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D e cision PR O PO SED  D ECISIO N O F ALJ M INK IN                 (Maile d  3/11/9 9 )

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Pacific Gas and Ele ctric Com pany, to e stablish
th e  e ligibility and  s e e k  re cove ry of ce rtain e le ctric
industry re structuring im ple m e ntation costs as
provided  for in Public Utilitie s  Cod e  Se ction 376.

A pplication 9 8-05-004
(Filed  May 1, 19 9 8)

San D ie go Gas &  Ele ctric Com pany, for (1) a
d e te rm ination of e ligibility for re cove ry und e r
Public Utilitie s  Cod e  Se ction 376 of ce rtain cost
cate gorie s  and  activitie s , (2) a finding of
re asonable nes s  of th e  costs incurre d  th rough
12/31/9 7, (3) approval of an audit m e th odology
for ve rifying th e  e ligibility of Se ction 376 costs for
re cove ry from  19 9 8 th rough  2001, and
(4) approval of a s ection 376 balancing account
m e ch anism  to re cove r e ligible  costs.

A pplication 9 8-05-006
(Filed  May 1, 19 9 8)

South e rn California Edison Com pany, to addre s s
re structuring im ple m e ntation costs pursuant to
Public Utilitie s  Cod e  Se ction 376, in com pliance
w ith  O rd e ring Paragraph  18 of D .9 7-11-074.

A pplication 9 8-05-015
(Filed  May 1, 19 9 8)

(Se e  A ppe ndix A  for list of appe arance s.)
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INTERIM OPINION REGARDING
PUBLIC UTILITIES CODE SECTION 376

 AND SOUTHERN CALIFORNIA EDISON COMPANY’S
      RESTRUCTURING IMPLEMENTATION COSTS

Summary

In th i s  decision, w e  consider th e  Ph as e  1 issue s  re late d  to re structuring

im ple m e ntation costs for South e rn California Edison Com pany (Edison) to w h ich

Pub. Util. Cod e  § 3761 tre atm e nt applie s.  In Ph as e  1, w e  d e ve lop a s et of

principles  or guideline s  for considering program  e ligibility.  Th e  goal of th e s e

guid e lines  i s  to distinguish  b etw e e n th os e  costs th at can b e  prope rly classifie d  as

e ligible  for § 376 tre atm e nt and  costs th at are  not so e ligible .  W e  also s et forth

cost causation and  re cove ry principles  for costs  eligible  for § 376 tre atm e nt.

W e  find  th at th e  costs of program s to accom m odate  im ple m e ntation of

dire ct acces s , th e  Ind e pe ndent Syste m  O pe rator (ISO ), and th e  Pow e r Exch ange

(PX) th at are  e ligible  for § 376 tre atm e nt are  th e  re asonable  and neces sary costs

incurre d  for such  program s as of D e ce m b e r 31, 19 9 8.  W e  consider th e  costs

incurre d  for start-up and  d eve lopm e nt of th e  ISO  and  th e  PX re asonable , b ecaus e

th e s e  costs are  e stablish e d  and  approved  by th e  Fe d e ral Ene rgy  Regulatory

Com m ission (FERC).  W e  also consider th e  costs incurre d  for th e  Consum e r

Education Program  (CEP) and th e  Ele ctric Education Trust (EET) to b e

re asonable , b ecaus e  th is funding h as  b e en pre -approved  by prior Com m ission

d e cisions.  W e  d ire ct Edison to file  a ne w  application to consider th e

re asonable nes s  of all oth e r e ligible  costs for 19 9 7 and  19 9 8.  Th e principles  s et

forth  in th i s  decision apply to Edison.  Th e  re structuring im ple m e ntation costs

incurred  by Pacific Gas and Ele ctric Com pany (PG& E) and San D ie go Gas &

                                           
1 A ll statutory re fe rence s  are  to th e  Pub. Util. Cod e , unless  oth e rw ise note d .
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Ele ctric Com pany (SD G& E) are  th e  subje ct of s eparate propos ed  s ettle m e nt

agre e m e nts and  are  addre s s ed  in an accom panying d e cision.

Procedural History

In D .9 7-11-074, w e  ord e re d  Edison, PG& E, and SD G& E to file  applications

to identify re structuring im ple m e ntation costs incurre d  und e r § 376.  O n May 1,

19 9 8, PG& E, SD G& E, and Edison file d  A pplication (A .) 9 8-05-004, A .9 8-05-006,

and  A .9 8-05-015, re spe ctive ly, to identify such  costs.2  Prote sts w e re  filed  by th e

O ffice  of R atepaye r A d vocate s  (O R A ); Enron; jointly by th e  California

As sociation of Coge ne rators (CA C) and th e  Energy Produce rs and Users

Coalition (EPUC); and  jointly by th e  California Manufacture rs  As sociation

(CM A ), th e  California Large Energy Consum e rs  As sociation (CLECA ), and th e

California Industrial Use rs (CIU).  PG& E, Edison, and  SD G& E replie d  to th e s e

prote sts. PG& E, Edison, O R A , Enron, and Th e  Utility Reform  Ne tw ork  (TURN)

file d  pre h e aring confe re nce  state m e nts.

O n January 1, 19 9 8, Se nate  Bill (SB) 9 60 b ecam e  e ffe ctive .  SB 9 60

e stablish e d  various proce d ure s  for our proce e d ings.  Th e s e  rules  are  s et forth  in

§§ 1701, et seq. and  A rticle  2.5 of our Rules  of Practice  and  Proce d ure .  In

accordance  w ith  th e  SB 9 60 rules , th is proce e d ing h as  b e en cate goriz e d  as

rate s etting (R e solution A LJ 176-29 9 3, as notice d  in th e  D aily Cale ndar of May 26,

19 9 8).

Th e  first pre h e aring confe re nce  in th is proce e d ing w as h e ld  on June  25.  O n

July 10, Com m issione r Bilas issued a scoping m e m o w h ich  de s ignate d  th e

                                           
2 D e cision (D .) 9 7-11-074 ord e re d  th e  utilitie s  to file  th e s e  applications by March  31,
19 9 8.  Th is  date  w as  extend ed  to May 1, 19 9 8 by auth oriz ation of th e  Exe cutive  D ire ctor
on March  25, 19 9 8.
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assigne d  A d m inistrative  Law  Judge  (A LJ) as th e principal h e aring office r, s et

forth  th e  issue s  to be included in th is proce e d ing.  Th e  scoping m e m o

e stablish e d  a proce d ural sch e d ule under w h ich  th e  Com m ission w ould re solve

Ph as e  1 issues  by April 30, 19 9 9 , and conclude th e s e  proce e d ings no late r th an 18

m onth s from  th e  d ate  of filing of th e  application, pursuant to SB 9 60, Se ction 13.

Th e  As s igne d  Com m issione r’s Ruling (A CR ) e stablish e d  th e  scope  of th is

proce e d ing:

“In Ph as e  1, th e  Com m ission m ust d e te rm ine  w h ich  program s are
ne ces sary to accom m odate  im ple m e ntation of dire ct acces s , th e
Ind e pe ndent Syste m  O pe rator (ISO ), and th e  Pow e r Exch ange  (PX)
and  th us w h ich  costs are pote ntially e ligible  for § 376 tre atm e nt.
Ph as e  1 w ill look  closely at d e fining im ple m e ntation and  w ill focus
particularly on cost cate goriz ation, i.e ., w h e th e r th e  costs claim e d
sh ould b e  cate goriz e d  as costs of im ple m e nting e le ctric re structuring
and s h ould re ce ive  § 376 tre atm e nt or w h e th e r th e s e  e xpe nditure s
sh ould b e  cate goriz e d  as distribution costs, th e  costs of com pe ting in
th e  ne w  m ark e t, or som e  oth e r cost cate gory, and h ow  cost re cove ry
sh ould occur.  In d e fining im ple m e ntation, it w ill b e  h e lpful to
consider th e  range  of e stim ate s  th e utilitie s  h ave provided  for 19 9 8
th rough  2001.  W h ile  Ph as e  1 w ill not re vie w  th e s e  e stim ate s  or
adopt any particular dollar figure  associate d  w ith  th e s e  fore casts,
such  e stim ate s  w ill b e  h e lpful in und e rstanding th e program s th e
utilitie s  b elie ve  are  ne ces sary to im ple m e nt dire ct acces s , th e  ISO ,
and  th e  PX.”

As d ire cted  by th e  A CR , s eve ral partie s  atte nded  a m e e t and  confe r sess ion

on A ugust 11 and  file d  a joint cas e  m anage m e nt state m e nt on A ugust 24.  A t th e

re q ue st of partie s , th e  scoping m e m o w as am e nded  to re vise  th e proce d ural

sch e d ule  to allow  m ore  tim e  to prepare  te stim ony and  re buttal and  to d e lay th e

b eginning of e videntiary h e arings.  A  s econd pre h e aring confe re nce  w as h e ld  on

O ctob e r 8, 19 9 8.  O R A  s ubm itte d  te stim ony on A ugust 31.  TURN, Enron,

CLECA  and  CM A  (jointly), and CA C and EPUC (jointly) subm itte d  te stim ony on
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Septe m b e r 14.  Edison, PG& E, SD G& E, O R A  and  TURN subm itte d  re buttal

testim ony on O ctob e r 5.

Inform al discussions am ong th e partie s  le d  to tw o s ettle m e nt confe re nce s ,

in conform ance  w ith  Rule  51, h e ld in San Francisco on O ctob e r 23 for PG& E and

O ctob e r 20 for SD G& E.  Separate  m otions for adoption of s ettle m e nt agre e m e nts

for SD G& E and  PG& E w e re  file d  on Nove m b e r 12 and Nove m b e r 13,

re spe ctive ly.  A t th e partie s’ re q ue st, PG& E’s and  SD G& E’s cases in ch ie f w e re

not th e  subje ct of th e  first round  of e videntiary h e arings.

Edison’s Ph as e  1 issue s  w e re  addre s s ed  in se ve n days of e videntiary

h e arings h e ld  from  O ctob e r 21 th rough  Nove m b e r 3.  Com m issione r Bilas w as in

atte ndance  for ope ning state m e nts on O ctob e r 21 and  closing argum e nts on

Nove m b e r 3.  Ph as e  1 of Edison’s application w as subm itte d  upon reply brie fs,

file d  on D e ce m b e r 15, 19 9 8.  Edison, O R A , CLECA / CM A , CIU, CA C/EPUC,

TURN/UCAN, Enron, and Farm  Bure au file d  ope ning brie fs.  Edison, O R A ,

CLECA / CM A , CIU, Enron, and Farm  Bure au file d  reply brie fs.  Th e principal

h e aring office r com ple te d  and i ssued th e propos ed  d ecision on tim e  on March  11,

19 9 9 , 86 days afte r subm ission.

Framework for Considering § 376 Treatment

Se ction 376 provides , as follow s:

“To th e  e xte nt th at th e  costs of program s to accom m odate
im ple m e ntation of dire ct acces s , th e  Pow e r Exch ange , and th e
Ind e pe ndent Syste m  O pe rator, th at h ave  b e e n fund ed  by an
e le ctrical corporation, and  h ave  b e e n found by th e  com m ission or
th e  Fe d e ral Ene rgy  Regulatory Com m ission to b e  re cove rable  from
th e utility’s custom e rs, re d uce  an e le ctrical corporation’s
opportunity to re cove r its utility ge ne ration-re late d  plant and
re gulatory assets by th e  e nd of th e  y ear 2001, th e  e le ctrical
corporation m ay re cove r unre cove re d  utility ge ne ration-re late d
plant and  re gulatory assets afte r D e ce m b e r 31, 2001, in an am ount
e q ual to th e utility’s cost of com m ission-approve d  or Fe d e ral Ene rgy
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R e gulatory Com m ission approve d  re structuring-re late d
im ple m e ntation program s.  A n e le ctrical corporation’s ability to
colle ct th e  am ounts from  re tail custom e rs afte r th e  y ear 2001 sh all b e
re d uce d  to th e  e xte nt th e  Ind e pe ndent Syste m  O pe rator or th e
Pow e r Exch ange  re im burs e s  th e  e le ctrical corporation for th e  costs of
th e s e  program s.”

Be caus e  th e  costs of e stablish ing th e  infrastructure underlying th e  ne w

m ark e t structure  w e re  not included in rate s  as of June  10, 19 9 6, th e  Le gislature

provided  an opportunity for th e utilitie s  to b e  m ad e  w h ole  in te rm s of transition

cost re cove ry.  Th is im portant concept w as discusse d  in D .9 7-12-042, in w h ich  w e

articulate d  th e  e xte nded nature  of transition cost re cove ry, to th e  e xte nt such

costs are  d isplaced  b ecaus e  of re cove ry of approve d  re structuring

im ple m e ntation costs.
“A s an initial m atte r, it is im portant to und e rstand  th at §  376 d oe s
not dire ctly auth oriz e  re cove ry of PX and  ISO  im ple m entation costs.
[Footnote  om itte d .] R ath e r, it e xtends  th e  period  for re cove ry of
‘generation-re late d  plant and  re gulatory ass ets’ [footnote  om itte d ] to
th e  e xtent th at th e  opportunity to re cove r th e m  h as  b e en re d uced  by
th e  colle ction of spe cifie d  im ple m entation costs.  Th us, §  376 by its elf
d oes not auth oriz e  re cove ry of any costs; rath e r, it pe rm its utilitie s  to
re cove r une conom ic generation-re late d  costs (see  §  367) beyond  th e
D e ce m b e r 31, 2001 d e ad line  s et in §  367(a), to th e  e xtent th e
opportunity to re cove r th e s e  costs is re d uced  by  [Fe d e ral Ene rgy
R e gulatory Com m ission] FERC- or Com m ission-auth oriz e d  re cove ry
of unre im burs ed  im ple m entation costs incurred  by  th e  utilitie s.”
(D .9 7-12-042, m im e o. at p. 4.)

Edison’s Request

In A .9 8-05-015, Edison s e e k s  to e stablish  th e  e ligibility of particular cost

cate gorie s  for w h ich  § 376 tre atm e nt is appropriate  and  th e  applicable

rate m ak ing and  rate  re cove ry m e ch anism s.  Edison re q ue sts th at th e  actual,

re asonable  costs incurre d  b e  afford e d  rate  re cove ry and  § 376 tre atm e nt.  Be caus e

th e  costs of e stablish ing th is infrastructure  w e re  not included in froz e n rate s ,
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Edison m aintains th at § 376 is  an im portant part of th e  balance  of risk s  and

re w ards  e stablish e d  by  Ass em bly Bill 189 0 (Stats. 19 9 6, Ch . 854).

Edison fore casts th at approxim ate ly $430 m illion w ill be  spe nt ove r th e

pe riod  19 9 7 to 2001 on re structuring im ple m e ntation, as  d efine d  in § 376, but

voluntarily agre e s  to lim it § 376 tre atm e nt to $275 m illion of th at total.3  O f th e

$275 m illion, Edison conte nds th at th e  Com m ission h as alre ady approve d

approxim ate ly $150 m illion for § 376 tre atm e nt.  Th e s e  costs h ave  b e e n approve d

for ISO  d e ve lopm e nt, PX d e ve lopm e nt, th e  consum e r e d ucation program , and

th e  e le ctric e d ucation trust.  Th e re fore , Edison s e e k s  approval of an additional

$125 m illion for § 376 tre atm e nt, assum ing th at all of th e s e  costs are  incurre d .

Edison state s  th at a significant portion of th e  $125 m illion h as  b e en spe nt on

program s to accom m odate  d ire ct acces s.

Edison m aintains th at im ple m e ntation m ust ne ces sarily occur th rough out

th e  transition pe riod  and plans to spe nd significant am ounts in 19 9 9 , 2000, and

2001 to accom m odate  th e  im ple m e ntation of th e  ne w  m ark e t structure s.  Edison

b elie ves it is fundam e ntally unfair to lim it im ple m e ntation to th os e  costs

incurre d  in 19 9 7 and  19 9 8.  More ove r, Edison conte nds th at th e  d ate s  re late d  to

im ple m e ntation are  containe d  in th e  statute  its elf, w h ich  re fe re nce s  costs

incurre d  b efore  2001.  Edison re m inds  us th at th i s  debate  is som e w h at

                                           
3 W h en Edison re fe rs to re structuring im ple m entation costs, it re fe rs to both  capital
e xpenditure s  and  ope rations and  m aintenance  (O & M) e xpenditure s.  Th e  annual
capital e xpenditure s  do not close  to plant-in-service  accounts until th ey h ave  b e e n
com ple te d  and  are  ope rational.   Th e re fore , th e  annual spending am ounts m ust b e
conve rte d  into a re venue re q uire m ent by identifying th e  capital clos ed  to plant, th e
annual am ortiz ation of such  capital, and th e  gross-up of th os e  am ounts to re fle ct re turn
and  taxe s.  Th e  am ounts identifie d  in th i s  decision are  costs rath e r th an re venue
re q uire m ents.
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h ypoth e tical:  if th e utilitie s  fully re cove r th e ir ge ne ration-re late d  transition costs

b efore  D e ce m b e r 31, 2001, § 376 w ill ne ve r b e  trigge re d .  Edison e xplains th at it

is not possible  to d e m onstrate  th at re cove ry of re structuring im ple m e ntation

costs w ill re d uce  its opportunity to re cove ry ge ne ration-re late d  transition costs

until close  to ye ar-e nd 2001.

Edison claim s th at th e  follow ing program s are  instrum e ntal to

re structuring im ple m e ntation, in addition to th e  start-up and  d eve lopm e nt costs

of th e  ISO , th e  start-up and  d eve lopm e nt costs of th e  PX, and costs of th e

consum e r e d ucation program  and  e le ctric e d ucation trust:

• ISO / PX and  oth e r W h olesale  Mark e t Inte rface

Ü PX D e m and  Fore cast, Bidding and  Se ttle m e nt Program

Ü Ge ne ration ISO / PX Syste m s Inte rface  Program

Ü Pow e r Syste m s Controls and  Manage m e nt Program

• D ire ct A cces s

Ü Custom e r Se rvice  Program

Ü Ene rgy Se rvice  Provider (ESP) Se rvice  D ivision Program

Ü Im ple m e ntation Support Program

• H ourly Inte rval Mete r Installation and  R e ading Costs

Ü Usage  m e asure m e nt Program

Ü QF Paym e nt Syste m s Ch ange  Program

• Utility Distribution Com pany (UD C) Billing Syste m s Modification Costs

Ü Ene rgy Cost A ccounting Program

Ü R e tail Billing, Cre d it, and Colle ctions Program

• Custom e r Inform ation R e le as e  Syste m s

W e  w ill brie fly sum m ariz e  th e purpos e  of e ach  program , as Edison h as

pre s ente d  it, and provide  an ove rvie w  of re cord e d  and  fore cast costs for e ach
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program .4  As  d ire cte d  in D .9 7-05-040, Edison e stablish e d  various subaccounts

und e r th e  Industry R e structuring Mem orandum  A ccount (IR M A ) to track  th e s e

costs.

ISO Development and Start-up Costs

Th e  costs associate d  w ith  th e  ISO ’s start-up and  d eve lopm e nt are

re cove re d  th rough  th e  Grid Manage m e nt Ch arge , w h ich  is a volum e tric ch arge .

Th e  ISO ’s ope rating budge t consists of tw o e le m e nts: th e  start-up and

d e ve lopm e nt costs to e stablish  th e  ISO ’s basic infrastructure  and  ope rating

syste m s, and its ongoing ope rating budge t.  FERC h as approve d  a 19 9 8 Grid

Manage m e nt Ch arge  of $0.7831 pe r m e gaw att-h our.  Edison now  s e e k s  § 376

tre atm e nt for th e portion of th e   Grid Manage m e nt Ch arge  re late d  to start-up and

d e ve lopm e nt costs, w h ich  total $65.7 m illion from  19 9 8 - 2001.

PX Development and Start-up Costs

Edison’s costs re late d  to th e  start-up, d e ve lopm e nt, and initial w ork ing

capital costs of th e  PX re sult from  th e  initial ch arge paym e nts Edison m ak e s

pursuant to a FERC tariff of th e  PX.  In a propos ed  s ettle m e nt agre e m e nt

pe nding b efore  FERC, PG& E, Edison, and  SD G& E w ould  e ach  pay a sh are  of th e

initial ch arge paym e nts in four installm e nts, due  on A pril 5, 19 9 8, January 4,

19 9 9 , January 3, 2000, and  January 2, 2001.  A ccording to th is propos ed

agre e m e nt, Edison’s sh are  of e ach  of th e  installm e nts is approxim ate ly $11.3

m illion, for a total of $45.4 m illion.

                                           
4 A s state d  in th e  A CR , Ph as e  1 d oes not discuss re asonableness issues associate d  w ith
19 9 7 and  19 9 8 costs, nor th e  fore casts of re structuring im ple m entation costs.  H ow e ve r,
w e provide  such  costs for inform ation purpose s.
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ISO/PX and Other Wholesale Market Interface costs

In addition to providing funding for th e  start-up and  d eve lopm e nt costs of

th e  ISO  and  th e  PX, Edison is incurring costs associate d  w ith  procuring e ne rgy,

w h ich  involves  PX d e m and  fore casts, bidding, and settle m e nt, ge ne ration

ISO / PX syste m s inte rface , and m odifications to Edison’s pow e r syste m s controls

syste m s and  voltage  support installations.  Edison spe nt $4.4 m illion in capital

e xpe nditure s  on th e s e  task s in 19 9 7 and proje cts spending $5.7 m illion in

e xpe nse s  and  $3.9  m illion in capital e xpe nditure s  ove r th e  19 9 8 - 2001 tim e fram e ,

w ith  th e  bulk  of th e s e  costs attribute d  to th e  PX d e m and , bidding, and

s ettle m e nt are a.

Edison h as  d eve loped  business proces s e s  and  autom ated syste m s in ord e r

to purch as e  pow e r from  th e  PX on b e h alf of its bundle d  custom e rs.  In broad

te rm s, th e s e  functions involve  ord e ring th e  appropriate  q uantity of e ne rgy at th e

b e st prices in th e  PX m ark e t, w h ich  involves  econom e tric and statistical

k now le d ge ,  and re conciling th e  b i d  quantity and  m ark e t cle aring price  of

e ne rgy, w h ich  re q uire s  accounting and  auditing sk ills.  Edison as s erts th at costs

incurre d  for th e s e  functions are  spe cifically for th e  d e s ign, d e ve lopm e nt, te sting,

and im ple m e ntation of business practice s  and softw are program s re late d  to th e

PX and  also h e lp to accom m odate  th e  im ple m e ntation of dire ct acces s.  Edison

m aintains th at § 376 tre atm e nt is appropriate  b ecaus e  th e  PX w as cre ate d  as a

state -ch arte re d  institution  to conduct a daily e ne rgy auction and  b ecaus e  th e

Pre fe rre d  Policy  Decision re q uire d  th at th e utilitie s  m ust b id all th e ir ge ne ration

into th e  PX and purch as e  pow e r on beh alf of th e utility’s custom e rs from  th e  PX.

