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OPINION

Summary
This decision resolves issues relating to the allocation of costs between the

various functions of Pacific Gas and Electric Compan)' ( PC&E), Southern California
Edison Company (Edison), and San Diego Gas & Electric Company (SDG&E). It also
allocates revenues between customer classes within each function and establishes

certain rate design principles. .

This process of "unbundlmg” utility rates and services is mtegral to the

Commission’s lmplementatlon of electric industry restructuring.

. Procédural BackgrOund
A.  Eleéctric Restructuring Poticy and Declsions
This proceeding is part of the Commission’s larger effort to promote
competitibn in electric generation markets. Decision (D.) 95-12-063, as modified in
D.96-01-009, set forth in general terms the Commission’s policy in matters concerning
electric industry restructuring. That order acknowledged that under the new miarket
structure electric systern transrission would be regulated by the Federal Energy
Regulatmy Commission (FERC) and that distribution would remain under the
Commission’s jurisdiction. The order identified the need to disaggregate electric utility
rates by “unbundling” generation, transmission and distribution for all all direct access
customers. This proceeding is the Commission’s forum to accomplish such unbundling;
A series of rulings provided guidance to the utilities with regard to the
scope of their applications to unbundle their system rates. On September 23, 1996,
Assembly Bill (AB) 1890 became law, generally codifying the restructuring plan set
forth in D.95-12-063. That legislation established a Power Exchange (PX), through
which electrfcity could be purchased and sold, and the Independent System Operation
~(150), which would dlspatch and manage the transmnssxon system.
Subsequently, the Commission issued D.96-10-074 specifying the extent of

cost separatlon to be addressed in the utlhty applications. Itordered each utility to

-2.
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separate its last authorized rate base and revenue requirement into generation,
transmission, and distribution consistent with the anticipated FERC order on
transmission revenue requirement. On March 31, 1997, the IS0 and PX trustee filed

tariffs and other documents at the FERC in order to create the 1ISO and PX by January 1,
1998. The uktil'itie's fited propOsais for their respective transmission revenue

requirements at the FERC ¢oncurrently.

B.  The Unbundling Proceeding
On December 6, 1996, PG&E, Edison and SDG&E filed these applications

in separate dockets. The three dockets were consolidated to facilitate review. On
January 31, 1997, the Administrative Law Judge (AL]) issued a ruling clefmmg the scope
of the proceedmg and addressmg other procedura! matters. In accordance with the
ruling, utilities served supplemental testimony on February 14. Other parties served
testimony on February 28. The Commission held evidéntiary hearings for 15 days from
March 24 through April 14 at which 53 witnesses testified on behalf of 18 parties.
| The active parties other than the utilities are Office of Ratepayer
Advocates (ORA), the California Energy Commission (Energy Commission),
Agricultural Energy Cénsumers Associaiién (AECA), Bay Areé Rapid Transit (BART),
California City-County Street Light Association (CAL-SLA), California Bilildir"\g
Industry Association (CBIA), California Farm Bureau Federation (Farm Bu‘reaﬁ),
California Industrial Users (CIU), California Large Energy Consumers Association
(CLECA), California Manufacturers Associati()n(CMA), California Mobilehome
Resource and Action Association, Inc. (CMRAA), COgeneiatio’n Association of
Ca]ifornfa (CAC), Energy Producers and Users Coalition (EPUC), Department of
Defense/Department of the Navy /Federal Executive Agencies (DOD), Enton and its
affiliate Enron Capital and Trade Resources (Enron), Southern Energy Retail Training
and Marketing (Southern), The Utility Reform Network (TURN), Utility Consumers
Action Network (UCAN), and Western Mobilehome Parkowners Association (WMA). -
~ On March 19, the utlhtles, ORA, CIU, (,LECA, CMA, and DOD filed their

Joint Motion for Adoptmn of Retail Transmission Rate Stipulation, together with the
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Retail Transmission Rate Stipulation dated March 19. No party filed comments on the

motion or opposed it.
On April 30, parties filed opening briefs. On May 9, 1997 parties filed

reply briefs and the matter was submitted.

Il.  Scope and Purpose of the Proceeding

The primary purpose of this procéeding is to unbundle the three utilities”
__tevenue reqmrements into major functions in order to promote competition in
electrical generation markets. Speaf:cally we (1) xdenhfy separate revenue
requiremeitts for distribution; (2) allocate costs of these functlons to the various

customet classes, and (3) add ress correspondmg rate desxgn prmcnples We also

establish a revenue requirement and cost allocation for publlc benefit programs

consistent with AB 18%0. _
A secondary objective of this proceedmg is to deten‘mne the information the

utilities must provlde on their customer bills beginning v with the mtroducllon of direct .
access on January 1, 1998. “The success of dnrect access depends largely on customers
having information that permits them to make reasoned choices about electricity
purchases. '

The parties also addressed the issue of whether tanfi's for master meter

customers should be changed in light of direct access.

In addressing the subjects appropriately within the scope of this proceeding, it
is useful to identify those issues that ate not addressed here and that are subjects of
other proceedings. The Commission has already issued D.97-05-039, in which we
resolved issues relating to billing and netering.

Costs which are associated with uneconomic¢ generation are addressed in the
Electric Reotmcturing Rulemaking (R.)94-04-031/Investigation (L) 94-04-032. Load.
profiling is properly the subject of the Direct Access which is also addressed in,

"R.94-04-031/1.94-04-032. That proceeding is also the appropnate forum for
considering mobilehome park tenants’ eligibility for direct access. I’erformance-based '.

ratemaking (PBR) proposals are under conslderatlon in the related procéedings of
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individual utilities. The revenue bonds which the utilities will issue to finance the rate
reductions mandated by AB 1890 are being considered in separate applications filed
by each utility.
.  Retall Transmission Rate Stiputation

On March 19, 1997, several parﬁés filed» with thé Commiésion a “Joint Motion
for Adoptibn of Ketail Transmission Rate Stipu'la'ti()n.”‘ The stipiﬂéﬁoxxf was signed by
CIU, CLECA/CMA, DOD, ORA, PG&E, SDG&E, and Edison. The stipulation makes
three recommendations. It asks the Commission to suppbrt the position that the FERC
defer to the Commission’s temmnlenaaﬁoﬁs régélrdir‘\g the déSig’h of rates for

unbundled retail transmission service. It recommends that the Commission adopt in

this proceeding the retail transinission revenue allocation and rate design methods

included in the utilities” December 6, 1996 filings, supplemented by Appendii Ato the
, shpulatton Fmally, it recommends that the Commission file comnients with FFRC
supporting a request that FERC defer to the Commission’s recommendations for
developing revenue allocations and rate design for unbundled retail transmission
service for at least the first two years after implementation of the fiew industry
structure,

No party protested either the joint motion or the elements of the shpulauon
On June 5, 1997, the Commission filed comments in the FERC dockets addressmg _
these issues. In the filing, we stated our support for the proposition that FERC should
to defer to our recomniendation regarding revenue allocations and rate design for
unbundled retail transmission service, as the stipulation proposes. (See “Notice of
Limited Protest, request for Hearing and Request for Deference to the Public Utilities
Commission of the State of California on Rate Design and Cost Allocation for Retail
Transmlmon Customers,” in Docket Nos. ER97-2358-000, ER97-2364-000 and
ER97-2355-000. Also see “Initial Comunents of the Public Uhllhes Commlssmn of the
State of California on the March 31, 1997, Phase I Filings,” in Dockets EC96-19-003
and ER96~1663 003.) Our recommendation came in response to the stipulation and in
recogmtlon that the FERC and this Commission have relied upon different ap;p,roaches
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for wholesale and retail ratemaking, respectively. The application of those differing
approaches as to retail rates might result in significant shifts in cost responsibility
‘between retail customer classes. AB 1690 explicitly prohibits VSl.lCh cost shifting (sce
Public Utilities (PU) Code §§ 330, 367(c)).’ Atthe time we filed our comments at FERC,
we had not yet formulated such recommendations which are the subject of this order
and so did not comment on the methods proposed by the stipulation.

The Commission’s most recently adopted revenue allocation methodologies

determine marginal costs for each customer class and then reach the adopted revenue

requirement by increasing (or decreasing) the rate by an equal percent of marginal cost
for cach class. _

Edison proposes to apply this “equal per¢entage of marginal cost” (EPMC)
methodology on the basis of total revenues instead of by functions, as PG&E and |
SDG&E propose. :

ORA supports Edison’s EPMC nethod, arguing that the methods proposed by
PG&E an_d SDG&E are equivalent to an embedded costs allocation.

CAL-SLA supports PG&E’s approach, believing it provides for an allocation that
is proportional to the existing revenue requirement.

In the decision in which we adopted long-tun marginal costs for gas prices, the
Commission found that applying the EPMC method on a fum:tional basis is, as ORA
observes, essentially applying an embedded cost ntethod. We reject such an approach,
consistent with our view that EPMC is superior in moving utlhty prices toward those
that would be found in competitive markets. We adopt ORA’s recommendation and
direct all three utilities to use Edison’s EPMC approach in allocating costs between

customer classes.

IV.  Criteria for Evaluating Unbundling Proposals
The purpose of unbundling, as we have stated many times, is to promote the

development of competitive markets for generation services. The purpose of

' All section references are to the Public Utilitics Code unfess otherwise indicated.
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promoting conmipetition where it may be viable is to assure the best use of the
econonyy’s resources, to assuré customers pay the lowest price for services, and to
expand the array of services available to customers. Unbundling promotes
competition by providing customers with options for individual services and sending
customers price signals which would permit them to make reasoned choices about
their competitive options. We accomplish unbundling the various utility functions
with certain more specific ¢riteria guiding our assessments.

A.  Unbundling Must Be Conslistent With the Spirit and Letter of AB 1890
and Other Relevant Law

AB 1890 set the state on a course of electric industry restructuring whlch
this proceeding in part implements. AB 1890 recognized that “in order to achieve
meaningful wholesate and retail competition in the electric generation market, itis
essential to..{s)eparate monopoly utility transmission functions from mn\petiti\’e
generation functions....” (PU Code § 330(k)(1).) More specifically, the statuté directs
the Commission to review utility ¢ost recovery plans which must ”provide for
identification and separation of individual rate components such as charges for
energy, transmission, distribution, pubiic benefit programs, and recovery of
unecononic costs.” (PU Code § 368(b).) D.96-12-077 approved those plans as an
interim step towards the process of unbundling which we continue in more detail .
here. |

In pfoviding for unbundled rates, AB 1890 prevents discriminatory
ratesetting by providing that “the separation of rate components required by this
subdivision shall be used to ensure that customers of the electrical corporation who

become eligible to purchase electricity from suppliers other than the electrical

bundled service customer pays.” (§ 368(b).) ’I11e sectlon contmues "(n)o cost shlftmg
among customer classes, rate schedule, contract, or tanff 0pt10ns shall result from the

separation required... _
Fma]ly, AB 1890 provides for recovery of ¢osts associated wlth pubhc ‘

benefit programs by way of a separately identified charge. (See §381)

-7-
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We proceed with these and related requirements as the foundation for

our analysis of partics’ proposals.
P

B. Costs Assoclated With One Function Will Not Bé Allocated to Other
Functions

Unbundling utility rates and services is one of the primary nicans by
which efficient markets may develop for utility products and services. That s, to the -
extent that prices reflect the costs of associated products and services, sellers will offer
the most efficient quantity and variety of these products and services. Buyers will
then be able to make purchasing decisions that best serve their interests.

In pursuing a policy to promote more efficient generation markets, we
reject proposals to allocate to monopoly functions any costs associated with sérvices
that ate or will be subject to competition. Specifically, we will not permit allocations
of generation cost to distribution ¢ustomers. To do 56 would compromise fnarket
efficiency by producing attificially low utility generation rates (or utility profits which
do not correspond to utiﬁty risk) and provide competitive advantages, which would
stifte competition to the utilities. Moreover, any allocation to monopoly customers of
costs associated with competitive products would be unfair to monopoly customers
because they would, in effect, be required to subsidize shareholder profits.

C.  Utility Revenue Requirements Will Not Be Modified In This
Proceeding.

Some parties propose that the Commission modify certain revenue
requirements to reflect activities that the utilities will no longer undertake following
the implementation of direct access. Utilities reply that this proceeding is not
designed to accomplish any adjustments to their revenue requirements. They observe
that AB 1890 does not direct the Commission to modify the utilities’ revenue
requirements here.

This proceeding is not the appropriate forum for reaching the potentially
complex issues relating to changes in revenue requirements. In D96-10-074, we

ordered the utilities to file revenue requirements “based on our last authorization and

" separate this total between transmission a»lnd distribution” (emphasis added). By this,

-8-
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we stated our intent to consider existing utility revenue requirements in this
proceeding. We have accordingly eri\phasiied allocations of existing costs to utility
functions in this proceeding rather than seeking to accomplish the more ambitious
task of reviewing revenue requnremenb

We are aware that the utilities’ activities will change in the next few
years. For example, the 1SO Wl“ take on dxspatch and mana gement of electric loads.
The utilities may eliminate or fedefine some of theit customer relations and generation
activities. Even if we do not create new fomms to consider these potential cost
reductions, we recognize that these typés of changes in activities will affect utility
revenue retiﬁifements in the near fut_ure.' We find nothing in AB 1890 to restrict this
Commission’s authori'ty to adjust révenue reiiuir‘ements as long as the changes are
otherwlse comlstenl with the statute’s prowsrons In fact, AB 1890 requires PG&E to
file a general rate case in late 1997. Edison’s PBR review is scheduled for 1999. The
Comrnission is in the procéss of mid-term reviewing of SDG&E's base rate PBR
mechanism and may decide to review SDG&E’s revenue requirement in the near
future. |

Until then, we are not inclined to consider changes in fevenue
reqmrement pieceineal because that it would be unfair to consider a few accounts in
isolation. One way or another, utility rates will reflect lower costs, consistent with our
and the Leglslature s policy the purpose of electri¢ reslructurmg is to exploit economic
efficiencies and reduce electric rates. We therefore dectine any proposals to change the

size of the utilities’ total revenue requirements here except where required by law.

D.  Utility Risk Will Not Change In This Proceeding
The Commission’s policy and AB 1890 set forth industry and regulatory

changes that will in some instances create new risks for the utilities and in others
shelter them from risk. Predictably, parties have advocated pos:tlons in this

_ proceedmg whlch would limit the ]lablllt)’ of their respech\‘e constituencies. As

- always, our objech\'e is to balance uhhty risk with opportu nmes for eamin gs in each

relevant market. In thls dec:slon,. however, we avoid havnng to weigh risk and reward
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to the extent possible. Itis our intention to retain existing levels of risk overall, Inso
doing, we decline proposals which change the mix of risk and reward from that
anticipated by AB 1890 and relevant Commission decisions.

We recognize that some of these principles may conflict or compete

when applied to specific proposals. In such cases, we consider the relevant risks and

costs, the primacy of our goal to promaote competition, and principles of fairness. We
address them where applicable to individual proposals in subsequent sections.

We proceed to address unbundling By first reviewing utility proposals
geﬁerally We then address allocations to specific functions or accounts within them
and consider how to allocate costs betiween transmission and distribution revenue
reqmrements We then proceed to allocate revenues within each function and to

establish rate deslgn principles. Finally, we address billing and master metering

" issues.

V Utility Hevenue Requirements Proposals
' The utilities each filed proposals for determining revenue requirements for each
functional category: distribution, transmission, public purpose programs, and nuclear
decommissioning and generation. In general, their proposals werte very similar. Each
would develop its competition transition charge (CTC) residually after determining
other costs. They propose that the Commission adopt distribution revenue -
requirements by subtracting from nongeneration revenue requireh{ents the
transmission revenue requirements approved by the FERC. Each utility would
allocate to distribution revenue requirement costs that they do not attribute directly to
other functional categortes.

AB 1890 requires the establishment of a separate rate component to collect the

revenues to fund (1) energy efficiency activities; (2) research and development;
(3) operation and development of renewable resource technologies; (4) low income
energy efficiency services (LIEE), and (5) the California Alternative Rate for Energy
(CARE) program.
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AB 1890 also requires the establishment of a separate charge for nuclear
decommissioning, which the utilities propose here.
Each pr(’)posai is discussed in more depth below,
A. PG&E
PG&E proposes the following 1998 revenue requi;cments for cach
functional category:
Generation $5,222 million
~ Transmission 91
Distribution 2,031
Public Purpose Programs 270
PG&E derives the total by adjusting the revenue requirement adopted in
its last general rate case consistent with its 1997 Energy Cost Ad)ustment Clause
(ECAC) decision (D 96—12-080) It then increases the révenue requlrements for its safety
and reliability programs by an inflation factor plus two percent, or $172 million,
pursuant to Section 368(e). PG&E also increases revenue requirements by $48 million to
fund renewable resource technologies, consistent with Section 381().
PG&E states it assigned costs to various functions according to cost
causatiy('m, &mistent with Commission policy. Costs which it could not attribute

directly to a funchon were allocated to distribution in most cases.

\.

B.  Edison :

Edison: propose ihe following 1996 revenue requirement for each
functional category

Transmiss’ n $ 211 million

Distriby: 6n 1,816

Publi¢ Jurpose Programs 178

Nuclar Decommissioning 104

. To i;érive the generation rate, Edison proposes to subtract from the rate

levels in e-‘f_fect oft June 10, 1996, the adopted PBR distribution fates, transmission rates,

public benefits charges, nuclear decommissioning charges, rate reduction bond

-11-
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repayment charges and other miscellaneous costs. From this, Edison would determine
the CTC residually by subtracting its cost of procuring energy and other services from
the 1ISO/PX.

Edison recommends that the Commission derive its distribution rates by
subtracting FERC-adopted transmission rates from the amount identified inits PBRas
nongeneration rates. Edison refers to this residual approach to allocating costs as a
“rate credit” method. Edison supports this approach by observing that the Commission
has already abprO\'ed Edison’s nongeéneration revenue requirement and that FERC is
expected to rule soon on the utilities’ transmission revenue requirement proposals.

Edison proposes to allocate administrative and general (A&G) costs
between functions by identifying them in onie of three ways: direct, joint or common.
Direct costs are those that can be associated with a single business segment and are
assigned to that segnient. ](ﬁ_ni costs are those which are _associated with multiple
business segments on the basis of an indirect relationship or pursuant to a special study
of the costs. Common ¢osts in_chides those that have no causal relationship to a single
business segment or group of segments. Edison refers to common costs as fixed costs
because they do not vary with specific factors. Edison observes that less than five
percent of its costs are fixed.

In llght of its understandmg that FERC will not estabhsh afinal -
fransmission revenue r_equlrement in time for the introduction of direct access on
January 1, 1998, Edison proposes a balancing account to adjust transmission and
distribution revenues at a latet tinte.

Edison proposes a batancing account and associated nonbypassable
surcharge it titles the Miscellaneous Adjustment Mechanism (MAM) that would recover

numerous generation-related ¢osts, proposing an initial revenue requirement for the

account of negative $22.244 miltion in 1998.

C. SDG&E
Like Edison and PG&B SDG&E proposes to éstablish the distribution

revenue requirement remdually by subtractmg the FERC-approved transmission
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revenue requirement from the nongeneration revenue requirement. To derive its
current total revenue requirement, SDG&E used its last general rate case révenue
requirer"ﬁént as the base, and escalated it for operation and nmaintenance (O&M) and
capital costs using its approved PBR mechanism. It increased the amount to include
authorized transmission O&M expenses approved in its 1996 ECAC decision. SDG&E
also included two rate increases associated with the Fuel Price Index Méchanism
- authorized by Section 397 of AB 1890.
' SDG&F's total revenue requirerﬁent by function is:
Transmission $ 121 million
Distribution 542
Public Purpose Programs o
DSM | 32
RD&D 4
Renewables 12
CARE | 85
Nuclear Decommlbswmng - 2>
SDG&E assumed a revenue requirement of $7.3 million for repaymg the

bonds issued to reduce résidential and small commetcial rates.

v, Developmeént of the Distribution Reévenue Requirémeénts and Treatment of

FERC Revenue Requiréments for Transmisslon

The utilities propose that the Comumission establish the dlstnbutlon revenue
requirements after subtractmg the FERC-approved transmission revenue
requirements from the combined non-generation revenue requirements. They observe
that if the Commission does not a¢count for the FERC revenue requirements, the
utitities will either be denied an opportunity to recover reasonable costs or will have
an opportunity to receive windfall profits from the difference.

