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Decision 99·02·057 February 18, 1999 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of SOUTHERN 
CALIFORNIA EDISON COMPANY (U 338·E) for 
Authority to Adjust Recovery of Nuclear Plant 
Investment by an Additional Capital Recovery 
Amount and Related Substantive and Procedural 
Relief. 

OPINION 

Application 93·02·010 
(Filed February 2, 1993; 

Petition (or l\10dific('\tion 
filed SepteI'nber 6, 1996) 

On September 6, 1996, the Division of Ratepayer Ad\'Ocates (the 

predecessor to the Office of Ratepayer Advocates) petitioned (or modification of 

Decision (D.) 94·05·068 in order to eHminate what it considered to be Southen\ 

California Edison Company1s (Edison) ability to profit ftom D.96·01-011, the 

decision adopth\g the joint proposal of Edison and San Diego Gas & Electric 

COn\pany for r(ltemaking treahuent fot the San Onofte Nuclear Generating 

Station Units 2&3 (SONGS 2&3). 

On November 8, 1996, the presiding AdI'ninistrative L1W Judge (AL» 

denied the petition. The ALl's ruling is AppendiX A to this opinion. We have 

reviewed that ruling and, (or th~ reasons stated therein, affirm. 

The dm(t dedsion of AL] Barnett in this matter was mailed to the parties in 

accordance with Public Utilities Code § 311(g)(1) and Rule 77.1 of the Rules of 

Pr~,ctke and Procedure. No comments have been received. 

Findings of Fact 
1. The Dhtision of Ratepayer Advocates filed a petition to modify 0.94·05·068 

on Scptcn'ber 6, 1996. 
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2. The ALl's I{uJing of November 8, 1996, denied the Division of Ratepayer 

Ad,'ocates' petition. 

ConclusiOns of law 
1. 111e ALl's Ruling of November 8, 1996, should be affirmed. 

2. Application 93-02~010 shpuld be dosed. 

ORDER 

IT IS ORDERED that: 

1. The Division of Ratepayer Advocates' Petition for ~1odification of 

Decision 94~05-068 is denied. 

2. Application 93-02-010 is dosed. 

This order is effective today. 

Dated February 18, 1999, at San Francisco, California. 
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RICHARD A. 81LAS 
President 

HENRY M. DUQUE 
JOSIAH L. NEEPER 

Commissioners 
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APPENDIX A 



BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SlATE OF CALIFORNIA 

In the r ... l<lttcr of the Applk.1tion of SOUTHERN 
CAUFORNIA EDISON CO~fPANY (U 33S·E) (or 
Authority tI..' Adjust Reco\'eo· of Nuclear PllInl 
(m'estment by an Additiona( Capital Recovery Amount 
and Related Substanti\'e and Pro<edural Reliel. 

Application 93-02-010 
(Filed February 2, 1993) 

ADMINISTRATIVE LAW JUDGE'S RULING 
AE DJVISION OF RATEPAYER ADVOCATeS' 

PETITION FOR MODIFICAtION OF DECISION 94.05-068 

The DivisiOn 0( Ratepayer Advocates-CDRA) petitions (or modification of 
Decision IfJ.' 94-05-06S in order to eliminate Solithern California Edison Company's 

~t:~j50n) ability to profit from 0.96-01-011, the decision adopting the jOint proposal of 

Edison and SJn Diego Gas &. EJe(trk Company (SDG&E) (or ratemaking treatment (Or 
the 5.11\ Onofre Nuclear Generating Station Units 2&3 (SONGS 2&3). 

In Applica.tion (A.) 93-02·010, EdisOn requested authority to acceter.lte the 
re()\'ery of $75 million of its in\'~stment in its nuclear plant (~dditional capital recovery 
amount, or ACRA), with a corresponding offsetting deceleration of the annual reto\'ery 
of S75 million of transmission i\nd distribution plant (reduc~d capital recovery amount, 
or RCRA). The Commission supported Edison's proposal to reduce its uneconomic 
r,udear g€-oeriltilig assets, but noted that Edison's propcsal would resuh in \\'indfatl 
profits for the company. The Commission therefort! conditioned approval of the 

ACR~./RCRA program on Edison's eliminating its ability to profit (rom its design. (Rt' 

S • .lUtllalJ Cn1if"mi,l Edi50H CompAlly (0.94-03-068) 54 CPUC2d 572
1 

5S6-557.) 

Two year~ later, in A.9a·12·025/lnvestigation 9-1-02-002
1 
Edison and 

SDG&E jointly proposed, among other things, to accelerate the recovery of their 

remi'lining jn\"~stment in SONGS 2&3' with a reduced ratC' of return on equity equal to 
90% of their embedded cost of debt (SONGS 2&3 settlement), The Commission 

conceplually supported the SONGS 2&3 settlement in D.96-01·011, and adopfed it with 
modifications in 0.96-0-1-059. 