In oth e r w ords , Edison is re q uire d  to us e  th e  Pow e r Exch ange  as its sch e d uling

coordinator.  In addition, FERC tariffs and  PX protocols im pos e  s eve ral

re q uire m e nts re late d  to th e purch as e  of e ne rgy from  th e  PX.
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Edison’s generation ISO / PX syste m s inte rface proje ct includes  costs for

h ardw are  and  d eve loping softw are  th at is capable  of re ce iving cost and

availability inform ation from  Edison’s generating stations, subm itting bids  to th e

PX, re ce iving final sch e d ules  from  th e  PX, track ing dispatch  notice s , analyz ing

s ettle m e nt state m e nts, and track ing dispute s  w ith  th e  PX.  A gain, Edison as s erts

th at th e s e  costs sh ould re ce ive  § 376 tre atm e nt b ecause  state  law  m andate s  th e

PX and  b ecause Edison is re q uire d  to bid all e ne rgy into and purch as e  all e ne rgy

from  th e  PX.  Edison m aintains th at all associate d  costs w ith  th e s e  program s are

incre m e ntal costs.

Edison h as also incurre d  costs to e nable  it to transact busine s s  w ith  th e  ISO

and  th e  PX re late d  to installation of te m porary e ne rgy m anage m e nt syste m

consoles  at ISO  facilitie s , ISO  ce rtification of Edison’s m e te rs at points of

inte rconne ction w ith  oth e r utilitie s , trave l and  m e e ting e xpe nse s  for ISO  and  PX

d e ve lopm e nt, transm ission ow ne r com m unication w ith  th e  ISO , ISO  line  losse s ,

and  ISO  re q uire d  m e te r data and ancillary se rvice s  re q uire m e nts.  Edison

m aintains th at such  costs w e re  ne ces sarily incurre d  to m odify its facilities in

ord e r to accom m odate  im ple m e ntation of th e  ISO  and  PX and  th e re fore  s h ould

b e  eligible  for § 376 tre atm e nt.

Consumer Education Program

In D .9 7-03-069 , w e  concluded  th at e xpe nditures incurred  by th e utilitie s

for purpose s  of th e  state w ide  Consum e r Education Program  (CEP) “are

re cove rable  from  th e ir custom e rs pursuant to Se ction 376 b ecaus e  th e s e  costs are

incurre d  to im ple m e nt dire ct acces s.”  (D .9 7-03-069 , m im e o. at p. 2.)  W e  also

d e te rm ine d  th at e xpe nditure s  up to th e  total auth oriz e d  funding le ve l of $20

m illion, on a state w ide  basis, are  re asonable , unless  a party ch alle nging th os e

e xpe nditure s  proves  th at th ey are unre asonable .
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In D .9 7-08-064, w e  adopte d  a final CEP budge t of $73.5 m illion, but link e d

re asonable nes s  of e xpe nditure s  to th e utilitie s’ success in ach ie ving a goal of 60%

aw are ne s s  of dire ct acces s.  O n July 30, 19 9 8, th e utilitie s  file d  a report on th e

re sults of th i s  effort.  O n Septe m b e r 14, 19 9 8, Ass igne d  Com m issione r Knigh t

issue d  a ruling d e te rm ining th at no furth e r proce e d ings w e re  ne ces sary since  th e

aid ed  aw are ne s s  targe t of 60% w as ach ie ve d .  Edison now  ne e d s  approval of a

rate m ak ing m e ch anism  to re cove r its costs associate d  w ith  th e  CEP.  Edison

e xpe cts to spe nd $33.2 m illion in 19 9 8 for th is program .

Electric Education Trust

In D .9 7-03-069 , w e  found  th at funding th e  initial le ve l for th e  Ele ctric

Education Trust (EET) by approving § 376 re cove ry w as appropriate .

(D .9 7-03-069 , m im e o. at p. 41, Conclusion of Law  22, p. 46.)  In D .9 7-08-064, w e

incre as ed  th e EET funding le ve l to $13 m illion.  Th e EET is sch e d ule d  to b egin

ope rating in 19 9 9  and  run th rough  2001.  Edison w ill not actually fund  th e

m ajority of EET costs until grants are  aw ard e d  to various com m unity-bas ed

organiz ations for e d ucational outre ach  activitie s.  In D .9 7-07-09 8, w e  considere d

a w ork  plan filed  by th e EET and ord e re d  th e EET to subm it a re vised sch e d ule

by Septe m b e r 30, 19 9 8.  Be caus e  of th is tim ing, Edison e xpe cts th at m ost of th e

significant costs re q uire d  by EET w ill not be incurre d  until 19 9 9  or 2000 and

e xpe cts to spe nd approxim ate ly $7 m illion.

Direct Access

Edison h as spent $5.5 m illion in e xpe nse s  and investe d  $7.2 m illion in

capital e xpe nditure s  on program s associate d  w ith  dire ct access in 19 9 7.  Edison

anticipates spending approxim ate ly $106 m illion in e xpe nse s  and  $24 m illion in

capital investm e nts for th e  period  19 9 8 - 2001.
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Th e  obje ctive  of th e  Custom e r Se rvice program  is to e nable Edison to

re spond  fully to custom e r inq uirie s  and  re q ue sts re late d  to e le ctric re structuring.

Th is includes processing D ire ct A cces s  Se rvice  R e q ue sts (D A SRs) from  ESPs,

re sponding to custom e r re q ue sts and inq uirie s  re garding dire ct acces s , and

providing ongoing ope rational assistance  to ESPs.  Edison spe nt $1.5 m illion in

e xpe nse s  on th e s e  program s in 19 9 7, and investe d  $1.1 m illion in capital

e xpe nditure s.  Edison fore cast $76.8 m illion in e xpe nse s  and  $18.5 in capital

e xpe nditure s  for th e  period  19 9 8 - 2001 for th e s e  program s.  Edison state s  th at all

costs are  incre m e ntal and  w e re  not conte m plate d  nor included  as part of th e

fore cast for its 19 9 5 ge ne ral rate  cas e  (GR C).  Edison h as re novate d  facilities in

Long Be ach  and  h ire d  and  traine d  ne w  e m ploye e s  to carry out th e s e  task s, and

e xpe cts to incur significant on-going costs  during th e  transition pe riod  to support

th e s e  e fforts.  Th e  e stim ate s  for future  costs are  d rive n prim arily by assum ptions

re late d  to th e  num b e r of D A SRs  to b e  proce s s ed , th e  volum e  of calls re late d  to

dire ct acces s , and th e  num b e r of custom e rs w h o ch oose  d ire ct acces s.

Th e  ESP Se rvice s  D ivision program  includes  task s re late d  to e stablish ing

and  m aintaining busine s s  re lationsh ips w ith  ESPs.  In contrast to th e  m ore

routine  task s carrie d  out by th e  ESP Support Ce nte r, th e  ESP Se rvice s  D ivision

proactive ly e stablish e s  and  m aintains a dire ct custom e r contact b etw e e n Edison

and individual ESPs.  Th is re lationsh ip is focuse d  on m e e ting th e  busine s s  ne e d s

of e ach  ESP and  th e  ne e d s  of “our m utual custom e rs.”  (Exh ibit 12, p. 27.)

Edison state s  th at th e  im ple m e ntation of dire ct acces s  re q uire s  th e utility to

assum e  a le ad e rsh ip role  in e d ucating and  training ESPs about critical busine s s

issue s.  Edison b elie ve s  th at such  a program  b ene fits all custom e rs, including

dire ct acces s  custom e rs, b ecause it facilitate s  gre ate r custom e r ch oice , e nh ance d

consum e r prote ction, and  les s  end-use  custom e r confusion.  Edison spe nt

$741,000 on th is program  in 19 9 7 and  fore casts spending an additional
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$5.7 m illion in 19 9 8 - 2001, all claim e d  as incre m e ntal costs.  Edison justifie s  th e s e

program s as part of its  effort to e nsure  th at custom e r ch oice  is available  to

consum e rs as soon as practical, consiste nt w ith  § 330(n) and  argue s  th at such

program s are  consiste nt w ith  D .9 7-05-040’s dire ctives  to im ple m e nt dire ct acces s.

Th e  Im ple m e ntation Support Program  provides  ove rall m anage m e nt,

coordination, and support for all ope rational aspe cts of th e  d ire ct acces s

im ple m e ntation program .  Th e s e  aspe cts include ove rall proje ct m anage m e nt,

budge t and  control support, auditing support, inform ation te ch nology

infrastructure , e m ploye e  training, and facilitie s  d eve lopm e nt.  Edison b elie ve s

th at ove rall proje ct m anage m e nt is re q uire d  to dire ct and synch roniz e  th e  e fforts

of dire ct access  im ple m e ntation, to m onitor and control its dire ct acces s

spe nding, to focus on ne w  proces s e s  and syste m s and  re vie w  busine s s

e ffe ctive nes s  and  com pliance  w ith  re gulatory m andate s , and to support th e

ne ces sary m odifications and  e nh ance m e nts to e xisting inform ation syste m s for

dire ct acces s , including ne w  inte rface s  am ong inte rre lated  busine s s  activitie s.

Th e  Im ple m e ntation Support program  h as also d e ve lope d  a training curriculum

to instruct e m ploye e s  for ne w  business practice s  re late d  to dire ct acces s

im ple m e ntation.  By ye ar-e nd 19 9 9 , Edison anticipate s  th at dire ct acces s  training

w ill ce as e  to b e  a s eparate  function.  Finally, th e  facilitie s  d eve lopm e nt aspe ct of

th is program  involves  th e  identification and  build-out of facilitie s  ne e d e d  to

h ous e  th e  incre m e ntal e m ploye e s  d e d icate d  to dire ct acces s  activitie s.  Edison

re novate d  a facility at Long Be ach , w h ich  is now  occupie d  by pe rsonne l

pe rform ing dire ct acces s  custom e r s e rvice  and ESP support activitie s.  Edison

m aintains th at th is approach  h as le d  to cost savings, for e xam ple , in installing

ne w  te leph one  call sw itch e s.  Tak e n as a w h ole , Edison b elie ve s  th at th e

Im ple m e ntation Support program  is ne ces sary for and an im portant part of dire ct

access  im ple m e ntation.  Edison considers all costs incre m e ntal and  h as spent
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$3.2  m illion in e xpe nse s  and  $6 m illion in capital investm e nts in 19 9 7, and

anticipate s  an additional $23.2 m illion in e xpe nse s  and  $5.5 in capital

investm e nts for th e  period  19 9 8 - 2001.

Hourly Interval Meter Installation and Reading Costs

Edison e xplains th at w h ile  th is cate gory of costs re late s  to im ple m e ntation

of dire ct acces s , th e s e  costs are  incurre d  to accurate ly m e asure  th e  h ourly e ne rgy

usage  of dire ct acces s  custom e rs and  to m ak e  th is inform ation available  to oth e r

e ne rgy m ark e t participants for billing and  s ettle m e nt purpose s.  For dire ct acces s

custom e rs w ith  h ourly inte rval m e te rs, costs are  incurre d  for th e purch as e  and

installation of m e te rs and  for installation of syste m s to accurate ly colle ct, validate

and  e d it th at usage  d ata in ord e r to m ak e  it available  to m ark e t participants.  For

dire ct acces s  custom e rs w ith out such  m e te rs, costs are  incurre d  to cre ate  h ourly

load profiles.  Edison h as also incurre d  costs for oth e r m e te ring se rvice s

“ne ces sary to im ple m e nt dire ct acces s ,” including m e te r acq uisition, te sting, and

ve rification of dire ct acces s  custom e r usage  d ata.  In 19 9 7, Edison incurre d

capital costs of $3.32 m illion and  e xpe nditure s  of $1.6 m illion.  For th e  period

19 9 8 - 2001, Edison anticipate s  additional capital costs of $35.2 m illion and

e xpe nse s  of $36.6 m illion.  Th e s e  costs also include costs to ch ange  e xisting

com pute r syste m s use d  to com pute  QF paym e nts bas ed  on h ourly pricing

pe riods  rath e r th an tim e  of use pricing form ulas.

Edison conte nds th at all such  costs are  “ne ces sary for and a part of” th e

im ple m e ntation of dire ct acces s.  (Exh ibit 27, p. 22, e m ph asis in original.)

D .9 7-05-039  provided  th at ESPs th at w ant to offe r th e ir ow n m e te ring se rvice s

m ust e nte r into a s e rvice  agre e m e nt w ith  th e  d istribution com pany th at spe cifie s

th e  nature  of th e  inform ation to b e  colle cte d , h ow  data w ill be  s h are d , and h ow

to e nsure  th at m e te ring e q uipm e nt is installe d , m aintaine d , and calibrate d
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prope rly. D .9 7-05-039  re q uire d  th at “[t]h e  d istribution utility sh all not

unre asonably re fuse  to e nte r into such  agre e m e nts.” (D .9 7-05-039 , O rd e ring

Paragraph  3.)  Edison also claim s th at b ecaus e  § 39 0 ch ange d  th e  QF contracts

paym e nt structure  from  form ulas repre s enting Edison’s avoided  costs to e ne rgy

paym e nts bas ed  on th e  m ark e t cle aring price , costs incurre d  to im ple m e nt such

ch ange s  are  re q uire d  by statute  and  th e re fore  m ust re ce ive  § 376 tre atm e nt.

UDC Billing Systems Modification Costs

Edison h as  d eve lope d  particular e ne rgy cost accounting and  re tail billing

syste m s to address inte raction w ith  th e  PX and  th e  ISO .  A part from  th e  m ust-

run ge ne rating units, h ourly e ne rgy prices in th e  PX are  d e te rm ined  by th e

m arginal ge ne rator, th at is, all ge ne rators re ce ive  (and  buye rs pay) th e  sam e

h ourly e ne rgy price , w h ich  i s  dete rm ined  by th e  cost incurred  by th e  last unit

th at goe s  on-line  in a particular h our.  Th is is th e unadjuste d  e ne rgy ch arge .

Edison state s  th at th is ch arge  cannot be  d ire ctly translate d  to custom e rs’ bills,

b ecaus e  adjustm e nts m ust b e  m ad e  to account for distribution line  losse s , PX

adm inistrative  ch arge s , ancillary se rvice s , and diffe ring load profiles  for th os e

custom e rs w h o are  not m e te re d .  Edison m aintains th at its ne w  e ne rgy cost

accounting syste m  provides  im portant inform ation not only to its ow n billing

syste m , but to ESPs w h ich  re ly on Edison for billing and  fore casting inform ation.

Edison spe nt $19 6,000 in e xpe nse s  re late d  to th e s e  program s in 19 9 7 and  e xpe cts

to spe nd an additional $9 56,000 during 19 9 8 - 2001.  Edison m aintains th at th e s e

program s are  ne ces sary in ord e r to prope rly calculate  e ne rgy price s  and  th e

res idual am ount of CTC re lating to dire ct acces s  custom e rs.

Edison h as also d e ve lope d  program s re late d  to re tail billing, cre d it, and

colle ctions to pre s ent th e  b ills and  s eparate ly stated  b illing com pone nts to dire ct

acces s  custom e rs and  to ESPs.  Th e s e  b ills are  e ith e r available  as UD C
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consolidate d , w h e re  th e  custom e r re ce ive s  one  b ill from  th e  UDC w ith  all

ch arge s , including th os e  provided by th e  ESP; ESP consolidate d , w h e re  th e

custom e r re ce ive s  one  b ill from  th e  ESP, including th os e  provided by th e  UDC;

and  dual billing, w h e re  th e  custom e r re ce ive s  s eparate  m onth ly bills from  both

th e  UDC and th e  ESP.  R e tail billing costs are particularly se nsitive  to th e  D A SR

com ple tion rate , due  to th e  labor-inte nsive  nature  of various task s.  For 19 9 7,

Edison e xpe nded  $6.7 m illion, $3 m illion of it in capital costs and  $3.7 m illion

e xpe nse d .  For th e  period , 19 9 8 - 2001, bas ed  on processing 12,000 D A SRs  pe r

m onth , Edison e xpe cts to incur an additional $11.8 m illion in capital costs and

$57.2 m illion in e xpe nse s.  (Exh ibit 6, update d  w ork pape rs, p. 64.)  Be caus e

§ 39 2(c) re q uire s  th at e ach  UDC disclose  th e  total ch arge s  associate d  w ith

transm ission, distribution, ge ne ration, and  th e  CTC, Edison as s erts th at th e  costs

incurre d  for its billing syste m  m odifications sh ould re ce ive  § 376 tre atm e nt,

w h ich  is also consiste nt w ith  th e  d ire ctives  of D .9 7-05-039 .

Customer Information Release Systems

Th is program  consists of com pone nts for h andling th e  re le as e  of

confidential and non-confidential custom e r inform ation.  Th e  obje ctive  of th is

program  is to m ak e  custom e r inform ation available  to all m ark e t participants.

Edison claim s th at access  by oth e r m ark e t participants to confidential (i.e ., w ith

th e  custom e r’s nam e ) and non-confidential (w ith out th e  custom e r’s nam e )

custom e r-spe cific usage  inform ation accom m odates  d ire ct acces s

im ple m e ntation.  Edison incurre d  $1,300 in e xpe nse s  for th is program  in 19 9 7

and  e xpe cts to incur approxim ate ly $4 m illion in e xpe nse s  and  $3 m illion in

capital e xpe nditure s  for th e  period  19 9 8 th rough  2001.  Edison b elie ve s  th is

program  is fundam e ntal to accom m odating im ple m e ntation of dire ct acces s  and

is consiste nt w ith  th e  d ire ctives  of D .9 8-03-072.
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Edison’s Internal Policy Guidelines

In addition to th e  crite ria e stablish e d  by § 376 and  our d e cisions, Edison

d e ve lope d  policie s  to guid e  its busine s s  units in dete rm ining w h e th e r program s

w ould  q ualify und e r § 376.  Th e s e  policie s  are : th e proje ct m ust b e  ne ces sary to

im ple m e nt re structuring; th e  activity and its costs m ust be incre m e ntal to

e xisting auth oriz ations; and  e m ploye e s , contractors, and capital proje cts m ust b e

e xclusive ly re late d  to im ple m e nting re structuring for th e ir costs to b e  re cord e d  in

a § 376 account.  Edison conte nds th at re q uiring th at a proje ct b e  ne ces sary to

im ple m e nt re structuring is stricte r th an th e  “accom m odate ” standard  of § 376.

Th e  te rm  “incre m e ntal” m e ans th at th e  costs of program s w e re  not alre ady

re fle cte d  in rate s  adopte d  as of June  10, 19 9 6.  Edison m aintains th at re q uiring

th at costs re late d  to e m ploye e s , contractors, and capital proje cts  b e  exclusive ly

re late d  to im ple m e nting re structuring is also a h igh e r standard  th an th at

re q uire d  by § 376.  A ccording to th is standard , if any portion of th e  w ork  of ne w

e m ployees  i s  not re late d  to im ple m e nting re structuring, th e n none  of th at

e m ploye e ’s labor costs are  allocate d  to th e  IR M A  subaccounts.  Existing

e m ploye e s  m ust b e  d e d icate d  e xclusive ly to th e  “d e ve lopm e nt, im ple m e ntation,

m ainte nance , and ope ration of dire ct acces s , th e  ISO , or th e  PX” in ord e r to h ave

th e s e  labor costs allocate d  to th e  IR M A  subaccounts.

Voluntary Cap

O n July 1, 19 9 8, Edison s ent a le tte r to Se nator Ste ve  Pe ace  (D -El Cajon)

offe ring to voluntarily lim it to $275 m illion th e  am ount of utility ge ne ration-

re late d  transition costs it w ill s e e k  to re cove r afte r th e  e nd of 2001.  In th at le tte r,

Edison also agre e d  to sh are  th e  risk  of re cove ry associate d  w ith  any prospe ctive

Com m ission d e cisions associate d  w ith  th e  im ple m e ntation of dire ct acces s , th e

ISO , or th e  PX by lim iting its re q ue st for § 376 tre atm e nt of th e s e  future  costs to a

fraction of th e  costs incurre d .  Th is am ount includes Edison’s sh are  of th e  start-
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up costs of th e  ISO  and  PX (approxim ate ly $65 m illion and  $45 m illion,

re spe ctive ly) and th e  costs of consum e r e d ucation program s (approxim ate ly

$40 m illion).  Th e  $275 m illion also includes  costs associate d  w ith  providing

dire ct acces s  and  re ve nue  cycle  s e rvice s  unbundling.  Edison is not ask ing for our

approval of th is cap and state s  th at b ecause it is voluntary, w e  h ave  no auth ority

to ord e r Edison to accept a low e r cap.  Edison also conte nds th at e ve n if w e  h ad

such  auth ority, th e  re cord in th is proce e d ing doe s  not contain th e  substantial

e vidence  ne ces sary to lim it th e  am ount of costs subje ct to § 376 tre atm e nt.

Ratemaking

Be caus e  a rate  fre e z e  is im pos ed , Edison re cove rs its transition costs

th rough  a res idually dete rm ine d  CTC.  In oth e r w ords , re ve nue s  are  allocate d

from  th e  total froz e n rate  le ve ls to individual rate  com pone nts, w ith  th e

re m aining balances  id entifie d  as th e  CTC re ve nue s.  Edison propose s

e stablish ing a ne w  m e m orandum  account to track  re ve nue  re q uire m e nts

associate d  w ith  approve d  costs  eligible  for § 376 tre atm e nt and  to allocate  a

portion of total bille d  re tail re ve nue s  to th e  re cove ry of th e s e  costs.  Th us,

approve d  and  e ligible  re structuring im ple m e ntation costs w ould b e  re cove re d

th rough  available  h e adroom .  Th is m e th odology w ould re d uce  th e  am ount of

h e adroom  available  to re cove r transition costs and  th e re fore  could displace

re cove ry of such  costs.  In th at cas e , th ose displace d  transition costs w ould b e

e ligible  for re cove ry afte r th e  rate  fre e z e  pe riod.  In th e  e ve nt th at w e  approve

costs as  eligible  for re cove ry, but not e ligible  for § 376 tre atm e nt, Edison

propose s  th at th e s e  costs also b e  re cove re d  in th e  TR A , but not track e d  in th e

m e m orandum  account for late r re cove ry as displace d  transition costs.  A m ounts

in th e  Se ction 376 Track ing A ccount w ould th e n be  com pare d  to th e  applicable
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portions of th e  TCBA  to d e te rm ine  if any ge ne ration-re late d  plant and  re gulatory

ass et transition costs in th e  TCBA  can b e  re cove re d  b e yond  2001.