Edison refers to its proposal as a “rate credit” approach. It argues that any
: other method would effectively require the Commlssion to rehtlgate its general rate

- case. SDG&E argues that derwmg the revenue reqmrements using methods other
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than the one it proposes will create new risks for the utilities because the utility will
not have an opportunity to recover its costs.

Farm Bureau argues that the utilities” method would permit the utilities to
charge distribution customers for services not being performed. Edison responds that
all of its distribution customers are also its transmission customers. It observes thata
higher revenue n‘qmrement for one function implies a lower revenue requirement for
the other, makmg the customer indifferent.

Several p,nrhes, including CAC/EPUC, CLECA/CMA, CIU, ORA, and
TURN/ UCAN, argue that the utilities’ approach would require the Commission to
abrogate its authority to the FERC by effectively allowmg the FERC to determine the
/ uhhhes distribution revenue requirenents. Edison responds to this concemn by
observing that the Commission found the total nongeneration revenue requirement to-
be reasonable and that it may be assured that the FERC transmission revenue
requirement will be reasonable. The difference between the two, therefore, must also
be reasonable, according to Edison.

CAC/EPUC also argue that under Edison’s rate credit approach Edison will

~ have anincentive to shpulate to any level of transmission revenue requirement, and

its allocation bet\-veen‘t:he‘wholésale and retail jurisdictions. Edison responds that
because it has to update its Transmission Revenue Requirements at FERC arihiiall}i, it
will have every incentive to “get it right" from the outset,

CIU recommends that the Commission assume for ratemaking purpoées that
the FERC has adopted the revenue requirements the utilities proposed, rather than the
one the FERC ultimately adopts. The utilities reply that this approach would almost
certainly result in revenue losses for them.

CLECA/CMA observe that FERC may adopt a revenue requirement that
differs from pr’évxous Commission revenue requnrements for transmission because it

-may, for example, employ a different rate of return or different depreciation rates.
The resulting lower revenue requirement, according to CLECA/CMA, should not be

" made up by distribution customers whose rates are subject to Comsnission
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jurisdiction. Edison responds that such differences may be menitored by the
Commission and accournited for. »

One of the consequences of electnc industry restructurmg is the transfer of
transrission ratemaking activity from the Commission to FERC. Although FERC
always retained authority over regulahon of transmission, it deferred to the states to
set a total revenue requirement for the transmiitting utility, a revenue requirement
which included the reasonable cost of transmission. Henceforth, FERC wnll have sole
responsibility to set tran_smtssxox\ revenue requirements.

vWe defer to FERC'’s authority and its decisions. Nevertheless, we will not
abandon our own auihbrity or respohsibilify to FERC by allowing it to determine the

- revenue requirerents for dlstnbuhon, a determmatlon over w}uch \ve have sole
responsibility and authonty, which no party dlsputes "To be sure, we may not
lawfully delegate our authorlty to another agency. Section 454 reqmres the
Commission to issue fmdmgs_ with regatd to the reasonableness of utility rates, a
process which assumes cost allocations between cusiomer'elases and utility functions.
AB 1890 requires a rate freeze and a “fire wall” which retains certain cost allocations
between customer classes. It nevertheless provides in Section 367(e)(3) that “The -
Commission sh'arl.l relain existing cost allocation authority, provided the fire wall and
rate frecze principles are not violated.” Establishing a distribution cost allocation -
which is"premised entirely on the findings of FERC would be an abrogation of our
authority under Section 454 and Section 367(e)(3).

If, as the utllmes argue, the potentially disparate ratemaking decisions of FERC
and this Commission creates risk, itis a risk already anticipated by AB 1890 and

previous Commission decisions. Accordingly, regulation and legislation have already

acc'ounted. for this risk in offsetting concessions to the utilities. In any event, the risk
that the FERC and Commission decisions may create a shortfall is at least partially
offset by the opportunity for additional profit, as PG&E observes.

We also reject the utlhhes pr0posals to set distribution rates resndually because
it could put usin the posmon of second-guessmg FERC decisions. To the extent that

FERC reduces the uhhhes proposed revenue requirements, it finds that for whatever
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reason the costs of utility transmission are not reasonable. The utilities propose that
we effectively overlook the FERC’s findings and to determine that those sanie costs

are reasonable by including them in distribution rates. We would only grant such a
request with a showing that the specific¢ costs are both reasonable and associated with
distribution activities. None of the utilities have made such a showing here if for no
other reason than they have no FERC decision upon which to form their proposals.

Just as we have declined to reduce the distribtltioﬁ revenue requirenments in this

proceeding to account for costs associated with activities the utilities ntay no lorger
conduct, we decline to increase the distribution revenue requirements to account for
FERC decisions. In each instance, the utilities will have an opportunity to make their
case with regard to specific revenue requirerients chﬁhges in their PBR proceedings
or, for PG&E, gene;’r:al rate case. In the interim, we will adopt the revenue requirement
for distribution that cach utility proposes here with the adjustments we make in
subsequent sections, consistent with law and policy. To the extent necessary, we will -
revisit these revenue requitements at a later date, as discussed below.

Vi.  Functlonal Accounts

A.  Load Dispatching and Costs Asséclated with the PX and ISO.
The utilities have historically incurred costs in dispatching powet to

custonters on theit systems and managing those dispatching activitiés to ﬁrovide high-
.quality service. With the introduction of direct access, the 1SO and PX will take on these

activities.

TURN and UCAN argue that the utilities have inappr‘dpriately included
in their distribution revenue requirements the costs of load dispatching and power
purchasing. TURN and UCAN observe that the ISO and PX will be asstiming related
responsibilities and that the utilities should not be able t6 include such costs in rates.
TURN and UCAN recommend r'éduc-ing PG&FE’s revenue requirement bjr $10.83
million, SDG&E's by $553 million and Edison’s by $17.02 million for associated costs.
ORA objects to SDG&E’s allocating thesé load dispatching costs in its generation
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function to the distribution function because this results in asking SDG&E's regulated
business to subsidize its competitive services.

Edison comments that the Commission should not reduce these revenues
because the proposal ignores the fact that the utilities will incur additional
implementation costs. SDG&B will incur costs associated with “interface” activities

with the 1SO.

One of our criteria for determining the reasonableness of a proposal is

whether it allocates the costs of a given function to that function’s revenue requirement.
Here, the utilities propose to include in the distribution i‘*ey*éﬁue requirement the costs
of generation dispatch and control. The utilities will no longer conduct generation
dispatch and control begiﬁning‘ianuary 1, 1998. While there nay be some uncertainty
about the ohgoing activities the utiities will cohdm;t in working with the ISO, we are
not convinced that the utilities’ activities will differ in any significant respect from those
of its generation competitors. Therefore, the dispatch and control “interface” and
"implementation” costs will be the r‘espc)nsibilitjr of the ISO and will be included in ISO .
transmission rates. We therefore follow TURN and UCAN's recommendations to
remove associated costs fror the utilities’ revenue recjuirén1enls foridistribulion.
Assuming these costs should be allocated to transmission, PG&E had already removed
the associated $10.83 million from its distribution revenue requirement which therefore
requires no further adjustment. Edison makesa r’éésonable argument in its comments
that some load dispatching activities \_;'ill remain with it after January 1, 1998. Edison
-did not, however, make an affirmative showing to support allocating the entire load
dispatching revenue requirement to distribution. We therefore remove from Edison’s
distribution revenue requirement an amount equal to that amount PG&E removes from
distribution revenue requirement, $10.83 million. We remove $5.5 million from
SDG&E's distribution revenue requirement the amdunt of these costs that it included in

-its March 31 FERC transniission revenue reqmrement 1f FERC concludes that these

- Aload dlsnatch and ISO/ PX related costs are dnstnbutlon costs, rather than transml<510n

costs, then we will reallocate these ¢osts to d1str1buhon, consistent wnth FERC’s

fmdmgs.
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8. Line Extenslon Allowances
TURN/UCAN propose that the Commission in this proceeding recognize

the changes to line extension policy which may be adopted in R.92-03-050. Specifically,
they believe line extension allowances should be scaled back to reflect only the
distribution revenues, rather than total revenues reflected in current allowances. They

also believe changes in line extension allowances should be reflected in revenue

requirements adopted here. :
ORA and the utilities agree that the Commission should defer this issue to

R.92-03-050 the rulemaking associated with this issue. CBIA objects to TURN/ UCAN's
proposal, arguing that the Commissioﬁ does not have adequate evidenceinthis
proceeding to revise existing rules. | |

We agree that we do not have adequate i information here to undertake
any changes to line extension rules or the way rates are destgned to accommodate rule
changes. We will defer cpns:deranon of this issue to R_.92—03-050 and revisit th__e issue as_A
it affects revenue requirements in the utilities’ PBR and general rate céses, if heééssary.

C. Cost of Capital ,

SDG&E recommends retammg a bundled cost of capital and not
unbundling it by functions. It observes that as an integrated company, it does not have
- separate units issuing their own deht and equity. PG&E and Edison also assume the
cost of capital would not change in this proceeding.

TURN and UCAN propose that the COmmlssu)n initiate a proceedu‘lg to
develop and implenent unbundled costs of capltal that will reflect the risks associated
with unbundled utility functions. They believe the Commission should make 1998 rates
subject to refund for this purpose. TURN and UCAN observe that the Commission
earlier declined to unbundle the costs of Capital in 1994 because it believed the exercise
was premature, suggesting the issue would be reconsidered as rates were unbundled

(D.94-11-076).
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Edison generally concurs with TURN and UCAN's procedural
recommendation, although it does not agree with their assumption that rates of return
are likely to fall, |
We agree that the -u‘tilities' authorized cost of capital should ultimately .
reflect new market structures and the variation in risk betwéen various utility
functions. We do not believe the need for such a review, however, is urgen’t' Edis’dn‘
and SDG&E were excused from mmprehenswe cost of capltal reviews in their PBRs,
We will consider unbundlmg uhhty cost of capltal in the generic oost of capltal review
prdceedmgs as pr0posed by PG&E and SDG&B in their comments on the proposed

'D.  Escalation Factors 3 _
In developing this 1998 revenue reqtiircménls, the utilities “escalated”

their last authorized rei'énue requirement to account for the effects of inflation on their’

costs. SDG&E escalated its revenue 'reqilir'émént for transmission and distribiition by -
using the method adopted by the Commission in its PBR for SDG&E's total revenue ‘ .

requlrement : _ _
ORA opposes SDG&E’s escalation methodology on the basis that the
mechanism was designed to address the effects of escalation on the combined company
ORA observes that the results provndé estimates of transmission and distribution
compared to generatmn that are out of line with actual ratios. ORA proposes instead to
determine the percentage of the transmission and distribuition re\'enue requ:rements ‘

compared to the total 1993 revenue requirement and then applymg that percentage to

Sy

the 1996 authorized base revenue requirement. R
SDG&E's method applies most recently edopted PBR escalatlon rates aﬂid

is generally reasonable. We therefore adoptit. However, th% record shows that SDu&E

used the PBR escalation rates only through 1996. In its opemng bnef and Exh*blt 10

.':»DG&E stated that it will fite updates for the transmission and dlstnbuhon revenue

requlrements to reflect the authorized 1997 and proposed_ 1998 PBR escalation rates

later this year. Therefore, we will reflect these adjustments to the authorized
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distribution revenue requirement effective January 1, 1998 in an advice letter filing
SDG&E shall file no later than October 15, 1997,

PG&E’s escalation factor of CPI plus 2% for transmission and distribution
revenues and Edison’s non-generation escalation factor as adopted in D.96-09-092 were

not controversial, and we adopt them.

E.  Catastrophic Events Memorandum Accounts (CEMA)
Edison, PG&E, and SDG&E currently have CEMAs into which they enter

costs incurred during catastrophic events. ORA proposes that Commission eliminate
the CEMA for generation costs on the basis that it would provide a competitive

advantage to utilities. Edisonand PG&E’s proposals are consistent with this

recommendation. SDG&E's distribution revenue requirement appears to have no
CEMA costs included in it. We adopt the proposals to eliminate CEMA for generation-

related costs for all three utilities, effective January 1, 1998.
F.  Hazardous Substance Clean-up and Litigation Cost Accounts

(HSCLS) ‘ _

Edison, PG&E, and SDG&E currently have HSCLSs into which they enter
costs associated with hazardous waste clean-up. ORA recommends that these accounts
no longer include the costs of géner‘atior\-related clean-up. Retaining these accounts for
generation-related costs would provide a competitive advantage to the incumbent
utilities. We adopt ORA’s proposal to prohibit entries into HSCLS which relate to
generation costs, effective January 1, 1998. The resulting adjustment to distribution
revenue requirements for Edison s $1.36 million and for PG&E is $.1 million. SDG&E
did not include an HSCLS balance in its distribution revenue requirement. Therefore,

that revenue requircment needs no associated adjustment.
G. Administrative and General (A&G) Expenses
1. Fixed A&G Costs

Edison proposes to allocate to distribution revenue r'e(;uiremeni
the fixed A&G costs associated with fossil generation. These costs, Edison observes, are

those that could otherwise be assigned to generation by way of a niulti-factor allocation
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method. Edison believes intervenors’ recommendation to allocate these fixed costs to
generation by way of the multi-factor approach would represent “an improper
disallowance of appropnately incurred costs” because they are costs Edison cannot
recover in competitive generation markets. It argues that these fixed costs would be
incurred whether or not it divests its generation assets and that at least some costs are
fixed over a period of time, Sinceé they are reasonably incurred, Edison argues, they
must be recoverable in rates.

SDG&E and PG&E also allocated A&G costs to distribution which
they could not attribute directly to other functions, changing existing allocations to
transmission and distriBﬁtibx\. PG&E believes it will not avoid such costs if it divests
itself of generation. It argues that allocating residual costs to generation would require
PG&E to set gene_r‘atioh prices that would not be sustéinable in competitive markets.
PG&E and SDG&E argue that the assignment of only incremental costs to generation is
efficient and does not create competitive advantages because competitors will compete
based on their incremiental costs.

CAC/EPUC and Farm Bureau object to the utilities’ exclusion of
A&G costs from generation accounts. CAC/EPUC observe that PG&E's justification for
its method is unsupported by AB 1890 which requires all “going forward “ A&G costs
to be included in the generation revenue requirement. AB 1890, according CAC/ EPUC,
does not refer to “incremental” costs or otherwise distinguish fixed costs in ways which
would support the utilities’ reliance on AB 1890.

Enron also believes PG&E has shifted A&G costs from generation
to distribution based on past allocations used to set FERC jurisdictional rates.
CLECA/CMA argue the utilities should not be permitted to use an incremental
apbroach when it suits their interests, as here, and an embedded one when it doesn’t.
CLECA /CMA take issue with the utilities’ position that their distribution fixed costs
won’t change after their assets are divided in half. CLECA/_ CMA also observe that the
utilities’ approach is anticompetitive because competing fitms must ultimately recover

all of their costs, not just those that are incremental, from the market.




A96-12-009 et al. ALJ/KIM/rmn ¥

ORA believes the utilities’ approach applies incremental
ratemaking in an exercise that involves embedded costs. It believes the utilities will be
able to recover their fixed generation costs readily in the marketplace for generation.

DOD rejects the utilities’ argument that their proposals are
consistent with the Commission’s pricing of telecommunications costs based on
“TSLRIC” (total service long-run incremental costs). DOD observes that the
Commission has specifically required that TSLRIC include all cost components and that
the Commnssnon set TSLRIC without regard to embedded revenue requlrt ments. DOD
would propose going forward on that basis, behevmg that the utilities’ correspondmg
rates would be con51derably lower as a result.

TURN and UCAN propose phasing out generation fixed costs ata
rate of 25% annually to recognize that fixed costs are variable over tinie, that i is, they
may be reduced according to output.

Edison argues that TURN and UCAN have improperly considered
cost reductions already r‘eflécte_d in Edison’s cost studies. It believes UCAN and
TURN's phase-out proposal is unsﬁppbrted by any study of Edison’s actual cOsts.

Discussion: Some utility costs do not vary over some period of time. They are

| incurred notwithstanding the utility’s output. It does not necessarily follow, however,
that distribution customers should assume liability for all such costs even if thé utilities
will continue to incur them. The utilities’ argument that they will be unable to recover
these costs in generation markets is not convincing. Their'compe'titors also incur fixed
costs. Arguably, competitors’ fixed costs are higher per unit of output than the utili}igs‘
because many competitors will not realize the ecornomies of scale or scope which the
utilities enjoy. A utility’s generation system, whether it is owned and operated by the
utility or any other entity, will continue to incur fixed costs which must be altocated to
gerietation. Moreover, uneconomic generation costs are to be recovered in the CTC,
pursuant to AB 1890, not in distribution rates.

| ~ Section 367(c) of AB 1890 requires that all “going forward costs”

of fossil plant operation must be recovered “solely from independent Power Exchange

Revenues or from contracts with the Independent System Operator.” We are unaware

-22-




A.96-12-009 et a). ALJ/KIM/ran o

of any definition that limits “golng forward costs” to incremental costs. In this regard,
PG&E's application of economic theory — that its competitors will decide whether to
produce an incremental unit on the basis of their incremental costs — is only part of the
story.' Over time, all gerieration firms must recover all costs, including those types of
costs which the utilities seek to allocate solely to distribution. Consequently,
allocatingto distribution customers all fixed costs would create a competitive
advantage to the utilities at the expense of captive ratepayers, t:ontrary to our stated

. objectivés and the reqmrements of AB 1890.

| ‘We do not agree ‘that allocating genetation ﬁxed costs to the
generatu:)n comp()nent ofa uhhty s revenue requirement will resultin an effective
disallowance of reasonable costs. 1f the utilities retain generahon facilities, they may
recover fixed costs in energy revenues. Fixed A&G costs may also be recoverable as
part of “must- run” contracts with the ISO. Both Edison and PG&E plan to sell
substantlal portlons of their generation systéms However, itis 1mp0rtant to
remember that each uhhly will fetain some portion of its generation assets for which
‘they should pay a fair share of the common A&G ¢osts at issue here.

| o If they : sell generahon facilities, the utilities will have
opfx)rtunitie.; tl‘) ie_duée lhell‘ overheads. Inaddition, the utilities may be able to
recover fixed A&G as part of the th—Year service contract between utilities and

pu rchasers, of generahon plant requlred under Section 363.

, The utllmes have not demonstrated that every type of fixed cost
cannot be reduced thati lS, made variable, over the medium term by changes in
proculement practices (for example, by contracting out payroll processing) or by
offermg a related service to other businesses (for example, by selling advertising space
in bill em'elopes) or by reducmg employees (for example, by reducing legal employees
to recognize reduced regulatory and legal activities). In effect, the utilities argue that

substanhal economles of scale exist in theit vertically integrated operations, a

| reasonable assumptmn Te the extent that itis true, we have 116 doubt that the uhhtlea ‘

- and their COmpetttors w;ll take advantage of them with a great deal of inventiveness.

As CAC/ EPUC observe, hOWever, itis 1mpossnble to determine at this time how A&G
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expenses will change in a compelitive market or when the utilities divest their

generation.

However, we are persuaded that some of these fixed A&G costs
may remain following divestiture and the end of the period during which the utility
operates the plant on behalf of a purchaser. On the othet hand, we want the utilities to
take actions to reduce their costs, especially as a result of divestiture.

It is not our intent to deny utilities an opportunity to recover
reasonable costs which they actually must incur, but we must balance this with our
‘need to ensure that ratepayers are not paying for costs that no longer exist. To the
extent that the fixed A&G costs we have allocated to generation are lruly fixed and
“ ‘continue to exist followmg this period, we will review and reallocate continuing fixed
A&G costs to distribiition using a streamlined procedure. No such procedure was
p_ropdsed in this proceeding. The Assigned Commissioners in this'proc'e_eding shall
develop a streamnlined process for this reallocation by December 16, 1997.

