ost advice letters is reasonable, in light of
the many activities occurring in electric res’truéturihg in 1997 and early 1998, and the

complexity of the issues addressed.







THE PREVIOUS DOCUMENT(S) MAYHAVE

BEEN FILMED IN CORREC' TLY
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24. The fire wall established by § 330(v) is established to address revenue shortfalls
due to exemptions and to protect ratepayers from transition cost obligations being
shifted as a result of these revenue shortfalls.

95. The memorandum accounts and methodology that have been proposed by
PG&E and Edison in Exhibits 7 and 10, respectively, are acceptable for tracking these
exemptions and should be implemented by PG&E, Edison, and SDG&E.

26. Section 374(a)(4) Vsta'tes that the provisions of subdivision (a) are no longer
operative after March 31, 2002; therefore, i rrigétion district customers are no longer
exenmpt from any transmon costs which accrue in the period after March 31, 2002

27.1tis reasonable to adopt the same procedures for PG&E, Edison, and SDG&E for
resolving dlspute resolutions in departing load CTC statements that we found
reasonable for PG&E in D.96-11-041.

28. Itis reasonable to develop unique penalty procedures to ensure that departing
load customers cannot bypass transition costs and increase the transition cost burden
on full service and direct access customers. ‘

29. PG&E, Edison, and SDG&E should treat CTC deposits according to Rule 7 of
their existing tariffs; therefore, each utility is prohibited from applying a customer’s
deposit toward missed CTC payments. Except to the extent that each utility’s Rule 7
allows the applicalidn of deposits to closing bills, CTC deposits may be applied to
outstanding departing load transition costs at the end of the transition period.

30. The lump-sum payment used as a last-resort penalty for departing load
customers is not anticompetitive.

31. Itis reasonable to offer departing load customers the choice of making final
tump-sum CTC payments to reflect the transition costs ensuing after March 31, 2002 or
to allow these customers some form of continuing transition cost payments.

32. Itis reasonable to augment the advice letter process for modifications to

transition cost tariffs that occur in 1997 and 1998.

33.A 30-day pr’otes‘t period for transition cost advice letters is reasonable, in light of

the many activities occurring in electric restructuring in 1997 and early 1998, and the

complexity of the issues addressed.
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34. This order should be effective today so that the ratemaking mechanism and

tariff procedures may be implemented expeditiously.

INTERIM ORDER

IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E), Southem California Edison
Company (Edison), and San Diego Gas & Electric Company (SDG&E) shall establish
preliminary Transition Cost Balancmg Accounts in compliance with the general
guidélihcs established in this decision. These ﬁro forma tariffs shall be filed and served
in this proceeding by June 27, 1997. Final tariffs shall be filed after the Phase 2
decision.

2. The Energy Division shall convene workshops to address detailed issues of
applying the guidelines adopted in this decision and to address specific¢ issues that
may arise in implementation of these tariffs. Interested parties shall serve comments
on tariff issues raised in the utilities’ filings by July 8, 1997. Preliminary workshops
shall be held on July 14, 15, and 16, 1997. These workshops may also be used to .
address terms and conditions tariff issues, as described in this decision. The Enefgy
Division shall file and serve its workshop report on ot before August 22, 1997 and
parties will be afforded an opportunily to file and serve comments on the workshop

report. The Energy Division shall convene additional tariff workshops in the fall after

issuance of the Phase 2 decision if necessary. Further guidance shall be provided by

ruling. :

3. PG&E, Edison, and SDG&E shall file applications no later than ]uﬁe 1,1998 to
request recovery of transition costs in 1999. Annual transition cost proceedings shaﬁ
be used to establish the reasonableness of PG&E, Edison, and SDG&E in accelerating
recovery of transition costs and in estimating the market value of their assets subject to

market valuation.
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4. The Energy Division shall convene workshops no later than 45 days following
the filing of the applications for 1999 transition cost recovery to address the
implementation of these proceedings, including how to streamline such proceedings.

5. PG&E shall modify its departing load tariff to clarify that no competition
transition charge will be applied to changes in allocation to load taken under Western
Administration Power Association Contract 2948-A.

6. A market rate forecast of 2.4 cents per kilowatt hour shall be used to estimate
transition costs for 1998.

7. By]uly' 1, 1997, PG&E, Edison, and SDG&E Sha_ll file and serve pro forma tariffs

which provide general information on transition costs and the calculation of

competition transition charge, as well as specifi¢ language delineating particular

requirements and terms and conditions for utility service customers, direct access
customers, and departing load. Implementation issues may be discussed at the
workshops ordered in Paragraph 4.

8. PG&E Edison, and SDG&E shall follow augmented advice letter procedures,
including expanded service and a 30-day protest period, as described in this decision,
for filing CTC tariffs and proposing to modifying such tariffs.

9. Final CTC tariffs shall be filed by augmented advice letter filing, as described in
this decision, aftér the Phase 2 decision is issued. Further guidance shall be

forthcoming in that decision.
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10. PG&E, Edison, and SDG&E shall file apphcahons, as descnbed in this decision,
by January 30, 2001 which add ress the lump-sum payment and penodlc paynient

options for departing load customers
This order is effective today. _
Dated June 11, 1997, at San Francisco, California.
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