ORA’s Position

O R A  ass erts th at im ple m e ntation of th e  ISO , PX, and dire ct acces s  w as

accom plish e d  by ye ar-e nd 19 9 8.  O R A  m aintains th at § 376 tre atm e nt sh ould b e

give n only to th os e  program s th at are  absolute ly ne ces sary to allow  th e  ISO , PX,

and d ire ct acces s  to b egin ope rations.  O R A  re cogniz e s  th at additional costs m ust

be incurre d  to im prove  and  re fine  th e  alre ady-im ple m e nte d  ISO , PX, and dire ct

access program s, but re com m e nds th at th e s e  costs sh ould not b e  tre ate d  as § 376

costs.

Contrary to TURN and  Farm  Bure au, O R A  m aintains th at post-19 9 8

re structuring-re late d  costs th at are  not afford e d  § 376 tre atm e nt m ay be

re cove re d  in distribution rate s.  In fact, O R A  b elie ve s  th at PBR  Z -factor crite ria

sh ould b e  applie d  to th e s e  costs.  Th us, und e r th is proposal, Edison w ould

re cove r re asonably incurre d  labor e xpe nse s  for e le ctric re structuring and  w ould

also apply Z  factors to post-19 9 8 e le ctric re structuring e xpe nditure s  for late r

re cove ry in rate s.

O R A  e xplains th at costs th at are  im pos ed  on th e utilities  by law  are

e xte rnally m anage d  costs and s h ould  b e  eligible  as § 376 costs.  Costs th at are

w ith in th e utility’s inte rnal control are  inte rnally m anage d  costs and  m igh t assist

th e utility in com pe ting in th e  ne w  re gim e ; th e re fore , O R A  re com m e nds th at

th e s e  costs re ce ive  gre ate r scrutiny.

O R A  conte nds th at ge ne ration-re late d  costs sh ould be  ine ligible  for § 376

tre atm e nt.  O R A  re com m e nds th at costs of ge ne ration bidding, s ettle m e nt, and

billing syste m s, and re ve nue  q uality m e te rs are  e ith e r adm inistrative  and  ge ne ral

costs or ope ration and  m ainte nance  costs, and th us sh ould b e  re cove re d  as
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“going forw ard” costs.  In oth e r w ords , such  costs sh ould b e  re cord e d  in e xisting

m ust-run and non-m ust-run m e m orandum  accounts and  re cove re d  from  m ark e t

re ve nue s  attribute d  to th e  PX com pone nt, not from  ratepaye rs.  Sim ilarly, O R A

argue s  th at costs of ESP s e rvice s  are  not s e rvice s  to custom e rs and s h ould not b e

re cove rable  from  custom e rs.

O R A  re com m e nds th at th e  costs of a ge ne raliz e d  unbundling of billing and

ne w  standard b ill form ats sh ould be  ine ligible  for § 376 tre atm e nt, d e spite  th e

fact th at unbundling or cost s eparation is re q uire d  by § 368(b).  O R A  d oe s  not

b elie ve  th at such  unbundling facilitate s  custom e r ch oice  or accom m odate s

im ple m e ntation of dire ct acces s.  O R A  w ould  e xclude 50% of th e  e xpe nditure s

und e r re ve nue  reporting in th e  UDC Billing Syste m s Modification subaccount.

O R A  agre e s  w ith  all partie s  th at re structuring im ple m e ntation costs

re ce iving § 376 tre atm e nt m ust be incre m e ntal to costs included in bas e  rate s  and

argue s  th at Edison h as th e  burd e n of proof to sh ow  th at costs are  truly

incre m e ntal and  do not include costs savings or avoided  cots associate d  w ith

functions no longe r pe rform e d .  O R A  s upports TURN’s proposal th at a re d uce d

rate  of re turn b e  applie d  to acce le rate d  re cove ry of § 376-e ligible  as s ets.

TURN’s Position

TURN and UCAN re com m e nd th at th e principles  e stablish e d  for § 376

e ligibility and  re cove ry sh ould apply to all of th e utilitie s , w h e th e r th ey h ave

e nte re d  into a s ettle m e nt or not.  TURN argue s  th at re structuring

im ple m e ntation costs sh ould  b e  d eclare d  to b e  eligible  for § 376 re cove ry or not

re cove re d  in m onopoly rate s  at all.  TURN m aintains th at th e s e  costs are  large ly

not und e r th e  control of utilitie s  and  are  not re adily pre d ictable ; th e re fore , if

th e s e  costs are  included in bas e  rate s  or distribution pe rform ance -bas ed

rate m ak ing (PBR ) m e ch anism , fore casts w ill b e  ove re stim ate d .  In addition,
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including capital costs in rate  bas e  w ill artificially inflate  th e  d istribution rate

bas e.  TURN and UCAN re com m e nd th at all capital-re late d  § 376 costs sh ould

b e  am ortiz e d  ove r th e  re m aind e r of th e  transition pe riod , sh ould  e arn th e

re d uce d  transition cost rate  of re turn, and sh ould b e  k ept s eparate  and  apart

from  th e  d istribution PBR  m e ch anism .

A ll partie s  agre e  th at in ord e r for costs to b e  eligible  for re cove ry und e r

§ 376, th e  re cove re d  im ple m e ntation costs m ust d e lay th e  re cove ry of transition

costs beyond  th e  e nd of th e  transition pe riod.  TURN/UCAN re com m e nd th at

th e  follow ing additional principles  b e  adopte d :

1.  Id e ntification and  re cove ry of all re structuring im ple m e ntation costs

sh ould b e  addre s s ed  in th is proce e d ing.  Im ple m e ntation costs sh ould not b e

included in distribution rate s  or distribution PBR  m e ch anism s.

2.  A n arbitrary cut-off date  for im ple m e ntation sh ould not be  im pos ed.

Such  an approach  w ould le ad  to costs being re cove re d  in anoth e r forum  w h e re

th ey w ould b e  re cove red  bas ed  on dubious fore casts and  w ould re sult in

ratepaye rs ove rpaying.

3.  R e structuring im ple m e ntation costs sh ould b e  re cord e d  in a

m e m orandum  or balancing account as incurre d  and  th e n re vie w e d  for

re asonable nes s.  Such  costs sh ould not b e  re cove re d  on a fore cast bas i s  becaus e

of th e unce rtainty of th e  future  le ve l of th e s e  costs.

4.  Th e  Com m ission sh ould re tain an ind e pe ndent auditor to conduct an

ongoing re vie w  of th e  im ple m e ntation costs, addressing th e  accuracy of th e

accounting and  w h e th e r such  costs are prud e ntly incurre d .

5.  Th e  costs of im ple m e nting re ve nue  cycle  s e rvices  s h ould not b e

autom atically e xcluded  from  § 376 e ligibility.

6.  Costs  eligible  for § 376 tre atm e nt m ust be incre m e ntal to costs alre ady

re fle cte d  in bas e  rate s.  A ny savings associate d  w ith  ne t staff re d uctions, m ore
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e fficie nt syste m s, or discontinue d  activitie s  th at re sult from  re structuring

im ple m e ntation sh ould b e  re cogniz e d  and s h ould offs et such  costs.

7.  Capital-re late d  re structuring im ple m e ntation costs sh ould b e  am ortiz e d

ove r th e  re m aind e r of th e  transition pe riod  at th e utility’s re d uce d  transition cost

rate  of re turn and s h ould not be included in distribution rates  e ith e r b efore  or

afte r 2001.

8.  A ll ge ne ration-re late d  costs sh ould b e  re cove re d  th rough  spin-off or

dive stiture  of ge ne ration assets or as going forw ard  costs, but not give n § 376

tre atm e nt.

9 .  PX start-up and  d eve lopm e nt costs are  e ligible  for § 376 tre atm e nt, as

are  th e utilitie s’ costs of d e ve loping syste m s to b id  d efault custom e r load into th e

PX.  A ll custom e rs sh ould pay for th e s e  costs.  O ngoing costs of PX ope ration

and utility load bidding functions sh ould not b e  so e ligible .

10.  No re cove ry sh ould b e  allow e d  w h ich  im pose s  costs on re tail ratepaye rs

associate d  w ith  th e utilitie s’ w h olesale  contract re sponsibilitie s.

11.  No re cove ry of costs sh ould b e  allow e d  und e r § 376 until it is

d e te rm ine d  th at th e s e  costs w ill not b e  re cove re d  th rough  som e  oth e r

m e ch anism , e .g., FERC-approve d  rate s  or dire ctly from  custom e rs.

12.  Se ction 376-e ligible  costs sh ould b e  re cove re d  from  all custom e rs,

re gardless  of th e ir procure m e nt ch oice , ab s ent som e  com pe lling e vidence  to th e

contrary.

13.  R e structuring im ple m e ntation costs sh ould b e  re cove re d  th rough  a

deb it e ntry to th e  TR A  and s h ould not b e  functionaliz e d  into s eparate  cost

cate gorie s  such  as transm ission, distribution, e tc.
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Farm Bureau’s Position

Lik e  TURN, Farm  Bure au is conce rne d  th at proposals to arbitrarily cut off

im ple m e ntation as of ye ar-e nd 19 9 8 w ould re sult in inappropriate ly sh ifting cost

re sponsibility to bundled  s e rvice  custom e rs.  Be caus e  re structuring b ene fits all

custom e rs, th e  Farm  Bure au re com m e nds th at th e utilitie s  re cove r th e ir

re asonably incurre d  e ligible  re structuring im ple m e ntation costs from  all

custom e rs according to allocations in place  as of June  10, 19 9 6.

Farm  Bure au is particularly conce rne d  th at w e  d o not e stablish  an

arbitrary e ligibility cut-off date  for im ple m e ntation, b ecause Edison indicate s

th at it m ay se e k  re cove ry of 19 9 9  - 2001 re structuring im ple m e ntation costs in its

PBR  m e ch anism .  If th is w e re  to occur, custom e rs th at are  not subje ct to Edison’s

distribution PBR  m e ch anism  could e scape paym e nt of such  costs.  In addition, if

costs are  add e d  to th e  PBR  on a fore cast basis, it m igh t provide Edison w ith

unw arranted  b ene fits.  To th e  e xte nt th at Edison can provide  s e rvice s  at low e r

costs th an its  b ench m ark , Edison is allow e d  to k e e p th e  d iffe re nce  as profit.

Th us, if th e  fore casts of costs re cove re d  und e r PBR  are  h igh , low e r actual costs

accrue  to Edison as profits, are  not applie d  to transition cost re cove ry, and  could

provide Edison w ith  PBR  pe rform ance  bonuse s.  In addition, costs add e d  to PBR

rate s  are  not subje ct to re asonable nes s  re vie w s and  w ould autom atically be

e scalate d  e ach  ye ar (according to th e  inflation form ula e stablish e d  for th e  PBR

m e ch anism ) and could th us decre as e  th e  h e adroom  available  for transition cost

re cove ry.

Farm  Bure au also re com m e nds th at a d e te rm ination of broad  e ligibility in

Ph as e  1 sh ould not re strict future  d iscussions of th i s  eligibility in annual

re asonable nes s  re vie w s, b ecaus e  eligibility of various program s for § 376

tre atm e nt m ay ch ange  as th e  m ark e t ch ange s.  Farm  Bure au also re com m e nds

th at Ph as e  2 com pare  th e  § 376 guid e line s  and  m e ch anism s for re cove ry adopte d
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for PG& E and  SD G& E w ith  th os e  adopte d  for Edison, since  som e  of th os e

proposals m ay provide  m ore  re asonable  re solutions of com m on issue s  th an

Edison h as pre s ente d .

Farm  Bure au is oppose d  to Edison’s cap of $275 m illion on post-rate  fre e z e

transition cost re cove ry, w h ich  it repre s ents as a “soft” cap.  A  soft cap m e ans

th at Edison could s e e k  to h ave  additional, une xpe cte d  re structuring costs

incre as e  th is cap.  Farm  Bure au pre fe rs a m uch  low e r cap, und e r w h ich  any

additional costs w ould b e  paid  for by Edison’s sh are h old e rs.

CLECA and CMA’s Position

CLECA  and  CM A  re com m e nd th at costs  eligible  for § 376 tre atm e nt m ust

m e e t four crite ria: th e  costs m ust b e  re asonable , fund ed  by th e utilitie s , lim ite d  to

th os e  ne ces sary to accom m odate  im ple m e ntation of th e  ISO , PX, and dire ct

acces s , and not re im bursed  by th e  ISO  or PX.  CLECA  and  CM A  agre e  th at

im ple m e ntation h as occurre d  as of D e ce m b e r 31, 19 9 8.  W h ile  th e s e  program s

m ay ope rate  in th e  future , ongoing O & M costs cannot b e  considere d

im ple m e ntation costs.  Furth e rm ore , w h ile  CLECA  and  CM A  re cogniz e  th at ne w

fe ature s  w ill b e  add e d  to th e  ISO  and  PX in th e  future , th e s e  are  e nh ance m e nts

rath e r th an im ple m e ntation costs.  CLECA / CM A  argue  th at e ligible  costs m ust

b e  lim ite d  to th os e  conte m plate d  at th e  tim e  th e  le gislation w as  enacte d ;

th e re fore , re ve nue  cycle  s e rvice s  unbundling costs w ould not b e  eligible .  A ll

e ligible  costs m ust be incre m e ntal in nature , w ith  any savings or avoided  costs

re cogniz e d  as offs ets.

CLECA  and  CM A  propos e  th e  follow ing guid e line s :

1.  Se ction 376 m ust be  im ple m e nte d  in a m anne r th at pre s e rve s  th e

balance  of risk s  and  b ene fits from  th e  re gulatory and  le gislative  bargain.
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2.  O nly costs incurre d  to e stablish  th e  ISO , PX, and dire ct acces s  are

re cove rable  as § 376 costs.  Th e  costs of ope rating th e s e  program s on an ongoing

basis are  not e ligible under § 376.

3.  Costs incurre d  afte r 19 9 7 are  not e ligible  for § 376 tre atm e nt.

4.  A ll ge ne ration-re late d  costs sh ould b e  re cove re d  e ith e r th rough  spinoff

or sale  of utility ge ne ration facilitie s  or as “going forw ard” costs.

5.  To b e  re cove rable under § 376, all ISO , PX, and dire ct acces s

im ple m e ntation costs m ust h ave  b e e n fund ed  by th e utilitie s  and  m ust b e  subje ct

to a re asonable ne s s  d ete rm ination.

6.  R e ve nue  cycle  s e rvice unbundling costs are  not e ligible  for § 376

re cove ry.  R CS s e rvices include m e te r re ading, m e te r s e rvice s , m e te r data

m anage m e nt, m e te r ow ne rsh ip, and billing.

7.  Costs  eligible  for § 376 re cove ry m ust be incre m e ntal to th os e  costs th at

re late  to ongoing utility busine s s.  Savings associate d  w ith  ne t staff re d uctions,

m ore  e fficie nt syste m s, or discontinue d  activitie s  s h ould b e  offs et against § 376

costs.  Edison sh ould be  d i re cte d  to identify all avoided  costs arising from

re structuring and  to pre s ent th at study in Ph as e  2.  Edison sh ould also b e

dire cte d  to e xclude labor costs from  § 376 attributable  to Edison e m ploye e s

w h os e  form e r positions w e re  not fille d  w ith in th re e  m onth s.

8.  Costs  eligible  for § 376 re cove ry m ust not e xte nd re cove ry of

com pe titive  transition costs beyond  th e  e nd of th e  transition pe riod.

9 .  Th e re  can b e  no re cove ry of costs und e r § 376 until it i s  dete rm ine d  th at

th ey w ill not b e  re cove re d  th rough  FERC-approve d  rate s  or dire ctly from

custom e rs th rough  fe e s.

10.  No § 376 re cove ry or re tail re cove ry sh ould b e  allow e d  w h ich  im pose s

costs associate d  w ith  w h olesale  contract re sponsibilitie s  on re tail ratepaye rs.
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CIU’s Position

CIU asserts th at im ple m e ntation of th e  ISO , th e  PX, and dire ct acces s

e nded  on March  31, 19 9 8, and th at any costs incurre d  th e re afte r are  not e ligible

for § 376 tre atm e nt.  CIU belie ve s  th at b ecaus e  th e  statute provides no guidance

as to w h e n im ple m e ntation e nds, w e  h ave  th e  d iscre tion to m ak e  th is

d e te rm ination.  In addition, CIU conte nds th at e ligible  cost cate gorie s  m ust b e

lim ite d  to only th os e  costs to accom m odate  im ple m e ntation of dire ct acces s , th e

ISO , and th e  PX, not re structuring costs in ge ne ral.  Be caus e  th e  ISO  and  PX are

ope rating and  b ecaus e  consum e rs are  ch oosing to procure  e le ctricity from

various providers, CIU asserts th at im ple m e ntation is com ple te , w h ile

ack now le d ging th at re fine m e nts and  e nh ance m e nts m ay and s h ould occur.

CIU re cogniz e s  th at w e  h ave  alre ady approved  s eve ral cost cate gorie s  as

being e ligible  for § 376 tre atm e nt, but s e e s  no re ason th at such  actions sh ould

continue .  For e xam ple , w h ile  costs re late d  to th e Unive rsal Nod e  Id e ntifie r

Syste m  w e re  approve d  for § 376 tre atm e nt in D .9 8-11-044, CIU asserts th at dire ct

access  i s  alre ady im ple m e nte d  and  w h ile  such  a s e rvice  m ay be  h e lpful, it is not

re q uire d .

CIU re com m e nds th at th e  concept of “com pe titive  neutrality” re q uire s  th at

s eve ral costs  b e  elim inate d  from  e ligibility for § 376 tre atm e nt.  In D .9 7-11-074,

w e  d e te rm ine d  th at it is vital to e nsure  th at no gre ate r com pe titive  advantage  is

afford e d  incum b ent utilitie s  th an any oth e r com pe titor in th e  ne w  m ark e t and

th at w e  foste r com pe tition in th e  nasce nt m ark e tplace .  Th us, CIU asserts th at

costs  expe nded  on im ple m e ntation activitie s  th at w ould allow  Edison a

com pe titive  advantage  in th e  ne w  m ark e t sh ould not b e  allow e d  re cove ry from

oth e r th an m ark e t re ve nue s.  CIU points out th at all m ark e t participants  doing

busine s s  w ith  th e  ISO  and  th e  PX w e re  re q uire d  to d e ve lop proces s e s  to do

busine s s  w ith  th os e  ne w  institutions.  CIU m aintains th at allow ing Edison to
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re cove r th e s e  costs in rates in a w ay th at could  e xte nd transition cost re cove ry

confe rs a com pe titive  advantage  on Edison.  In addition, CIU asse rts th at all

com pe titors m ust incur costs re late d  to d e ve lopm e nt or m odification of custom e r

billing syste m s, processing D A SRs  and  custom e r s e rvice  functions.

CAC and EPUC’s Position

CA C and EPUC agre e  ongoing costs, i.e ., costs to re fine  and  e nh ance  d ire ct

acces s , th e  ISO , or PX, cannot b e  give n § 376 tre atm e nt.  CA C/EPUC ass ert th at

im ple m e ntation of th e s e  program s h as occurre d  as of D e ce m b e r 31, 19 9 8.

CA C/EPUC propos e  an e ligibility te st th at w ould lim it im ple m e ntation costs to

th os e  costs ne ces sary to give  initial practical e ffe ct to dire ct acces s , th e  PX, or th e

ISO .  In oth e r w ords , th e s e  program s could not h ave  b ecom e  ope rational w ith out

th at cost being incurre d .  Th e re fore , if significant costs are  allow e d  e ligibility for

§ 376 tre atm e nt, th is w ould  e ffe ctive ly pe rm it th e utility gre ate r h e adroom

during th e  transition pe riod  and in effe ct guarante e  re cove ry of transition costs

and  d elay full com pe tition.

CA C/EPUC d e fine  ongoing costs as costs incurre d  afte r dire ct acces s , th e

PX, and th e  ISO  are  ope rational.  CA C/EPUC conte nd th e s e  costs are  incurre d  to

allow  Edison to participate  in th e  m ark e t and  could b e  re cove re d  th rough  fe e s ,

rate s  s et afte r th e  rate  fre e z e , PBR , or oth e r proce e d ing, or sim ply th rough  th e

m ark e t.  CA C/EPUC m aintain th at ce rtain ongoing costs are  included in

Edison’s curre nt rate  le ve l, e .g., m e te r data m anage m e nt, supe rvisors’ salarie s ,

com pute r inform ation syste m s, cre d it ch e ck s, pow e r purch as e s , processing of

custom e r s e rvice  re q ue sts, and custom e r billing.  CA C/EPUC re com m e nd th at

Edison b e  re q uire d  to e lim inate  th e s e  costs from  its re q ue st for actual cost

approval.
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CA C/EPUC conte nd th at m ark e t participation costs are  not

im ple m e ntation costs.  A ll e ntitie s  com pe ting in th e  m ark e t w ill incur costs to

m odify th e ir ope rations so th at th ey can inte rface  w ith  th e  ISO  and  PX and  offe r

dire ct acces s.  Th e s e  partie s  agre e  w ith  CIU th at Edison’s cost of d e m and

fore casting, bidding, and settle m e nt, w h ich  allow  Edison to participate  in th e  PX,

are  inte rnal costs not incurre d  to accom m odate  im ple m e ntation of dire ct acces s ,

th e  PX, and th e  ISO .  CA C/EPUC list oth e r m ark e t participation costs as

purch ase s  of e ne rgy from  th e  PX, preparation of custom e r bills, processing of

fore casting, s ettle m e nt, and load  re s earch  inform ation, d e ve loping syste m s to

sch e d ule  and dispatch  ge ne rating units, and cre ating a dire ct access  ESP support

ce nte r.  CA C/EPUC argue  th at if Edison is allow e d  to ch arge  th e s e  costs to all

custom e rs, dire ct acces s  custom e rs w ill h ave  to pay for th e  sam e  costs tw ice .

CA C/EPUC ch alle nge Edison’s conte ntion th at all costs are  incre m e ntal

w ith  no associate d  cost savings and  re com m e nds th at Edison b e  re q uire d  to

und e rtak e  a com pre h e nsive  study to identify avoided  cost savings be fore  it is

allow e d  to e xte nd th e  transition pe riod by any am ount of costs re ce iving § 376

tre atm e nt.

Enron’s Position

Enron belie ve s  functionaliz ation, or cost assignm e nt to particular s e rvice s

or function, is ne ces sary to facilitate  continue d  re structuring e fforts, assist th e

transition to com pe titive  m ark e ts, pre ve nt subsidiz ation of utility-offe re d

com pe titive  and pote ntially com pe titive  s e rvices  by captive  ratepaye rs, and

e nsure  th at alte rnate  s e rvice providers h ave  th e  ability to com pe te  w ith  th e

utilities in th e provision of com pe titive  s e rvice s.