1 As of Janl1<UY 101 1996, Edison's remaining investment in SONGS 2&3 was about 
$2.7 billion, and SDG&E's was "bout $761 million. (D.96-01-011, mimeo. p. 14.) 



..... -

..\.93-02-010 R·\S/wt\\· 

ORA c!.:lim:$. rh"t ilS long as the r"t~$ oj return (or nt1cl~;'Ir r.1t~ bl'!~~ ilnd 

transmission r<lt~ bJse iIT(' identicaL AeR."./ ReRA ilS currently impl~ll\ellkd \'·Ollld. not 

create significcmt \\'indfnll profits for Edison. How('\'cr, ACR.t\/RCRA now essentially 

substitutes a higher earning transmission C'md distribution rate bilse for a nucle.:lr rate 

base that, under the SONGS 2&3 settlement, is much less profitilbJe. As a result, Edison 

will end up \ .. ·ith greater overall profits due to the design of the ACRA/RCRA 

mechanism. The following example demonstrates how this will occur: 

Annual change in 
unamortized rate base 

Rate 01 return 

Ch;mge in return 

Net change in return 
• 

Nul/ear 

(575 million) 

7.34% 

($5.5 miUion) 

T&O 

+$75 million 

9.55% 

+$7.2 million 

+$1.7 million 

DRA asserts that in order to (omply with the Commission's requirement 

that ACR-\/RCRA not result in higher utility earnings than would be achieved in the 

absence of ACRA/RCRA, the CommiSsion should modify 0.94·05·068 fo reduce the 

rate of return on equity for T&D rate base delerred through ReRA to 90% of Edison's 

embedded cost of debt, comparable to the rtlle of return on eq'uity for nudear rat~ base 

adopted in 0.96-01·011. Toward Utility Rate Normalization supports DR.O\'s petition. 

Edison, in response, says that ORA's position is without merit; it is based 

('10 a mislnderstanding of D.94·05·06.~ and is inconsistent with the SONGS 2&3 rate 

mech:tnism. Edison argues thilt the Commission.adopted SONGS 2&3 rate m~chanism 

did not increase Edison's rate base above levels that would be experienced in the 

absence of the rate mechanism. The SONGS 2&3 rate mechanism decreases ra'e b:tse 

below levels that \I.·ould otherwise b,e experienced. The SON~S 2&3 rate mechanism 

r~dl~ced utility earnings, it did not increase them. Th~re(ore, there is no need to adju5t 

the return on equity of the ReRA portion of Edison's T&D rate base. Edison has 

already contributed once to a lower return, and ORA's proposal inequitably seeks to 
increase Edison's losses. 

Edison explains that ACRA increases the rate of nuclear asset reco\'err, by 
increasing depreciation S75 million per year. The SONGS 2&3 rate mechanism further 

incre<lses asset recovery, and as a consequence of the resulting lower risk, the 

Commission reduced EdiSOn's return on SONGS 2&3 sunk investment. That is, in 

return (or paying off SONGS 2&3 sunk im'eslment, through higher near-term rates, 
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custLlmcrs p.lY illm,'cc rt:lunl on Ih.1t ill\"t:'slmcnt. R~ducing T&D r.He b.lSC \\".1$ "l(ll il 
part of SO='JGS 2&3, 

lilgrec with Edison. RCRA. by lowering T&D deprccilHion. \\'lIS "iesigned 
to offset the higher fates thttt would ha\'e resuited (rom ACRA. RCRA increascd 

~ 

Edison's T &0 rille base. RCRA reduced rates, elfettively deterring T&D asset recovery 

until a l.lter reriod. In adopting the SONGS 2&3 rate mechanlsni l the Comnlission 

m."Ide- no change to the offsetting RCRA mech:mism Or the return on the r&D fate base . 
deferred as a result of RCRA. Nor did the Commission in SONGS 2&3 defer T&D 

recover)' to balance the accelerated cost reco\'ery of nuclear plant. To reduce the return 

Con a pNtion of r&D rate base as DRA seeks \\'ould go further than that which the 
Commission approved in SONGS 2&3 ~s it wouldJ in efleetJ {urther 16wer the return on 

nudl'ar a~set::.. ConsequentlYi reducing the return 01'1 the RCRA portion of the r&D rate 

basp :~ Inconsistent with the SONGS 2&3 rate mechanism and should not be adopted. 

IT IS RULED that ORA's PetitiOn (or Modification is denied. 

Dated November S, 1996, at S.:'In Francisco, California. 

(END OF APPENDIX A) 

lsI ROBERT BARNETT 
Robert Barnett 

Administrative lc\'" Judge 


