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Dedsion ALTERNATE DECISION O FCOMM ISSIO NER BILAS (Maild
3/11/99)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Pacific Gas and E Bctric Com pany, toestab kh
teelgibi My and seek reconery ofertain e Bctric
industry resttucturing im p Im entation cos® as App Icaton 9 8-05-004
proMded forin Pub IcUt Hies Code Section 376. (Fld May 1, 1998)

San Diego Gas ¢ E Bctric Com pany, for (1) a
detrm inaton ofe Igibi My for reconery under
Pub IcUt Kies Code Section 376 ofertain cost
caktgories and actimMties, (2) afinding of
reasonab Bness oftie cost inaurred ® rough
12/31/97, (3) approva lofan auditm et od o bgy App Ication 9 8-05-006
for\erifying te e lgibi Hy ofSe ction 376 cos® for (FId May 1, 1998)
recovery from 1998 t rough 2001, and

(4) approva lofasection 376 hbalkndng account
med anism ©recovere lgib 1 cost.

Sout ern CaHornia Edison Com pany, o address
resttucturing im p Im entation cost pursuantto
Pub IcUt Hies Code Section 376, in com p lanc App Icaton 98-05-015
w it Ordering Paragraph 18 ofD §7-11-074. (FId May 1, 1998)

(See Appendix A for lstofappearancs )
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INTERIM OPINION REGARDING
PUBLIC UTILITIES CODE SECTION 376
AND SOUTHERN CALIFORNIA EDISON COMPANY'S
RESTRUCTURING IMPLEMENTATION COSTS

Summary
In tis dedasion,we consider te Phase 1issues re hed t resttucturing

im p Im entation cos for Sout ern Ca Hornia Edison Com pany (Edison) ow h id
Pub BcUt Hies Code 8§ 376! treatm entapp ks. In Phase 1, we de\e bp asetof
prindp s or guide Enes for considering program e Bgibi My . The goa loft ese
guide Enes is o distinguish betw een t© ose cos® tatan be proper ¥ chssified as
e lgib I for 8§ 376 treatm entand cost t atare notsoe lgib 1. W e allosetfort
costausation and recovery prinap s for cost e Igib I for 8 376 treatm ent

We find t att e cos ofprogram s to accom m odat im p Im entation of
directaccess, te IndependentSysem Operator (ISO), and t e Pow er Exa ange
(PX) t atare e Igib I for § 376 treatm entare te reasonab I and necssary cos®
inaurred for sud programs as ofDecem ber 31, 1998. W e recognize tt atcrtain
cost may necessari ¥ be incurred in 1999 ®ensure tatte new m arketstructure
iswe lestab lshed . Therefore,we willalbw Edison o requestrecovery of1999
program s fore Bgib | cakgories on a case-by-case basisin a1999 reasonab Eness
reMew proceding. Edison? requestm ustbe consisentw it te guide Ineswe
estab ksh intis dedasion. W e consider tte cost inaurred for starkeup and
dexe bpmentofte ISO and te PXreasonab B, because tese cost are
estab kshed and approved by te FederalEnergy Regu lktory Com m ission
(FERC). W e alloconsider te cost inaurred for t e Consum er Education

Program (CEP)and te E BcricEducation Trust(EET) o be reasonab R, because

1A Btwory rekrenas are ©te Pub BcUt Hies Code, unllss otierw ise nokd .
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tis fundinghas been pre-approved by prior Com mission dedsions. We direct
Edison o fill anew app Bcation © consider t e reasonab Bness ofallot er
e lgib B cost for 997 and 1998. The prindp Bs setfort in tis deasionapp ¥ ©
Edison. The resttucturing im p Im entation cos® inaurred by Pacific Gas and
E Bctric Com pany (PGi E) and San Diego Gas ¢ E Bctric Com pany (SDGi E) are
te subpctofseparat proposed settm entagreem ent and are addressed in an
accom panying dedsion.
Procedural History