Enron conte nds th at Edison m ust functionaliz e  its re structuring

im ple m e ntation costs by th e  follow ing cost re cove ry cate gorie s  for th e purpose s
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of re cove ry: distribution (non-re ve nue  cycle  s e rvice s ), distribution (re ve nue  cycle

s ervice s ), distribution (ove rsigh t), transm ission, procure m e nt, and ge ne ration.

O nce  re structuring im ple m e ntation costs are prope rly functionaliz e d , re cove ry

b ecom e s  appare nt, e .g., transm ission costs are  re cove re d  th rough  FERC-

jurisdictional rate s , ge ne ration costs are  re cove re d  from  w h olesale  ge ne ration

m ark e t rate s.

Enron state s  th at Edison’s costs of participating in th e  ge ne ration m ark e t

are  re cove re d  from  re ve nue s  re ce ive d  in th at m ark e t.  Enron propose s  th at costs

e xpe nded  on ge ne ration bidding, sch e d uling, and s ettle m e nt are  w h olesale

ge ne ration costs and s h ould not re ce ive  § 376 tre atm e nt.

Enron re cogniz e s  th at Edison procure s  e ne rgy on th e  re tail le ve l and

re ce ive s  paym e nts from  both  bundle d  and d ire ct acces s  custom e rs.  Th e  costs of

procure m e nt w h ich  are  as s e s s ed  to Edison from  an outs ide  source  are  re fle cte d

in th e  PX cre d it th at dire ct acces s  custom e rs re ce ive  from  Edison, and include PX

e ne rgy costs, ancillary se rvice s  costs, ISO  grid m anage m e nt ch arge s  and  th e  PX

adm inistrative  ch arge .  H ow e ve r, Enron state s  th at th e  PX cre d it doe s  not re fle ct

costs incurre d  d ire ctly by th e  UDC, and Edison propose s  to re cove r th e s e

inte rnal costs from  all distribution custom e rs.  Enron conte nds th at th ese  inte rnal

costs (e ncapsulate d  w ith in its PX d e m and  fore cast, bidding, and settle m e nt

program , along w ith  ce rtain procure m e nt costs curre ntly e m b e dd e d  in rate s 5) are

com parable  to th e  costs incurred  by ESPs to provide  d ire ct acces s  s e rvice .

Th us, Enron belie ve s  th at allow ing re cove ry of th e s e  procure m e nt costs in

distribution rate s  allow s Edison to subsidiz e  th e  re tail price  of procure m e nt

                                           
5 In A .9 8-07-006 et al., Enron h as propose d  to includ e  ce rtain UD C procure m ent costs
currently e m b edd ed  i n rates in th e  PX cre d it.
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th rough  m onopoly distribution rate s.  In addition, allow ing re cove ry of such

costs from  all custom e r re sults in dire ct acces s  custom e rs paying th e  costs of

th e s e  type  of procure m e nt activitie s  tw ice : once  to th e  ESP from  w h ich  it re ce ive s

th e procure m e nt s e rvice s  and  again to th e  UDC, in th e  form  of distribution rate s.

Th us, Enron conte nds th at th e s e  costs sh ould b e  functionaliz e d  as procure m e nt

costs, re cove re d  from  bundle d  custom e rs pursuant to Edison’s Sch e d ule  PX, and

re fle cte d  in th e  PX cre d it.

Edison’s unbundle d  transm ission s e rvice s  are  now  und e r th e  jurisdiction

of FERC and Enron re com m e nds th at Edison s e e k  re cove ry of costs associate d

w ith  its role  as transm ission ow ne r at FERC.

Enron as s erts th at Edison h as acq uire d  ne w  roles  pe rtaining to th e

facilitation of com pe tition and  custom e r ch oice .  Th e s e  ne w  ove rsigh t roles

sh ould b e  functionaliz e d  as distribution - ove rsigh t and  re cove re d  from  all

custom e rs.  Enron also conte nds th at such  an ove rsigh t role  is associate d  w ith  th e

transition of R CS as part of th e  bundle d  utility se rvice s  to a com pe titive  s e rvice .

Th e utilitie s , for e xam ple , provide  ove rsigh t for m e te r data m anage m e nt age nts

(MDMA) and m e te r s e rvice providers.  In addition, e ach  utility is also an MD M A

and  a m e te r s e rvice provider.  Enron belie ve s  th at th e  le ve l of proje cte d

incre m e ntal re ve nue  cycle  s e rvice s  costs is too h igh  (approxim ate ly 30% of total

costs) and th at w e  m ust e nsure  th at Edison doe s  not re cove r th e  costs of

com pe titive ly positioning its elf in th e  R CS m ark e t from  ratepaye rs.  A ll ESPs and

m e te r s e rvice providers m ust b ear sim ilar costs and  m ust b e  com pe nsate d  from

th e ir dire ct acces s  custom e rs.  Enron re com m e nds th at w e  re q uire  Edison to

s eparate ly id e ntify and  track  all ne w  costs  expe nded in re lation to R CS in ord e r

to allow  R CS cre d its to b e  prope rly calculate d  and  th e  R CS m ark e t to d e ve lop.
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Discussion

W e  w ill discuss th e policie s  guiding our consideration of th e principles

e stablish e d  for considering costs for § 376 tre atm e nt.  W e  w ill th e n discuss

e ligibility of particular program s and  costs in ligh t of th e s e  principles.  Ne xt, w e

consider cost re cove ry and  rate m ak ing issue s.  Finally, w e  w ill d e line ate  our

adopte d  guid e line s  for § 376 tre atm e nt and  outline  th e  ne xt steps to b e  tak e n in

re vie w ing costs for re asonable nes s.

Implementation of the new market structure has
occurred as of December 31, 1998

D e fining im ple m e ntation for purpose s  of § 376 tre atm e nt is a pivotal

d e te rm ination in e stablish ing our principles  for cost e ligibility.  Th is

d e te rm ination h as crucial ram ifications for § 376 e ligibility, and by exte nsion,

cost re cove ry and im pacts on th e  com pe titive  m ark e t.  Edison b elie ve s  th e  task s

of “accom m odating im ple m e ntation of dire ct acces s , th e  ISO , and th e  PX” w ill

not e nd until th e  e nd of th e  transition pe riod , 2001, and  th e  associate d  costs of

d e ve loping a com ple te ly re fine d  and soph isticate d  m ark e t are  all

im ple m e ntation of dire ct acces s , th e  ISO , and th e  PX.  Th e re fore , Edison conte nds

th at all costs sh ould  b e  eligible  for re cove ry and  all costs sh ould re ce ive  § 376

tre atm e nt.  A ll ratepaye rs sh ould b ear th e s e  costs, w h ich  sh ould b e  re cove re d  as

actually incurre d  and  re vie w e d  for re asonable nes s.  O R A  and  th e  large users

b elie ve  th at th e  task s of accom m odating im ple m e ntation of dire ct acces s , th e

ISO , and th e  PX e nded  as of D e ce m b e r 31, 19 9 8, at th e  late st.  Th us, only th e  costs

of d e ve loping th e  m ark e t to th at point sh ould re ce ive  § 376 tre atm e nt.  H ow e ve r,

ce rtain costs of re fine m e nt and  e nh ance m e nt m ay be  re cove re d  as fore cast costs

in distribution PBRs  or GR C.  Ge ne ration costs and  costs th at m ust be incurre d

by oth e r com pe titors sh ould b e  re cove re d  from  m ark e t re ve nue s.  TURN/UCAN

and  Farm  Bure au b elie ve  re structuring im ple m e ntation costs sh ould  b e  d eclare d
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e ligible  for § 376 re cove ry or not re cove re d  in m onopoly rate s  at all.  Enron doe s

not discuss cut-off date s  for im ple m e ntation, but agre e s  w ith  TURN/UCAN th at

§ 376 tre atm e nt and  re cove ry sh ould b e  allow e d  only for costs incurre d  and

d e e m e d  re asonable  and neces sary for im ple m e ntation.

W e  find  th at im ple m e ntation of program s to accom m odate  d ire ct acces s ,

th e  ISO , and th e  PX th at are  e ligible  for § 376 tre atm e nt are  th e  re asonable  and

ne ces sary costs incurre d  for such  program s as of D e ce m b e r 31, 19 9 8.  Th e  statute

doe s  not d e fine  im ple m e ntation, and  w e  cannot find  th at im ple m e ntation and

th e  transition pe riod  are  one  and  th e  sam e .  Since  th e  Le gislature  d e te rm ine d  th e

le ngth  of th e  transition pe riod  and  w as aw are  of th e  res idual nature  of CTC

re cove ry, th e  Le gislature  could  e asily h ave pre scrib ed  th at th e  im ple m e ntation

pe riod  w as th e  sam e  as th e  transition pe riod.  It did not do so.  A s  w e  h ave

pre viously dete rm ine d  in D .9 7-12-042, b ecaus e  th e  costs of e stablish ing th e

infrastructure underlying th e  ne w  m ark e t structure  w e re  not included in rate s  as

of June  10, 19 9 6, th e  Le gislature provided  an opportunity for th e utilitie s  to b e

m ad e  w h ole  in te rm s of transition cost re cove ry.

D e fining im ple m e ntation in th is m anne r e nsure s  th at w e  are prope rly

considering th e  inte nt of § 376, as w e  d iscusse d  in D .9 7-12-042.  Th e  Le gislature

d e te rm ine d  th at th e re  w e re  ce rtain costs to b e  e xpe nded  on ne w  program s to

im ple m e nt th e  Pow e r Exch ange , th e  Ind e pe ndent Syste m  O pe rator, and dire ct

acces s.  Th e  Le gislature  afford e d  th e utilitie s  th e  opportunity to re cove r as s ets

th at m igh t b ecom e uneconom ic in th e  ne w  com pe titive  ge ne ration m ark e t by

providing for a rate  fre e z e  and subsequent re cove ry of such  transition costs

during th e  transition pe riod.  It w ould be  ine q uitable  to re q uire  th at th e s e  ne w

program s  b e  e stablish e d  and provide  th e  opportunity for full transition cost

re cove ry, w ith out providing for som e  m e ch anism  to e nsure  th at th e  costs of

im ple m e nting th e  ne w  program s  do not inte rfe re  w ith  transition cost re cove ry:
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“Th e  Le gislature  w as aw are  of th e  res idual nature  of th e  CTC and
re cogniz e d  th at th e  s i z e  of th e  CTC w ould b e  affe cted  by th e  le ve ls
of th e  oth e r rate  com pone nts.  Be caus e  th e  total rate  is froz e n, th e
portion of th e  rate  available  to offs et transition costs, th e  CTC,
d e cre as e s  as oth e r com pone nts incre as e.  Th e  conse q ue nce  of a low e r
CTC is a slow e r pace  of re cove ry of th e utilitie s’ une conom ic costs.

“Se e n in th is ligh t, it b ecom e s  cle ar w h y th e  Le gislature provided  for
spe cial tre atm e nt for th e  ‘costs of program s to accom m odate
im ple m e ntation of dire ct acces s , th e  Pow e r Exch ange , and th e
Ind e pe ndent Syste m  O pe rator.’  Th e s e  are  th re e  ne w  m ajor
program s th at w e  cre ate d  to carry out our plan for industry
re structuring, d e scribed in our Pre fe rre d  Policy  Decision
(D .9 5-12-063, as m odifie d  by  D.9 6-01-009 ).  Th e  Com m ission
re q uire d  th e utilitie s  to b ear actual or pote ntial additional costs to
im ple m e nt th e s e  ne w  program s.  None  of th e s e  additional costs
w e re  re fle cte d  in th e  froz e n rate s , and re cove ry of th e s e  costs  during
th e  transition pe riod  w ould neces sarily displace  oth e r cost re cove ry.
Th e  res idual nature  of th e  CTC m e ant th at re cove ry of th e s e
im ple m e ntation costs je opard i z e d  th e  Le gislative plan for offs etting
th e utilitie s’ une conom ic costs.

“Th e  solution codifie d  in §  376 is  to allow  th e utilitie s  to re cove r th e
im ple m e ntation costs th ey incur but in e ffe ct to e xte nd th e  period  for
re cove ry of une conom ic costs to th e  e xte nt ne ces sary to re store  th e
balance  of risk s  of th e  initial concept of cost re cove ry.  Utilitie s
re m ain at risk  for re cove ring th e ir une conom ic costs  during th e
transition pe riod , but th at risk  is not incre ased  by FERC- or
Com m ission-auth oriz e d  re cove ry of im ple m e ntation costs.”
(D .9 7-12-042, m im e o. at p. 5.)

A pprove d  im ple m e ntation costs displace  h e adroom  and  h ave  th e pote ntial

to le ngth e n transition cost re cove ry, and  th us im pact th e  ons et of com pe tition.

As  w e  h ave pre viously state d , an im portant goal of e le ctric re structuring is to

prote ct com pe tition - not individual com pe titors.  No gre ate r com pe titive

advantage  s h ould b e  afford e d  th e  incum b ent utilitie s  th an any oth e r com pe titor

in th e  ne w  m ark e t.  (D .9 7-11-074, m im e o at p. 50.)  W h ile  th e  re cord s h ow s th at
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syste m s m ay still b e  evolving, Edison agre e s  th at th e  ISO  is m anaging th e pow e r

grid th at is und e r its control, consum e rs h ave  ch oice  in purch asing e le ctricity

th rough  dire ct acces s , and th e  PX is aw arding bids  and  d eve loping invoice s. (R T

pp. 135-136.)  Th e s e  actions h ave  b e e n occurring since  March  31, 19 9 8.

CIU h as a valid point in re com m e nding th at only th os e  ne ces sary and

re asonable  costs incurre d  as of March  31, 19 9 8 to accom m odate  th e

im ple m e ntation of dire ct acces s , th e  ISO , and th e  PX re ce ive  § 376 funding.  W e

agre e  w ith  O R A  th at allow ing im ple m e ntation of such  program s as of ye ar-e nd

19 9 8 is ge ne rous, but allow s for ne ces sary post-ope ration e xpe rie nce  and

m odifications.

Eligible restructuring implementation costs must receive § 376
treatment; they are otherwise not recoverable from ratepayers

W e  d o not agre e  th at costs incurred  by Edison but not spe nt on approve d

im ple m e ntation activitie s , as  d efine d  in th i s  decision, sh ould b e  re cove rable  from

ratepaye rs in any oth e r form .  W e  w ill care fully e valuate  costs to d e te rm ine  if

Edison incurre d  th e  costs to 1) e stablish  th e  ne w  m ark e t structure  as of D e ce m b e r

31, 19 9 8, i.e ., accom m odate  th e  im ple m e ntation of th e  ISO , th e  PX, and dire ct

acces s , 2) ope rate  as a distribution utility, or 3) ope rate  as a com pe titor in th e

ne w  m ark e t structure .

If a utility distribution com pany (UD C) is ope rating und e r a PBR

m e ch anism , ongoing costs are  alre ady conte m plate d  in th e  ope ration of th e

distribution PBR  m e ch anism , as Farm  Bure au as s erts.  Th e s e  costs m ust not

additionally be  re cove re d  from  ratepaye rs in th e  form  of im ple m e ntation costs.

W h e n w e  adopte d  PBR  as a pre fe rre d  rate m ak ing m e th odology to cost-plus

re gulation, w e  b rok e  th e  link  b etw e e n costs and  rate s.  In doing so, w e

re cogniz e d  th at th e  task s and  functions of th e utility distribution com pany are

not static, but w ill ch ange  ove r tim e .  W e  agre e  w ith  CIU th at various costs are
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alre ady em b e dd e d  in rate s , for e xam ple , costs re late d  to m e te r data

m anage m e nt, salarie s  paid  to supe rvisors, and custom e r billing costs.  In

addition, by adopting PBR  re gulation, w e  e xplicitly e xpe ct productivity to

incre as e  and  th at th e utility w ill ach ie ve s ignificant cost e fficie ncie s.  W e  w ill not

now  go back  to a form  of cost-plus re gulation by allow ing th e utility to re cove r

costs associate d  w ith  ope rating in th e  ne w  m ark e t in th e  PBR .  A llow ing re cove ry

for such  costs via th e  PBR  w ould s k e w  PBR  ince ntives.  In th is w ay, w e  addre s s

both  TURN’s and  Farm  Bure au’s conce rns.  W h ile  w e  m ay b e  excluding various

costs from  § 376 tre atm e nt, th ey cannot b e  re -cate goriz e d  as distribution costs

and  th e re fore  cannot b e  re cove re d  in bas e  rate s  or th rough  th e  PBR  m e ch anism .

W e  re cogniz e  th at significant costs m ay be incurre d  to ope rate  in th e  ne w

m ark e t structure .  Ne ith e r th is Com m ission nor th e  Le gislature  conte m plate d

th at th e  costs of com pe ting in th e  ne w  com pe titive  ge ne ration m ark e tplace

w ould b e  re cove re d  from  e xisting ratepaye rs.  Th e s e  costs m ust b e  re cove re d

from  m ark e t re ve nue s , not from  ratepaye rs.  W e  w ill care fully e valuate  costs to

d e te rm ine  if oth e r m ark e t com pe titors m ust incur sim ilar costs associate d  w ith

various activitie s.  If so, th e s e  activitie s  are  re q uire d  to function in th e  ne w

m ark e tplace .  Th e  costs are s im ply a cost of ope rating in th e  com pe titive  m ark e t

and  m ust b e  re cove re d  from  m ark e t re ve nue s.  To d e te rm ine  oth e rw ise  w ould

h arm  com pe tition b ecaus e  m onopoly distribution rate s  w ould subsidiz e  costs of

com pe ting in th e  ne w  m ark e t.

Only Incremental Costs May Receive § 376 Treatment

A ll partie s  agre e  th at e ligible  costs th at re ce ive  § 376 tre atm e nt m ust b e

incre m e ntal to th os e  costs cove re d  in curre nt rate s.  As  d i scusse d  above , th e s e

costs m ust also be incre m e ntal to th os e  costs th at re late  to ongoing utility

busine s s.  Edison’s cost of doing busine s s  h as  b e en approve d  in its distribution
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PBR .  If ne w  activitie s  are  staffed  by pe rsonne l w h o h ave  b e e n m ove d  from

functions th at are  now  obsole te  or are  d iscontinue d , th e s e  costs continue  to b e

included in th e  PBR  m e ch anism .  Elim ination of th e s e  functions w ill contribute

to cost e fficie ncie s  and incre as ed  productivity und e r th e  PBR  m e ch anism , as

Edison ack now le d ge s  (Exh ibit 2, p. 27).  Th e s e  costs are  not incre m e ntal and s h all

not re ce ive  § 376 tre atm e nt.  W h ile Edison claim s th at th is action w ould b e

e q uivale nt to funding th e  d ire ct acce s s  em ploye e  w ith  productivity savings

ach ie ve d  und e r th e  PBR , th e  fact is th at funding for a ce rtain le ve l of e m ploye e s

(bas ed  on h istorical tre nds and  ave rage s ) h as  b e en im plicitly assum e d  in th e

starting point for th e  PBR .  W e  w ill not allow  w h at am ounts to double  re cove ry

by granting § 376 tre atm e nt for costs th at are  not incre m e ntal. Sim ilarly, Edison

sh ould not s e e k  to re cove r e m ploye e  transition costs for pe rsonne l w h o staff ne w

activitie s  and  w h o w ould oth e rw ise  h ave  w ork e d  on discontinue d  functions.

Avoided Costs and Associated Cost Savings Must Be
Considered in Approving Reasonableness of Costs

Ce rtain fe ature s  of im ple m e ntation m ay re d uce  costs for Edison.  It is

re asonable  to incorporate  th e s e  avoided  costs and  any associate d  cost savings

into a final d e te rm ination of costs re ce iving § 376 tre atm e nt.  W e  d ire ct Edison to

identify and  q uantify all avoided  costs associate d  w ith  re structuring

im ple m e ntation costs, so th at costs savings can b e  considere d  in approving th e

re asonable nes s  of costs  eligible  for § 376 tre atm e nt.  Edison h as th e  burd e n of

proving th at its costs are  incre m e ntal and  th at all avoided  costs h ave  b e e n

q uantifie d  appropriate ly.  Edison sh all provide  th e  m e th odology, w ork pape rs,

and  re sults of th is study to all partie s  prior to th e  re asonable nes s  re vie w  of th e s e

costs.
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Costs will not be given § 376 treatment if it is determined that
those costs will be recovered from customers in another way

It is axiom atic th at only th os e  costs not re cove re d  in any oth e r w ay w ill

re ce ive  § 376 tre atm e nt.  To th e  e xte nt such  costs are  re cove re d  in FERC-

approve d  rate s , are  re im burs ed  th rough  th e  ISO  and  th e  PX, or are  re cove re d

dire ctly from  custom e rs th rough  fe e s , th e re  is no ne e d  to allow  such  costs to also

re ce ive  § 376 tre atm e nt.6

Eligibility of cost categories

W e  w ill addre s s  each  cate gory of costs th at i s  eligible  for § 376 tre atm e nt

and  e xplain our re asoning in m ak ing th e s e  d ete rm inations.

ISO and PX start-up and development costs have been funded and are
eligible for § 376 treatment

Edison’s sh are  of both  th e  ISO  and  PX start-up and  d eve lopm e nt costs are

e ligible  for § 376 tre atm e nt.  No capital e xpe nditure s  h ave  b e e n incurre d  for

th e s e  task s (Exh ibit 11, p. 4).  Edison’s sh are  of th e  PX start-up and  d eve lopm e nt

costs are  assessed in th e  Initial Ch arge , to b e  payable  in four annual installm e nts,

anticipate d  to e q ual approxim ate ly $11.4 m illion in 19 9 8, 19 9 9 , 2000, and  2001.

Edison’s total sh are  of th e s e  costs is $45.4 m illion.  Pursuant to D .9 7-12-042 and

D .9 8-12-027, w e  h ave  d e te rm ine d  th at th e s e  costs are  e ligible  for § 376 tre atm e nt,

w h e th e r as s e s s ed  as a one -tim e  ch arge  or as a volum e tric ch arge .  More ove r,

funding of th e s e  costs h as  b e en define d  to occur re gardless  of w h e n th e

contribution to th e  d e ve lopm e nt costs is m ad e .  W e  h ave  confirm e d  th at th e  te rm

                                           
6 W e  w ill not ad d res s  th e  issue  of fe e s  for D A SR processing or fe e s  for discre tionary
s ervice s.  Pursuant to an A CR  issue d  on Feb ruary 5, 19 9 9 , in R .9 4-04-031/I.9 4-04-032,
PG& E, Edison, and  SD G& E are  ord e re d  to file  applications on A pril 30, 19 9 9  to ad d res s
such  fe e s.
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“fund e d” doe s  not im ply a spe cific tim e  w h e n costs are paid for, nor is th e re  a

re q uire m e nt th at th e  financial contribution tak e place  th rough  spe cific

m e ch anism s.  (D .9 8-12-027, m im e o. at p. 11.)