'Consistent with the principles we have articulated earlier in this
decision, we will not allocate to disitibution functions the costs associated with other
functions at this time. The utilities have presented no compelling reason to stray from
this principle in the case of A&G costs. We therefore reduce the utilities’ proposed
dlstnbutlon revenue requirements as follows:

Edison $25.15 million

PG&E  $49 million

SDG&E $ 4.90 miltion

These amounts are calculated on the basis of multi-factor allocation methods provided

by each utility pursuant to ORA’s recommendation.
2. SONGS and Palo Verde A&G Costs
Edison proposes that all A&G costs related to the San Onofre
" Nuclear Generating Station (SONGS) and Palo Verde Nuclear Generating Station which

were not included in the Incremental Cost Incentive Procédure (ICIP) in the related
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settlement decision (see D.96-04-059) should be included in Edison’s distribution
revenue requirement. The SONGS settlement agreement is in effect through 2003, past
the end of the rate freeze period. The Palo Verde settlement ends at the end of 2001. In
each of these settlenients, a portion of nuclear A&G costs were not included in iCIP or
sunk costs. We reject the approach proposed by Edison to include these costs in
distribution for the same reason we have declined to include other types of generation
costs in distribution rates. Instead, we direct Edison and SDG&E to file a petition to
modify relevant Commission decisions in order to include these A&G costs in ICIP
because we believe that these costs are appropriately part of ICIP. To the extent that
there are above market ICIP costs, they may be appropriately included in transition
costs. That is a matter for resolution in A.96-03-001 et al. We therefore reduce Edison’s
proposed distribution revenue requirement by $24.51 million.
3. Customer Services and Marketing Costs
~ Edison would allocaté to distribution about $23 million for
customer service and marketing costs for its large customers. It believes these costs
should be included in distribution ratés‘becau’se, consistent with FERC accounting
guidelines, they are incurred to educate customers about electric system health and
safety, conservation and economic¢ use of electricity. SDG&E would allocate $5 million
 to distribution for marketing costs, stating that it fefers to the associated achvul) as
“marketing” consistent with the FERC'’s systemn of accounts.

PG&E seeks $15.1 miillion for markéﬁng costs.

TURN and UCAN propose to remove from revenue requirements
all marketing costs associated with positioning the utilities in competitive markets.
They would allocate such costs, including overhead ¢osts, to generation customers.
They observe that the Commiission has removed such “brokering” costs from gas rates,
costs which are comparable to those referred to here as “marketing.” They also present

substantially hlgher estimates of these costs than those presented by the utilities.
/ Edison replies that TURN and UCAN have lmpmperly

characterized these costs as marketing costs. Edison states it will not be marketing
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generation with associated funds and observes that it will continue to incur expenses
relating to customer service research, bypass options, rate design and customer
education. Edison also objects to TURN/UCAN's "arBitfary" assignment of $12.7
million in common plant and overheads to marketing and customer service expenses.
SDG&E responds similarly, arguing that large customers are entitled to receive a high
level of customer service during this period of dramatic change.

With the introduction of direct access, utility distribution
customers will continue to require a high level of custonter service with attendant
funding requlrements The matter for resolution here, however, is whether and the
extent to which the cost of that service is appropnately ass:gned to dlstubutlon
revenue requlrements We share TURN/UCAN's concern that the utilities have
allocated more than a fair share of customer service and marketing costs to |
| dnstnbutlon Some of the activities the utilities support wnth that funding are not
related to the d;stnbutlon system, su_ch as providing information regarding bypass

options. Most of the activities arguably fall in all three major functional categories,

including research and providing information about company policy, 'procedures, rate

design and billing. ,
" We therefore reduce the utilities’ distribution revenue
réquirements to reflect customer service and rﬁarketing costs that are more
appropriately allocated to generation. TURN's estimates appear to assume that all
customer service and marketing costs are related to generation. The utilities make
reasonable arguments that some of those costs will continue to be incurred
notwithstanding the status of their generation operations. Reviewing thelr general

rate cases, we agtee that some of the costs in related accounts will be associated with
each utility’s distribution operations. Because the utilities dld not fulfill their burden

to specify the costs which might be attributable to distribution, we adjust the amounts
for Edison and SDG&E by ap'pl')"ing their respecti\?e multifactor allocations methods.
This results in an adjustrient of $7. 7 million for Edison and $.98 million for SDG&E. In
its comments, Edison alleges that allocating a portlon of econormie development costs -

to generation would be “contrary to faw” because we identified such costs as
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“nongencration” in Edison’s PBR order, D.96-09-092. Edison {ails to acknowledge,
however, that D.96-09-092 allocated all other customer services costs to generation.
Qur decision here to allocate all customer services costs, including those associated
with economic development, across all functions therefore gives Edison the benefit of
the doubt. For PG&E we make no adjustment because we removed marketing costs
from PG&E’s revenue requirement in its most recent general rate case. We therefore
do not adjust PG&E's distribution revenue requirernent here for this item.

'H.  Franchise Fees and Uncollectibles (FF&U)

Franchise fees are payments made to local govemrﬁents for the privilege -

of constructing distribution and transmission facilities in local ¢ommunities and are

based on total revenues. Uncollectibles are those losses associated with customers who

fail to pay their electric bills. SDG&E and Edison propose to allocate related costs to

distribution and transmission. _

ORA proposes that SDG&E and Edison be required to allocate some
portion of FF&U to gereration, consistent with PG&E’s method. If fevenues are
reduced as a result of divestiture of g‘enerati.on, FF&U should be reduced accordingly.
Therefore, we agree with ORA’s proposal and PG&B’s methodology and allocate to
generation one-third of FF&U costs. This results in an adjustment of $7.47 million in
Edison’s distribution revenue requirentent and $ 6.4 million in SDG&E’s distribution
revenue r‘equirer‘nehl;‘ |

l Miscellaneous Revénue

TURN/UCAN propose that SDG&E be required to update its
“miscellancous revenue” category, which SDG&E shows as $15 million in this
proceeding and which TURN believes the Commission increased in D.95-04-048.

D.95-04-048 adopted a number of changes to increase the miscellaneous
revenues. Contrary to TURN's assumption, however, the changes are credited to
‘ SDQs\zb’s El_ecfric Reyenue Adjustment Mechanism (ERAM) balancing account. We

therefdre reject TURN's recommendation.
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J.  Accounls and Charges for POtentIally Uneconomlc Costs
All three utilities propose to create additional balancing accounts with -

associated “nonbypassable surcharges" to customer bills for costs which they believe
are uneconomic and deserving of special COns;deratlon.
1. PG&E’s Diablo Canyon ICIP Account
' PG&E prbposes to create the nonbypassable charge to recover
D:ablo Canyon nucleat power plant lncremental Cost Incentive Pricing (IC IP) pnces
that exceed market pnces PG&E states itis authorized to retover such costs because its

cost recovery plan, approved by the Commlssion, provides that these costs would be

recovered through a special mechanism rather than through the CT C. _

ORA opposes the account on the basis that generatlon costs should
not be reoovered from dtstnbutlon customers TURN/ UCAN oppose the account )
arguing that the charge is effectiv ely anothér CTC exc‘ept in name. TURN/ UCAN

behe\ e the above-market Icip may not be collected as CTC. 'Ihey also believe the issue
- is appropriately the subject of Phase 2 of the CTC proceedlng

2. Edison's MAM
Edison proposes to create a MAM a balancmg account that would

serve as the \'ehlcle for recovery of cértain costs related to generatton, dlstnbutlor\, ’
public purpose programs, and other funct:ons Costs entered into the account would be
recovered by way of a nonbypassab]e charge on customer bills, which Edison refersto
as the Miscellaneous Ad;ustment Mechanism Blllmg Factor (MAMBF) Edison’s MAM
would initially be a surcredit of rate reduchon of $22 24 million.

Edison includes in the MAM revenues and costs associated with -
non-utility affiliates, costs associated wnh nuclear spent fuel stOrage and Department of
Energy fees, low en\tsston vehtc]es and hazardous wasté costs, SONGS 1 shutdbw
Oo&M expenses and the gain on the Yuma- Axis settlement. It would also include
~ intervenor funding, and the Reduoed Cost RecoVery Amount (RCRA), Devers- Palo
3 _ Verde regulatory costs, past earthquake reéo\rery costs (ancl other costs’ entered into the
CEMA) and the costs of its fuel oil ptpelme Inall, Edison proposes to mclude the costs
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associated with 39 different activities into the MAM. Edison argues that none of these
costs are readily assigned to functional business segments. Because the Commission
has found the costs to be reasonable, Edison believes it should be grahted dollapfor-
dollar recovery of them by way of a nonbypassable charge.

ORA opposes the MAM on the basis that the MAM would permit
Edison to recover through distribution charge costs that are related to generation,
including SONGS 1 shutdown O&M, hydroelectric pumped storage costs. ORA argues
that this balancing account, like others pfoposed by the utility, is proposed in the name
of "guaranteed cost recovery which derails the allocanon process.”

CLECA/CMA argue that the MAM cnrcum\'ents the Commission's
objeclives. in assigning costs to utility functions and violates the spirit of AB 1890 by
ignoring the requirement that rates remain frozen. CLECA/ CMA believe the utility
proposals are offefed with the objective of reducing risk be)’ond that anhcgpated by AB
1890 and the Commission’s policy. -

TURN/ UCAN oppose the MAM, argtnng t‘hat itincludes costs that
should not be assigned to distribution customers. They oppose the MAM for the same
reason they oppose the Dxab!o Canyon ICIP charge, namely, that the MAM is a CIC
except in name and except in the fact that Ednson proposes that the MAM continué after
the CTC is eliminated in 2002. TURN and UCAN argue that AB 1890 did not permita
balancing account to recover these costs and that the costs are not dlstmgmshable from
any other electric base revenue requirement. - S |

3. SDG&E'sMAM
SDG&E also proposes to recover $14.26 million in a MAM account
which, like Edison’s MAM, would be charged to distribution customers. SDG&E’s
MAM would include four cost components, among them the SONGS I shutdown costs,
spent nuclear fuel storage ¢osts, Department of Energy (DOE) decontamination and
decommissioning costs and SONGS 2&3 costs not recovered by the ICIP pncmg

mechanism.

8
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SDG&E supports its request by arguing that the Commission has
already authorized recovery of these costs. It observes that it may not be able to recover
the costs during the period over which the CTC will be in effect. Its MAM, like
Edison’s, would be in effect after the CTC is phased out.

TURN/UCAN and ORA oppose SDG&E’s MAM on the same bases
they object to Edison’s MAM. ORA observes that SDG&E’s witness on the subject
suggested that these costs can be treated as transition costs. TURN and UCAN argue
that the SONGS ICIP costs are appropriately part of SDG&B’s base rate revenue

requirement and should not be shietded from risk as part of a nonbypassable charge.

4.  Discussion ‘
We have stated that one criteria for evalu_ating parties’ proposals

here is whether costs are allocated to the function with which they are associated.
Many of the costs in thése various accounts are related to generation, publib purpose
programs, or lransmission. The utilities nevertheless propose to allocate the costs to
distribuwtion, contrary to our stated policy.

We have also stated our intent to retain existing levels of risk in
this proceeding. As the utilities admit, these three accounts are designed to reduce
utility risk by guaranteeing recovery of certain costs, some of which are currently
recovered under different types of ratemaking mechanisms. The honﬁypassabié
surcharges and associated balancing accounts change the mix of risk the utilities face
pursuant to Commission orders and AB 1890, contrary to our stated policy.”

The utilities justify including these costs in these accounts on the
busis that they have already been approved by the Commission. Our past approval of
the reasonableness of these costs, however, does not distinguish them from other costs
included in other rates or ratémaking mechanisms. The costs recovered through the
CTC and in distribution rates, for example, have already been approved in general rate
cases. Whether a utility is required to recover, for example, SONGS O&M costs in

generation rates or in a MAM account implies nothing about the reasonableness or
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unreasonableness of those costs. It merely reflects degree of risk which we believe is

appropriate for cost recovery and consistent with AB 1890. .
In considering the validity of the proposed surcharges, we consult

AB 1890. The statute sets forth a complex and comprehensive regulatory framework for .

restructuring the electric industry. As part of that framework, it mandates the creation

of the CTC, a nonbypassable charge, the purpose of which is to provide the utilities

with a reasonable opportunity to recover generation costs that might otherwise become

stranded in the new market framework. Specifically, Section 367 identifies the

reguliato’r)' treatment for various types of costs and finds that “uneconomic costs shall

‘be recovered from all customers on a nonbypassable basis” and be amortized overa

period which “shall not extend beydnd December 31, 2001,'; with S])ecifiéd exceptions.
The utilities’ proposals here seek authority to impose A

nonbypassable charges for generation costs which are not authorized by AB 1890. The

utilities characterize as potentially “uneconomic” the costs that would be recovered by

the charges. The costs are not listed as exceptions to the general provision that |

uneconomi¢ generation costs ate to be recovered through the CTC and amortized prior
to December 31, 2001, In addition, the utilities would retain the pioposed surcharges
after December 31, 2001, providing a regutatory protection which extends beyond the
period anticipated by AB 1890 for recovery of stranded generation costs. )

As a matter of policy, we question the fairness of transferring risk
to captive customers. As a matter of law, the rule of statutory construction provides
that “*where exceptions to a general rule are specified by statute, other exceptions are
not to be iniplied or presumed.” (Mutual Life Insurance Co. v. City of Los Angeles, 50
Cal.3d 402, 410 (1920).) The costs which the utilities would include in additional
balancing accounts or nonbypassable charges are in addition to the exceptions listed in
AB 1890 for recovery by methods other than the CTC. To the extent they might be

uneconomic generation costs, they must be recovered through the CTC.

_ The purpose of this proCeedmg is to unbundle revenue
rcqmremenle not to create new ratemaking mechanisms. Just as we have declmed to

reduce revenue requirements to reflect lower ¢osts in this proceeding and to eliminate
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existing balancing accounts, we decline to consider new ratemaking mechanisms.
Those ratemaking mechanisms are appropriétely topics of other proceedings. We are
especially concerned with Edison’s proposal to remove from its PBR $20 niillion
annually in costs related to its pipeline terminal company and to change the existing
ratemaking incentive associated with nuclear performance to a mechanism which
would guarantee recovery of $14.6 million in annual costs.

Finally, we comnient specifically on PG&E’s Diablo Canyon ICIP
proposal. We observe that we have never authorized the creation of such a charge
either ih‘\pl'icitly or explicitly. PG&E's cost recovery plan did not propose sucha
surcharge,’ although the plan stated PG &E would nét recover associated costs through
the CTC. In this procecding, PG&E prﬁvidés no legal authority for the charge or
analysis to support its imposition. Even if we were to interpret AB 1890 to permlt
such additional nonbypassable surcharges on customer bills, we would reject this one
- on the basis that its proponent has failed to meet its burden to support it. .

The issue rentains as to where the costs of the various utility
balancing accounts should be allocated. SDG&E’s proposed MAM included only
generation costs. They may be recoverable as part of the CTC or SDG&E's generation
rates and require an associated Commission finding in R94-04-031. Its proposed
revenue requirement for distribution is not therefore not changed. Similarly, PG&B’s
regulated (that is, distribution and public program Surchdrge) revenue requirements
 do not change because the costs associated with Diablo Caﬁyon which are not related
to decommissioning would be ultimately allocated to generation costs or transition
costs.

Edison’s proposed MAM includes the costs associated with many

activities which are attributable to several functions. TURN/ UCAN, CLECA, Farm

! We also clearly limit the scope of our approval of the cost recovery plans: “The [utilities’ cost
recovery) plans vary considerably in their level of detail. Qur approval ... covers only the :
general framcwork for cost recovery outlined in AB 1890 and the details necessary to launch the

program for cost recovery.” (D.96-12-077, slip op. At5))
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Bureau, and ORA propose specific treatment of each of the accounts’ components.
These parties agree with the appropriate treatment of most costs. Where they do not
agree, we adopt ORA’s proposals except with respect to the following costs. Costs
associated with DOE D&D fees, SONGS 1 shutdown O&M, and spent nuclear fuel
storage should be allocated to nuclear decormmissioning,. For SDGAE, these same
costs should be allocated to nuclear decommissioning. As described in Section VILF,,
hazardous substance clean-up and litigation cost accounts should no longer include
generation related ¢osts after January 1, 1998. The existing HSCLC balances that are
generation-related have the characteristics of a regulatory asset. In addition, the |
Nuclear Unit Incentive Procedure accoimt also has the characteristics of a regulatory
asset. As such, disposition of these generation costs is appropriately considered in
A.96-08-001 et al. With these modifications, Edison’s distribution reverue
requirement is r‘_educéd by $73.51 million. Its public pr’dgram surcharge revenue
requirement is increased by $7.113 million. Its nuclear decommissioning revenue -
requirernent is increased by $19.4 million. Appendix B presents how the many types
of costs would be allocated among transission revenue requirement, distribution

revenue requirement, generation, the CTC, the nuclear decommissioning surcharge or

the public purpose prégram surcharge. As Edison points out in its coniments, account

balances allocated to the distribution revenue requirement are all one-time charges
and not ongoing costs which would be included in the PBR indefinitely. They should
be treated accordingly and would not be subject to the PBR escalation.

K. PG&E’s TRA
PG&E proposes to replace the existing ECAC and ERAM balancing

accounts with a “Transition Revenue Account”(TRA). In effect, the TRA is a balancing
account for all costs except those subject to PX pricing and CTC treatment. The TRA
would guarantee recovery of the authorized revenue requirements.

_ ORA opposes the TRA partly on the basis that it is the functional

equivalent of the ERAM account. ORA observes the Commission has a sepa'raterproc‘eés
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for evaluating ERAM and ECAC, which is part of the Etectric Tariff Strcamlining
workshop, consistent with 1.96-12-088S.

We concur with ORA’s observation that the TRA is not apparentily
distinguishable from PG&E’s ERAM and that the topic is the subject of more
comprchensive review in the Electric Tariff Streamlining effort. Moreover, we are not
predisposed toward creating new balancing accounts in this proceeding in any event
because to do so would compromise our objective of maintaining existing levels of risk,

as we have stated.

L. Final Revenue Requirements

We adopt the following distribution revenue requirements for the utilities:

Edison $1.67 billion

PG&E  $195billion

SDG&E  $501.6 million’

TURN proposes that rates adopted in this proceeding be set subject to
refund because the titility proposals were inadequate and require reconsideration at a
later time. We do not believe, as the utilities argue, such an approach would necessarily
represent retroactive ratemaking. On the other hand, we are not inclined to revisit
these issues in 1998 because of resource constraints and because we wish to promote
some certainty among industry participants, customers and patties to our pro&edings
on these matters. In reaching this conclusion we recognize that the utility revenue
requirements are not ideal. Nevertheless, we believe they are adequate until we review

utility revenue requirements in relevant PBR or general rate case proceedings.

Vill. Revenue Allocation and Rate Design
Having developed the revenue tequirements for each utility, we proceed to

determine reventte allocation to customer classes and rate design for various services.

Unbundling requires this process of allocating revenues between customer classes in

~* Tobe updated to reflect the distribution portion of SDG&E's adopted 1997 and proposed
1998 PBR adjustments in SDG&E’s advice letter filing by October 15, 1997.
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order to get rates for each customer class. Rate design is required in order to determine
the types of rates and services available to customers within a customer class.

As stated 'previously, AB 1890 lirnits total rates effective on January 1, 1998 to
those shown on June 10, 1996 tariffs. The varialions between the uhhtnes proposals are
therefore limited. In general, the utilities propase to retain current umt rates withthe
exception of mandated reductions to residential and small commercial rates. The
pérties also appear to agree that the Cor‘h_mission will have to revisit revenue allocation
and rété'glesign issues p‘riér to the end of the transition petiod in order to develop

appropriate rates réﬂeCti'ﬁg the removal of the CTC rate component and the associated

) revenues

A Rcvem:s A"hcath)n

1. Methods For A|locating Distribution Revenues
As we discussed under Tetail Transnusswn Rate Stipulations (Sec.

- 1), we adopt ORA’s recommendahon to use Edison’s EPMC approach on total

revenues.

2. Allocation of the Rate Reduction Bond Recovery Costs and
" Discounts

AB 1890 requnres that only those ¢ustomers who receive the 10%
rate reductnon--resndentlal and small commercial customers—-pay off the costs of the
associated rate reduction bonds, which “'1ll return the costs of the rate decrease to the
utilities, SDG&E proposes that only those customers on its Schedule A be eligible for

the discount. ORA proposes that time-of-use customers also receive the discount.
SDG&E believes this practice would coniplicate the administration of AB 1890’s
- requirements.