InD 97-11-074,w e ordered Edison, PGi E,and SDGi E t© fi Il app Bcations
W identfy resttucturing im p Im entation cost inaurred under 8 376. On May 1,
1998, PGl E,SDGI E, and Edison filld App BIcation (A ) 98-05-004, A 98-05-006,
and A 98-05-015, respectine ¥, oidentify sudh cost2 Prokest were filld by tie
Officc ofRakpayer Ad\ocats (ORA), Enron, pinth by t e CaHornia
Association of Coge nerators (CAC) and te Energy Producers and Users
Coatlion (EPUC), pinth by t e CaHornia Manufacturers Association (CMA),
t e CaHornia Large Energy Consum ers Association (CLECA), and t e CaHornia
IndustrialJsers (CIU). PG E, Edison,and SDGI E rep ked O tese proest.
PG E, Edison, ORA,Enron,and The Ut iy Reform Net ork (TURN) filld
prehearing conkrenc staement.

On Gnuary 1, 1998, Senat Bi ISB) 960 became efectine,wh idh
estab ksh ed various procdures for our proccedings. These rulls are setfort in

88 1701 etseq.and Articl 25 ofour Ru s of Practic and Proczdure . In

2Dedsion (D )97-11-074 ordered te utt ics © fill tese app blaatons by Mara 31,
1998. This dat w as exended © May 1, 1998 by aut orization oft e Executine Diredor
on Mara 25, 1998.
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accordanc w it te SB960 rulls, tis proceding has been cakgorized as
raksetting (A LJ176-2993, as noticed in te Dai ¥ Callndar ofMay 26, 1998).

The firstprehearing conkrenc in tis procedingwashe B on dine 25.0n
Ji1 ¥ 10, Com missioner Bi bs issued ascopingmem owhich designatd te
assigned Adm inistratinve Law didge (ALJ as te prinapahearing officer, set
fort te issues oheinchided in tis proczeding. The scopingmem oestab khed
aprocdurakdiedulunderwhich e Commissionw oull resolle Phase 1
issues by Apri B0, 1999, and o conclide tese procedings no ker t an 18
mont s from te dak offi lng oft e app Bcation, pursuantto SB Y60, Section 13.

The ACR estab Ished te scope ofthis proceding:

InPrase 1, e Commissionmustde®rmine whid programs are
necessary toaccom m odak im p Im entation ofdire ctaccess, te
IndependentSysem Operator (ISO), and te Pow er Exa ange (PX)
and tuswhich cost are poentialy e Igib I for § 376 treatn ent
Phrase 1w i lbok chbse ¥ atdefining im p Im entation and w i lfocus
particu khr¥ on costakgorizaton, ie ,wheterte costs chimed
shoull be catgorized as cost ofim p Imenting e Bctricresttucturing
and shoull reczine 8 376 treatmentorwheter tiese expenditures
shoull be catgorized as distribution cost, t e cos ofaom peting in
tenew marketorsome ot er costatgory,and h ow costreco\ery
shoul occur. Indefining im p Im entaton, itw i lbe he bfu MO
consider © e range ofestim aks te ut Hies h ave pronMded for 1998
trough 2001 Whill Phase 1wiBnotrenew tese estim aks or
adoptany particu hr do lhr figure associaktd w it tese forecast,
sud estim aks wilbe he bfulin understanding te prograns te

uti kies be le\e are necessary oim p Imentdirectaccess, te 1SO,
and te PX.

As directed by te ACR,sexeralbarties o tis proceding atended ameet
and confersession on Augustll and filld a pintcse m anagem entstagm enton
August24. Atte requestofparties, e scopingmemow as amended 1 re\se
teproecdurakdiedull oalbw more tme ® prepare €stm ony and rebutiall
and ode By te beginning ofedentiary hearings. A second prehearing
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conkrence washe M onOctober8,1998. ORA subm ited €stim ony on
August3l. TURN, Enron, CLECA and CMA (pinth), CAC and EPUC (pinth)
submited €stm ony on Sepem ber 14. Edison, PG E,SDGI E,ORA and TURN
submitked rebutialestm ony on O ctober 5.

Inform aldisaussions am ong te parties Id © w osettm entonkrencs,
in conform ance w it Rull 51, he B in San Fandscoon O cober 23 for PG E and
October 20 for SDGi E. Separak m otions for adoption ofsettm entagreement®
forSDGI E and PGi Ewere filld on Novem ber 12 and Nowem ber 13,
respectinve . Atte parties’request PGI E3and SDGI ES cases in dviefwere
nott e subpctoft e firstround ofe\dentary hearings.