Th e  costs associate d  w ith  th e  ISO ’s start-up and  d eve lopm e nt are  as s e s s ed

th rough  th e  Grid Manage m e nt Ch arge , a volum e tric ch arge .  Edison’s sh are  of

th e  start-up and  d eve lopm e nt costs, included in th e  19 9 8 Grid Manage m e nt

Ch arge  of $0.7831 pe r m e gaw att h our, e q uals $17.4 m illion in 19 9 8 and

$16.1 m illion in 19 9 9 , 2000, and  2001.  Edison’s total sh are  of ISO  start-up and

d e ve lopm e nt costs is $65.7 m illion.  Costs associate d  w ith  th e  ISO  and  PX start-

up and  d eve lopm e nt m ust be incurred  by ye ar-e nd 19 9 8, but paym e nts m ad e  by

Edison can b e  m ad e  afte r 19 9 8, to th e  e xte nt th e s e  occur.  Th e s e  paym e nts to th e

ISO  and  PX are  not as s e s s ed  to any m ark e t com pe titor, oth e r th an PG& E, Edison,

and  SD G& E.

CEP costs are eligible for § 376 treatment

In D .9 7-03-069 , w e  approve d  th e  Consum e r Education Program  (CEP) to

b e  fund ed  by PG& E, Edison, and  SD G& E.  Th e  O ctob e r 30, 19 9 6 D ire ct A cces s

W ork ing Group (D A W G) R e port re com m e nded  th at utilitie s  b e  pe rm itte d  to

re cove r th e ir costs associate d  w ith  th e  d e ve lopm e nt and im ple m e ntation of th e

CEP.  Th is report state d  th at such  funding w as consiste nt w ith  § 376.  W e

adopte d  th is re com m e ndation and  d ete rm ine d  th at funding re q uire m e nts for th e

joint CEP w ould b e  allocate d  am ong PG& E, Edison, and  SD G& E in proportion to

e ach  utility’s sh are  of actual 19 9 6 sales.  W e  auth oriz e d  th e s e  utilitie s  to e stablish

m e m orandum  accounts und e r IR M A  to track  th e s e  e xpe nditure s.  W e  concluded

th at th e  CEP e fforts w e re  critical to dire ct access  im ple m e ntation in ord e r to

e d ucate  re s id ential and sm all com m e rcial custom e rs about ch oices involve d  in
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th e  ne w  m ark e t structure  and  to ove rcom e  th e  m ind s et of d e aling only w ith  th e

incum b ent m onopoly utility.

W e  th e re fore  d e te rm ine d  th at th e s e  costs are  re cove rable  from  th e ir

custom e rs pursuant to § 376, but le ft th e  d e tails of th is re cove ry to oth e r

proce e d ings.  A  total am ount of $23 m illion w as auth oriz e d  for all th re e  utilitie s

for th e  joint CEP e ffort.  In D .9 7-08-064, w e  auth oriz e d  a total budge t for th e  joint

CEP, Com m ission outre ach  activitie s , and com m unity-bas e d  e ducation and

outre ach  activitie s  of $89 .3 m illion (of w h ich  $23 m illion w as pre viously

auth oriz e d ).  Th e utilitie s’ budge t for th e  joint CEP e fforts w as not to e xce e d

$74.5 m illion, w ith  Com m ission and  com m unity-bas ed  outre ach  not to e xce e d

$15.8 m illion.  In 19 9 8, Edison fore cast re ve nue  re q uire m e nts of $33.2 m illion for

th e  CEP program .  Th e  consum e r e d ucation program  is re q uire d  by statute  (s e e

§ 39 2(b))7 and  w e  affirm  th at th e  costs of th e  CEP program  are  e ligible  for § 376

tre atm e nt.  A gain, PG& E, Edison, and  SD G& E are  re q uire d  to fund  th is program ;

no oth e r m ark e t participant is re q uire d  to e xpe nd th e s e  costs.

EET costs are eligible for § 376 treatment

W e  m ade  s im ilar d e te rm inations for th e  Ele ctric Education Trust (EET) for

consum e r e d ucation activitie s  to tak e place  afte r th e  CEP e ffort concluded.  Th e

role  of th e EET is to prom ote  consum e r e d ucation in h e lping custom e rs to

und e rstand  th e  ch ange s  to th e  e le ctric industry during th e  transition pe riod  to

dire ct acces s.  W e  d e te rm ine d  th at th e EET sh ould h ave  a lim ite d  life span and

                                           
7 Se ction 39 2(b) re q uire s  th at th e  e le ctric corporations, in conjunction w ith  and subje ct
to th e  approval of th is Com m ission, im ple m ent a consum e r e d ucation program  prior to
th e  im ple m entation of th e  CTC.
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s h ould sunse t as of June  30, 19 9 9  unles s  exte nded by th e  Com m ission or by

statute .  (D .9 7-03-069 , m im e o. at p. 39 .)

A fte r considering various funding options, w e  d e te rm ine d  th at public

policy w ould b e st b e  s e rved  by considering th e EET to b e  part of th e

im ple m e ntation costs associate d  w ith  dire ct acces s.  W e  auth oriz e d  an initial

am ount of $3 m illion, to b e  re cove rable  from  ratepaye rs pursuant to § 376.  In

D .9 8-07-09 8, w e  e xte nded  th e  life  of th e EET to D e ce m b e r 31, 2001, pursuant to

SB 477 (Stats. 19 9 7, Ch . 275, Se ction 31).  In D .9 8-12-085, w e  adopte d  th e

re com m e ndation to e xte nd th e  EET’s funding to cove r th e  life  of th e EET until its

sch e d ule d  te rm ination date  of D e ce m b e r 31, 2001.  A  total of $13.1 m illion h as

b e e n allocate d  for EET funding th rough  2001, w h ich  consists of a $3.1 m illion

e d ucation plan and  a $10 m illion com m unity-bas ed  organiz ation outre ach  plan.

Th e s e  funds  w e re  allocate d  und e r th e  sam e  te rm s and  conditions as th e

original funding and  th e re fore EET costs are  e ligible  for § 376 tre atm e nt.  Th is is

not inconsiste nt w ith  our adopte d  policy, b ecaus e , sim ilar to funding for th e  ISO

and  PX start-up and  d eve lopm e nt, th e  costs are  re q uire d  by statute  and  th e

obligation h as  b e en e stablish e d  prior to ye ar-e nd 19 9 8.  Edison anticipate s

spe nding $7 m illion re late d  to EET in 19 9 8.  Edison anticipates spending only an

additional $113,000 in 19 9 9 .  Th e  total am ount th at can b e  spe nt on th i s  effort in

19 9 9  - 2001 cannot e xce e d  $7.1 m illion.

Market interface costs are a cost of operating in the new
market and are not eligible for § 376 treatment.

A ll costs re cord e d  in th e  ISO / PX and  O th e r W h olesale  Mark e t Inte rface

Costs subaccount of th e  IR M A  are  in addition to funding th e  start-up and

d e ve lopm e nt of th e  ISO  and  th e  PX.  A s  d e scrib ed  above , th e s e  costs are  incurre d

to procure  e ne rgy, w h ich  involves  PX d e m and  fore casts, bidding, s ettle m e nt,

ge ne ration syste m s inte rface  and  m odifications to Edison’s pow e r syste m s
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controls syste m s and  voltage  support installations.  W e  agre e  w ith  TURN th at

w e  m ust distinguish  th e  s et-up costs of th e  PX from  th e  ongoing costs.  W e  agre e

th at, initially, UD C bidding of d e fault custom e r load into th e  PX is a ne ces sary

part of im ple m e ntation of th e  PX and  th e  ne w  m ark e t structure  and  § 376

tre atm e nt sh ould b e  provided  for 19 9 7 and  19 9 8 costs.  A fte r 19 9 8, h ow e ve r,

bidding d e fault custom e r load  costs sh ould not re ce ive  § 376 tre atm e nt but m ust

b e  re cove re d  from  bundle d  custom e rs as part of th e  PX e ne rgy ch arge .

Th e  ongoing costs of PX ope ration and provision of PX aggre gation

s e rvices  s h ould b e  ch arge d  only to PX use rs.  Ge ne ration costs associate d  w ith

th e  PX, such  as re -m e te ring of e xisting pow e r plants and  d eve lopm e nt of

com pute r program s for th os e  plants to bid into th e  PX, are  not e ligible under

§ 376 but m ust b e  re cove re d  from  ope rating in th e  m ark e t.  Th is includes

s ettle m e nt costs, w h ich , again, are  costs th at m ust be incurred  by all m ark e t

participants.

Costs associated with wholesale contract responsibilities
are not eligible for § 376 treatment.

Edison doe s  not s e e k  re cove ry of costs associate d  w ith  its w h olesale

contract re sponsibilitie s.  Edison concurs w ith  O R A , TURN/UCAN, and

CLECA / CM A  th at such  costs sh ould not b e  re cove re d  from  re tail ratepaye rs.

W e  concur.  Costs re late d  to th e s e  contracts h ave  b e e n e xcluded  from  CPUC-

jurisdictional rate s  and  h ave  not b e e n found  to b e  re cove rable  from  re tail

custom e rs.  Th is proce e d ing doe s  not provide  th e  opportunity to transfe r costs

from  w h olesale  custom e rs to re tail custom e rs.  No re cove ry sh ould b e  allow e d

w h ich  im pose s  costs on re tail ratepaye rs associate d  w ith  th e utilitie s’ w h olesale

contract re sponsibilitie s.
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Direct access costs are eligible for § 376 treatment only to the
extent these costs are required to implement this program and
only through December 31, 1998.

In D .9 7-05-040, w e  adopte d  im ple m e ntation proce d ure s  re garding dire ct

acces s.  In th i s  decision, w e  addre s s ed  fundam e ntal proce d ure s  and  rules  to be in

place  for th e provision of dire ct acces s.  W e  d e te rm ine d  th at th e  availability of

dire ct acces s  m itigate d  th e  e xe rcise  of m ark e t pow e r in th e  PX and state d :

“To e nsure  th at dire ct access  i s  available , access ible , and
conve nie nt, our pre fe re nce  is to ope n up dire ct acces s  as w id ely
and  as  quick ly as possible , lim ite d  only by binding te ch nical
constraints.  As  d i scusse d  b elow , bas ed  on partie s’ com m e nts in
th is proce e d ing, th e re  are  no binding ope rational or te ch nical
constraints w h ich  stand in th e  w ay of ope ning up dire ct acces s
to all custom e rs on January 1, 19 9 8.

                               * * *
“A  d ire ct access program  des igne d  along th e s e  line s  w ould lim it
th e  ability of th e  investor-ow ne d  e le ctrical corporations to
influe nce prices in th e  PX.  In addition, such  a dire ct acces s
option offe rs a viable , e ffe ctive , and dependable  alte rnative  to
th e  PX for both  consum e rs and supplie rs of e le ctric e ne rgy
products and  s e rvice s.  As  d i scusse d  in th e  s ections w h ich
follow  and in our d e cision on th e  custom e r e d ucation program ,
w e  th e re fore  adopt th e  follow ing:

“i  Th e  opportunity for all custom e r classe s  to ch oose  d ire ct
acces s  as an option im m e d iate ly;

 

“i  Provision of custom e r identification and  m ark e ting
inform ation on an e q ual basis to pote ntial e le ctric s e rvice
providers;

 

“i  R e m oval of barrie rs to pote ntial ne w  e ntrants w h o w ish  to
e stablish  custom e r re lationsh ips for a varie ty of e ne rgy-
re late d  products and  s e rvice s; and
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“i Establish m e nt of ad e q uate  consum e r e d ucation,
inform ation, and prote ction program s.  (D .9 7-05-040,
m im e o. at p. 15.)

                                                   * * *
“A B 189 0 sh orte ns th e  tim e  by w h ich  all custom e rs sh all h ave  th e
option of dire ct acces s  available  to th e m .  Und e r A B 189 0, any
such  ph ase-in m ust b e  com ple ted  by January 1, 2002.  In addition,
it provides  th at any ph ase-in of custom e r e ligibility for dire ct
transactions sh all b e  e q uitable  to all custom e r classe s  and
accom plish e d  as soon as practicable , consiste nt w ith  ope rational
and  oth e r te ch nological considerations.”  (Se ction 365(b)(1),
e m ph asis add e d.) (Id.  pp. 18 -19 .)

PG& E, Edison, and  SD G& E agre e d  th at no te ch nical constraints  existe d  to

allow ing dire ct acces s  for all custom e rs as of January 1, 19 9 8.  No te ch nology-

bas ed  lim itations w e re  identifie d  w h ich  w ould im pe d e  or h arm  th e  re liable

ope ration of th e  e le ctrical syste m .  W e  also d e te rm ine d  th at th e re  w e re  no oth e r

ope rational considerations, affe cting th e ph ysical re liability and  ope ration of th e

syste m  th at w arrante d  a ph ase- in period.  Th e re fore , w e  im ple m e nted  d ire ct

acces s  for all custom e rs as of January 1, 19 9 8, and re cogniz e d  th at th e  m ark e t

its elf w ould allow  for a gradual d e ve lopm e nt of an inte re st in custom e r ch oice .

O f cours e , as circum stances  d ictate d , th e  ISO  and  th e  PX w e re  not functional

until March  31, 19 9 8; th e re fore , dire ct acces s  w as not initiate d  until th at date .8

Edison h as  e stablish e d  its dire ct access  im ple m e ntation program  and

re q ue ste d  § 376 re cove ry as if a ph ase-in approach  w e re  re q uire d .  Th is is not

corre ct.  A ll of th e  e le m e nts ne ces sary to allow  custom e r ch oice  w e re  in place  as

                                           
8 Se e  D .9 7-12-031 and  Coordinating Com m issione r’s R uling in R .9 4-04-031/I.9 4-04-032,
d ated  March  30, 19 9 8.
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of January 1, 19 9 8, alth ough  dire ct access  its elf did not b egin until March  31,

19 9 8, sim ultane ously w ith  th e  im ple m e ntation of th e  ISO  and  th e  PX.

In D .9 7-05-040, w e  obs erve d  th at PG& E, Edison, and  SD G& E h ad not

provided  a com pre h e nsive  scope  of th e  costs th ey propos ed  to include as dire ct

access  im ple m e ntation costs.  PG& E and Edison indicated  such  activitie s  w ould

include consum e r e d ucation and prote ction e fforts, custom e r inform ation costs,

UDC syste m s  d eve lopm e nt, im ple m e ntation, and  te sting for ne w  capabilitie s

re q uire d  to inte rface  w ith  th e  ISO , th e  PX, and oth e rs, installation and  re ading of

re al-tim e pricing m e te rs, UD C billing syste m  m odifications re q uire d  to inte rface

w ith  th e  ISO , PX, and oth e rs.

W e  d e te rm ine d  th at th e s e  cost cate gorie s  w e re  too broad  to distinguish

w h ich  spe cifically could b e  attribute d  to im ple m e ntation of dire ct acces s , but w e

allow e d  th e utilitie s  to track  th e s e  costs.  W e  d ire cte d  th e utilitie s  to e stablish

m e m orandum  subaccounts to track  th e s e  costs.  W e  d id not guarante e  re cove ry

of such  costs, but le ft it to oth e r proce e d ings to e stablish  proce d ure s  to e xam ine

w h e th e r th e s e  track e d  costs sh ould b e  re cove re d , th e  re asonable nes s  of th e s e

costs, and th e  re cove ry of such  costs.  W e  agre e  w ith  O R A  th at th e s e  costs sh ould

re ce ive  gre ate r scrutiny be caus e  th ey are  under th e utility’s control.  W e  w ill

discuss th e  e ligibility of th e  various program  costs included in each  of th e s e

subaccounts.

Only certain costs recorded in the Direct Access Implementation
subaccount will receive § 376 treatment in 1997 and 1998, to the
extent these costs are found reasonable.

Th e  19 9 7 and  19 9 8 costs of D A SR  processing included in th e  D ire ct A cces s

Im ple m e ntation subaccount are  e ligible  for § 376 tre atm e nt, to th e  e xte nt th e s e

costs are  d e te rm ine d  to b e  re asonable  in Ph as e  2.  D A SR  processing is a critical

task  in allow ing im ple m e ntation of dire ct acces s  to b egin.  Sim ilarly, th e  19 9 7
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and  19 9 8 re asonable  costs of re sponding to custom e r re q ue sts and inq uirie s

re garding dire ct acces s  are  e ligible  for § 376 tre atm e nt.  H ow e ve r, th e  costs of

re sponding to and processing re q ue sts for inte rval m e te rs and  re late d  m e te ring

s e rvices  s h ould not re ce ive  § 376 tre atm e nt.  Th e s e  are  s im ply costs of ope rating

in th e  ne w  w orld  and s h ould b e  re cove re d  from  m ark e t re ve nue s.  Nor sh ould

h andling custom e r com plaints about ESPs, dire ct acces s , and re structuring

re ce ive  § 376 tre atm e nt.  A gain, th e s e  are  s im ply costs of ope rating in th e  ne w

com pe titive  m ark e t, as are  custom e r re q ue sts to re turn from  dire ct acces s  to

bundle d  utility se rvice .

ESP Support, w h ich  includes im ple m e nting and  m aintaining th e  ESP

agre e m e nts  b etw e e n Edison and  various ESPs, are  costs of ope rating in th e

m ark e tplace , costs w h ich  are  b e ing incurred  by e ach  and  e ve ry m ark e t

com pe titor.  H ow e ve r, w e  agre e  th at for 19 9 7 and  19 9 8, th e s e  are  critical s e rvice s

to e nsure  th at th e  nasce nt com pe titive  m ark e t is viable .  R e asonable  costs

associate d  w ith  th e s e  s e rvices  s h ould re ce ive  § 376 tre atm e nt.  H ow e ve r, costs

incurre d  for ESP Provider Se rvice s  are  not re q uire d  to im ple m e nt dire ct acces s

nor to foste r th e  com pe titive  m ark e tplace .  Th e s e  costs m ust b e  re cove re d  from

m ark e t re ve nue s.  Finally, costs incurre d  for im ple m e ntation support s e rvices in

19 9 7 and  19 9 8 w ill re ce ive  § 376 tre atm e nt for ove rall proje ct m anage m e nt,

inform ation te ch nology infrastructure , and em ploye e  training.  Costs incurre d  for

dire ct acces s  budge ting and  control, auditing, and facilitie s  d e ve lopm e nt are  not

costs incurre d  to e nsure  im ple m e ntation of dire ct acces s.

Other than load profiling costs, costs incurred under the Hourly
Interval Meter Installation and Reading Costs subaccount are not
eligible for § 376 treatment.

In ge ne ral, w e  d o not agre e  th at costs incurre d  und e r th e  H ourly Inte rval

Mete r Installation and  R e ading Costs subaccount are  ne ces sary for and a part of
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th e  im ple m e ntation of dire ct acces s.  Th is program  is  des igne d  to allow  Edison to

accurate ly m e asure  th e  h ourly e ne rgy usage  of dire ct acces s  custom e rs and  to

m ak e  th is inform ation available  to oth e r e ne rgy m ark e t participants for billing

and  s ettle m e nt purpose s. Th e s e  costs m ust and  w ill be incurred  by all m ark e t

participants.  In D .9 7-05-039 , w e  state d  th at e ne rgy supplie rs sh ould b e  allow e d

to provide  and  custom e rs sh ould b e  allow e d  to ch oos e  th e  b illing and  m e te ring

syste m s th at are  b e st for th e ir purpose s , so long as th e  m e te ring syste m s are

consiste nt w ith  various standards.  Th e s e  are  re ve nue  cycle  s e rvice s  and  re sult in

additional re tail com pe tition.  Th us, th e s e  are  com pe titive  s e rvice s  and  th e  costs

of providing such  s e rvice s  m ust b e  re cove re d  from  th e  m ark e t.  Th e s e  s e rvice s

are  not re q uire d  to im ple m e nt dire ct acces s  and  w ill not re ce ive  § 376 tre atm e nt.

H ow e ve r, costs re late d  to th e  cre ation of h ourly load profiles  th at are  us ed  to

e stim ate  h ourly consum ption are  e ligible  for §  376 tre atm e nt.  Th is task  is

ne ces sary to accom m odate  th e  im ple m e ntation of dire ct acces s. Eligible  costs are

th os e  re late d  to cre ating load profiles  th at are  bas ed  on e xisting rate  cate gorie s ,

syste m s, proce d ure s , load  re s earch  m e te rs, and sam ples  and , th e re fore , sh ould

re q uire  m inim al incre m e ntal costs to m ak e  custom e r class-bas ed  profiles

available  on January 1, 19 9 8.

Costs incurred under the UDC Billing Systems Modifications Costs
subaccount are not eligible for § 376 treatment.

Edison h as  d eve lope d  particular e ne rgy cost accounting and  re tail billing

syste m s to address inte raction w ith  th e  PX and  th e  ISO .  Th e  e ne rgy cost

accounting syste m  provides inform ation to Edison’s billing syste m  and  to ESPs

th at re ly on Edison for basic billing and  fore casting inform ation.  Edison state s

th at th e ultim ate  goal of th is program  is to provide its billing syste m  w ith

inform ation sufficie nt to re nder accurate  and  tim e ly bills to Edison’s custom e rs

and  to m ak e  accurate  and  tim e ly inform ation available  to ESPs.  Th e  e ne rgy cost
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accounting syste m  calculates  th e  PX e ne rgy ch arge  along w ith  adjustm e nts such

as unaccounted -for e ne rgy costs, ancillary se rvice s , PX adm inistrative  costs, and

im balance s , along w ith  distribution line  losse s.  Th e s e  adjustm e nts are  also

re q uire d  in ord e r to give  d ire ct acces s  custom e rs th e  corre ct cre d its.  W e  w ill not

allow  § 376 tre atm e nt for costs incurre d  for th e s e  task s in 19 9 7 and  19 9 8.  Such

accounting costs are  re q uire d  of e ne rgy se rvice providers to e nsure  th at tim e ly

and  accurate b illing can tak e place .

In addition, all m ark e t participants m ust im ple m e nt billing syste m s.

Th e re fore , th e  costs incurre d  for billing m odifications sh ould b e  re cove re d  from

m ark e t re ve nue s.  W h ile  §§ 368(b) and 39 2 re q uire  th at th e utilitie s  i d entify and

disclose individual rate  com pone nts, §§ 39 4 et seq. addre s s  consum e r prote ction

re q uire m e nts and  m andate  num e rous conditions for ESPs to m e e t in ord e r to

b ecom e  re giste re d  e ne rgy se rvice providers.  Th e s e  provisions include standards

re late d  to confidentiality, notice s , billing form ats, and m e te r inte grity.