Notwithstanding any administrative difficulties which may result,
AB.'1890 requires that residential and small commercial customers receive the rate
reduction. ln SO domg, it does not dlstmgulsh between time-of-use customers and
.A.fothers We therefore require that the utnlmes offer the reduction to all residential and

Col ) smalltommeraal customers, mcl_udmg those who subscnbe to time-of-use schedules.
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3.  Allocation of the Costs of Public Purpose Programs, CARE,
Nuclear Decommissioning/ncremental Cost Incentive Price

Both the Commission and AB 1890 find that some programs should
be funded by way of separate billing charges, among them CARE, public purpose
programs such as energy conservation and research and development (R&D) efforts,
and nuclear decommissioning costs.

PG&E proposes to allocate the costs of pubiic purpose programs
using the system average percent method whereby the CARE program costs are
allocated first on an equal cents per kilowatt-hour (kWh) basis then, the remainder is
allocated according to the peréeﬁta'gc share of the schedule’s present revenue
teqtniremenfs relative fo‘the total present revenue requirements. PG&E states that this
method is consistent with the currerit procedtiré for allocating such costs.

» SDG&E and Edison pfbﬁose instead to allocate these costs on the
basis of equal cents per kWh during the rate freeze period. Edison believes using
system average costs would be t6o complicated. SDG&E refers toits proposal as “easy
to administer.”

DOD, CIU, and CLECA /CMA oppose SDG&E and Edison’s
method for allocating pubhc purpose program costs, believing they will shift costs to
high load factor customers. CAC/EPUC takes the same position, arguing that Edison’s
allocation would violate the provision in 'AB 1890 that prohibits cost-shi ftmg
| ORA believes direct access customers, utility full-service customers
and bypass customers should pay the same amounts for these types of costs.
Accordingly, ORA would calculate the charges as if all customers were served on
bundled rates. This means direct access and bypass customers would pay

7 proportionally more than full-service utility castomers on the basis of their distribution
costs. 4 _
o We direct the utilities to allocate these program costs using PG&B's
system average percent method, which is closest to current cost allocation methods and
therefore accommodates AB 1890’ rates freeze and prohibi.tion against cost;shifting.“ )

Although the rate freeze elim‘i‘nales"any practical effect of this decision, we agree with

.36 -
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CIU and CLECA /CMA that the cost allocation principles we adopt today will as a .
practical matter serve as the foundation for future debates, if not the ultimate

allocations, following the end of the rate freeze period.

B. Rate Deslgn .
1. Calculating the CTC '

The CTC is the ratemaking mechanism designed to recover
uneconomic generating costs arid other transition costs. Its level is determined one way
or another according to the level of other rate el_éments and with the limitation imposed
by the rate freeze mandated by AB 18%0. '

» The utilities propose to calcutate the CTC as the residual cost after
calculating all other ¢osts, including the PX price. Thus, the CTC would be equal to the
difference between the rate at the rate freeze levels and the combination of all other
costs - the PX price, the distribution rate, the trahsr‘niséio‘n rate, the publi¢ purpose
program surcharge and the nuclear decommissioning smlrchaige. The fesulting actual
level of the CTC cannot be known in advance. A(’tordingly, the utilities propose using
real-time pricing and “truing up” the difference after completion of the settlements
process with the ISO. Under the utility proposals, each customer would be charged for
the CTC according to individual demand on an hourly basis. For direct access
customers, the CTC would be calculated using the utility tariff schedule the customer
would subscribe to if it were not a direct access customer, that is, the “otherwise
applicable rate.” Both direct access and full-service utility customers would experience
CTC rates that vary in an inverse relationship to the PX price.

ORA, the Energy Comunission, Enron and Southern Energy Retail
Trading and Marketing (Southern) oppose the utilities’ method of calculating the CTC
for a variety of related reasons. Southern observes that unde the utilities’ proposal
customers who pay market prices for generation supply will always pay the same total
price for generation regafiiless of the PX price, masking hourly changes in the price and

failing t'oﬁr_ovide meaningful price signals. Italso 6bsen'es that customers whose

generation prices are fixed will pay a lower total price at the time of system peaks. | .
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Southem believes customers will not have an opportunity to reduce their costs by
shifting load to lower-priced periods, resulting in less efficient use of the electrical
system. Southern proposes that the Commission mitigate this problem by requiring
that the CTC be fixed over a specified period. In order to assure the rate freeze is not
compromised by this pricing policy, it would have the Commission impose a cap on the
CTC. It also proposes to create a balancing account to adjust for forecast errors and the
cap.

Enron makes similar comments, believing thal by creating

distortions in the market the utility proposals will discourage direct access. Enron
proposes that the price volatility which would result from utility proposals be mitigated

with rate design nieasures. Enron and Southermn propose, as an alternative to averaging

the CTC, that marketers be ‘pe:mittéd to péy the CTC directly to the utility and to have
separate arrangements with their own customers for paymenl of the CTC. The process '
- would not involve the utilities but be a prwate arrangement between custoniers and
marketers. Southem also seeks mformatlon from the utilities with regard to the cla':s
average CTC to implement the proposal Fnron also argues that the uhlmes offer no
rational )ushficatlon for having the CIC vary with load since CTC recovers fixed costs

which do not vary with load.

- ORA opposes the utilities’ residual calculation of the CTC proposal, .

believing that it will make hourly pricing, including “virtual direct access” impossible
because customers would be charged the same total rate in each hour of a TOU period.
ORA argues this compromises the Commission’s objective to prov ide customers with
market-driven prices signals during the transition period, consistent with D.95-12-063
Like Enron and Southern, ORA recommends calculating the CTC charge for TOU
customers as a rolling average for each TOU period in the customer’s billing period
based on an average Perr'iafe and residual CTC rate calculated for the customer’s
otherwise-applicable tariff. The Energy Commission makes similar observations and
supports ORA'’s recommended altemahve.

, v Edison 0pposes pr0posals to forecast the PX price, behevmg that .
the task would be too difficult. Edison argues that the alternatives proposed by the
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parties overlook a potential conflict between AB 1890 and a non-hourly calculation of
CTC that could lead some customers to pay a higher-than-tariff energ)' rate, a
circumstance that would violate the rate freeze.

~ PG&EBalso raises concerns with averaging the CTC, arguing that it
masks the total cost of energy and conflicts with provisions of AB 1890 that provide that

direct access customers are not treated differently from utility full-service customers,
SDG&E observes that the utilities” method is the only one proposed on the record that

assures customer bills will not charige due to CTC collection, as it claims is required by

AB 1890.
We understand the concemns raised by the parties with regard to
the utilities’ propOsals to set the CTC resrdually It appearb that in fact the result will be

to mask or sev_erely distort prrce srgnals, creating system inefficiéncies, especrally '

among those customers ‘who may be able to 'S}rift loads and thereby reduce peak'sy'stem :

" demand. (Tne pnCe srgnals 1néorp0rated in existing time-of-use rates of course would
be preserved ) And customers will fail to realize cost savings from more efficient use of
energy, an outcome which is contrary to our intent and to the intent of AB 1890.

The modifications hnron and Southern made to their proposals late
in the prOceedmg eliminated some of the cOntroverby with the utilities. That is, the
utilities may implement thei# methods for calculating the CTC resrdually, and still
‘accommodate to some extent marketers_ concems about CTC vanabrlrty However, we

believe that these solutions and the utilities’ proposed residual meth'or_i for calculating

- CTC would create an extra hurdle that might discourage prospective non-utility energy -

providers from participating in the California energy market. The utilities’ proposals
for real-time residual calculation of CTC would potentially require alternative
providers to undertake substantial CTC forecast risk in order to offer attractive energy
prices. Ata minimum, the utility proposals would inccéase the degree of sophistication
necessary to develop attractive direct access or departing load service arrangements

_ - To prevent any potenhal bamers to entry of prospectwe non—uhhty
- energy provaders and to ensure 1mplernentahon of effective tnme—drfferentlated price

: srgnals that have fong been one of the paramount goals of our electric restructuring
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initiatives, we will reject the utilities’ proposals. Instead, we will modify ORA’s
proposal by implementing an averaged, ex-post, energy cost for utility service
customers thatin tum——thrOugh residual calculation—provides an averaged CTC rate
for all customers. Calculations of the averaged energy costs and the derived averaged
CTC charges will be made for each rate class.
Averaging is done first on a weekly basis, and then a rolling

average of usually four weeks is calculated to cover the different monthly billing ¢ycles
for different customers. The series of resulting approxnmately one-month averages of
PX eneigy costs is used to calculate residually the correspOndmg averaged CTC ona
billing- cycle basis. We belleve that a month is the mmnmally acceptable penod for
calculatmg the averaged CTC. However we are open to proposals for longer a\'eragmg '
periods and for proposals that use forecasted PX energy costs. We invite parties to
collaborate in a workshop format to reach consensus on a proposal that would have a
longer ‘averaging-period, and/or use a forecast of PX eneigy costs, and submitsucha

propos'ai to us for our consideration no latet than Octob'cr 1,1997.

In the weekly averaging, utilities shall use hourly PX energy costs

in each week and class load profiles for each rate class;(?tlié profiles including both
utility service and direct access customers) to calculate an average PX energy cost for
utility service customers in that rate group. Because billing ¢ycles span multiple weeks,
the average PX price for all calendar weeks from the time of a customer’s previous
billing through the week prior to the current billing shall be 'avéraged to obtain a
monthly average PX energy cost. The fesultihg averaged PX energy cost shall be
applied to all sales to all utility-service customers seérved on existing rate schedules in
each rate group during the billing month, with the averaged CTC charge calculated
residually for each schedule and each billing month. Utilities shall implérﬁém this
 method in such a way that customers receiving service under TOU schedules continue
to experience their requctwe frozen tine-differentiated total rate levels. Utilities shall _
apply a similar a\'eragmg methodomgy to any other non-CTC functional rate

components for utlhty service customers that vary ‘with time.
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The result of this approach is akin to an averaged CTC that will not
fluctuate wildly over time and will be {dentical for utility-service (including virtual
direct access), direct access and departing load customers taking service under the same
tariff schedules used for purposes of CTC benchmarking. For bundled-service
customers of the utilities, rates will not rise above frozen levels. We find that this
design is consistent with the réte freeze provisions of AB 1890. We do not consider
instances where customers voluntarily select a service option, like direct access or virtual
direct access, that sometimes produdes rates exceeding the rate they would have paid
on June 10, 1996 to be in ¢onflict with AB 1890. Customers always have the option of

returning to a frozen-rate schedule if they wish. .

Our approach is simpler to lmp]emenl than the utilities’ proposals.

Utitity proposals involve hourly metermg of consumphon—or proxying such hourly
consumption with load prof:les—Of all direct access and departmg load customers,

then real-time residual CTC calculation, and fnnally application of this changing hourly -

CTC to the real-time load of each direct access and departing-load customer. In
contrast, h.n_der the approach we adbpt here, transition ¢ost recovery calculation is
simplified, because the residualiy-determine& amount is a single, stable amount over
monthly calculation persods However, because the utility billing cycle varies for each
customer over the week and month, sonte lag in the process of issuing bills may be
required to accommodate our chosen approach for Ealculating the CTC. Utilities should
address this issue in pro-forma tariffs that will be developed in preparation for the
workshop to be held in August.
2. Virtual Direct Access

~ Inprevious orders we have addressed how customers who do not
pérticipaie in direct access may opt for “yvirtual direct access” by relying on real-time
(hourly) meters. In D. 95—12—063 the Preferréd Policy Decision setting out the
framework for electric restructurmg, we stated our support for virtual direct access and

real-time pncmg because itwould increase system eff:crency and offer customers

1mprovcd service ophons In D.97-05-040, our Direct Access decnsnon, we reiterated
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these goals. We noted carlier the problem with the utilities’ proposals for calculating
CTC that they mask the energy cost signals that customers need in order to take
advantage of real-time metering options like virtual direct access. Our adopted
levelized CTC calculation methodology in fact expressly is designed to overconte that
problem by permitting variations in PX energy costs lo “shine through,” so to speak. In
turn, consumers with real-time metering options like virtual direct access can use that
valuable information to lower their total energy costs.

Of course, it will be important for uiilities to provide new, virtual
direct access services and tariff offerings for their ‘curst()me'rs‘ that wOul_.d promote the
efficient use of encrgy. We therefore direct the utilities to propose such servicesand
tariffs in their compliance tariff filings. Section 378 allows utilities to offer to propose
new services and tariff offerings that accurately reflect, among other things the costs of
providing those services. Such new, virtual direct access services would not be bound
by the rate-freeze provisions of AB 1890 that appfy to existing services.

3. CTC Irﬁpact on Baseline and CAR;E Rates
Baseline rates provide lower cost electricity for the first units

residential customers use. Subsequent units are priced at somewhat higher levels. Low

income customers receive discounted rates pursuant to the “CARE” program. The
parties address the issue of how to set baseline and CARE rates to include the CTC and
retain the rate differentials following the rate freeze period. PG&E and SDG&E propose
a rate differential between baseline and other rates for the distribution rate and CTC so
that the rate structure after the CTC is removed from the utility’s rates would continue
to reflect the CARE and baseline rate structure. Edison proposes the differential be
reflected only in the CTC during the term of the rate frecze. ORA argues that Edison’s
approach does not properly anticipate the period following the rate freeze with regard
to baseline rates. TURN/UCAN add that Edison’s proposal compromises Commission
‘objectives to establish cost-based rates. Under Edison’s proposal, the only difference in

rates between baseline customers and othér‘ customers would be in the level of the CTC.
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Edison comments that customers will pay the same baseline and
nonbaseline rates, regardless of the differential, because total rates will not change.
Edison proposes to révisit the matter at the end of the rate freeze period.

We agree with ORA and TURN/UCAN that Edison’s proposal to
reflect baseline differentials only as part of the CIC is contrary to our objective to
promote cost-based rates. We therefore adopt the proposals of PG&E and SDG&E for
baseline and CARE rates. Edison shall amend its rate design for baselines rates
accordingly.

Edison’s CARE Surcharge

Edison proposes to impose a separate CARE surcharge on
customet bills rather than inctude the costs and discounts 6f the CARE program in the
. public purpose programs surcharge. TURN/UCAN oppose this separate surcharge,
arguing that Section 381(a) anticipatés the establishrent of the puBlic"'purposes
program sur’cha‘rg’é to fund programs described in Section 382, among others. CARE is
described in Section 382. _

| We concur with TURN/ UCAN's interpretation of Section 381(a)
and direct Edison to include all CARE program costs, including the discount, in the
publi¢ purpose programs surcharges.

5. Edison's Domestic Seasonal Rate Adjustrnenf

Edison currently has a Domestic Seasonal Rate Adjustment which
guarantees that Edison recovers distribution and generation revenues which would
otherwise fluctuate seasonally. ORA testified that the adjustment would péfentially be
anticompetitive because it is not available to competitors who may be subject to
seasonal revenue fluctuations as well. ORA argues that differing summer and winter
distribution rates could create market distortions that could create subsidies or hurdles
for competitors. ORA proposes that Edison should be required to justify any proposed
continuation of this adjustinent in its tariff filing. |

| We have some concerns about ratemaking conventions which are

designed for the sole purpose of Shielding the utilities from risk and which might
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othenvise create market distortions. We cannot however determine how ORA would
have Edison further justify the adjustment. We do not eliminate the adjustment here
because doing so may change Edison’s risk, an outcome we have stated we will avold in
this proceeding. We may however reconsider the adjustment in the next proceeding
which addresses ratemaking issues for Edison.

6. Bitl Credit Procedures

The wtilities propose to implement the 10% rate reduction for

residential and commercial customers by providing a bill credit. While no party objects
to the proposal, ORA believes customers w‘ftb receive the rate reduction and
subsequently switch to a tariff not Subjétt to the associated cha rge for paying off the -
rate reduction bonds, should refund the original rate reduction amounts.

We reject ORA’s proposal on the basis that it sets up a ﬁotentially
complex mechanism without any providing ahy substantial benefit to customers,
because the number of customers who are able to take advantage of such a scheme
unfanrly is likely to be small. The utilities bill credit proposal is adopted.

| We also adopt the prbposal of the Merced Irrigation District to the
effect that a customer who leaves a uhhty system in order to take service fiom any other
entity which must lmpose a public purpose program surcharge pursuant to Sechcm 385
shall not pay the initial utility’s surcharge going forward because the customer will be

paying the charge to the new entity.

7. PX Energy Charges
The calculation of PX energy charges is critical to residually

determining the CTC. Each utility presented a method for this calculation which forms
the basis for the credit provided to direct access customers. Edison propoées using the
weighted average of the day-ahead and hour-ahead prices, adj usted for administrative
costs, settlements, ancillary services, and congestion fees. |

Edison proposes to add settlement costs to the PX energy charge in
the following billing periods. Edison is the only party who made detailed proposals on
how the PX energy price should be trued up after the ex-post settlement from the
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ISO/PX are received and how the result should be reflected in custoners’ bills. The
Commission adopts Edison’s proposal for reflecting ex-post settlements.

Edison also proposes that all customers should pay for the costs of
unaccounted for energy. If the ISO bills the utitity for all unaccounted for energy,
Edison would recover these costs from all customers. 1f FERC approves the proposal
contained in the March 31 FERC filing to allocate unaccounted for energy to scheduling
coordinators, the cost of unaccounted for energy should be treated in a similar manner
as treatment of settlement costs. Edison proposes to incorporate oosts‘!hat are assigned

“toall scheduling coordinators into the PX energy charge and to credit these costs to
direct access customers. We will direct that any ISO costs that are assigned exclusively

to the utility for services provided on behalf of all customers should be recovered from

all customers, regardless of generation provider.

8.  Rate Deslgn for Distribution, Public Purpose Programs and
Nucléar Decommissloning Costs

We adopt Edison’s proposal to design and escalate nongeneration -
rates according to the method approved in it$ nongeneration PBR decision, and then
subtract the transmission rates from the nongeneration rates to arrive at distribution
rates. In addition, the utilities’ proposed tariffs should present rate design methods for
public purpose programs and nuclear decommissioning costs so that these costs are
recovered from customers through non-time differentiated energy charges specific to

each rate group.

9.  Unbundling and Continuation of Flexiblé Pricing Options |
Edison proposes to adapt its Flexible Pricing Options (FPOs) to

‘accommodate the PX market structure and direct access so that several of its FPOs ¢an
remain open to new customiers, including direct access customers, upon commencement
of the PX. We will adopt these unicontested proposals, which Edison believes are

necessary in order for it to administer the FPOs as of January 1, 1998.
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10. Large Power Rate Design Issues
CLECA/CMA raised issues concemning Edison’s escalation

methodology for nongeneration rates, large power rate design and treatment of
intercuptible credits.
a. Escalation for Nongeneration PBR Baseé Rates
- CLECA/CMA believe Edison’s proposal to keep T&D demand
charges fixed is unwise because it is increases in demand, rather than energy
consumption, that cause higher T&D costs.

Due to the rate freeze mandated by AB 1890, Edison was
prohibited from escalatmg customer and démand charges above its June 10, 1996 levels.
Therefore, in its PBR ﬁlmg, all escalahon amounts were converted to a cents- per-kWh
basis and added entirely to base energy charges The PBR decision speclflcally
authorized all rates to be escatated by CPI-X. Consistent with the PBR decision, it is
reasonable to osc'aiate the energy charges.

Edison’s methodology of converting the escalation of
nongeneratlon PBR base rates entirely into energy charges, even for schedules with
~ demand and customer charges, is consistent with current adopted methodology and is
adopted. | o

b. Aligning Schedule Révenues with the Allocated Revenue

Requirement

In instances where Edison’s development of nongenerahon
margiﬁal cost-based customer and demand charges produce more revenue than the
allocated revenue requiremient for a particular schedule, Edison has reduced the
nongeneration time-related demand charges to align schedule revenues with the
allocated ré\'_enue requirement. Without this adjustment, nongeneration energy rates
would become negative. Therefore, it is reasonable to reflect this adjustment in the next
most variable charges.

Ininstances wheie marginal cost-based customer and demand .

“charges fora schédulé do not colléct the allocated revenue requirement, the imp&isiﬁori

of an energy charge is appropriate.
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CLECA/CMA suggested using an EPMC factor to increase all
transmission and distribution components. This is inconsistent with how the
nongeneration PBR base rates, which are escalated to arrive at 1998 rates, are
established. ‘Also, adjusting these components would result in prices that deviate from
marginal costs. We adopt Edison’s methodology.