Edison3 Phase 1issues were addressed in se\xen days ofe\dentiary
hearingshe B from October 21 t rough Noxem ber 3. Com missioner Bi bhs w as in
atendanc for opening stakm ent on October 21 and chbsing argum ent on
Nowem ber 3. Phase 1 ofEdison? app Bcation w as subm ited upon rep ¥ brieF,
fild onDecamber 15,1998. Edison, ORA, CLECA/CMA, CIU, CAC/EPUC,
TURN/UCAN, Enron, and Farm Bureau fi Bd opening brie & . Edison, ORA,
CLECA/CMA, CIU, Enron, and Farm Bureau filld rep ¥ brief . The prinapal
hearing officer con p Ied and issued t e proposed dedsion on time on Mard 11,

1999, 86 days afer subm ission.

Framework for Considering 8§ 376 Treatment
Section 376 provdes, as 1o lbw s:

Tote exentt atte cost ofprogram s 1 acoom m od ak

im p Im entation ofdirectaccess, t e Power Exdiange,and te
IndependentSysem Operator, t ath ave been funded by an

e Bctrica bcorporation, and have been found by t e com m ission or
te FederalEnergy Regu khtory Com mission © be recowerab I from
teutyy customers, reduc ane Bctricallcorporation s
opportunity o recover it utt iy generation-re hed p hntand
regu Rtory asset by te end oftie year 2001, te e Ictricall
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corporation m ay reconer unrecoered uti Hy generation-re lhed

p hntand regu htory asset afer Decem ber 31, 2001, in an am ount
equalio te ut My 3 costofaom mission-approved or FederaBEnergy
Regu htory Com m ission appro\ed restructuring-re ked

im p Im entation program s. An e Bctrica kcorporation? abi lHy ©
collcttie am ount from retai Baustom ers afer e year 2001 sh allbe
reduccd D teexentte IndependentSysem Operatoror te

Pow er Exdi ange reim burses t e e Bctricalcorporation for t e cos of
tese programs.

Because te cos ofestab kshing te infrasttucture under ¥ing t e new
m ark e tstructure w ere notinclided in rats as ofdine 10, 1996, e Legis Rture
provded an opportunity for te uti ies ©be made wholl in €rm s oftransition
costrecovery. This im porantoneptw as disaussed in D §7-12-042, inwhid we
arttcu ke d te extended nature oftransition costrecovery, o t e exéentsud
cos are disp bhced because ofrecovery ofapproved restructuring
imp Im entation cos &«

As aninitalin atker, itis im portantt understand t at§ 376
does notdirectly aut orize recovery ofPX and 1SO

im p Im entation cos s . [flootnok om ited .JRat er, itexkends te
period for reconery of“generation-re ked p hntand regu ktory
asse” [foothot om itkd Jio te exentt att e opportwnity ©
reconer tem has beenreducd by te collction ofspedfied
imp Im entation cos® . Thus, § 376 by ite Fdoes notaut orize
reconery ofany cos® ;rater, itperm it ut Hies t reco\er
uneconom icgeneration-re hted cost (see § 367) beyond te
Decem ber 31, 2001 dead Ene setin § 367(a), Oteexentte
opportunity o reconer tese cost is reducd by [Federal
Energy Regu htory Com m ission] FERC- or Com m ission-

aut orized reconery ofunreim bursed im p Im entation cos®
inaurred by te uttlies. (D 97-12-042, mimeo.atp .4)

Edison’s Request
In A 98-05-015, Edison seeks toestab Ish te e lgibi My ofpartcu bhr cost

catgories forw hid 8 376 treatm entis appropriat and te applicab 1
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rakem ak ing and rak reconery med anisms. Edisonrequest t atte actual
reasonab I cost inaurred be afforded rat recovery and 8§ 376 treatm entt Because
te cost ofestab khing tis infrasttucture w ere notinclided in frozen raes,
Edison m aintains © at8 376 is an im portantpartoft ¢ babkhne ofrisks and

rew ards estab khed by Assemb ¥ Bi 1890 (Stat 1996, Ch .854).