O b viously, th e  Le gislature  d id not provide  for such  costs to b e  re cove re d  from

th e  ge ne ral body of incum b ent utility ratepaye rs.  Such  costs are s im ply a cost of

doing busine s s  for th e  ESP.  Th e  UDC m ust sim ilarly re cove r th e s e  costs.  Th is

doe s  not pre clude ch arging fe e s  to th e  ESPs for various service s.  W e  w ill addre s s

such  fees  in separate proce e d ings.

Th e  costs of th e  m odified  b illing syste m  ord e re d  in D .9 7-05-039  are part of

th e  costs of ope rating in th e  ne w  m ark e t and s h ould b e  re cove re d  from  m ark e t

re ve nue s.  A s  w e  d e te rm ine d  in D .9 8-09 -070, “w e  found  th at com pe tition in

m e te ring and b illing is not a goal in its elf but a m e ans to ach ie ve  e ffe ctive

com pe tition in ge ne ration m ark e ts.”  (D .9 8-09 -070, m im e o. at p. 2.)  W e  allow e d

th e  UDCs to re cove r th e  incre m e ntal costs of unbundling re ve nue  cycle  s e rvice s

in se rvice  ch arge s  to ESPs.  W e  stated  spe cifically th at w e  d id not inte nd to
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allocate  th e s e  to th e  ge ne ral body of ratepaye rs as a m atte r of fairne s s , consiste nt

w ith  sound pricing principles.  (Id ., m im e o. at p. 16.)

Only certain costs incurred under the Customer Information Release
Systems Costs subaccount are eligible for § 376 treatment.

O nly th e  re asonable  costs of activitie s  th at th e  UDCs pe rform  w ith  re spe ct

to th e  opt-out list m aybe included  for § 376 tre atm e nt, as provided  for in

D .9 8-03-072, b ecaus e  th e  opt-out list is a statutory re q uire m e nt.  Th e  costs of

providing oth e r custom e r-spe cific inform ation m ust b e  re cove re d  from  th e

m ark e t.

Costs recorded in the Direct Access Discretionary Services Costs
Memorandum Account are not eligible for § 376 treatment.

D ire ct acces s  s e rvice s  th at are  d iscre tionary and  re cord e d  in th e  D ire ct

A ccess  D i scre tionary Se rvice s  Costs  Mem orandum  A ccount are  cle arly not

re q uire d  for im ple m e ntation and s h all not re ce ive  § 376 tre atm e nt.

We have previously determined that UNIS costs are eligible for § 376
treatment.

In D .9 8-11-044, w e  addre s s ed  a unive rsal nod e  identifie r syste m  (UNIS)

and  auth oriz e d  PG& E, Edison, and  SD G& E to track  costs re late d  to assigning

labels or num b e rs to e ve ry se rvice  d e live ry point (SD P), or e nd point, on th e

utility’s  ele ctric distribution syste m .  W e  concluded  th at th e  re asonable  costs of

such  e xpe nditure s  are  re cove rable  from  ratepaye rs and s h ould re ce ive  § 376

tre atm e nt, b ecaus e  th e  costs are  b e ing incurre d  to im ple m e nt dire ct acces s.  In

D .9 7-12-09 0, w h ich  s et up th is w ork ing group, w e  state d  th at w e  agre e d  w ith  th e

California Ene rgy Com m ission and Enron th at 19 9 8 provided  a w indow  of

opportunity to adopt and im ple m e nt such  a num b e ring syste m .  A t th at tim e , w e

h ope d  th at a d e cision could b e  adopte d  in March  19 9 8.  H ow e ve r, b ecaus e  of

partie s’ opposition to th e  w ork sh op report, th e  report w as not file d  until late  in



A .9 8-05-004 et al.  A LJ/ A NG/tcg DRAFT

- 50 -

March  19 9 8.  A n alte rnative  w as not pre s ente d  to th e  Com m ission until late

A ugust.  A s  a re sult, th e  Com m ission d e cision w asn’t issue d  until Nove m b e r,

w h e n it w as obviously too late  to im ple m e nt th is program .  Eve nts,

unfortunate ly, ove rtook  th i s  decision.  Th e re fore , w e  m ust find  th at th e UNIS

costs can b e  d ete rm ine d  to b e  eligible  for § 376 re cove ry only th rough  D e ce m b e r

31, 19 9 9 .  Th is is th e  e xception to our ge ne ral principles.

Summary of cost categories eligible for § 376 treatment

To sum m ariz e , w e  list th e  cost cate gorie s  eligible  for § 376 tre atm e nt for

costs incurre d  in 19 9 7 and  19 9 8 only, w ith  th e  e xception of UNIS costs.  O nly

th os e  actual costs incurre d  th at are  approve d  for re asonable nes s  w ill b e  allow e d

§ 376 tre atm e nt.  W e  can accept th e  re asonable nes s  of e xte rnal im ple m e ntation

costs w ith out furth e r re vie w .  Th e  e xte rnal costs im posed  by FERC th rough  th e

grid m anage m e nt ch arge  for th e  ISO  and  th e  initial ch arge  for th e  PX can b e

e asily and independently ve rifie d .  Th e  costs of our CEP and EET program s h ave

b e e n auth oriz e d  b y prior d e cisions and  can b e  considere d  to b e  pre -approve d .

Th e  cost cate gorie s  eligible  for § 376 tre atm e nt are  th e  follow ing:

Start-up and  D e ve lopm e nt costs of th e  ISO

Start-up and  D e ve lopm e nt costs of th e  PX

PX Bidding Costs re late d  to D e fault Load

Custom e r Education Program

Ele ctric Education Trust

Processing D A SRs

Custom e r Se rvice  R e q ue sts

ESP Support

O ve rall proje ct support for D ire ct A cces s

Inform ation Te ch nology Infrastructure
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Em ploye e  Training

Load  Profiling costs re late d  to cre ating load profiles  th at are  bas ed  on
e xisting rate  cate gorie s , syste m s, proce d ure s , load  re s earch  m e te rs, and
sam ples
Custom e r R e le as e  Inform ation for th e  O pt-Out D atabas e

Voluntary Cap

Be caus e  w e  h ave  strictly define d  im ple m e ntation, e ve n w ith out

accounting for re asonable nes s  or avoided  costs and  associate d  cost savings, w e

e xpe ct th at th e  m axim um  im ple m e ntation costs th at can b e  claim e d  for re cove ry

w ill b e  w e ll b elow  $275 m illion.  (Exh ibit 6, Sch e d ules  1B, 2B, and 3B, as

update d .)  Th is includes  total ISO  Grid Manage m e nt Ch arge s  of $65.7 m illion, PX

asses sm e nt ch arge s  of $45.4 m illion, CEP costs of $33.2 m illion, and EET costs of

$7.1 m illion.  Be caus e  w e  h ave  d e fine d  im ple m e ntation narrow ly and  consiste nt

w ith  § 376, w e  h ave  d im inish e d  th e  ne e d  for Edison’s voluntary cap on pote ntial

displace d  ge ne ration-re late d  transition cost re cove ry.  W e  fully e xpe ct th at our

rigorous guid e line s  w ill e nsure  th at displace d  transition cost re cove ry w ill b e

m inim al.  W e  re m ind Edison th at only th e  actual, re asonable  im ple m e ntation

costs th at com port w ith  our guid e line s  w ill b e  allow e d  re cove ry.

Costs categorized as eligible for § 376 treatment benefit all customers and
must be paid for by all customers.

W e  h ave  long h e ld  to th e  standard  th at th e purch as e r or use r of a s e rvice

sh ould b ear re sponsibility for th os e  costs.  W e  h ave  consiste ntly re cogniz e d  th e

im portance  of providing accurate price s ignals, and pricing bas ed  on th e

principle  of cost causation.  (D .9 7-04-082, m im e o. at p. 123.)  Sim ilarly, all

custom e rs m ust pay for costs th at b ene fit all custom e rs.  (D .9 7-12-112, m im e o. at

p. 14; 60 CPUC2d  at p. 16.)  W e  adopt th e s e  principles  for costs re ce iving § 376

tre atm e nt.  To th e  e xte nt th at all custom e rs  b ene fit from  e stablish ing th e  ne w
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m ark e t structure , all custom e rs m ust pay.  If only ce rtain custom e rs  b ene fit from

a particular s e rvice , th os e  custom e rs m ust b ear re sponsibility for th os e  costs.

Th e s e  principles  h ave  b e e n e xpre s s ed  across th e  industrie s  th at w e

re gulate , particularly in te le com m unications and  e ne rgy.  For e xam ple , in

te le com m unications, w e  h ave  d e te rm ine d  th at only th os e  costs caused  by a cost

obje ct in th e  long run sh ould be  d i re ctly attributable  to th at cost obje ct.  In both

te le com m unications and  e ne rgy, w e  h ave  d e te rm ine d  th at “costs are  considere d

to b e  caused  by a cost obje ct if th e  costs are  b rough t into e xiste nce  as a dire ct

re sult of th e  cost obje ct or, in th e  long run, can b e  avoided  w h e n th e  com pany

ce ase s  to provide  th e  cost obje ct.”  (D .9 8-12-079 , m im e o., A ppe ndix C, 63

CPUC2d  414, 463.)  In D .9 7-09 -047, w e  state d  th at “A B 189 0's re q uire m e nt th at

w e  s h ould ‘ach ie ve  th e  e conom ic b ene fits of industry re structuring at th e  e arlie st

possible  d ate ’ im plie s  th at w e  s h ould look  for ‘w in-w in’ situations in w h ich  rate s

b ette r re fle ct cost w h ile  at th e  sam e  tim e  colle ction of th e  CTC is accom plish e d  as

e xpe d itiously as possible .” (D .9 7-09 -047, m im e o. at p. 20.)

As  proposed by Enron, functionaliz ation can b e  d efine d  as cost assignm e nt

by service  or program , w h ich  can be  d i stinguish e d  from  cost allocation.  Cost

allocation assigns cost re sponsibility by custom e r group.  W e  w ill not furth e r

functionaliz e  re structuring im ple m e ntation costs at th is tim e .  W e  h ave  adopte d

stringe nt crite ria for allow ing § 376 tre atm e nt of re structuring im ple m e ntation

costs.  A s  d eline ate d  h e re in, th e s e  costs h ave  b e e n incurre d  to cre ate  th e  ne w

m ark e t structure .  A ll custom e rs, w h e th e r bundle d  or dire ct acces s , b ene fit from

th e  cre ation of th e  ne w  com pe titive  re gim e  and  th e re fore , consiste nt w ith  cost

causation principles , m ust b ear th e  burd e n of th e s e  costs.  Th e  R e ve nue

A d justm e nt Proce e d ing (R A P) is re vie w ing th e  accuracy of th e  calculation of th e

PX cre d it.  W e  h ave  addre s s ed  Enron’s conce rns re garding th e  costs included in
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e ne rgy procure m e nt s e rvices by narrow ly defining th e  costs  eligible  for § 376

re cove ry.

Eligible costs should be recovered through the TRA

D .9 7-12-042 allow e d  th e utilitie s  to e stablish  a track ing account for costs

d e e m e d  e ligible  for § 376 tre atm e nt:

“W h e n e ligible  costs are  re cove re d  (i.e ., w h e n colle cte d
re ve nue s  are  allocate d  to offs et e ligible  costs), th e  affe cte d
utility sh ould re cord  th e  am ount re cove re d  in a track ing
account.  W h e n w e  approach  th e  e nd of th e  transition pe riod ,
w e  w ill d e te rm ine  w h e th e r and to w h at e xte nt colle ction of th e
CTC sh ould b e  continue d  past D e ce m b e r 31, 2001 to
com pe nsate  for th e  re d uce d  opportunity to re cove r
une conom ic costs.  [footnote  om itte d ]  O b viously, § 376 com e s
into play only if une conom ic costs are  not fully re cove red  by
D e ce m b e r 31, 2001.”

Edison’s re q ue st to re cove r th e s e  costs in th e  TR A  is re asonable .  A t th e

sam e  tim e , Edison sh all re cord  th e s e  § 376-e ligible  costs in a m e m orandum

account to com pare  w ith  transition cost re cove ry as w e  d raw  closer to th e  e nd of

th e  rate  fre e z e .  W e  w ill d e ve lop a m e th odology to com pare  th e s e  costs and  to

consider th e  ne cess ity for e xte nding CTC in A .9 9 -01-016, et al., th e proce e d ings

w e  h ave  e stablish e d  to re vie w  post-rate  fre e z e  rate m ak ing m e th odology.  O nce

final costs are  approve d  for § 376 tre atm e nt, h e adroom  re ve nues  s h ould b e

allocate d  to th e s e  costs according to th e principles  e stablish e d  in th e  R A P,

A .9 8-07-006, et al.  Costs re late d  to re structuring activitie s  th at are  not e ligible  for

§ 376 tre atm e nt cannot b e  re cove re d  from  ratepaye rs, as discusse d  above , and

sh all not b e  re cord e d  in any accounts th at re sult in ratepaye r funding of th e s e

costs.
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Eligible capital costs should be treated as expensed
items for ratemaking purposes

To th e  e xte nt capital costs are  found  re asonable  and  approve d  for re cove ry

in Ph as e  2, w e  m ust d e te rm ine  h ow  th e s e  costs sh ould b e  am ortiz e d .  Edison h as

conve rte d  cost e stim ate s  to a re ve nue  re q uire m e nt bas is  by deve loping a

d e pre ciation sch e d ule  for th e  capital e xpe nditure s  and  applying its non-

ge ne ration rate  of re turn of 9 .49 % to th e  rate  bas e  d eve lope d  from  th e  capital

e xpe nditure s.  A ppropriate  factors for franch ise  fe e s , uncolle ctible  e xpe nse s ,

jurisdiction, state  and  fe d e ral incom e  taxe s , and oth e r taxe s  are  applie d  to both

th e  capital and  e xpe nse -re late d  costs w h e re  applicable .  Edison propose s  a

d e pre ciation sch e d ule  bas ed  on d e pre ciation rate s  adopte d  in its 19 9 5 GR C

(Exh ibit 2, p. 80).  For e xam ple , th e  d e pre ciation rate  or pe riod  re late d  to

capitaliz e d  softw are , com pute rs, and office  e q uipm e nt is 5 ye ars.  D e pre ciation

rate s  for com m unication e q uipm e nt, m e te rs, office  furniture , and oth e r ite m s are

m uch  longe r.

TURN and UCAN re com m e nd th at all capital-re late d  § 376 costs sh ould

b e  am ortiz e d  ove r th e  re m aind e r of th e  transition pe riod , sh ould  e arn th e

re d uce d  transition cost rate  of re turn, and sh ould b e  k ept s eparate  and  apart

from  th e  d istribution PBR  m e ch anism .  O R A  ge ne rally agre e s  w ith  Edison’s

propos ed  d epre ciation sch e d ules , but re com m e nds th at a ge ne ric 20-ye ar use ful

life  b e  adopte d  for th e pack age  of softw are  and  h ardw are  for any m odifications

to th e  Custom e r Inform ation Syste m  propos ed  to re ce ive  § 376 tre atm e nt.  O R A

b elie ves  th is is consiste nt w ith  D .9 7-07-054, in w h ich  w e  adopte d  a 20-ye ar use ful

life  for th e  ne w  CIS syste m  installed  by South e rn California Gas Com pany (SoCal

Gas).

Be caus e  capital costs h ave  b e e n incurre d  to accom m odate  im ple m e ntation

as of D e ce m b e r 31, 19 9 8, th ey s h ould b e  tre ate d  as  expe nse d  ite m s for
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rate m ak ing purpose s.  Th is is consiste nt w ith  both  tax and accounting practice s

and  guid e line s.  For e xam ple , th e  Inte rnal R e ve nue  Se rvice  re q uire s  expe nditure s

re late d  to com pute r softw are  d e ve lopm e nt to b e  e xpe nse d  e ve n th ough  th e ir us e

or b ene fit m ay last m ore  th an one  y ear.  A ccounting guidance  for inte rnal

softw are  d e ve lopm e nt also allow s th e  costs to b e  e xpe nse d  inste ad  of capitaliz e d .

In addition, w e  agre e  th at ce rtain capital proje cts m ay be undertak e n for various

functions, only som e  of w h ich  are  e ligible  for § 376 tre atm e nt.  It is incum b ent

upon th e utility to d e line ate  th e  costs of such  capital proje cts  b etw e e n th os e  costs

e ligible  for § 376 tre atm e nt and  th os e  costs not so e ligible .  Th e s e  costs w ill b e

care fully re vie w e d  in Ph as e  2.

W e  agre e  w ith  TURN th at am ortiz ation of such  e ligible  capital costs

sh ould not e xte nd beyond  th e  transition pe riod.  Be caus e  w e  d e fine

im ple m e ntation as occurring as of D e ce m b e r 31, 19 9 8, th e re  is no ne e d  to include

capital costs for proje cts incurre d  for im ple m e ntation in re ve nue  re q uire m e nts

th at m ay e xte nd out as m uch  as 20 or 30 ye ars.  Th is approach  w ould re sult in

inte rte m poral ine q uitie s  and incorre ct pricing signals.  Since  w e  are  granting

§ 376 tre atm e nt only to th os e  costs incurre d  in 19 9 7 and  19 9 8, w e  w ill re q uire

Edison to e xpe nse  th e s e  ite m s for rate m ak ing purpose s , w h ich  th e n ne e d  not b e

gros s ed  up for re turn and  tax purpose s.

Adopted Guidelines

1.  Id e ntification and  re cove ry of all re structuring im ple m e ntation costs

sh all b e  addre s s ed  in th is proce e d ing.  Im ple m e ntation costs sh all not b e

included in distribution rate s  or distribution PBR  m e ch anism s.

2.  O nly th os e  costs incurre d  to e stablish  th e  ISO , PX, and dire ct acces s

sh all b e  d ete rm ine d  to b e  re cove rable  as costs to accom m odate  im ple m e ntation

and  re ce ive  § 376 tre atm e nt.  Th e re fore , costs incurre d  afte r 19 9 8 are  not e ligible
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for § 376 tre atm e nt and  th e  costs of ope rating th e s e  program s on an ongoing

basis are  not e ligible  for § 376 tre atm e nt.

3.  Eligible  19 9 7 and  19 9 8 dire ct access  im ple m e ntation costs sh all b e

re vie w e d  for re asonable nes s.  Costs incurre d  for th e  start-up and  d eve lopm e nt of

th e  ISO , th e  PX and  th e  costs of th e  CEP and th e  EET, ne e d  no furth e r

re asonable nes s  re vie w .

4.  Th e  costs of im ple m e nting re ve nue  cycle  s e rvice s  are  not e ligible  for

§ 376 tre atm e nt.

5.  Costs  eligible  for § 376 tre atm e nt m ust be incre m e ntal to costs alre ady

re fle cte d  in bas e  rate s.  A ny avoided  costs or any savings associate d  w ith  ne t

staff re d uctions, m ore  e fficie nt syste m s, or discontinue d  activitie s  th at re sult

from  re structuring im ple m e ntation sh all b e  re cogniz e d  and  m ust offs et such

costs.

6.  A ll custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t structure ,

th e re fore  all custom e rs m ust pay for th e s e  costs.  Se ction 376-e ligible  costs sh all

be  re cove re d  from  all custom e rs, re gardless  of th e ir procure m e nt ch oice .

7.  A pprove d  capital-re late d  re structuring im ple m e ntation costs sh all b e

re cove re d  as  expe nse d  ite m s for rate m ak ing purpose s , w h e n incurre d , and sh all

not b e  gros s ed  up for re turn or taxe s.

8.  A ll ge ne ration-re late d  costs sh ould b e  re cove re d  th rough  spin-off or

dive stiture  of ge ne ration assets or as going forw ard  costs, and sh all not b e  give n

§ 376 tre atm e nt.

9 .  Costs  expe nded  on im ple m e ntation activitie s  th at w ould allow  th e

utilitie s  a com pe titive  advantage  in th e  ne w  m ark e t sh all not b e  allow e d

re cove ry from  oth e r th an m ark e t re ve nue s.

10.  PX start-up and  d eve lopm e nt costs are  e ligible  for § 376 tre atm e nt, as

are  th e utilitie s’ costs of d e ve loping syste m s to b id  d efault custom e r load into th e
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PX.  A ll custom e rs sh ould pay for th e s e  costs.  O ngoing costs (w h e th e r e xpe nse d

or capitaliz e d ) of PX ope ration and utility load bidding functions sh all not b e  so

e ligible  and  m ust b e  re cove re d  from  m ark e t re ve nue s.

11.  No cost re cove ry sh all b e  allow e d  w h ich  im pose s  costs on re tail

ratepaye rs associate d  w ith  th e utilitie s’ w h olesale  contract re sponsibilitie s.

12.  No re cove ry of costs sh all b e  allow e d  und e r § 376 until it is

d e te rm ine d  th at th e s e  costs w ill not b e  re cove re d  th rough  som e  oth e r

m e ch anism , e .g., FERC-approve d  rate s  or dire ctly from  custom e rs (for instance ,

in fe e s  for discre tionary se rvice s ).

13.  R e structuring im ple m e ntation costs sh all b e  re cove re d  th rough  a deb it

e ntry to th e  TR A  and s h all not b e  assigne d  to s eparate  cost cate gorie s  such  as

transm ission, distribution, e tc.

Edison should file a new application to address reasonableness reviews of
costs determined to be eligible for § 376 treatment.

As  d ete rm ine d  in th e  scoping m e m o for th is proce e d ing, w e  h ave

d e line ated  spe cific principles  and  guid e line s  for d e te rm ining re structuring

im ple m e ntation costs th at are  e ligible  for § 376 tre atm e nt.  Th e  scoping m e m o

state d  th at Ph as e  2 w ould addre s s  th e  re asonable nes s  of e ligible  costs.  Edison

re q ue sts th at w e proce e d  e xpe d itiously w ith  Ph as e  2 and  re q ue sts a d e cision by

O ctob e r 1, 19 9 9 .  Edison ack now le d ge s  th at it ne e d s  four to six w e e k s  from  th e

date  of issuing th e  Ph as e  1 d e cision to file  supple m e ntal te stim ony.  Edison also

re cogniz e s  th e  w ork load  and  re source  constraints of O R A  and  TURN and

sugge sts th at th e s e  constraints m ay be  som e w h at m itigated  by th e propos ed

s ettle m e nt agre e m e nts in PG& E’s and  SD G& E’s re spe ctive  applications.  Edison

propose s  a Ph as e  2 sch e d ule  bas ed  on th e  Ph as e  1 d e cision being issued  by e arly

February.
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Th e  Ph as e  1 propos ed  d ecision w as m aile d  in m id-March , approxim ate ly

9 0 days afte r subm ission.  W e  h ave  ord e re d  Edison to und e rtak e  a d e tailed  study

of avoided  costs and  associate d  cost savings and  to subm it th is study to facilitate

re asonable nes s  re vie w  of e ligible  costs for 19 9 7 and  19 9 8.  W e  d o not w ish  to

com pres s  th e  tim e line  ne ces sary to proce e d  w ith  Ph as e  2.  W e  w ish  to e nsure  th at

Edison h as sufficie nt tim e  to conduct th is study and  to e nsure  th at oth e r partie s

am ple  tim e  to conduct discove ry.  Th e re fore , w e  d ire ct Edison to file  a ne w

application to consider th e  re asonable nes s  of 19 9 7 and  19 9 8 costs  eligible  for §

376 tre atm e nt, consiste nt w ith  th e  guid e line s  provided in th i s  decision.  Be caus e

w e  h ave  lim ite d  th e  im ple m e ntation costs to th ose inte rnal costs incurre d  in 19 9 7

and  19 9 8, any re vie w  of re asonable nes s  can proce e d  e xpe d itiously.