¢. Edison’s Flexible Pricing Options Should Beé Unbundied
and Made Availablé to Both Bundled Utility Customers
and Direct Access Customers

Edison presented testimony on two aspects of its FPOs. The
first aspect 1s the unbundling of these rate options to make them compatible with the
availability of a PX price and the Commission’s desire to have the PX price be reflected
in customers’ rates without any mark-up or modification by the utility. The second
jssue relates to making these options available to direct access customers. Customers
- who may elect to take service on these options should nol be precludcd from engaging
in direct access transactions. From a technical and ratemakmg },ﬂmi of view, there are
no impediments to making these opllons available to direct access customers. Edison
plans to presént the revised tariffs to accomplish this object in the tariff phase of this
proceeding. We adopt Edison's proposal.

' d. Interfuptible Credits
Edison has proposcd to reflect the interruptible creditin a !ower
CTC charged to mterruptible customers. CLECA/CMA madean alternative proposal
to reflect some of this credit in a lower transmission charge We adopt Edison's
proposal in part because we have no jurisdiction over transmission charges and 9eek to

resolve the matter here.

11.  Distribution Line Lossés _
Edison has proposed to use average loss factors to calculate costs

associated with line losses, and to recover these costs from all customers as a non-PBR
distribution rate component. PG&E and SDG&E did not addteds this issue.

- CLECA/CMA proposed a formula for cdmputing hourly
distribution ]me loss factors. CLECA/CMA developed these factors from Edison’s
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average factors used in Edison general rate cases. ORA supports the C LECA/CMA

methodology.
Testimony of ORA, CLECA/CMA and Edison concerning the

settlements process supports the importance of using accurate hourly allocation factors

in minimizing system-wide costs and ensuring accurate cost allocations that avoid cost
shifting. We believe CLECA/CMA’s methodology accurately represents these losses
and therefore we adopt it. We direct PG&E and SDG&E to file similar proposals for

implementing hourly distribution line loss calculations in their Advice Letter filings.

IX.  Master Meter Issues
A Minimum Average Rate Limiter {MA RL)

WMA proposes to reduce the MAR (or MARL for PG&E) for master-
métet’ed customers who elect direct access. The MAR applies to master-metered
customers only and es!abllshes a minimum level for recovery of energy ¢osts and the
Commission fee. WMA proposes that the utilities reduce the MAR 19 reflect thie |
utilities’ cost of purchased power. WMA observes that the utilities will still be able to
recover purchased power costs authorized in the CTC.

Edison and PG&E oppose WMA’s proposai. PG&E responds that AB 1890

" mandated a rate freeze at levels in effect on June 10, 1996 which would be violated
under WMA's proposal. PG&E explains that it WOuId treat master-metered customers
electing direct access just as it would treat all other customers, that is, master-metered
customers would only pay that portion of the MARL attributable to costs not related to
PX energy. Edison makes similar comments, adding that WMA's proposal could result
in the utility selling its master-metered customers its services at a negative rate.

We do not adopt WMA's proposal because it would effectuated a change
in rates which is contrary to AB 1890. As they propose, the utilities will reflect the PX

energy cost by way of a credit to the customer who chooses direct access.

B. Fundmg Costs to Imp!ement Direct Access for Tenanis
-WMA prOposes that master-metered customers be offered an additional

discount on submetering to fund additional capital and operating expenditures park
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owners require to implement direct aceess for their tenants. Specifically, WMA says
direct access will create new costs for park owners because of the need for them to
educate and train customer and park employees, to change tenants’ bills, to
accommodate compelitors making sales presentations to park residents, and to provide
for diréct access metering. -

PG&E and Edison oppose WMA's proposal on the basis that it would
vlolate the rate freeze requlred by AB 1890 by providing a discount to submetered
customers beyond that allowed by AB 1890.

We concur with the uhhhes position that WMA’s proposal represents a
rate change which s contrary to AB 1890. We understand that some customers may
incur transactions costs as a result of electric restructunng WMA’s proposal requires
that either tvhe utilities or other customers should bear those costs in higher electric bills,
an outcome which we cannot a;:lopt T WMA beli'evec perk owners sﬁoula receive
~ higher submetenng discounts because the cost of service to them will be lowver or
because the utilities’ avolded costs wnll be higher under direct access, it may propose
discount changes in forums where we consider utility revenue requirements.

C.  Tariff Modifications for Mastér-Metered Customers
WMA proposes that utility tariffs specify that tenants’ bills will not be
unbundled >b)'.'the paik owners. Edison opposes the suggestion, observing that tenants
of master—metered park owners are not Edison customers and therefore utility tariffs
should riot specify the refationsl\ips between park owners and tenants.

We reject WMA's proposal because, as Edison points out, it assumes a

relationship between the utility and the park tenants that does not exist. Park owners

are responsible for the bills they render to their tenants, consistent with existing law.

X.  Bill FormatIssues 7 |
To effectuate unbundling, the utilities will need to change their customer bills

to prov:de adequate mermatlon to customers about their energy choices and the

 services they are receiving. The partles agree that the information should be clear

and avoid confusion. Generally, the utilities proposed billing formats in
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. consideration of these objectives, although the extent of information the utilities

proposed to provide was the subject of some dispute. The utilitics emphasized that
modifying their billing systems will require substantial time and effort. Edison in
' particular urges a simple bill format and wams the Commission that it may be
unable to program its billing system in time if complex changes to the system are
required. |
We appreciate the utilities’ concerns regarding the timing of billing format
changes. Below, we propose certain minimal bill format changes which should be
impleniented January 1, 1998 and réquire the ulilitie‘svto provide additional detail
over time. As a practical maiter, we do not believe most customers will require the
most detailed level of information proposed here in the immediate future. As
_ competition in energy markets takes hold, customers will require more and better
information, which our adopted SChedQIe will accommodate.
A.  Rate Reduction Gredits
- Al three utilities pr‘éﬁose to reduce rates to residential and small
© commercial customers by 10% beginning ]anuéry 1,1998. By ruling dated January 31,
1997, the assigned ALj determined that the Commission would consider methods for
doing so in this proceeding. The reduction is one condition of the utilities’ ability to
recover stranded investment through the CTC. ‘
All of the utilities propose to implement the rate reductionas a bill credit.
SDG&E proposes to provide abill credit to cligible customers. PG&E proposes to.
reduce all unit charges by 10%, a prdpésal SDG&E believes may be difficult to
administer. TURN proposes that the utilities be required to charge the entire discount
~ to the CTC in order to assure that customers receive the full benefits of the reduction
intended by AB 1890. Consistent with TURN's recommendation, PG&B will account for
the reduction as CTC. ORA states it is satisfied with the utility proposals with the
modifications PG&E made in its supplemental testimony.
We will adopt the utility proposals to reduce eligible customers bills by
10% and to account for the bill credit as reduced CTC for direct access customers, the
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credit will be applied to a customer’s bill under its otherwise-applicable schedule before
the bill is reduced by the PX cost.
B.  Power Exchange Prices

Bills must provide pric:ing information which will permit customers to
make reasoned choices between energy suppliers. ORA and Farm Bureau observe that
PX prices must be included on customer bills in order for customers to evaluate
c‘ompetitoré" bids.

PG&E proposes that for direct access custorﬁérs served with the use of
statistical load profile and with full service customers, the price that appears on the bill
will be the average PX prices for the month. For direct access customers, the prices will
be based on the hou rly PX price and the hourly-specific loads for each customer.

| Récognizing that settlement prices from the PX will not be available for 60
days, PG&E proposes that customer bills estimate the PX price and be subject to a true-
up the fo]loivlhé month. PG&E ‘als’o'proposes' that the Commission reconsider this
ap]ﬁroach if it dd¢s not appear to accomplish Commission objectives.

~ Edison proposés to include the PX energy price it paid during the billing
cycle, based on lhé customer class load profile. Direct access customers would also

show a cledit for customer-specific avoided energy costs based on the PX energy price.

SDG&E proposes pr’ovidihg customers the option of receiving PX price information,
arguing that TURN/UCAN's proposal to provide all customers the rice and emission

profile of all'energy sources will create too much confusion.
“ORA recommends that SDG&E’s bill include the PX price.

We adopt the proposals of Edison and PG&E and direct SDG&E to
include PX pricing information on its bills, either in the format presented by Edison or
PG&E. As SDG&E proposes, customers should be provided additional information
whenever the utility has the information.

C. - Extentof Unbundhng Rates on Bilis
DOD proposes that the utlhtles be reqmred to unbundle rates for various

rates elements, including transmission, distribution, public benefit program costs,
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nuclear decommissioning costs, demand-side management (DSM), CTC, and PX
expenses. The Energy Commission would require a similar level of detail, observing
that AB 1890 stated an intent that the utilities provide separate charges for transmission,
distribution, transition costs, environmental costs, and low-income program costs.

TURN/UCAN also recommend that the comyponents of the CTC be
identified on bill inserts. The categories are uneconomic nuclear generation,
uneconomic fossil fuel generation, uneconomié putchased power mnfr¢1cls and “other.”
The percentage of the charges for each of ihese categories would be determined based
on the outcome of Phase 2 of the CTC proceedmg (Apphcatnon (A.) 96-08-001, et al.).

CAL-SLA propose that Edison and PG&E follow SDG&E's lead and -
(1) provide customers with the option of a detailed or sample bil), (2) separate the PX
price from the CTC on each bill, and (3) include the “Reed Schmidt Footnote” on each
bill, which explains that the genefalio‘n charge is based on the costs of purchases -
through the PX which are subject to compehhon and which would inform the
customers that electricity may be purchased from another su pplier. CAL-SLA suggests
that if PG&E and Edison are unable to implement sound billing information practices
by January 1, 1998, they should be ordered to do so no later than June 1, 1998. ORA
generally supports C AL-SLA’s recommendations.

PG&E would not go this far in unbundling rates. As discussed earlier,
PG&E is not prepared to ‘unbundle rates on January 1, 1998. Edison objects as well,
arguing that listing such items as CTC and nuclear decommissioning charges do not
enhance the customer’s ability to compare value. Edison also observes that providing

stuich information is costly.
We believe customers are entitled to information about the services and

investments for which they are paying. We balance this view with the cost of providing

such information and the confusion it can create for customers who simply want to pay
their bills with the confidence that they correctly identify the services recewed We

adopt the recommiendations of parties who suggest that bills should separa ly identify
the followmg components energy, lransmnssuon, dlstnbuhon, CTC, publlc purpose

programs and nuclear decommissioning costs. These rate elements should be fully
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unbundled consistent with the functional rate tables presented by PG&E in Appendices
4A and 4B in Exhibit 1. We also adopt the Reed Schmidt Footnote. The utilities shall
therefore include on their bills an easily-identified explanation of the PX price as
follows: “This charge is based on the weighted average costs for purchases through the
Power Exchange. This service is subject to competition. You may purchase electricity
from another supplier.” We reject proposals to go further at this time. In order to
provide the utilities adequate time to identify these charges, we will direct them to
include the chargés on bills no latér than June 'L 1998. Prior to the date of uﬁbundling,
the utilities shall provide information regarding PX prices.

D.  Other Bill information _ ‘ o
ORA proposes that the utilities periodically provide information on

resource mix and environental characteristics of electricity purchases. TURN/UCAN
propose a similar type of information but with considerably more detail regarding
emission ptbfileé for‘v‘arious resources, ¢onsistent with the National Association of
Regulatory Ulllll)' Comrmssnons (NARUC’s) Resolutlon No 17. SDG&E objects to
intervenor proposals to provlde such information.

‘We believe the type of information TURN /UCAN and ORA would have
the utilities offer with regard to air emissions is important and useful. Nevertheless, we
do not believe all customers will find it useful. We will direct the utilities to collect the
data required to provide the mformahon to custoners who request it and provide the
information annually in a bill msert Utnlnty bills should notify customers that the
information is available beginning ]anuary 1,1999. The Energy Commission notes in its
comments that the utilities will need to obtain the information from the ISO/PX. While
we cannot here order the ISO/PX to track the information, we urge them todo so. 1f
they do not, the ttilities should notify the Executive Director of their inability to

provide the associated customer information.
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Findings of Fa¢t
1. On March 19, 1997, CIU, CLECA, CMA, DOD, ORA, PG&E, SDG&E, and Edison

filed a “Joint Motion for Adoption of Retail Transmission Rate Stipulation.” No party
protested the motion or the slipulation.

2. InitsJune5, 1997 filings before the FERC, the Commission stated its support for
the proposition that the FERC should defer to the Commission’s recommendatio;ls
regarding revenue allocations and rate design for unbundled retail transmission
service, as proposed by the March 19 stipulation.

3. The application of differing revenue allocation and rate design to retail
transmission and retail distribution rates might result in significant shifts in cost
responsibility between retail customer classes, contrary to the provisions of AB 1890
which prohibit the Commission from approving cost shifts between customer classes.

4. The rate design and revenue allocation methods set forth in the March 19.

stiputation app'ear consistent with Commission practice and policy for each utility and

appear to be consistent with FERC's open access policies.

5. The utilities propose that the Commission adopt distribution revenue
requirements equal to the difference between the total nongeneration revenue
requirements and the transmission revenue requirements adopled by the FERC.

6. One of the consequences of electric industry restructuring is the increased role of
the FERC in setting transmission rates and revenue requirements.

7. The utilities’ proposed method for developing distribution revenue requirements
would cffectively require this Commission to ignore FERC findings regarding the
reasonableness of utility revenue requirements proposals and to include in distribution
revenue requirements costs the utilities have identified as related to transmission.

8. Establishing a distribution revenue requirement which is preniised entirely on
the findings of FERC would be a delregation of Commission authority to FERC.

9. If the potential for disparate ratemaking decisions o_f the FERC and thé -
Commiission ¢reates risk for the utilitics, it is risk already anlicipéted by AB 1890 and

previous Commission decisions.
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10. The utilitics will discontinue their role in electric dispatch and system control
“beginning January 1, 1998. Nevertheless, the utilities seek to recover revenue
requirements previously authorized to conduct generation dispatch and control
activities. _
11. The utilities have not demonstrated that the revenue requirements for dispatch
and contro! will be required beginning January 1, 1998.
12. The utilities’ cost of capital may change in various operations as a result of
industry changes. The need for an associated review is not urgent.
13. SDG&E'’s escalation method applies recently adopted PBR escalation rates.
14. Permitting the utilities to recover generation costs in the CEMA would provide a
competitive advantage to the utilities in generation markets.
15. Permitting the utilities to recover generation costs in the HSCLS would provide a
competitive advantage to the utilities in generation maikets.
16. Some costs of generation may be fixed ovér the short or medium term.
17. The utilitics propose to allocate all fixed A&G costs to distribution rates.

18. All generation companies will incur fixed costs.

19. All generation companies nust ultimately recover all of their fixed costs in order

to be viable.

20. The utilities will have opportunities to recover fixed costs following the
introduction of direct access. _

21. Edison proposes to include certain SONGS and Palo Verde generation costs in
distribution rates. |

22. Edison and SDG&E propose to include in distribution rates the costs of
marketing and customer service that they have not demonstrated are attributable to
distribution operations.

23. Sonie of the costs associated with franchise fees and uncollectibles are
-attributable to generation operations.

24. PG&E proposes to create a nonbypassable charge and associated balancing
account for Diablo Canyon ICIP pricés that exceed market prices. PG&E does not
providé_ any analyticai or policy support for its proposal.

-55-




A96-12-009 ct al. ALJ/KIM/rmn ¢ *%¥ 3%

25. The Commission has not heretofore approved of PG&E's proposed Diablo
Canyon ICIP charge.

26. Edison proposes MAM, a nonbypassable surcharge and associated balancing
account for the costs and revenues associated with 39 sepérate accounts, including the
costs associated with its fuel pipeline terminal company which are currenily included in
Edison’s PBR.

27. SDG&E proposes a MAM associated balancing account for the costs and
revenues of several separate accounts related to generation.

28.  The MAM and Diablo Canyon ICIP accounts would feduce uhhty risk from that

anhcnpated by AB 1890 and previous Comimission decisions.
29. Many of the costs in Edison’s proposed MAM account are unrelated to

distribution operations.

30. . Aspartofa comprehensue regulatory program, AB 1890 aulhonzed recovery of
uneconomic utility generahon costs by way of the CTC which is to be eliminated no
later than March 31, 2002. AB 1890 set forth excephons to the recovery of uneconomic

generation costs by way of the CTC,
31. The uneconomic generation costs included in the MAM accounts and the D:ablo

Canyon ICIP account are not among the exceptions listed in AB 1890 of uneconomic -
generation costs which are recoverable by way of the CTC. )

32. PG&E proposes to replace the existing ECAC and ERAM accounts with a TRA
which serves the Same purpose and functions the same as an ERAM account by
guaranteeing recovery of authorized revenues.

33. The Commission is considering ERAM and ECAC accounts in the Electric Tarift
Streamlining workshops.

34. Edison’s revenue allocation proposal, which applies the EPMC method on the
basis of total revenwes, is closest to existing revenue allocation methods and avoids an
embedded cost appioach. ,

35. AB 1890 provides that res_idential;and commercial cu.stomer‘s,r'ecei\"e a 10% rate

discount and pay off the rate reduction bonds issued by the utilities.




A9612:009 ctal. ALY/KIM /e < * *

47. WMA'’s proposal to reduce the MAR would effectively reduce rates for master-
metered customers, in violation of AB 1890’s rate freeze provisions.

48. WMA'’s proposal to discount rates to master-metered customers to fund direct
access costs is contrary to AB 1890's rate freeze provisions.

49. WMA's proposal to require tariffs to specify that tenants’ bills will not be
unbundled by park owners wrongfully assumes a relationship between the utility and
the park tenants that does not exist and intervenes in the business relationship between
park owners and their tenants.

50. Hourly distribution line loss factors aré essential for minimizing systeni-wide
costs and ensuring accurate cost allocation that avoids cost shifting.

51. Requiring the utilities to chatge the 10% discount mandated by AB 1890 to the
CTC will assure that custorers receive the full benefits of the discount.

52. Providing PX price information on customer bills and a notice regarding the
availability of competitive energy suppliers will proniote customer education about
energy alternatives.

53. Customers would benefit by having separately identified charges for energy,
transmission, distribution, CTC, public purpose progeams and nucleéar
decommis'sioning costs.

54. Not all customers are likely to find useful information régar‘diﬂg emission
proﬁles for various generation resources.

55. PG&E and BART agree that PG&E should continue to bill BART con)unchvely
for bundled and direct access services.

Conclusions of Law | |
1. The Commission should support the transmission revenue allocation and rate

design proposals included in the Joint Motion filed on March 19, 1997 and adopt those
proposals to the extent permitted by law governing state and federal juris}driction.

2. Section 454 requires the Commission to issue findings with regard to the
reasonableness of utility rates.

3. AB 1890 retains the Commission’s authority to allocate costs among customers.
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4. The Commission should adopt the distribution revenue requirements proposed
by the tilities in this proceeding with the adjustments set forth in this decision.

5. The Commission should reduce distribution revenue requirements by amounts
allocated to generation dispatch and control.

6. The Commission should defer to the findings of R92-03-050 and subsequent
ratemaking proceedings in considering line extension allowance rules and their effects
on revenue requirements.

7. The utilities should be ordered to propose modifications to their cost of capital or
justify existing cost of capital revenue requirements in the generic cost of capital
proceeding. |

8. The Commission should adopt SDG&E’s method for escalatmg revenue
requirement.

9. The utilities should be prohibited from entenng into their CEMA accounts any
costs associated with generation.

10. The utilities should be prohibited from entering into thelr 'HSCLS accounts any
costs association with generation. -

11. The utilities’ revenue requirements for distribution should be reduced to
recognize a fair allocation of A&G costs between distribulion, transmission and

generation, as set forth in this decision.

12. SDG&E's and Edison’s revenue requirements for distribution should be reduced

to recognize a fair allocation of customer service and marketing costs between
distribution, transmission and generation, as set forth in this decision.

13. The utilities’ distribution revenue requirements should be reduced to recognize a
fair allocation of FF&U costs between distribution, transmission and generation, as set
forth in this decision. |

14. The rules of statutory construction provide that where exceptions to a general
rule are specified by statute, other exmpﬁons are not to be implied or presumed.

15. PG&E's request to create a nonbypassable charge for Diablo Canyon ICIP costs

that are above market prices should be denied. Regulatory treatment of associated
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costs should be considered in the proceeding addressing appropriate components of the
CTC. o

16. Edison’s request to create a nonbypassable surcharge and balai\cing account for
costs set forth in its MAM proposal should be denied. Associated costs should be
allocated to various functions as set forth in this decision.

17. SDG&E's request to create a nonbypassable surcharge and balancing account for
costs set forth in its MAM proposal should be denied. Associated costs shouldbe
allocated to various functions as set forth in this decision.

18. PG&E's request to create a TRA shoutd be denied.

19. The utilities should be ordered to apply the 10% discount to residential and small

commercial customers on all types of rate schedules and to recover the cost of paying
off the rate reduction bonds from the same classes of custoniers.

20. Marketers and brokers shoutd be permitted to négotiate with their energy
customers the method by which customers will pay the CTC to them.

21. The utilities’ proposals to develop the CTC should be rejected. Instead, the
Commission should adopt the modified ORA methodology described in section VIILB.1
of this decision. ‘

22. Deriving an averaged CTC residually for each rate class by ex post averaging for
utility-service customers all non-CTC fuhctidﬂal rate components that vary with time
does not violate the rate freeze articulated in Section 368 of the PU Code.

23, The utilities should be required to allocate the costs of public purpose programs
using the system average pef&ent method. |

24. The utilities should be tequired to create a rate differential between baseline and
other rates for both distribution rates and the CTC so that the rate structure after the
CTC is removed would continue to reflect the baseline rate structure.

25. Hourly distribulion line loss factors should be imﬁlemented effective January 1,
1998. | |
'26.. The utilities’ public pﬁrpose program surch‘arges should include all CARE

program costs, consistent with Sections 381 and 382.
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27. The ulilities should be required to functionalize the rates on customer bills
consistent with this decision no later than June 1, 1998.

28. Utility tariffs should specify that a customer who leaves the utility system to be
served by an entity which must impose a public purpose surcharge pursuant to Section
385 shall not thereafter be required to pay the utility’s public purpose program
surcharge.

29. The utilities shall reflect the 10% rate reduction to small commercial and

residential customers by way ofa reduction to the CTC.
30. The utilities should be requlred to provlde information regarding the PX price on

~ customer bills,

31. Customer bills should separately 1denhfy charges for energy, transmission,
dlstrnbuhon, the CTC, publi¢ purpose programs and nuclear decommissioning costs no
later than June 1 1998 as set forth in this decision.

32. The utilities should be requlred to collect data necessary to provide customers
~ with information about air emlssmns profiles of various generation resources. Ulility
"~ bills should notify customers of the availability of the information begmnmg January 1,
1999. o |

33. The utilities should be required to include on customer bills an explanation of the

PX price and the availability of alternative electricity suppliérs, as set forth in this
- decision.
34, PG&E should continue to bill BART conjunctively for bundled and direct access
services. |

35. Edison’s proposal to incorporate costs for administrative and other unlift charges
that are assigned to all scheduling coordinators into the PX energy charge and to credit
these costs to dnrecl access customers is reasonable and should be adopted.

36. Edison's large power rate design"proposals are reasonable and should be
-7 adopted y

37. SDG&E should update its advice letter aftér its 1998 PBR revenue reqmrement
change is approved requestmg of a1998 dlstnhunon revenue requlrement to become

'7 effectlve]anuaryl 1998.
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ORDER

IT IS ORDERED that:

1. The transmission rate design and revenue allocation pfoposalé set forthin the
Joint Motion filed March 16, 1997 and set forth in Appendix A are approved and
adopted to the extent permitted by law goveming state and federal jurisdiction.

‘2. The Joint Motion filed March 16, 1997 is granted to the extent set forth herein and
to the ex'tént the Commission has acted in accordance with the recommendations of the
]oint Motion.

. The revenue réc‘;uirementé for Southern California Edison Company (Edison) set
forth in Appendix B are adopted.

4. The revenue requirements for Pacific Gas and Electric Company (PG&E) set forth

in Appendix D are adopted.
5. The revenue reéquirenients for San Diego Gas & Electric Company (SDG&E) set -

forthin Appendix C are adopted.
V 6. Edison shall file an app'licatidfi on May 8, 1998, seeking review of its cost of
capital for 1999 test year.

7. SDG&E shall file an application on May 8, 1998, seeking review of its cost of
capital for 1999 test year. ' "

8. PG&E shall file an application on May 8, 1998, seeking review of its cost of
capital for 1999 test year.. ,

9. PG&E, Edison, and SDG&E shall not enter into their respective Catastrophic
Events Memorandum Accourits any costs related to generation.

10. PG&E, Edison, and SDG&E shall not enter into their respective Hazardous
Substance Clean-up and Litigation Cost Accounts any costs related to generation.
11, Utility requests to create nonbypassable surcharges and balancmg accounts not
identified in Assembly Bill (AB) 1890 are denied.

12, PG&E, Edison, and SDG&E shall file tariffs within 15 days of the effective date of
this order wh:ch mc0rporate the provlsnons of this order and which shall not include

any changes to tariffs not anhcupated or reqmred by this order. The tariffs shall reﬂect

-6 -
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the revenue requirements for each utility set forth in Ordering Paragraphs herein and

shall:

a. Provide the 10% discount mandated by AB 1890 to tesidential and small
commercial customers on all types of rate schedules and recover the cost of
paying off lhe rate reduction bonds from the same classes of customers.

. Permit marketers and brokers to negotiate with their energy customers the
method by which their customers will pay the competitive transition charge
(CTC) to them.

. Derivean a\_*eragecl CIC residually by ex post averaging of energy and other
non-CTC functional rate components that vary over time using the modified
ORA methodology described in Section VIIL.B.1 of this decision.

. Allocate the costs of pubhc purpose programs using the system average
percent method.

Create a rate differential betweer‘\ baselme and othet rates for both
distribution rates and the CT C $6 that the rate structure after the CICis
remo\'ed reflects the baseline rate structure

. Includein ‘public purpose program surcharges all California Alternative Rate
for Energy program costs, consistent with Public Utilities (PU) Code §§ 381
and 382.

. Provide that custorner bills will include rates, charges and other mformahon
consistent with this decision no later than June 1, 1398. Prior to the tinie they
unbundle rates, the utilities shall specify PX prices as set forth in this decision.

. Specrfy that a customer who leaves the uhhly system to be served by an
entity which must impose a public purpose surcharge pursuant to PU Code
§ 385 shall not thereafter be required to pay the utility’s public purpose
program surcharge.

Reflect the 10% rate reduction to small commercial and residential customers
by way of a reduction to the CTC.

Incorporate other rate desi gn and revenue allocation provisions set forth in
this declsron

13. PG&B, Edlson, and SDG&E shall COl!ect data necessary to prowde cmtomers

with mforma!lon about. air emrssions profrles of various generation resources. Utility .

-63-
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bills shall quarterly notify customers of the availability of the information beginning
January 1, 1999. : \“‘\\ ‘

14. SDG&E shall file an advice letter no later than October 15, 1997 to update the
authorized distribution revenue fequirement as shown in Appendix C, Table 1 to reflect
the adopted 1997 (Resolution E-3401) and proposed 1998 PBR escalation rates and other
PBR-related adjustments. The advice letter filing shall reflect thé adjustments for
distribution portion of the adopted PBR adjustments using the methbdolégy consistent
with this decnsmn This Advice Letter shall be updated after the propﬂsed 1998 PBR
escalation rates are adopted.

. PG&E shall continue to bill BART con;unctlvely for bundled and direct access
Si. i es. |

16. Apphcatlons (A ) 96—12~009 A 96—12—011 and A 96—12 019 are held . open pending

development ofa streamlmed A&G reallocahon procedure by the A551gned

Commlssmners

This order is effechve today
Dated August 1, 1997, at San Francisco, Callfomia

P. GREGORY CONLON
President
JESSIE J. KNIGHT, IR.
HENRY M. DUQUE
IOSIAH L. NEEPER
RICHARD A.BILAS
Commissioners

I will file a ¢concurring opinion.

/s/ JESSIEJ. KNIGHT, JR.
Comnmnilssioner
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of Pacific Gas and Electric
Company to Identify and Separate
Components of Electric Rates, Effective
January 1, 1998 (U 39-E) :
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D.95-12-036 as Modified by D.96-01- 009
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RETAIL TRANSMISSION RATE STIPULATION

1. PARTIES

The Parties to this Stipulation (“Stipulation”) are California Industria{ Users,
California Large Energy Consumers Assbcia-tion, California Manufacturérs
Association, Department of Defense/Department of the Navy/Federal
Executive Agencies, Office of Ratepayéf Advoc'a_tes (ORA), Pacific Gas and
Electri¢ Company (PG&E), San Diego Gas & Electric Company (SDG&E), and
Southern Ca]ifornia Edison Company (Edis‘on) (fefer_l'éd to héreihaﬁer

collectively as “Parties” or individually as “Party”).

RECITALS

2.1 Edison is an investor-owned public utlhty m the State of California and
is subject to the jurisdiction of the Cajifofnia Public Utilities
Commiission C'COminissiOn” or “CPUC”) with réspéct to pi-ovidiri‘g electric

service to its CPUC-jurisdictional retail customers.

ORA is the office of the Commission responsible for advocéting on behalf

of the intérests of utility customers.

PG&E is an investor-owned public utility in the State of California and
is subject to6 the jurisdiction of the CPUC with respect to providing

electric and gas service to its CPUC-jurisdictional retail customers.
SDG&E is an investor-owned public utility in the State of Céli_forhia and
is subject to the jurisdiction of the CPUC with réspect to providing

electric and gas service to its CPUC-jurisdictional retail customers.
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3.

STIPULATION

In consideration of the mutual obligations, promises, covenants and conditions

contained herein, the Parties agree to support approval by the Commission of

this Stipulation in this proceeding as further described in Section b.

3.1

Purpose

In Order No. 888, FERC asserted that it has jurisdiction over unbundled
transmission service provided by public utilities to wholesale and retail
éustOmelfs, and ordered that customers participating in voluntary or
state-ordered retail direct access programs must obtain their unbundled
transmission sérvice under a non-dis¢riminatory transmission tariff on
file with FERC. However, FERC also indicated in Order No. 888 that it
would be willing to defer t6 state recommendations fégarding rates,
terms, and con&itiOné for retail transmission service where appropriate

to meet local (mncg'mé provided that these recommendations are

~ consistent with FERC’s open access policies.

The Parties to this Stipulation believe that there are substantial “local

concerns” in California which argue strongly for the CPUC retaining the

ability under the new industry structure to develop class revenue
allocations and rate designs for unbundled retail transmission service.
The Parties therefore request t'h.at the CPUC in this proceeding support
the positibn that, upon implementation of the new industry structure,
FERC should defer to the CPUC’s ado;;ted methodologies for de"."?e-l()ping

retail transmission revenue allocations and rate desigus for the
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applicable California investor-owned utilities for, at a minimum, the first

two years of the new industry structure.V

The Parties also recommend adoption by the CPUC of the transmissioh
revenue allocation and rate design methodologies? as proposed by the
utilities in their December 6, 1996 filings with the CPUC (Applications-
96-12-009, 96-12-011, and 96-12-019), as supplemented by Appendlx A of
this Stipulation. Upon issuance of a CPUC déecision on retail
transmission revenue allocation and rate design, the Parties recommend
that thé CPUC support a 'réquest to FERC for deference to the CPUC’s |
determination as té the ratés for unbt‘u‘zd.led retail ttansmissidn service.
The utilities in théir WEPEX PhaSé I filings at FERC ?;xpected in
\iarch 1997, will include their prOpoeed retall transmission rates based

on the p;opbsed transmission révenue requu'ement with the expectatlon _

that the CPUC will support deference.

3.2 Background
This Stipulation is the result of extensive discussions among members 6f
the Ratesetting Working Group (“RWG"), which was officially récognized
by the CPUC in an Assigned Commissioner's Ruling dated June 21,
1996. These discussions have also involved participants in the

V' This request does not include the determmahon of the reveriue reqmrement for the transmission
facilities under ISO control of any pricing provisions relating to transmission congestion,
ancillary services, losées, and ISO administration which, pursuant to the current WEPEX
proposal, are to be recovered from scheduling cvordinators under FERC-jurisdictional rates.

For purposes of this filing, revenue allocation and rate design methodologies refer to the
allocation among retail ¢ustomer classes. The parties have not agreed on thé allocation between
FERC and CPUC jurisdictional facilities. The rate design metbodolbgles described herein aré
illustrative in that the actual rates filed before the FERC inay differ from the rates contained in
" the December 6, 1996 ﬁhngs to reflect updated billing determinants, allocation determmants and
_transmission revenue requuements
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Transmission and Ancillary Services Definition Team during ' ®
development of the FERC WEPEX Phase 11 filing. Among the issues
addressed by the RWG is the design of unbundled retail transmission

rates or access charges.

PG&E, SDG&E, and Edison each filed with the CPUC on December 6,
1996,'1‘)roposals for unbundling the components of their revenue
requirements and the associated retail revenue allocation and rate
design. The utilities expressed their belief that, under the new industry
structure, the detei-:hi:iéiion of the revenue requirement for unbundled
retail transmission associated with facilities whose contro! will be
transferréd to the 'Iiidépéﬁdent Systém Ope‘rator ¢ISO™) will become the
:respoﬁsibﬂity of XFERC.-"Hdwevér, since the utilities are not expected to
file prdposéd 'tr'ansmis;sioi') revenue requirements for 1998 with FERC
until March 1997, the utilities provided in their December 6 filings
“illustrative” estimates of the transmission revenue requirements. The
utilities also provideci class revénue allocations and rate desigﬁ§ for the
ﬁnbundled transmiSsioﬁ function based upon previously adopted CPUC
methodologies for retail customers. Thus, the filings were predicated

- upon éont'inuing CPUé fe’spofasibility for developing class revenue

allocation and rate designs for all retail transmission service, which

would be subsequently included in the applications to FERC.
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. 3.3 Joint Recommendations

| 3;3.1 The QPQQ should suppért thg posit on in this proceeding
. gha; RC s hould defer to the GPUC’s recommendations

gggrding thg rgtgg for unbundle_d retail tra:smiss!on
service grgv:ded undgr the new mdustmr structure by

Undst this proposal, FERG would authorize the total

transmission revenue requirement of the jurisdictional utility,
the ‘aliocsLt'i‘oﬁ'bf that revenue requirement to retail and
‘wholeSale cusmmers, and the transmlssmn rate design (“access
charge") to be assessed to non-self-sufficient wholesale utilities
and to wholesale wheelmg through and out of the ISO.¥ FERC
would also be responmble for develﬁpmg rates for transmission

 congestion, ancﬂlary services, and ISO administration wluch

* ‘will be paid by schedulmg coo_rd1nators. FERC would defer to
the CPUC’s recomxﬁenda;tions foﬁ- deveIOpiﬁg retail class
révenue aﬂécatibn and unbundled retall transmission rate
designs to recover the FERC-authorized retail transmission
revenue requirément. Final authorized CPUC rates for FERC-
juﬁsdictional service would be filed with FERC and subject to

¥ - This assumes adOptmn by FERC of the utility-specific transmxssnon adtess charge as proposed by
the utilities in their April 26, 1996 filing with FERC. If FERC decides to allocate and redover a -
portion of the transmissisn révenue requirement from generators as ‘opposed to solely from
~customer loads, then this stipulation would not seek deference for the design of the transmission
rate applied to generators. -
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FERC acceptance. Such deference is appropriate and necessary .

for the reasons discussed below.

The CPUC has been and is currently resp0n51ble for developing
transmssmn rates for all retall customers of investor-owned .
utilities. In the Partxes v:ew, such oomplete assumption of
respons1b1hty by FERC dvér ratema]nng for unbundled retail

’ transmxssn)n servloe m Cahforma 1s mappmprxate because it

may result in oost shlftmg. at least in the short term.

Partles are particularly conoerned about the mgm.ﬁcant
d.lfferenoes betWéen FERC and CPUC ratemakmg
methodologles Whlle the CPUC has rehed upOn margmal
- mst-based approaches FERC has tradmonallv utilized
e methodologles such as 12 CP or load ratio share, and for )
pomt -to- pomt transmlssmn sérvice, contract demands. ¥ The
- FERG apprOaches have been estabhshed over the years
| prédxcated on wholesale semce where a utnhty déeveloped B
_ allocatlons and transmlssmn rate de91gn for a few, relatwel)
B large wholesale utlhty customers On thé other hand, CPUG »
methodologles have been developed specifically with full

¥ The 12-CP c¢st allocauon met.hodol(:gy is based on customers ¢ontributions to monthly system
peaksandisa traditional embedded éost methodology Either a marginal ¢ost o an embedded
 cost revenue allocation or raté design may use alternativé factors to allocate revenue :
resmnmbﬂxty The CPUC believes that its marginal éost sllocations reflect cost causation among
 rétail customers, and whén a single factor is used for a function like transmission, the pértinent
- factor could be used in an embéedded ¢sst allocation with the same final result. This is the case
- for SCE and SDG&E, and the éost- based allocator determines the cost allocation ratheér than the
issue of whether a ma:gmal or embedded ¢ost approach is used. For PG&E, the revenue -~ -
. allocatign in effect as of June 10, 1996, i$ based on & geographically differentiated marginal é6st
-* analysis, in which the marginal costs have the éffect of weighting factors amoéng peak loads that
were also analyzed on a geégraphic basxs _
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consideration of the millions of retail customers who are
provided service under the retail rate schedules. A shift in
ratérmaking‘ for unbundled retail transmission from the CPUC’s
adopted methodologies to FERC methodologies would be likely
to result in significant shifts in trahsmissioﬁ cost responsibilify

between retail ¢ustomer classes. Since cost shifting is prohibited -

under AB 1890, and ﬁie total rates to retail customers are to be

 frozen through 2001, any dramatic shift in transmission revenue

_ allocat10n to retail customer classes or in retall transmlsswn

' rate design, will necessxtaté ari equal and opposité change in -
other rate componénts. To the extent that FERC adopts a rate
structuré for unbundled féféﬂ'trénsmission based on billing
'pé.rametérs' ﬁof’ pfévidéd for under éurrént rétail SChedilles; such
as 12- CP or load ratio share, it WOu]d bé impossible for the
CPUC to res1dually deveIOp the remammg rate structure to

- éomply mth the AB 1890 pl‘Olnblthl‘l on cost shifting.¥ In thJ§

~ situation, cost Shlﬁmg for some éustomers would be
uﬂgvoiciable. In the view of the Parties, FERC déferénce’ to thg
CP_UC’s tecofnmeﬁ&ati(ms is required to ensure compliance with

key provisions of AB 1890 (i.¢., no cost shifting and the rate

freeze).

Theére is also the issue of consistency with the ratemaking for

the transmission provided to full service utility retail customers

¥ Man) of FERC‘s tradmonal  approachés for révenue alloéahon and rate deslgn cannot evenbe -
implemented here, For exampie FERG’s approach to charge transmission customers based on -
the customer's load ratio share réquireé that the customer have a timé-of-use meter. The vast
" majority of retail customers in California do not have such metering.




A.96-12-009 et al.

ALJ/KIM/rmn  APPENDIX A

under the new industry structure. Where service is not
“unbundled” retail transmission service, it would remain the
jurisdiction of the CPUC. Different ratemakmg appmaches due
" to split jurisdiction for retail customers could have s1gmﬁcant
un‘pacts on the :mplementatlon of the Cahforma program. A key
provision embodxed in AB 1890 is that s1m1.lar full service utility
retaﬂ customers and direct access retall Customers of a utility

are to pay the saine transmssxon and dmtnbutlon rates -

| (Sectlon 368(). The utlhtlés netwbrk transmlssmn pncmg

model prbpt)sed at FERC where the end .user of & jurisdictional
utlhty is resp0n51ble for paying the transrmssu)n aocess charge.
is desngned to allow adherenoe to that prcmsmn of AB 1890.
_Gwen tl_:a; _spht J_unsdmt_lpn exists under the new mdustry
struéture, the Parties believé that compliance with ,
Section 368(5) of AB 1890 can best be achieved by reQuesting at
the outset that FERC defer to the CPUC’s recommendations for

' develOpmg retail transmission rates for unbundled retail

transmlss_t_on custome'rs.

“The Part:es beheve that their recommendatmn for FERC

' deference descnbed above is consistent with FERC's 6pen access

policies and comparability principlés, since the CPUG can and
will ensure that all similarly situated retail direct access and
bundled full service custoiners ofa'jurisdictional'ﬁtil_ity pay the

same transmission access chargés, s‘ubjerct to FERC's final

~ approval.
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The CPUC sheg adopt in this prbceeding the retail
1o tiOn and rate dengr_l,

transmis‘siun rates for retail Custon‘ier§ under the new
industry rs't':gc"tg re. ‘

The niethodologies for developing retail transmission revenue
allocation filed in this proceeding by the three utilities on.