Th is approach  re solves i ssues re late d  to difficult fore casts and  com parison

am ong utilitie s , a conte ntious issue  in th is proce e d ing.  O R A  h as conce rns about

e m bark ing on re asonable nes s  re vie w s in are as w ith  fe w  m ark e rs to guid e  us.

Th e re fore , O R A  propose s  th at all future  costs  b e  d ete rm ine d  on a fore cast basis,

w ith  e ach  of th e  th re e  utilitie s  re q uire d  to com pare  its elf to th e  oth e r tw o and to

provide  te stim ony e xplaining w h y it w as ne ces sary to e xce e d  th e  low e st cost

utility.  Be caus e , w ith  th e  e xception of UNIS costs, no future  costs w ill b e

allow e d  for im ple m e ntation, O R A ’s proposal is unne ces sary.

Give n th e  lim ite d  nature  of th is re asonable nes s  re vie w , w e  d o not b elie ve

an ind e pe ndent audit is ne ces sary, alth ough  w e  fully e xpe ct inte rve nors to

care fully re vie w  th e s e  costs.

Clarification of Ex Parte Rules

A rticle  16 of our Rules  of Practice  and  Proce d ure  addre s s  rules  conce rning

presiding office rs.  W e  tak e  th is opportunity to clarify our Rules  63.1, et seq.,

w h ich  address  petitions for re assignm e nt of adm inistrative  law  judge s.  O n
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O ctob e r 27, 19 9 8, Edison inform e d  A LJ Mink in by le tte r th at Edison h ad initiate d

th re e  contacts w ith  Com m issione r Bilas re garding th e  Notice  of R e assignm e nt in

th is proce e d ing, date d  O ctob e r 22.  Edison ch aracte riz e d  th e s e  contacts as

proce d ural in nature , but s ent th e  le tte r to all parties in th e  spirit of full

disclosure .  H ow e ve r, on Nove m b e r 3, A LJ Mink in e xplaine d  th at Rules  63.1 and

63.9 , re ad  toge th e r, proh ibit all e x parte  com m unications re garding th e

assignm e nt or re assignm e nt of particular A LJs.  (R T: 1036.)  A LJ Mink in

re q ue ste d  Edison to file  th e  appropriate  e x parte  notice s.  Edison com plie d  w ith

th is re q ue st on Nove m b e r 12.

W e  affirm  th e  A LJ’s actions in th is re gard.  Rule  63.1 provides  th at th e

provisions of th is article  are  th e  e xclusive  m e ans of s e e k ing re assignm e nt of a

proce e d ing to anoth e r A LJ.  Rule  63.9  proh ibits  ex parte  com m unications

re garding assignm e nts and  re assignm e nts.  Edison’s conce rn about th e  tim ing of

th e  com m e nce m e nt of e videntiary h e arings and  th e  Notice  of R e assignm e nt is

im m ate rial.  Ex parte  com m unications re garding th e  assignm e nt or re assignm e nt

of A LJs to particular proce e d ings are  not proce d ural in nature .  A ll such  e x parte

com m unications are proh ibite d .  Th e  only m e ans by w h ich  pe titions for

re assignm e nt can b e  sough t are  by th e  w ritte n proce d ure s  d eline ate d  in Rules

63.1, et seq.

Findings of Fact

1. Be caus e  th e  costs of e stablish ing th e  infrastructure underlying th e  ne w

m ark e t structure  w e re  not included in rate s  as of June  10, 19 9 6, th e  Le gislature

provided  an opportunity for th e utilitie s  to b e  m ad e  w h ole  in te rm s of transition

cost re cove ry.
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2. In A .9 8-05-015, Edison s e e k s  to e stablish  th e  e ligibility of particular cost

cate gorie s  for w h ich  § 376 tre atm e nt is appropriate  and  th e  applicable

rate m ak ing and  rate  re cove ry m e ch anism s.

3. Edison fore casts th at approxim ate ly $430 m illion w ill be  spe nt ove r th e

pe riod  19 9 7 to 2001 on re structuring im ple m e ntation, as  d efine d  in § 376, but

voluntarily agre e s  to lim it § 376 tre atm e nt to $275 m illion of th at total and

re q ue sts re cove ry of only actual, re asonable  costs.

4. As d ire cte d  in D .9 7-05-040, Edison e stablish e d  various subaccounts und e r

th e  Industry R e structuring Mem orandum  A ccount (IR M A ) to track  th e s e  costs.

5. Th e  costs associate d  w ith  th e  ISO ’s start-up and  d eve lopm e nt are

re cove re d  th rough  th e  Grid Manage m e nt Ch arge , w h ich  is a volum e tric ch arge .

6. Edison’s costs re late d  to th e  start-up, d e ve lopm e nt, and initial w ork ing

capital costs of th e  PX com prise  th e  initial ch arge paym e nts by Edison, pursuant

to a FERC tariff of th e  PX.

7. In a propos ed  s ettle m e nt agre e m e nt pe nding b efore  FERC, PG& E, Edison,

and  SD G& E w ould  e ach  pay a sh are  of th e  initial ch arge paym e nts in four

installm e nts, due  on A pril 5, 19 9 8, January 4, 19 9 9 , January 3, 2000, and

January 2, 2001.

8. In addition to providing funding for th e  start-up and  d eve lopm e nt costs of

th e  ISO  and  th e  PX, Edison is incurring costs associate d  w ith  procuring e ne rgy,

w h ich  involves  PX d e m and  fore casts, bidding, and settle m e nt, ge ne ration

ISO / PX syste m s inte rface , and m odifications to Edison’s pow e r syste m s controls

syste m s and  voltage  support installations.

9 . In D .9 7-03-069 , w e  concluded  th at e xpe nditures incurred  by th e utilitie s  for

purpose s  of th e  state w ide  Consum e r Education Program  (CEP) sh ould b e

e ligible  for § 376 tre atm e nt b ecaus e  th e s e  costs are  ne ces sary to im ple m e nt dire ct

acces s.
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10. In D .9 7-08-064, w e  adopte d  a final CEP budge t of $73.5 m illion, but link e d

re asonable nes s  of e xpe nditure s  to th e utilitie s’ success in ach ie ving a goal of 60%

aw are ne s s  of dire ct acces s.

11. O n Septe m b e r 14, 19 9 8, an Ass igne d  Com m issione r’s  Ruling w as issued

th at d e te rm ine d  no furth e r proce e d ings w e re  ne ces sary to d e te rm ine

re asonable nes s  of consum e r e d ucation funding, since  th e  CEP ach ie ve d  th e

ne ces sary aw are ne s s  targe t of 60%.

12. In D .9 7-03-069 , w e  found  th at funding th e  initial le ve l for th e  Ele ctric

Education Trust (EET) w as appropriate  and  approve d  § 376 re cove ry for such

funding.

13. In D .9 7-08-064, w e  incre as ed  th e EET funding le ve l to $13 m illion.

14. Th e  obje ctive  of th e  Custom e r Se rvice  Program  is to e nable Edison to

re spond  fully to custom e r inq uirie s  and  re q ue sts re late d  to e le ctric re structuring.

Th is includes processing D ire ct A cces s  Se rvice  R e q ue sts (D A SRs) from  ESPs,

re sponding to custom e r re q ue sts and inq uirie s  re garding dire ct acces s , and

providing ongoing ope rational assistance  to ESPs.

15. H ourly inte rval m e te r installation and  re ading costs are  costs incurre d  to

accurate ly m e asure  th e  h ourly e ne rgy usage  of dire ct acces s  custom e rs and  to

m ak e  th is inform ation available  to oth e r e ne rgy m ark e t participants for billing

and  s ettle m e nt purpose s , and include costs of d e ve loping load profiles  for th os e

custom e rs w h o do not h ave  inte rval m e te rs.

16. Edison h as  d eve lope d  particular e ne rgy cost accounting and  re tail billing

syste m s to address inte raction w ith  th e  PX and  th e  ISO .

17. Th e  custom e r inform ation re le as e  program  consists of com pone nts for

h andling th e  re le as e  of confidential and non-confidential custom e r inform ation.

18. Edison d e ve lope d  policie s  to guid e  its busine s s  units in dete rm ining

w h e th e r program s w ould  q ualify und e r § 376.  Th e s e  policie s  are : th e proje ct
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m ust b e  ne ces sary to im ple m e nt re structuring; th e  activity and its costs m ust b e

incre m e ntal to e xisting auth oriz ations; and  e m ploye e s , contractors, and capital

proje cts m ust b e  e xclusive ly re late d  to im ple m e nting re structuring.

19 . O n July 1, 19 9 8, Edison s ent a le tte r to Se nator Pe ace  offe ring to

voluntarily lim it to $275 m illion th e  am ount of utility ge ne ration-re late d

transition costs it w ill s e e k  to re cove r afte r th e  e nd of 2001, and  agre e d  to lim it its

re q ue st for § 376 tre atm e nt of any future  costs.

20. Edison’s propos ed  cap includes Edison’s sh are  of th e  start-up costs of th e

ISO  and  PX (approxim ate ly $65 m illion and  $45 m illion, re spe ctive ly) and th e

costs of consum e r e d ucation program s (approxim ate ly $40 m illion) and  costs

associate d  w ith  providing dire ct acces s  and  re ve nue  cycle  s e rvice s  unbundling.

21. Edison conte nds th at w e  h ave  no auth ority to ord e r Edison to accept a

low e r cap and  th at th e  re cord in th is proce e d ing doe s  not contain th e  substantial

e vidence  ne ces sary to lim it th e  am ount of costs subje ct to § 376 tre atm e nt.

22. Be caus e  a rate  fre e z e  is im pos ed , Edison re cove rs its transition costs

th rough  h e adroom  re ve nue s , th at is, re ve nue s  are  allocate d  from  th e  total froz e n

rate  le ve ls to individual rate  com pone nts, w ith  th e  re m aining balances  id entifie d

as th e  CTC re ve nue s.

23. D e fining im ple m e ntation for purpose s  of § 376 tre atm e nt is a pivotal

d e te rm ination in e stablish ing our principles  for cost e ligibility.

24. W e  find  th at im ple m e ntation of program s to accom m odate  d ire ct acces s ,

th e  ISO , and th e  PX th at are  e ligible  for § 376 tre atm e nt are  th e  re asonable  and

ne ces sary costs incurre d  for such  program s as of D e ce m b e r 31, 19 9 8.

25. A pprove d  im ple m e ntation costs displace  h e adroom  and  h ave  th e pote ntial

to le ngth e n transition cost re cove ry, and  th us im pact th e  ons et of com pe tition.
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26. Since  March  31, 19 9 8, th e  ISO  h as m anage d  th e pow e r grid under its

control, th e  PX h as  b e en ope rational, and consum e rs are  opting to purch as e

e le ctricity th rough  dire ct acces s.

27. A llow ing im ple m e ntation of such  program s as of ye ar-e nd 19 9 8 is

ge ne rous, but allow s for ne ces sary post-ope ration e xpe rie nce  and  m odifications.

28. W e  w ill care fully e valuate  re structuring costs to d e te rm ine  if th e utilitie s

incurre d  th e s e  costs 1) to e stablish  th e  ne w  m ark e t structure  as of D e ce m b e r 31,

19 9 8, i.e ., accom m odate  th e  im ple m e ntation of th e  ISO , th e  PX, and dire ct acces s ,

2) to ope rate  as a distribution utility, or 3) to allow  th e utility to ope rate  as a

com pe titor in th e  ne w  m ark e t structure .

29 . Costs claim e d  as re structuring im ple m e ntation costs th at are  not e ligible

for § 376 tre atm e nt sh ould not b e  re -cate goriz e d  as distribution costs and

th e re fore  cannot b e  re cove re d  in bas e  rate s  or as part of th e  d istribution PBR

m e ch anism .

30. W h ile s ignificant costs m ay be incurre d  to ope rate  in th e  ne w  m ark e t

structure , th e s e  costs m ust b e  re cove re d  from  m ark e t re ve nue s , not from

ratepaye rs.

31. Costs of ope rating in th e  ne w  m ark e t are  costs incurred  by oth e r m ark e t

com pe titors.

32. Eligible  costs th at re ce ive  § 376 tre atm e nt m ust be incre m e ntal to th os e

costs cove re d  in curre nt rate s  and incre m e ntal to th os e  costs th at re late  to

ongoing utility busine s s.

33. Ce rtain fe ature s  of im ple m e ntation m ay re d uce  costs for Edison.

34. It is re asonable  to incorporate  any avoided  costs and  associate d  costs

savings into a final d e te rm ination of costs re ce iving § 376 tre atm e nt.

35. O nly th os e  costs th at are  not re cove re d  from  any oth e r source  w ill re ce ive

§ 376 tre atm e nt.
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36. Edison’s sh are  of both  th e  ISO  and  PX start-up and  d eve lopm e nt costs are

e ligible  for § 376 tre atm e nt.

37. CEP e fforts w e re  critical to dire ct access  im ple m e ntation in ord e r to

e d ucate  re s id ential and sm all com m e rcial custom e rs about ch oices involve d  in

th e  ne w  m ark e t structure  and  to ove rcom e  th e  m ind s et of d e aling only w ith  th e

incum b ent m onopoly utility.

38. Th e  costs of th e  CEP program  are  e ligible  for § 376 tre atm e nt.

39 . EET costs are  e ligible  for § 376 tre atm e nt.

40. A ll costs re cord e d  in th e  ISO / PX and  O th e r W h olesale  Mark e t Inte rface

Costs subaccount of th e  IR M A  are  in addition to th e  start-up and  d eve lopm e nt

costs of th e  ISO  and  th e  PX.  W ith  th e  e xception of costs associate d  w ith  bidding

d e fault custom e r load into th e  PX, th e s e  costs are  not e ligible  for § 376 tre atm e nt.

41. W e  m ust distinguish  b etw e e n th e  s et-up costs of th e  PX and  th e  ope rating

costs of th e  PX.

42. Ge ne ration costs associate d  w ith  th e  PX, including s ettle m e nt costs, are

not e ligible  for § 376 tre atm e nt, but m ust b e  re cove re d  from  ope rating in th e

m ark e t.

43. No re cove ry sh ould b e  allow e d  w h ich  im pose s  costs on re tail ratepaye rs

associate d  w ith  th e utilitie s’ w h olesale  contract re sponsibilitie s.

44. W e  im ple m e nted  d ire ct acces s  for all custom e rs w ith out a ph ase-in

b ecaus e  w e  d e te rm ine d  th at no te ch nical or ope rational constraints  existe d  th at

w ould re q uire  a ph ase-in.

45. W e  re cogniz e d  th at th e  m ark e t its elf w ould allow  for  a gradual

d e ve lopm e nt of an inte re st in custom e r ch oice .

46. Be caus e  th e  ISO  and  th e  PX w e re  not functional until March  31, 19 9 8,

dire ct acces s  w as not initiate d  until th at date .
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47. Th e  19 9 7 and  19 9 8 costs of D A SR  processing included in th e  D ire ct A cces s

Im ple m e ntation subaccount are  e ligible  for § 376 tre atm e nt, to th e  e xte nt th e s e

costs are  d e te rm ine d  to b e  re asonable  in Ph as e  2.

48. Th e  19 9 7 and  19 9 8 re asonable  costs of re sponding to custom e r re q ue sts

and inq uirie s  re garding dire ct acces s  are  e ligible  for § 376 tre atm e nt.

49 . Th e  costs of re sponding to and processing re q ue sts for inte rval m e te rs and

re late d  m e te ring se rvice s  are  costs of ope rating in th e  ne w  w orld  th at sh ould b e

re cove re d  from  m ark e t re ve nue s  and s h ould not re ce ive  § 376 tre atm e nt.

50. Th e  costs of h andling custom e r com plaints about ESPs, dire ct acces s , and

re structuring are  costs of ope rating in th e  ne w  com pe titive  m ark e t, as are

custom e r re q ue sts to re turn from  dire ct acces s  to bundle d  utility se rvice , and

none  of th e s e  costs sh ould re ce ive  § 376 tre atm e nt.

51. For 19 9 7 and  19 9 8, re asonable  costs associate d  w ith  ESP support are

critical s e rvice s  to e nsure  th at th e  nasce nt com pe titive  m ark e t is viable .

52. Costs incurre d  for ESP Provider Se rvice s  are  not re q uire d  to im ple m e nt

dire ct acces s  nor to foste r th e  com pe titive  m ark e tplace , and m ust b e  re cove re d

from  m ark e t re ve nue s.

53. Costs incurre d  for im ple m e ntation support s e rvices in 19 9 7 and  19 9 8 w ill

re ce ive  § 376 tre atm e nt for ove rall proje ct m anage m e nt, inform ation te ch nology

infrastructure , and em ploye e  training.

54. Costs incurre d  for dire ct acces s  budge ting and  control, auditing, and

facilitie s  d e ve lopm e nt are  not costs incurre d  to e nsure  im ple m e ntation of dire ct

acces s  and s h ould not re ce ive  § 376 tre atm e nt.

55. Costs incurre d  for cre ating h ourly load profiles  th at are  bas ed  on e xisting

rate  cate gorie s , syste m s, proce d ure s , load  re s earch  m e te rs, and sam ples  are

ne ces sary to accom m odate  im ple m e ntation of dire ct acces s.  O th e r th an th is

e ligible  cost, costs incurre d  for und e r th e  H ourly Inte rval Mete r Installation and
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R e ading Costs subaccount are  not ne ces sary for and a part of th e  im ple m e ntation

of dire ct acces s , and w ill be incurred  by oth e r m ark e t participants.

56. R e ve nue  cycle  s e rvice s  re sult in additional re tail com pe tition in m e te ring

and b illing.

57. R e ve nue  cycle  s e rvice s  are  not e ligible  for § 376 tre atm e nt b ecaus e  th ey

are  not re q uire d  to im ple m e nt dire ct acces s.

58. R e ve nue  cycle  s e rvice s  are  com pe titive  s e rvice s  and  th e  costs of providing

such  s e rvice s  m ust b e  re cove re d  from  th e  m ark e t.

59 . Costs re late d  to e ne rgy cost accounting and  re tail billing are  costs of

ope rating in th e  ne w  m ark e t.  Th e s e  costs m ust b e  re cove re d  from  m ark e t

re ve nue s  and s h ould not b e  eligible  for § 376 tre atm e nt.

60. Be cause im ple m e ntation of th e UNIS num b e ring syste m  w as  d elaye d  and

b ecaus e  D.9 8-11-044 approve d  § 376 tre atm e nt for th e s e  costs, re asonable UNIS

costs sh ould b e  allow e d  § 376 tre atm e nt for 19 9 9  only.

61. O nly th e  re asonable  costs of activitie s  th at th e  UDCs pe rform  w ith  re spe ct

to th e  opt-out list m ay be included  for § 376 tre atm e nt, as provided  for in

D .9 8-03-072, b ecaus e  th e  opt-out list is a statutory re q uire m e nt.

62. D ire ct acces s  s e rvice s  th at are  d iscre tionary and  th at are  re cord e d  in th e

D ire ct A ccess  D i scre tionary Se rvice s  Costs  Mem orandum  A ccount are  not

re q uire d  for im ple m e ntation and  are  not e ligible  for § 376 tre atm e nt.

63. Th e  d e te rm ination of re asonable nes s  for e ligible  cost cate gorie s  w ill b e

m ad e  in future proce e d ings.

64. To th e  e xte nt th at all custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t

structure , all custom e rs m ust pay.  If only ce rtain custom e rs  b ene fit from  a

particular s e rvice , th os e  custom e rs m ust b ear re sponsibility for th os e  costs.
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65. As  use d  in th i s  decision, functionaliz ation can b e  d efine d  as cost

assignm e nt by service  or program .  Cost assignm e nt can be  d i stinguish e d  from

cost allocation, w h ich  assigns cost re sponsibility by custom e r group.

66. W e  w ill not furth e r functionaliz e  re structuring im ple m e ntation costs at

th is tim e .

67. W e  h ave  adopted  stringe nt crite ria for allow ing § 376 tre atm e nt for

re structuring im ple m e ntation costs incurre d  to cre ate  th e  ne w  m ark e t structure .

68. A ll custom e rs, w h e th e r bundle d  or dire ct acces s , b ene fit from  th e  cre ation

of th e  ne w  com pe titive  re gim e  and  th e re fore , consiste nt w ith  cost causation

principles , m ust b ear th e  burd e n of th e s e  costs.

69 . Edison’s re q ue st to re cove r costs th at are  e ligible  for § 376 tre atm e nt in th e

TR A  is re asonable .

70. Edison sh ould re cord  th e s e  § 376-e ligible  costs in a m e m orandum  account

to allow  for com parison of displace d  transition cost re cove ry, if any.

71. O nce  final costs are  approve d  for § 376 tre atm e nt, h e adroom  re ve nue s

sh ould b e  allocate d  to th e s e  costs according to th e principles  e stablish e d  in th e

R e ve nue  A d justm e nt Proce e d ing (R A P), A .9 8-07-006, et al.

72.  Costs re late d  to re structuring activitie s  th at are  not e ligible  for § 376

tre atm e nt cannot b e  re cove re d  from  ratepaye rs and s h all not b e  re cord e d  in any

accounts th at re sult in ratepaye r funding of th e s e  costs.

73. W e  w ill d e ve lop a m e th odology to com pare  th e s e  costs and  th e  ne cess ity

for e xte nding CTC in A .9 9 -01-016, et al., th e proce e d ings w e  h ave  e stablish e d  to

re vie w  post-rate  fre e z e  rate m ak ing m e th odology.

74. To th e  e xte nt capital costs are  found  re asonable  and  approve d  for re cove ry

in Ph as e  2, w e  m ust d e te rm ine  h ow  th e s e  costs sh ould b e  am ortiz e d .
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75. Be caus e  capital costs h ave  b e e n incurre d  to accom m odate  im ple m e ntation

as of D e ce m b e r 31, 19 9 8, for rate m ak ing purpose s , th ey s h ould  b e  e xpe nse d

during th e  transition pe riod.