December 6, 1996 are 00n51stent with the methodologies |

previously adOpted by the CPUC and were utlhzed to develop
the totel retail rate levéls in effect on Juné lO. 1996. Although :
the “Ci’UC"s rate desig'u méthodologiés are baséd on the u_sm
(bundled) rate le‘vel /t'h'e utilities’ unbundled transmission rate
de51gn proposals, as supplemented by Appendlx A to this
'Stlpulatmn, are consmtent mth their interpretation of CPUC
decisions and ra1se no lssues that the Parties contest for

purposes of unplementmg the CPUC’s restructuring of the

~¢lectri¢ utlhty mdustry AB 1890 freezes retail rates of the

three utilities at the June 10, 1996 levels, so con31stency and
avoiding cost sl:uftmg among customer classes support that the
Juneé 10 1996 revenue allocation and rate demgn methodOIOgles

be utihzed for development of unbundled retail transmission

rates under the new mdustry structure Thus the Parties »
| ‘recommend that the CPUC adOpt the retall transmlsswn ‘

frevenue allocatmn and rate desngn methodolo.gles as ﬁled by the _

| utilities on December 6, 1996, as supplemented by Appencbx A
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to this settlement proposal. A summary‘ of the methodologies .
which should be adopted for each utility is provided below.

3.3.2.1 PACIFIC GAS & ELECTRIC COMPANY .

PG&E is allocating the transmission revenue
requirement based on a full equal percentage of
marginal cost (“EPMC") allocation. The EPMC
allocation factor is equal to a rate schedule’s
transmission marginal cost revenue divided by the total

transmission marginal cost revenue.¢

& PG&E is using transmission marginal costs as adopted in D.92-12-057 and updated in
D.95-12-051. .

Each schedule’s transmission marginal ¢ost revenué requirement is determined by the sum of
Bulk Transmission, Transmission Planning Project (TPP) and Transmission Planning Area
(TPA) marginal cost revenue. Generally speaking, Bulk Transmission ¢osts reflect facilities
providing 230 and 500 kV service. TPP ¢osts can be assigned to a specific area or set of _
substations. TPA costs are also assignable to smaller specific areas or sets of facilities. PG&E
assigns these costs to each class as follows: ’

First, for Bulk Transmission marginal ¢ost revenues, PG&E multiplies the marginal Bulk
Transmission capacity cost by (1) system-average loss factors and (2) Shortage Value (SVAL)-
weighted coincident loads for each schedule. The SVAL loads represent customers’ value of
reliability for service at the time of the system coincident peak.

Second, for TPP marginal cost revenues, PG&E multiplies the TPP marginal costs by (1) TPP-
specific capacity loss factors; and (2) TPP-specific Peak Coincident Allocation Factor (PCAF)-
weighted loads for each rate schedule. These rate schedule totals by area are summed to
determine the total TPP marginal cost revenue for each schedule. These total marginal cost
revenues are then scaled té the test-year level by first dividing by weather-normalized k\Wh to
yield a dollar-per-kWh marginal cost, and then multiplying by the schedule's test-year sales to
produce TPP marginal cost revenue by scheduls,

Third, for TPA marginal cost revenues, PG&E multiplies the transmission marginal costs by

(1) TPA-specific capacity 1oés factors; and (2) TPA-specific PCAF.-weighted 16ads to get

TPA-specifi¢ marginal cost revenue for ¢ach schedule. The resulting marginal cost revenue sums

are the area-marginal ¢¢sts revenue by schedule across all TPAs. These are then scaled to the

test-year level by first dividing by weather-normatizéd kWh to yield a dollar per kWh marginal

cost, then multiplying by the schedule’s test-year sales to produce TPA marginal cost revenue by

schedule, .

Continued on the next psge
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A schedule’s transmission allocation equals the product
of the FERC-authorized transmission revenue

requirement and the schedule’s EPMC allocation factor.

PG&E’s Unbundling Application, Appendix 44, provides
parties with & description of how PG&E would allocate
- the FERC-authorized'ti-gnsmission revénue requireiﬁent _.
to cﬁ;rent rate schedule coépo:nen_ts., In ’géneféi; PG&E ‘
approached the fo‘rmulétioﬁ of the functionalized rates

in a decremental fashion.

Starting with current rates, and assuming a raté
schédule with a full array of raté components (i.e.,

- energy, demand and customer charges), demand charges

for the transmission function weré calculatéd to colléct -
the alléoatéﬂ transmission costs. Consistent >wit'h' 7
“current ratés, demand charges are established on a
| usage (rather than a reservation basis). 'Acco'raingly,

transmission charges may vary from customer group to

Coatinued from the previous page

For the purposes of assigning TPA and TPP marginal ¢osts revenues, PCAF-weighted l6ads are
derived by weather-normalizing hourly annual loads for a planning afea and réordering them by
size, from largest to smallest, éreating load duration ¢urves. The method then selects all 16ads

~ that aré 80 percent or more of the largest load in the load duration curve (but not less than 10
hours and nét more than 800 hours of 10ad). Next, aweighting factor is calculated for each -
selected hour by dividing the hour's éxcess load over 80 percent of the maximum load by the sum - -
of all selected excess loads. The TPA and TPP causative factor is then calculated by summing the
products of the hourly weighting factor and the load of each gelected hour.

The final step sums the Bulk Transmission, TPA, and TPP marginal costs aésigned to each class. ..
The embedded transmission revenue requirement is assigned to each schediile by the proportion
of that schedule’s transmission marginal ¢ost revenue responsibility to the total system . :
transmission marginal ¢ost revenue., - ' S :
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3.3.2.2

customer group depending on the usage characteristics
of the group, On schedules wher¢ a oqi#bination of
demand charges exist (for exaiﬁpl;a. on-peak demand
charges, maximum demand charge, et¢.), transmission
costs are éﬁféad éqﬁally (that is, the Same'pe'r'cehtage oi‘
each demand charge is assxgned to transrmsswn, or if

only enéergy charges are avmlable. the same percentage

of each energy charge is assxgned to transmission)

across all demand char'ges.‘if

SAN mﬁ:eg GAS & ELECTRIC COMPANY
SDG&E proposed to use the margmal cost revenue Erom ;
the 1996 ECAC Deuszon ‘which supports the class ‘
revénue a]l0catlons used for the June 10, 1996 rates, as
the basis for allocatmg the unbundled transmission
revenue requirément. The FER_C authorized
transmission revenue fequife’rﬁént would be allocated to -
rate classes by multiplying the transmission unit
marginal cost tim;s' the rate class’s 'transmis'sibn |
allocation determinants. Each rate class's marginal

transmission ¢ost revenue responsibility would then be

¥ Dueto lumtahons vnth its current bxllmg system. PG&E préposed not to useé funchonahzed _
transmission rates for billing purposes during the rate freeze period.. Rather, PG&E will show on
monthly customer statements the portion of the total electri¢ bill represented by transmission
servides (in dollar terms). The portion of the total electric bill for transmission service would -

reflect the EPMC allocation of revénue to a specific rate schedule. This billing system limitation

in no way affects the actual amounts billed todirect actess customers relative té what they would
. have paid if this billing limitation did fot exist.. Othey parties have taken issué with PO&E’s

proposal for the timing 6f when PG&E should be reqmred to bill customers uswg functionalized

transmission rates. The CPUC will deade this issue in this proceeding. ,
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scaled up or down using an EPMOC (i.e. s.caling) factor
developed based on the ratio of the total transmission
marginal révenue to the total authorized transmission
revenue requirement. The Schedule AL-TOU and
Agriculture rate classés would be subdivided based on
rate schedules in drdef to account for tl1e rate st}uc_ture '
differences in the design of the Transmission Access

Charge rates.

Rates would be desxgned to collect the transmission o
révenue requirement allocated to each raté class. For |
_rate schedules with demand and energy charges the
'l‘ra'nsmi.ésion Access Charge raté design would be B
recovered by allo@éting 90 percent of the rate class's
transmission revénue requiremeént to the démand fdté

group and 10 percent to the energy rate group . The

demand and energy charges would be adjusted to reflect |

the applicable loss factors.

- For schedules wnth smple demand charges (not time or
Seasc:nally dlﬁ‘eréntlated) unit charges would be based on
each rate gro_up s allocated transmission revenue
requirement divided by the rate class’s kW and kWh
sales forecast.

- For rate schedules with time-differentiated demand:

~ charges the unit charges would be based on each rate

 group’s allocated transmission revenue requirement

divided by the rate class’s kW and kWh sales forecast.

1)
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The level of the monthly Non-Coincident and On.peak
Charges would be established based on SDG&E's
currently-adopted methodology for determining
coincidentjrﬂated and non-coincident-related demand
costs. Unit ma:rgma.l demand and energy costs would be
scaled up é-r down tooollect t‘he | ti‘ansmission tevenue

reqmrement allocated to each rate group.

For rate schedules mth ttme-dlfferentlated and
‘seasonally dxﬂ‘erenhated demand charges the unit
charges would be based on each rate group's allocated
transmissxon revenue requmement dmded hy the rate
class s kW and kWh sales forecast. The level of the
monthly Non Comczdent Demand Charge and seeSOnal
On-Peak Demand Charges would be eetahhshed based on’
SDG&E’s currently-adopted methodology for determining
comadent-related and non-coincident-related de‘niand
costs, and the Loss of Load Probabilities (LOLP) in the
summeér ancl winter oostmg périods. Unit margmal
demand and energy costs would be scaled up or down to
collect the transmission revenue requirement a]located

to each rate gmup

For rate schedules with séasonally diﬁ'erentiated
eoincideni peak demand charges the unit charges would
be based on each rate group s a]JOcated transmlssmn _

’ 'revenue reerement dmded by the rate elass’s kW and

kWh sales forecast. The Transmission Access Charge rate
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design would reflect a seasonal allocation of costs based
on LOLP's, and seasonal coincident-peak demand

determinants. Unit marginal demand and énergy costs
would be scaled up or down to collect the transmission

revenue requirement allocated to ¢ach rate group.

For SDG&E's real time pricing rate schedulés, the
signal based unit charges would be based on the
transmission revenue requirement a]10cated to
coincident peak demand plus an energy rate oomponent. "

’ The allocation of the eomcldent peak demand
transmission revenue reqmrement to each s1gna.l penod
would continue to be based on hourly system LOLP .
The allocated transmission revenue reqmrement wtmld .
then be dnnded by the kWh sales forecast for each slgnal
period. The Von-Comc;dent Demand Charge would be
determmed by dn'ldmg the non-coincident demand
transmission revenue reqmrement by the rate classs
kW sales forecast. The a]locatlon of the transmission
demand revenue réequiremient would bé based on
SDG&E'’s currently-adopted methodolegy fo_f detérmining
coincident-related and non-coincident-related demand
costs. The eneérgy charges would be based on the -
allocated transmission revénue kreQuirement divided by
the rate class’s kWh sales forecast. The unit chefgee

would be scaled up or down to collect the transmission

revenue requirement allocated to each rate group.
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For rate schedules without demand charges,
transmission rates would be designed_on an equal cents
per kWh basis by dividing the allocated transmission
revenues by total kWhsales for the rate class.

For Street Lighting rate schedules the Lighting kWh
‘l‘rahsmis'sion Access Cha.rgé ﬁo\ﬂd equal the' Allocateci

] transrmssmn revenue requirement divided by the
adopted nghtmg kWh sales forécast. The fixed monthly
charge would be based on estimated monthly average
kWh use by lamp _type'mﬁltipiied by the Lighting kWh
Transmission Acéess Charge rate.

.3 SQUTHERN CALIFORNIA EDISON COMPANY

“The FERC authorized transmission re'\’ven'tie

reqmrement would beé aHOcated to rate groups by
multlplymg the transmxssxori revenue requirément by
each rate group s pefcentage of margmal transmission
cost revenue responsﬂnhty (“M'I‘CRR”) authorized in
I_’hase 2~A_ of Edison’s 1995 GRC#

& Arate gréups MTCRR equals the product of the annual pér kW marginal transmission cost and
a measure of the rate group’s contribution 6 peak demand on the transmission &ystem known as
Peak Capacity Allocation Factor (PCAF) weighted demand.. PCAFs are proportional to the -
amount by which a region's load exceeds 80% of its annual peak and are scaled 8o that the

" annual total for each reglon equals 1.0. The PCAF for hour i is calculated by the following

) fomula :

7 Pc;uq = a;w 0 8¢ kw")IZ(kW 0. a*ka) if kw, >0.8'kWP,
andPCAFi-O ifkw,sos*kw"

‘ where le is ‘the sum of indmdual customer demands in & region dunng hour i, and k“'p is the o

~ annual regwh comcnclent peak,

‘ Contmued on the next page
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Conhnued frotn the previous page

Rates would be designed to collect the transmission
revenue requirement allocated to each rate group. For
rate schedules with demand charges, the demand
charges wduld bé set equal to the marginal transmission
costs édo’ptéd in Phase 2-A of Edison’s 1995 GRC and
then scal‘ediunjf_ofmly $0 t_hat'tlje charges recover the
allocated tr&hémiS#ion revenue requirement by rate

group If thé scaled char'_ge' would exceed the total |

~ demand charge, it would be set equal to t_hé total

demand charge, and the remainin'g transmission

revenue requirement would be collécted 6n an equal

cents per kWh basns

For rate schedules with time-related demand charges,

90% of annual marginal transmission costs would be

considered coincident demand-related and converted to

time of use démand charges based on the rélative loss of

load probability occurrmg durmg ¢ach time period. 10%
of annual margmal tiansmission costs wou.ld be .
considered nonéoincident demand-related and converted
to mOnthl_'y'noﬁ-timé related demand charges by
divicijng the annual value by 12. The time-related and

non-time-rélated marginal cost demand charges would

Hourly loads for each rate grOup as measured by IOad research sample data are multlphed hy the
PCAF fof each héur i ina ‘Fegion, summed across all hou:s and regions, and then divided by the
annual average kW for the rate group t6 detéfmine its PCAF wexghted demand factor. The -
PCAF weighted demand factor multiplied by test year annual average kW for the rate group
equals the test year PCAF v.e:ghled demand used to determine MTCRR. -
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be equally scaled to yield demand charges that recover
the transmission revenue requirement allocated to tﬁe
' rate group. | S |
For rate schedules that contain a non-time related ®
demand charge or a ¢onnected load éharge and do not
' contain't{me-’relét'ed demaxid charées  100% of maréiﬂal
transmlssmn oosts would bé converted to a monthly non-
time related demand charge by dividing the anriual
value by 12 Theé non-time-related marginal cost
- demand ¢harge would be sealed to yield a demand
charge that reOOVers t_he transmlssmn réevénue

~ requirement allocated to the rate group.

 For rate schedules without demand charges, ‘

~ transmission ratés véould be designed on aﬁ' equal ¢cents
per kWh bams by dnnd.uig the allocated transmission
revénues by total kWh Sales to the rate group.

‘s‘ugporﬂng‘ a request that FERC defer to the CPUC’s
reco mm_endétig n_for development of revgng e allocations
and rate designs for unbundled retail transmission
service for at least the first two vears aftér

~ implementation of the new industry structure.

-

S As dmscussed above, the Parttes beheve that 1t is appropnate and .
' nececsary for the CPUC to continue to deveIOp retail : - . :
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transmission reveaue allocations and rate desigﬁs after the
implementation of the new industry structure. The Parties
therefore recommend that the GPUC fils comments with FERC |
after the Phase 11 WEPEX ﬁlmgs a’ré_made by the utilities,
suppbfting & réquest that FERC defer to the CPUC's adopted
methodologies for unbun'_dle_d retail transmission revenue ‘
allocation and rate désigh for ét least the first two years after
the implementation of the new industry structure.¥’ The Parties
believs that CPUC comments are necessary to obtain FERC

acceptance of the utilitiés' deference proposal.

The Parties believe that the CPUC’s request for deference
should be for a period of ¢ at least two years after the
mplementatmn of the new mdustry structure since two years is
the mmmum penod of time that the utﬂxty-specxﬁc
transmission access charge as prOpoeed by the uhhtles in the
April 29, 1996 FERGC filing is expected to be in eﬁ'ect Under -
AB 1890 the methodology for the transmlsswn acéess charge is -
‘ subject to re\rlew and ptjssmle rénsxdn at the énd of thxs two-
year period. -However, many of the reasons which support the
posmo_n of FERC deference would suggest that_such deference
would be éppropriate for the entire ple'riod‘ of the retail rate
freeze mandated by AB 1890, i.e., 2001, and it may be

This stxpulauon relatés to the portmn of that ry re\ enue reqmrement that is t& be recov. ered e
through an access charge appliéd to retail ¢ustomer's load. 1f FERG decides thata portion of the
transmission revénue requirément will bé recovered from’ generators, a8 opposed to solely ﬁ-o:n
retall loads, then this stipulation is not askmg for deference for the generatlon rate. -
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appropriate for the CPUC to request deference for the longer .

period.

SIGNATURE DATE AND TERM OF STIPULATION ®
This Stipulation shall become binding on the signature date.

REGULATORY APPROVAL

The Parties shall usé their best éfforts to obtain Commission approval of the
Stipulation. The Parties shall jointly re()u'es‘tr the Commission: (1) approve the
Stipulation without change; and (2) find the Stipulation to be reasonable and

in the publi¢ interest.

NON-PRECEDENT

Consistent with Rulé 51.8 of the Commission’s Rules of Practice and

Procedure, this Stipulation is not precedential.

PREVIOUS COMMUNICATIONS

The Stipulation contains the entire Stipulation and understanding between
the Paftiéé as to the'subjéct matter of this Stipulation, and supersedes all prior
a‘gxééméﬁts, commitments, rép-resentati(ms, and discussions between the
Parties. In the event there is any'cbnﬂict between the terms and scope of th;a
Stipulation and the térms and scope of the accompanying joint m()tioﬁ. the

Stipulation shall govern.

EFFECGT OF SUBJECT HEADING

Subject headings in this Stipulation are inserted for convenience only, and

. shall not be construed as interpretations of the text.
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GOVERNING LAWY

This Stipulation shall be interpreted, governed, and construed under the laws
of the State of California, including Commission decisions, orders, and rulings,

as if executed and to be performed wholly within the State of California.

. SIGNATORIES

The undersigned represent that they are authorized to sign the Retail
Transmission Rate Stipulation on behalf of the named Party.

CALIFORNIA LARGE ENERGY CALIFORNIA MANUFACTURERS
CONSUMERS ASSOCIATION ASSOCIATION

jﬂ%j%d By —}h/‘zﬁé\»—‘.wf-[«;gjg

Cathenn M. Catherine George

DEPARTMENT OF DEFENSE/ OFFICE OF RATEPAYER ADVOCATES
DEPARTMENT OF THE NAVY/ .
FEDERAL EXECUTIVE AGENCIES By: %M ~—

N 6 L\ﬁi__ Catherine A. Wohnson

Norman J. Furuta

PACIFIC GAS AND ELE(}TRIC SAN DIEGO GAS & ELECTRIC
COMPANY, COMPAh[L\

Q e Z e By: 'Lvu?_/’*mk

Andrew L. Niven~ Vicki L. Thompson

SOUTHERN CALIFORNIA EDISON C AL FeRN A TRV TRI e VEER

COMPA)} ?ﬂ /
lillfpee— ..

,-’ amesM Lehrer Phiiip A. Stohr

Dated: March 18, 1997
e\dsta\winword\niven\pbristipd313 doc
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SOUTHERN CALIFORNIA EDISON COMPANY
. REALTIME PRICING SCHEDULE 19%¢.

Nourly Transmiasion Prices (SkWh)

. EXTREMLLY VERY HOT ior MODERATE MILD 1GI CosT Low cosr

NOT SUMMER SUMMER SUMMER - . SUMMER o SUMMER. WINTER - WINTUR B CUST LOW CUNT

HOUKR - WEEXDAY WEEXDAY WEEKDAY WEEKDAY . WEEKDAY WPI.'KDAY‘ WEEKDAY WUEXENL WLELKLND
ENDING @ Daity tigh® Dally High Duily High Duly High Dwily thgh ' Duity iigh Daly Migh Daly Migh Dasty Mgl
. PST) Temp »as® Temp. 91-4° Temp, 8590 Temp, B1-84° Temp. <al0” Temg>9®. Temp, <0 Temp, >a?8”

lam, -~ 0.00000 0.00000 0.00000:- 0.00000.. 000000 _  0.00000 0,00000 0.00000"
Zam. 0.00000- 0.00000 0.00000 0.00000- 0.00000 - 0,00000 0.00000- 0.00000
3am, 0.00000: 0.00000 0.00000 0.00000- . 0.00000 00000 0.00000 0.00000
4am. 000000 0.00000 0.00000" 0.00000 000000 000000 0.00000 0.00000
Sam. 0000000 000000 0.00000. 0.00000 000000 . 0.00000-- 000000 - 0,00000
6am. 000000 " 0.00000 0.00000 0.00000.  0,00000 0.00000 - 0,00000- 0.00000
Tam. - 0.00000 0.00000 0.00000 0.00000 000000 000000 - 0.00000 0.00000
Bam. . 001553 000000 0.00000- ~  0.00000 0.00000 0.00000. 0.00000- 0.00000-
9am. . 000813 0.00317 0.00507 0.00021 0.00000 0.00000 0.00000: 0.00000
10am. 003031 - 001204 0.01648 000317 000076 000355 000022 000000 -
Aam, 0.09094 0.03485 0.04183 0.01014 000153 0.00266 0.00008 0.00026
12Zn00n' 0.17448 007985 006337 0.00760- 0.00321 0.00621; = 000060 0,00009
Ipm. 034897 0.12928. 010604 - 00143 * 000199 000710 0.00049' - 0.0005¢
2 p.am. 041329 0.15082 013371 ' 002260 - 000887 . 00207  000170. 0.00017
3pam. 048574 019328 0.15674 0.02831 0.00627 0.04791 0.00168 0.00060
4pm. 043103 012738 0.13752 0.02281 0.00474 002307 ©  0.00095 0.00085. 0.00000
Spam. 021125 0.05640 0.07795 0.01162 0.00153 002218 0.00022 0.00009 000000
6pm. 015822 0.03992 001817  0.00148 0.00061. 001065  0.00068 0.00017 0.00000
Tpm.. 0.18188 0.02155 0.01817 0.00084 . 0,00000 0.00621" 0.00009 0.00000
8p.am. 0.05101 0.01014 0.01436- 0.00169- 0.00000 0.00355- 0.00000. 040000
9pm. . 00518 001014 0.00106  0.00000 0.00000 0.00000- 0.00000 0.00000
Wpm.  0.00000 0.00000 0.00000 000000 - 0,00000 0.00000 0.00000 00000
Hpm, 0.00000- 0.00000- 0.00000: 0.00000: 0.00000 0.00000 0.00000 0 Q00
Midnight . 000000 0.00000 0.00000 000000 0,00000 0.00000 0.00000 QAXHXN)

0.00000)
0.00000
0.00000
0.00000
0.00000

* Daily iaximum recorded temperature at the LA Civic Center, (END OF APPENDIX A)

. | | ‘
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Appendix B
Table 1

Southerm Californla Edison

Devetopment of Distribution Revenue Requirement

(Thousands of Dollars)

Edison Nongeneration Revenue Requiremént Request
Remove Transmission Revenué Requirement
Edison requested Distribution Révenue Requirement

Adjustménts:

Load Dispatching/PX-1SO Costs -
Adjust for Multifactor Aliocation of Common Generation A4G
Remove SONGS/PV A&G Costs
Reduce Customer Servicé & Marketing Cost
Change FF&U Allocation -
MAM-related Adjustment:
Change in Distribution Révenué Réqwement

* Adjusted Distribution Revenue Requirément

Edison Ex. 12, p. 18 using Base PBR starting poml
deve’oped in A 96-07-009 (1996 dollars)

(10,830) -
(25.162)

(24,451)

(7.735)
(7.471)

(73.511)

2,027,881
1,816,827

1,667,677
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Appendix 8
Table2
SOUTHERN CALIFORNIA EDISON COMPANY

REVENUE ALLOCATION _
(Thousands of Doﬂars)

NON-GENERATION - EPMG ADD TOTAL -
MARGINAL COST | ALLOCATIONOF | NOR-ALLOC [NON-GENERATION
CUSTOMERIRATE GROUP | REVENUES - REV.REQ. REVENUES BASE

o o o = REV. REQ.
(™ %) (™) (™) ($¥)

DOMESTIC: 0303707  456641% 7372287 0.0 737.228.7

LIGHTING-SMP: = o S , .
GS-1 179.979.0 $.8337% 1428160 006 1426160
TC-1 288407 0.4390% - 22438 00 22438

TOTALNON-DEMAND  182,8107 = 89726% 1448598 00  144,859.8

GS-2 4719830  23.1660% 3740056 26476 3766834 ‘ f
TOU-GS-2 - 65.030.2 3.1018% 61,6300 9262 524564 :
TOTAL DEMAND . 5370194 26.3577% 4255357 35738 429.109.5

TOTAL LIGHTING-SMP ~ 719,829.8 35.3304% 570,365.5 36738 - 6739693

LARGE POWER: o ' S - S
TOU-8-SEC 1467960 - = 7.2011% 116,268.2 3,0656 119,323.8
-PRI 135,506.5 66508%  107,375.8 27427 110,185
-SUB ‘ 31,876.0 1.5645% 252686 19320 27,1906
TOTAL LARGE POWER 3140984 15.4164% 248,892 6 7,.7404 256,632.9

AG & PUMPING: _
PA-Y 34,6635 16967% 27,3922 0.0 27,3922
PA:2 13,621.4 0.6637% 10,7144 104.2 10.818.6
TOU-PA-5 L 2,109.0 0.1035% 16712 120 16832
AG TOU . - 14,3043 0.7021% 11,3348 28996 11,6347
TOTAL AG & PUMPING 64,5032 3.1659% 51,4425 4161 51,5286

STREET&AREALGT. 86222 04232% 68323 414349 -“493172"_'7}"

N R - N BT 7T ]-' T000000% | Teraaeis | 532151 T 16676767‘] .

NOTE: NON ALLOCATED REVENUES CONSIST OF POWER FAGTOR AND STREETUGHT REVENUES
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Appendix B
Table 3

SOUTHERN CALIFORNIA EDISON
REALLOCATION OF PROPOSED MISCELLANEOUS ADJUSTMENT MECHANISM
(Thousands of Dollars)

Réalldcate to Distribution Revenue Réquirement
Base Rate Performance Memo Accounl (BRPMA)
TOU-PAS Memd Account :
Nongeneration Revenues Shanng Memo Account
Optional Pricing Adjsutment Clause (OPAC) 7
Electic 8 Magnetic Fields (EMF) Program Cost Reocvery - 138
RCRA & lacrementat retum (65.985)
Non-Utity Affifiate Credit {11,969)
Catastrophic Event-Related Cost Recovery ) . 3,715

' Subtotal (73,511)

Reallocaté to Generation Reveriue Requirement

Fuel Ol tnventory Canying Costs 7 3669 o

Disputed Arizonia Property Taxes

E1P330 Eleclic Baniuuptcy (EPEB) Memorahdwn Aooomi ‘
SONGS 243 and Fals Verde Shutdown O8M 2nd Unamod-zed Fue! Expense
incomé Tax Component of Contribution Memo Account

Arbration Memo Accounl (AMA) .

Huclear Related Special Assessments

YUMA-Axis .

Cataﬁna Dieéel Fuel Ccsls

Catafina RECLAIM Trading Cradits Cost Recovery/Revenue Credi

Hysro Pumped Storage Cosls Recovery

Energy Line Loss Adjustments

Edison Pipeline 8 Terminal Co. (EPT C) Fuel QR Pnperme Revenue Sharing
Haz Substance Cleanup and Liigation Cost (HSCLG) Balancing Account
Nuclear Uni Incentive Procedure Incentives/Penalties , .
Subtotal

Reallocate to Nuclear Decommlss!oning Rewmne Requlrement
Songs 1 Shuldown O2M .
DOE Decontamination & Decommissioning Fees
Spent Nuctear Fuel Storage Costs '

. o ) . . Subtotal
Reéallocaté to Public Purposé Programs Revenue Requirement
Women, Minocties & Disabled Veterans Busingss Enterprises Cost Recovery
Demard Side Managemant Adjustment Mechanism
Demand Side Management Tax Change Memd Acchunt
Enves! P3ol Program Adjustment Mechanism (EPPAM)
Economic Development Adjustment Clausé (EDAC) ,
Ressarch Developmend & Demonstration (RDAD) Royates--Revenue CredR (3,119)
Demand Side Management Incentives Recovery 1,251
Electric Vehicle (EV) Memarandum Acodunt 2616
Low Emission Vehicles—O&M Cost Recovery _ 5,744

: : Subtétal 7,113

Reallocate to Transmission Revenue Requirement ,
Devers to Pato Verde 2 Transinission Line Rédovery ' » 2235
' Subtotal - 2,235

Total Reallocated (22.244)

(END OF APPENDIX B)
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APPENDIX C
Table 1
San Diego Gas and Electric Company - Electric Department
Authorized Distribution Revenue Requirements

11/98

. Rev. Reqt.

($000)

Authorized Base Rate Revenues (93 GRC, T&D):
Adjustmenls: »
Transmission Wheeling Charges
Local Dispatching Costs 7
A&G: Generalion Fixed Costs
Customer Servites and Marketing Costs-
Miscellaneous Adjust. Mechanisia (MAM)
Franchise Fees & Uncollectibles (FE&U)

717,641

(4,181)
(5,534)
(4,906)

(983)
(8,100)

(6,387)

Subtotal Adjuslmenls

Subtotal Auth. Base Rev. Reqt. (93 GRC, T&D)

ERAM Balancing Revenue (T&D)
CARE Program

(30,091)
687,550
24 916
(1,019)

Total T&D Revenue Requirements
LESS:
Transmission Revenue Requirements
ERAM Balancing Revenue for Transmission
Public Benefit Programs:
- DSM

RD&D

Renewable

CARE

711,447

121,382
3,779

32,000
4,000
12,000
8,465

Subtotal Pudlic Benefit Programs

Nuclear Decommissioni_hg Rev. Reqt.
'DOE D&D Fees & SONSI Costs

56,465

22,038
6,158

Subtotal Nuclear Related Rev. R'ec-u.

28,196

Total Authorized Distribution Rev. Reqt.
1-1

501,625
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Line 3

Linc 8

Line 18 :

Line 27 -

APPENDIXC
Tablel
San Diego Gas and Electric Company < Electric Depariment
Authorized Distribution Revenue Requirements

$691,283 + $12,100 + $14,258 (|9'96$)

(93 GRC shown in Exh.16 plus trans. wheeling chgr. & MAM account, see Exh, 80).
notinclude SDG&E's 1997 T&D portion of the authorized PBR adjustments
and the 1998 proposed PBR adjustmenls

tobe updated in SDG&B's advice letter fiting to reﬂext SDG&E's 1997 & 1998
PBR adjustments for T&D.

$12,100 - $7,919 (1996$) |

(Exh. 80 less thé amount included in SDG&E's 3/1/97 FERC filing).

$3,724 + $1,810 19965) |

(direct 605[$ in Acct. 556 & 561 plus A&G & common plant, see Exh. 64

& TURN's Opening Brief, p 20).

$78,681 - $78,681/ 87.665% x (1 - 17.8%) = $78,681 - $73,775 (19963)

(use the allocation factor of 17.8% for generation as shown in Exh. $5). '

see Exh. 63.

- $5,521 x 12.8% (19963)

(use the atlocation factor of 17.8% for generation as shown in Exh. 55)

$14,258 - Line 27 (19968)
(Amount shown in Exh. 80 less DOE D&D Fees & SONGS 1 Costs).

$19,16 =3 (19968, 33 % of total FF&U).
see Exh. 28.

$1,040 + $733 + $4,385 (19965)
(DOE ﬁecontamina!iOn & Decommissioning Fees plus SONGS 1 Spent

Nuclear Fuel Storage Costs & SONGS 1 Shutdown O&M Costs)

from workpaper provided to the Eaergy Division for the MAM account in Exh. 80.

to be updated in SDG&B's advice lettee filing o reflect SDG&F's 1997 & 1998

authorized PBR adjustment for T&D.
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APPENDIXNC
Tabdell

San Dicgo Gas & Ekeark Company
Elkextric Departméal _
Allocation of Unbundled Reveove Requirereeol Componcots

61096 Adopted  ABISS  Adopled ECAC ABIS90  Distribution Transmissios

FPIM AvgRate  Avg Raste Sales Revense Revenoe ,Rnénu

Customer Class - (¢IKWh) (¢/KWhi) (GWhrs) 000%) - (5000's) (5000')
’ () ® © @) SO F
_ ' : L] (Westrative) .
Restdential nar . wwus 535476 592370 244,018 £9420

. Commercislindustrial: ‘ : : , _ - .

Schedule A 11364 10678 1,9189% 204,398 3283 - 19,06
Schedole AD 12017 1noen s19.13 20001 13sn 15
. Schedule AL-TOU . sam 4N © 6,698.68 L7628 141,678 3500
Schedsle A6-TOU 6433 - 649} 66834 3,04 342 18
Subtofal 9.212 8981 986266 885,742 214978 89891
 Agriculture 130 030 e 18361 6,464 1,598
Lighting - 11.08 1.043 79.76 $308 068 - 47
iS) stem Total $.988 94X 1594197 1,203,181 801,628 121,382

2
3

A
s
K
7
K
9

Public Goods  Noue.Related  Rate Red Boeds Power Exchaoge

7 Re\ toue Revenne Revenoe Revenoe

‘Customer Class (3000's) (3000's) (5000's) (5000"s)

® ®) - W 1))

: ) . n v (10ustrative) ([ustrative)
Residential R TX T 11,658 $4,980 152,024
C_ommerdil!l pdustrial: . '
Schedale A 2381 1,033 18,020 s1812
Schedule AD 2.419 1,240 14372
Schedule AL-TOU 20,673 10,084 160,768
Schedule A6-TOU 1,65 165 : 15303
Sublotal 32,631 1609 242,259
Agriculture. 570 90 ' 289
Lighting © 8 1% 1196
System Totsl L4658 - 28,196 398878

use T&D lotal EPMC method for distridution and ransmissioa revenue allocation
use SAP altocation method except fot CARE program costs which are allocated ca an équal éénts pér KW basis.
18] A
(END OF APPENDIX C)
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APPENDIX D

. TABLE |

PACIFIG GAS AND ELECGTRIC COMPANY
ELECTRIC UNBUNDLING

. SUMMARY OF 1998 DISTRIBUTION REVENUE REQUIREMENTS
(Miions of Dollars)

Distribution

Relail Sales Revenve 2,003
Othe; Operating Revénue 28
Preliminaiy Total CPUC 2,031
Itemize nucléar decommissioning
ICIP update as per 097-05-088

2,031

ADJUSTMENTS:

A&G & common and general: fixed Costs (49)
Hazardous Substante Cleanup ' 0.1)
ICIP

1,982

10  Distribution Revenue Requirement 1,954
w/o Other operating revenuve

~ revunb_sum2d/ DecisionRR
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A. 96-12-009
D. 97-08-056

COMMISSIONER JESSIE J. KNIGHT, JR. CONCURRING:

I support this decision, but feel compelled to memorialize thoughts that may aid
future commission deliberation in dealing with new unbundling issues that will surely
arise over time. The decision here provides a fair allocation of costs among the classic
functional areas of transmission, generatnbn and distribution, as well as an ¢conomically
efficient means of calculating the competmon transition charge (CTC). Yet, I must.
cxprcss concerns that the prermse dnvmg this stagc of unbundling has a basic flaw. The
exercise to divide the electric industry into three distinct functional components is an idea
that no longer fits the reality of the e\rolvmg competitive market for electncny '

_Traditionally, the electricity industry has been segmented into three primary functions --
transmission, distribution and gencratlon

This decusnon reﬂccts our own lnslltutwna! biases that were culuvated during the
several stages of our own initial procedural and issue devel()pment in the clectrical
restructuring procéeding, as well as the strictures ¢vident in AB 1890 that serve as the
intellectual and legistative anchors ]ustnfymg the attempt to put ¢osts into these three
baskets. The study and debate over the course of this decision has highlighted the
unequivocal fact that there are many costs that did not fit easily into one basket or the
other.

Generally, these costs should be characterized as “retailing costs”. These retailing
costs can be categorized as reﬂeclmg the cost of selling electricity to an end-user. They
are not costs associated with the generation of electricity. Fundamentally, the production
of power, the actual generation of electricity, is a wholesale function rather than a retail
function. These retailing costs are not a true component of the cost of distribution,
because the business function of selling a product to a customer is inherently not a
distribution cost. By definition, transmission costs are not associated with providing
retail service.

-The proLedural necessnty in place currently, that insists that all costs must be
allocated to gencration, transmission, or distribution, has obscured the issues in this
proceedmg There aré identifiable costs associated with the provision of retai! electric
service, costs that should be unbundled from whotesale costs, recovered through the
provision of retail service and therefore solely collected from retail customers of the
utility. :
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As a tesult of this decision, some of these retailing costs have been allocated to
generation and some assigned to distribution, Of paramount concem is the fear that
recovery of retailing costs in distribution rates will require competitive retail providers to
inadvertently pay the retailing costs of the utilities. Realization of this envisioned -
circumstance would create a subsidization of the utility's retaiting function, thus
promoting injury to the development of a competitive retail electric marketplace.

As the Commission proceeds to f ashidn a robust and c’ompetili\’c retail market, it
must actively seek to further unbundle these “retailing costs™ from distribution and
generation rates. Only this proacnve effort can ensure a level playing field belween the
utilities and compeum'e energy service providers.

The Commission’s experience in over'seeing the natural gas and the
telecommunications industries prepares us for the inévitable fact that the unbundling that’
is occurnng here will be the first of many such procéedings, as our thinking and analysis
mature. Itis a historic fact that the telecommunications industry has undergone many -
rounds of unbundling. First, customeér-premise-equipment was unbundled from
telephony. Later, long distance was unbundled from the local sérvice market, as a result
of the disaggregalion of AT&T that resulted from the Modified Final Judgement in 1984.
Since then, central office space has been unbundled, as was the many underlying basic
service elements in the 1980's and early 1990's, as part of the federal open network
architecture policy. Currently, local telephone service is being further unbundled with
links being unbundled from ports. In fact, the entire network is being unbundled into
basic network functions, with each getting unbundled from ¢ach otheér. Furthermore, in
the wholesale provision of bundled service, the Commission has seen fit to ensure that
wholesale rates are discounted to unbundle retaiting costs.

In the natural gas industey, the merchant function, gas gathering, and interstate
transport are all unbundled. In a Commission decision that is a mere few weeks old, gas
storage was unbundled. Moreover, this Comniission is actively engaged in bringing
about even greater unbundling in the intrastate gas afena as a result of D.97-08-055.
Furthermore, it is the intention of the Commission to ensure that its forthconting long

term gas strategy also addresses this issue of unbundling retailing costs from the provision

of wholesale services.

In the electricity industry, as we explored the various aspects of the industry, it
became apparent that generation is made up of many severable components. Electricily
has an energy component, reliability componenls and retailing components. Distribution
has revenue cycle componenis with distinct retailing elements. Even the overall revenue
- cycle of the utility can be further unbundled into metér reading, billing, and other
severable parts. It is not beyond the pale for the Commission to potentially find that many
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mors underlying functions may eventually be unbundled one from another as a result of
federal policies that will cenainly emerge and evolve over time.

The process ol‘ unbundlmg can be likened to the peeling ot‘ an onlon. Under ¢ach
layer, there is another layer that ¢an bé peeled away, or furthet unbundled, if you will.
The Commission should fully « expect and more imponamly. seek the further unbundling

 of distribution functions to assuré that retailing ¢osts are truly unbundled from
- distribution. Only this strategy will yield a competitive market such that future retailers
~ will be able to compete on a level playing field with the utility distribution companies. In
_short, the development of a compgtitive retail market requires the unbundling of retail
~ costs from wholesale servicés and the sole recovery of these costs from utility retail
" customers.

Daléd August 1, 1997 in San Ffanc.i'sco,; California.

Is/ Jessie J. Knight, Jr,

Jessie J. Knight, Jr.
Commissioner
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