76. Ce rtain capital proje cts m ay be undertak e n for various functions, only

som e  of w h ich  are  e ligible  for § 376 tre atm e nt.  It is incum b ent upon Edison to

d e line ate  th e  costs of such  capital proje cts  b etw e e n th os e  costs  eligible  for § 376

tre atm e nt and  th os e  costs not so e ligible .

77. Com parison of costs am ong utilities is not ne ces sary in re vie w ing

re asonable nes s  of e ligible  costs.

78. Give n th e  lim ite d  nature  of th e  costs to b e  re vie w e d , an ind e pe ndent audit

is not ne ces sary.

Conclusions of Law

1. Se ction 376 doe s  not dire ctly auth oriz e  re cove ry of PX and  ISO

im ple m e ntation costs, but e xte nds th e  period  for re cove ry of ge ne ration-re late d

plant and  re gulatory assets to th e  e xte nt th at th e  opportunity to re cove r th e s e

as s ets h as  b e en re d uced  by th e  colle ction of spe cifie d  im ple m e ntation costs.

2. If th e utilitie s  fully re cove r th e ir ge ne ration-re late d  transition costs  b efore

D e ce m b e r 31, 2001, § 376 tre atm e nt w ill not b e  re q uire d .

3. Se ction 376 doe s  not d e fine  im ple m e ntation and  w e  d o not find  th at

im ple m e ntation and  th e  transition pe riod  are  one  and  th e  sam e .

4. Since  th e  Le gislature  d e te rm ine d  th e  le ngth  of th e  transition pe riod  and

w as aw are  of th e  res idual nature  of CTC re cove ry, th e  Le gislature  could  e asily

h ave pre scrib ed  th at th e  im ple m e ntation pe riod  w as th e  sam e  as th e  transition

pe riod , but did not do so.
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5. Lim iting § 376 tre atm e nt to th e  re asonable  costs of im ple m e ntation of th e

PX, th e  ISO , and dire ct access in 19 9 7 and  19 9 8 e nsure s  th at w e  are prope rly

considering th e  inte nt of § 376.

6. Th e  Le gislature  d e te rm ine d  th at th e re  w e re  ce rtain costs to b e  e xpe nded  on

ne w  program s to im ple m e nt th e  PX, th e  ISO , and dire ct acces s.

7. In §§ 367 and  368, th e  Le gislature  afford e d  th e utilitie s  th e  opportunity to

re cove r as s ets th at m igh t b ecom e uneconom ic in th e  ne w  com pe titive  ge ne ration

m ark e t by providing for a rate  fre e z e  and subsequent re cove ry of such  transition

costs  during th e  transition pe riod.

8. It w ould be  ine q uitable  to re q uire  th at th e s e  ne w  program s  b e  e stablish e d

and provide  th e  opportunity for full transition cost re cove ry, w ith out providing

for som e  m e ch anism  to e nsure  th at th e  costs of im ple m e nting th e  ne w  program s

do not inte rfe re  w ith  transition costs re cove ry.

9 . A n im portant goal of e le ctric re structuring is to prote ct com pe tition - not

individual com pe titors.

10. Ne ith e r th is Com m ission nor th e  Le gislature  conte m plate d  th at re cove ry of

th e  costs of com pe ting in th e  ne w  com pe titive  ge ne ration m ark e tplace  w ould b e

fund ed  by ratepaye rs.

11. To allow  m onopoly distribution rate s  to subsidiz e  th e  costs of com pe ting in

th e  ne w  m ark e t structure  w ould h arm  com pe tition.

12. Pursuant to D .9 7-12-042 and  D .9 8-12-027, w e  h ave  d e te rm ine d  th at costs

incurre d  for th e  start-up and  d eve lopm e nt of th e  ISO  and  PX are  e ligible  for

§ 376 tre atm e nt, w h e th e r as s e s s ed  as a one -tim e  ch arge  or as a volum e tric

ch arge .

13. Funding of ISO  and  PX start-up and  d eve lopm e nt costs h as  b e en define d  to

occur re gardless  of w h e n th e  contribution to th e  d e ve lopm e nt costs is m ad e .
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14. In D .9 8-07-09 8, w e  e xte nded  th e  life  of th e EET to D e ce m b e r 31, 2001,

pursuant to SB 477 (Stats. 19 9 7, Ch . 275, Se ction 31).  In D .9 8-12-085, w e  adopte d

th e  re com m e ndation to e xte nd th e  EET’s funding to cove r th e  life  of th e EET

until its sch e d ule d  te rm ination date  of D e ce m b e r 31, 2001.

15. Sim ilar to funding for th e  ISO  and  PX start-up and  d eve lopm e nt, th e  costs

of th e EET are  re q uire d  by statute  and  th e  obligation h as  b e en e stablish e d  prior

to ye ar-e nd 19 9 8.

16. In D .9 7-05-040, w e  adopte d  im ple m e ntation proce d ure s  re garding dire ct

acces s , addre s s ed  fundam e ntal proce d ure s  and  rules  to be in place  for th e

provision of dire ct acces s , and dete rm ine d  th at th e  availability of dire ct acces s

m itigate d  th e  e xe rcise  of m ark e t pow e r in th e  PX.

17. A ll of th e  e le m e nts ne ces sary to allow  custom e r ch oice  w e re  in place  as of

January 1, 19 9 8, alth ough  dire ct access  its elf did not b egin until March  31, 19 9 8,

sim ultane ously w ith  th e  im ple m e ntation of th e  ISO  and  th e  PX.

18. W e  d id not guarante e  re cove ry of costs w h e n w e  allow e d  th e utilitie s  to

e stablish  m e m orandum  subaccounts in D .9 7-05-040 to track  costs attribute d  to

im ple m e ntation of dire ct acces s.

19 . D A SR  processing is a critical task  in allow ing im ple m e ntation of dire ct

acces s  to b egin.

20. Com pe tition in m e te ring and b illing is not a goal in its elf but a m e ans to

ach ie ve  e ffe ctive  com pe tition in ge ne ration m ark e ts.

21. In D .9 8-09 -070, w e  d e te rm ine d  th at w e  d id not inte nd to allocate  th e

incre m e ntal costs of unbundling re ve nue  cycle  s e rvice s  to th e  ge ne ral body of

ratepaye rs as a m atte r of fairne s s  and  consiste nt w ith  sound pricing principles.

22. Se ctions 39 4, et seq. addre s s  consum e r prote ction re q uire m e nts and

m andate  num e rous conditions for ESPs to m e e t in ord e r to b ecom e  re giste re d
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e ne rgy se rvice providers, including standards  re late d  to confidentiality, notice s ,

billing form ats, and m e te r inte grity.

23. Th e  Le gislature  d id not provide  for costs incurred  by ESPs to b e  re cove re d

from  th e  ge ne ral body of incum b ent utility ratepaye rs, b ecause  such  costs are

sim ply a cost of doing busine s s  for th e  ESP.  Th e s e  costs m ust be  s im ilarly

re cove re d  for th e  UDC.

24. Edison h as th e  burd e n of proving th at its costs are  incre m e ntal and  th at all

avoided  costs h ave  b e e n q uantifie d  appropriate ly.

25. Be caus e  w e  h ave  d e fine d  im ple m e ntation narrow ly, consiste nt w ith  § 376,

w e  d o not e xpe ct th at th e  m axim um  am ounts of Edison’s voluntary cap w ill b e

trigge re d  for displace d  transition cost re cove ry.

26. W e  h ave  long h e ld  to th e  standard  th at th e purch as e r or use r of a s e rvice

sh ould b ear re sponsibility for th os e  costs.  Sim ilarly, all custom e rs m ust pay for

costs th at b ene fit all custom e rs.  It is re asonable  to adopt th e s e  principles  for

costs re ce iving § 376 tre atm e nt.

27. W e  h ave  consiste ntly re cogniz e d  th e  im portance  of providing accurate

price s ignals, and pricing bas ed  on th e principle  of cost causation.

28. A llow ing am ortiz ation of capital costs ove r th e  transition pe riod  or b eyond

w ould re sult in inte rte m poral ine q uitie s  and incorre ct pricing signals.

29 . W e  h ave pre scribed specific guid e line s  for § 376 e ligibility w h ich  w ill allow

re asonable nes s  re vie w s to m ove  ah e ad  e xpe d itiously.

30. Costs incurred  by Edison for th e  start-up and  d eve lopm e nt of th e  ISO  (paid

th rough  th e  grid m anage m e nt ch arge ) and th e  PX (paid  th rough  th e  initial

ch arge ) are  re vie w e d  at FERC.

31. Th is Com m ission h as pre -approve d  funding for costs of th e  Consum e r

Education Program  and  th e  Ele ctric Education Trust.
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32. R e asonable nes s  re vie w s sh ould b e  lim ite d  to re vie w ing th e  le ve l of 19 9 7

and  19 9 8 e ligible  d ire ct access  im ple m e ntation costs th at ad h e re  to th e principles

d e line ate d  in th i s  decision.

33. Edison sh ould be  d i re cte d  to file  a ne w  application to re q ue st

re asonable nes s  re vie w  of its  eligible  19 9 7 and  19 9 8 im ple m e ntation costs.

34. Consiste nt w ith  our Rules  of Practice  and  Proce d ure , e x parte

com m unications re garding assignm e nt or re assignm e nt of A LJs are  banne d .

Such  e x parte  com m unications are  not proce d ural in nature  and  th e  e xclusive

m e ans for s e e k ing re assignm e nt d e line ate d  in Rules  63.1, et seq. m ust b e

follow e d .

35. Th is ord e r sh ould  b e  e ffe ctive  today in ord e r to allow  re asonable nes s

re vie w  to proce e d  e xpe d itiously.

INTERIM ORDER

IT IS O R D ERED  th at:

1. Th e  follow ing guid e line s  are  adopte d  for d e te rm ining e ligibility for Pub.

Util. Cod e  § 376 tre atm e nt of re structuring im ple m e ntation costs incurred  by

South e rn California Edison Com pany (Edison):

a. Id e ntification and  re cove ry of all re structuring im ple m e ntation
costs sh all b e  addre s s ed  in th is proce e d ing.  Im ple m e ntation costs
sh all not be included in distribution rate s  or distribution
pe rform ance -bas ed  rate m ak ing (PBR ) m e ch anism s.

b. O nly th os e  costs incurre d  to e stablish  th e  ind e pe ndent syste m
ope rator (ISO ), Pow e r Exch ange  (PX), and dire ct access  s h all b e
d e te rm ine d  to b e  re cove rable  as costs to accom m odate
im ple m e ntation and  re ce ive  § 376 tre atm e nt.  Th e re fore , w ith  th e
e xception of costs incurre d  for th e unive rsal nod e  identifie d
syste m  (UNIS) costs addre s s ed  in D e cision 9 8-11-044, costs
incurre d  afte r 19 9 8 are  not e ligible  for § 376 tre atm e nt and  th e
costs of ope rating th e s e  program s on an ongoing basis are  not



A .9 8-05-004 et al.  A LJ/ A NG/tcg DRAFT

- 73 -

e ligible  for § 376 tre atm e nt.  Th e UNIS costs sh all b e  eligible  for
re cove ry and  § 376 tre atm e nt in 19 9 9  only.

c. Eligible  19 9 7 and  19 9 8 dire ct access  im ple m e ntation costs sh all b e
re vie w e d  for re asonable nes s.  Costs incurre d  for th e  start-up and
d e ve lopm e nt of th e  ISO  and  th e  PX, and costs of th e  Consum e r
Education Program  (CEP) and th e  Ele ctric Education Trust (EET)
ne e d  no furth e r re asonable nes s  re vie w .

d. Th e  costs of im ple m e nting re ve nue  cycle  s e rvice s  are  not e ligible
for § 376 tre atm e nt.

e . Costs  eligible  for § 376 tre atm e nt m ust be incre m e ntal to costs
alre ady re fle cte d  in bas e  rate s.  A ny avoided  costs or any savings
associate d  w ith  ne t staff re d uctions, m ore  e fficie nt syste m s, or
discontinue d  activitie s  th at re sult from  re structuring
im ple m e ntation sh all b e  re cogniz e d  and  m ust offs et such  costs.

f. A ll custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t
structure , th e re fore  all custom e rs m ust pay for th e s e  costs.
Se ction 376-e ligible  costs sh all b e  re cove re d  from  all custom e rs,
re gardless  of th e ir procure m e nt ch oice .

g. Capital-re late d  re structuring im ple m e ntation costs sh all b e
re cove re d  as  expe nse d  ite m s for rate m ak ing purpose s  and s h all
not b e  gros s ed  up for re turn or taxe s.

h . A ll ge ne ration-re late d  costs sh ould b e  re cove re d  th rough  spin-off
or dive stiture  of ge ne ration assets or as going forw ard  costs, but
sh all not b e  give n § 376 tre atm e nt.

i. Costs  expe nded  on im ple m e ntation activitie s  th at w ould allow
th e utilitie s  a com pe titive  advantage  in th e  ne w  m ark e t sh all not
b e  allow e d  re cove ry from  oth e r th an m ark e t re ve nue s.

j. PX start-up and  d eve lopm e nt costs are  e ligible  for § 376
tre atm e nt, as are  th e utilitie s’ costs of d e ve loping syste m s to bid
d e fault custom e r load into th e  PX.  Th e s e  costs sh ould b e  paid  for
by all custom e rs.  O ngoing costs of PX ope ration and utility load
bidding functions sh all not b e  so e ligible  and  m ust b e  re cove re d
from  m ark e t re ve nue s.

k . No § 376 tre atm e nt and no re cove ry sh all b e  allow e d  w h ich
im pose s  costs on re tail ratepaye rs associate d  w ith  th e utilitie s’
w h olesale  contract re sponsibilitie s.
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l. No re cove ry of costs sh all b e  allow e d  und e r § 376 until it is
d e te rm ine d  th at th e s e  costs w ill not b e  re cove re d  th rough  som e
oth e r m e ch anism , e .g., Fe d e ral Ene rgy  Regulatory Com m ission-
approve d  rate s  or dire ctly from  custom e rs.

m . R e structuring im ple m e ntation costs sh all b e  re cove re d  th rough  a
deb it e ntry to th e  transition re ve nue  account and s h all not b e
assigne d  to s eparate  cost cate gorie s  such  as transm ission,
distribution, e tc.

2.  Th e  follow ing cost cate gorie s  are  e ligible  for § 376 tre atm e nt, to th e  e xte nt

th e  cost obligation is incurre d  in 19 9 7 and  19 9 8, and sh all b e  re vie w e d  for

re asonable nes s :

a. Paym e nts to th e  ISO  for start-up and  d eve lopm e nt costs;
b. Paym e nts to th e  PX for start-up and  d eve lopm e nt costs;
c. Paym e nts to th e  CEP;
d. Paym e nts to th e EET;
e . Costs of d e ve loping syste m s to b id  d efault custom e r load into PX;
f. Th e  19 9 7 and  19 9 8 costs of D ire ct A cces s  Se rvice  R e q ue st processing

included in th e  D ire ct A cces s  Im ple m e ntation subaccount;
g. Th e  19 9 7 and  19 9 8 costs of re sponding to custom e r re q ue sts and

inq uirie s  re garding dire ct acces s , as re cord e d  in th e  D ire ct A cces s
Im ple m e ntation subaccount;

h . Th e  19 9 7 and  19 9 8 costs associate d  w ith  Ene rgy Se rvice  Provider
(ESP) support, as re cord e d  in th e  D ire ct A cces s  Im ple m e ntation
subaccount;

i. Th e  costs incurre d  for im ple m e ntation support s e rvices in 19 9 7
and  19 9 8 for ove rall proje ct m anage m e nt, inform ation
te ch nology infrastructure , and em ploye e  training, as re cord e d  in
th e  D ire ct A cces s  Im ple m e ntation subaccount;

j. Th e  costs re late d  to cre ating h ourly load profiles  th at are  bas ed
on e xisting rate  cate gorie s , syste m s, proce d ure s , load  re e s rch
m e te rs, and sam ples; and

k . Th e  19 9 7 and  19 9 8 costs of activitie s  th at Edison pe rform  w ith
re spe ct to th e  opt-out list, as re cord e d  in th e  Custom e r
Inform ation R e le as e  Syste m s subaccount.
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3.  Edison sh all identify and  q uantify all avoided  costs associate d  w ith

e ligible  re structuring im ple m e ntation costs, so th at costs savings can b e

considere d  in approving th e  re asonable nes s  of costs  eligible  for § 376 tre atm e nt.

Edison sh all provide  th e  m e th odology, w ork pape rs, and re sults of th is study in

its application to consider re asonable nes s  of th e  19 9 7 and  19 9 8 im ple m e ntation

costs  d efine d  as  eligible  for § 376 tre atm e nt in th i s  decision.
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4.  Edison sh all file  a ne w  application in ord e r to re vie w  Edison’s dire ct

access  im ple m e ntation costs for 19 9 7 and  19 9 8 th at are  e ligible  for § 376

tre atm e nt, consiste nt w ith  th i s  decision.

 Th is ord e r i s  effe ctive  today.

 D ate d                                                       , at San Francisco, California.



A .9 8-05-004 et al.  A LJ/ A NG/tcg DRAFT

- i -

TABLE OF CONTENTS

                       Title  Page

INTERIM OPINIO N REGARD ING PUBLIC UTILITIES
   CO D E SECTIO N 376 AND  SO UTH ERN CALIFO R NIA

       ED ISO N CO M PANY’S RESTRUCTURING IM PLEMENTATIO N
   CO STS … … … … … … … … … … … … … … … … … … … … … .… … … … … … … … … … …  2
Sum m ary....................................................................................................................2
Proce d ural H istory....................................................................................................3
Fram e w ork  for Considering § 376 Tre atm e nt........................................................5
Edison’s  R e q ue st.......................................................................................................6

ISO  D e ve lopm e nt and  Start-up Costs .................................................................9
PX D e ve lopm e nt and  Start-up Costs ...................................................................9
ISO / PX and  O th e r W h olesale  Mark e t Inte rface  costs .....................................10
Consum e r Education Program ...........................................................................11
Ele ctric Education Trust.....................................................................................12
D ire ct A cces s........................................................................................................12
H ourly Inte rval Mete r Installation and  R e ading Costs ...................................15
UDC Billing Syste m s Modification Costs .........................................................16
Custom e r Inform ation R e le as e  Syste m s............................................................17
Edison’s Inte rnal Policy Guid e line s...................................................................18
Voluntary Cap .....................................................................................................18
R ate m ak ing ..........................................................................................................19

O R A ’s Position ........................................................................................................20
TURN’s Position......................................................................................................21
Farm  Bure au’s Position...........................................................................................24
CLECA  and  CM A ’s Position..................................................................................25
CIU’s Position..........................................................................................................27
CA C and EPUC’s Position......................................................................................28
Enron’s Position.......................................................................................................29
D iscussion................................................................................................................32

Im ple m e ntation of th e  ne w  m ark e t structure  h as occurre d  as of
   D e ce m b e r 31, 19 9 8............................................................................................32
Eligible  re structuring im ple m e ntation costs m ust re ce ive  § 376
   tre atm e nt; th ey are  oth e rw ise not re cove rable  from  ratepaye rs ..................35



A .9 8-05-004 et al.  A LJ/ A NG/tcg DRAFT

- ii -

TABLE OF CONTENTS
(Cont'd)

                       Title  Page

O nly Incre m e ntal Costs May Rece ive  § 376 Tre atm e nt.......................................36
A voided  Costs and  As sociate d  Cost Savings Must Be  Considere d
   in A pproving R e asonable nes s  of Costs ..........................................................37
Costs w ill not b e  give n § 376 tre atm e nt if it i s  dete rm ine d  th at th os e
   costs w ill b e  re cove re d  from  custom e rs in anoth e r w ay ..............................38

Eligibility of cost cate gorie s ...................................................................................38
ISO  and  PX start-up and  d eve lopm e nt costs h ave  b e e n fund e d  and
   are  e ligible  for § 376 tre atm e nt.......................................................................38

    CEP costs are  e ligible  for § 376 tre atm e nt........................................................39
    EET costs are  e ligible  for § 376 tre atm e nt.........................................................40

Mark e t inte rface  costs are  a cost of ope rating in th e  ne w  m ark e t
   and  are  not e ligible  for § 376 tre atm e nt.........................................................41
Costs associate d  w ith  w h olesale  contract re sponsibilitie s
   are  not e ligible  for § 376 tre atm e nt.................................................................42
D ire ct acces s  cost are  e ligible  for § 376 tre atm e nt only to th e  e xte nt
   th e s e  costs are  re q uire d  to im ple m e nt th is program  and  only
   th rough  D e ce m b e r 31, 19 9 8.............................................................................43
O nly ce rtain costs re cord e d  in th e  D ire ct A cces s  Im ple m e ntation
   subaccount w ill re ce ive  § 376 tre atm e nt in 19 9 7 and  19 9 8, to
   th e  e xte nt th e s e  costs are  found  re asonable ...................................................45
O th e r th an load profiling costs, costs incurre d  und e r th e
   H ourly Inte rval Mete r Installation and  R e ading Costs
   subaccount are  not e ligible  for § 376 tre atm e nt............................................46
Costs incurre d  und e r th e  UDC Billing Syste m s Modifications Costs
   subaccount are  not e ligible  for § 376 tre atm e nt............................................47
O nly ce rtain costs incurre d  und e r th e  Custom e r Inform ation R e le as e
   Syste m s Costs subaccount are  e ligible  for § 376 tre atm e nt.........................49
Costs re cord e d  in th e  D ire ct A ccess  D i scre tionary Se rvice s  Costs
   Mem orandum  A ccount are  not e ligible  for § 376 tre atm e nt........................49
W e  h ave pre viously dete rm ine d  th at UNIS costs are  e ligible  for § 376
   tre atm e nt...........................................................................................................49
Sum m ary of cost cate gorie s  eligible  for § 376 tre atm e nt.................................50

Voluntary Cap .........................................................................................................51
Costs cate goriz e d  as  eligible  for § 376 tre atm e nt b ene fit all

custom e rs and  m ust b e  paid  for by all custom e rs...........................................51



A .9 8-05-004 et al.  A LJ/ A NG/tcg DRAFT

- iii -

TABLE OF CONTENTS
(Cont'd)

                       Title  Page

Eligible  costs sh ould b e  re cove re d  th rough  th e  TR A ..........................................53
Eligible  capital costs sh ould b e  tre ate d  as  expe nse d  ite m s for
   rate m ak ing purpose s .......................................................................................54

A d opte d  Guid e line s ................................................................................................55
Edison sh ould file  a ne w  application to addre s s  re asonable nes s

re vie w s of costs  d ete rm ine d  to b e  eligible  for § 376 tre atm e nt......................57
Clarification of Ex Parte  R ules ...............................................................................58

Findings  of Fact..........................................................................................................59
Conclusions of Law ...................................................................................................68
INTERIM ORDER .....................................................................................................72

A ppe ndix A  – List of A ppe arance s