Edison forecast® t atapproxim ae ¥ $30m i Monw i Bbe spentower te
period 1997 ®© 2001 on restructuring im p Im entation, as defined in 8§ 376, but
volintari ¥ agrees © In it§ 376 treatm entto R75m i lMon oft attota B Ofte
R75m i HWon, Edison contnds t atte Commissionhas aleady appro\ed
approxim at ¥ 50 m i lon for 8§ 376 treatm ent. These cos hawe been appro\ed
for ISO dexe bpment PX, de\xe bpment, e consum er education program , and
teeldriceducation tust Therefore, Edisonseeks approvallofan additonal
H25milon for § 376 treatm ent, assum ing © ata Moft ese cos® are inaurred .
Edison staks t atasignificantportion oftie 25 miMonhas been spenton
program s o accom m odak directaccess -

Edison m aintains @ atim p Im entaton m ustneassari ¥ ocaur t rough out
t e transition period and p kns © spend significantam ount in 1999, 2000, and
2001 waccomm odak te im p Imentation oftie new m arketstructures . Edison
be l\es itis fundamental unfair © Initim p Im entation © t ose cos &

3When Edison refrs o resttucuring im p Im entation coss, itrefers ohot capital
expenditures and operations and m ainenanc (Ot M)expenditures. The annual
capitakxpenditures do notchse © p kntin-senie account untltey hawe been

ocom p Bed and are operatonall Therefore, t e annua kpending am ount m ustbe
comertd intoare\enue requirementhy identifying te capitalichbsed op hnt te
annua lam ortization ofsud capitaland te gross-up oft ose am ount © reflctreturn
and taxes. The am ount identified in tis dedsion are cost rat er tan rexenue
requirement.
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inaurred in 1997 and 1998. Moreower, Edison contnds t atte daks re hed ©
im p Im entation are contained in testatue ice Ewhia rekrenas coss
inaurred before 2001. Edisonrem inds us © att is debat is somewh at

hypot eticall ifthe uti kies fu Il recover teir generation-re hed transition cos®
before Decem ber 31, 2001, § 376 w i Hine\er be triggered . Edisonexp hins t atit
Is notpossib I ©odem onstrak t atreco\ery ofresttucturing im p Im entation
cost wilreduc i opportunity © reconery generation-re ke d transition cos®
unt ichse toyear-end 2001.

Edison chims t att e folbw ing program s are instrum enta o
resttucturing im p Im entaton, in addition © t e startup and de\e bpm entast
oftie ISO, te startup and dexe bpmentast oftie PX, and cost ofth e
consum er education program and e Bctriceducation trust

ISO/PXand oterWhollsall Marke tintrface
- PXDem and Forecast, Bidding and Settllm e ntProgram
- Generation 1ISO/PX Sysem s Inkrface Program
- Pow er Sysem s Control and Managem e ntProgram
DirectAoxss
- Custom er Sernie Program
- Energy Sernvc Provder (ESP) Sernvca Divsion Program
- Im p Im entation SupportProgram
Hour¥ InenalMetr Insta lktion and Reading Cost
- Usage m easurem entPogram
- QFPaym entSystms Change Program
Ut My Distribution Com pany (UD C) Bi ling Sysem s Modification Cos
- Energy CostA coounting Program
- Retai IBi Eng, Credit and Co M ctions Program
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Custom er Inform ation Re Base Sys€m s
Wewilbrief summarize te purpose ofeach program , as Edisonh as
presentd it and proMde an onverview ofrecorded and forecastaos® for each
program 4 As directed in D 97-05-040, Edisonestab bkshed various subaccount
under te Industry Resttucturing Mem orandum A coount(lRMA) O track tese

cost .

ISO Development and Start-up Costs
The cost associakd wit te ISO 3 starkup and de\e bpm entare

reconered @ rough te Grid ManagementCharge,whid isavolimetica arge -
The ISO 3 operating budge tansist oftw oe Iment: te starkup and

dexe bpmentaost estab kh te ISO 3 basicinfrasttucture and ope rating
sysem s, and it ongoing operating budget FERCh as approwed a 1998 Grid
Managem entCh arge of ) 7831 per m egaw atkh our. Edison now seeks 8§ 376
treatm entfor te porton ofthe Grid Managem entCh arge re hted o startup and
dexe bpmentast,whidh oalds57 milon from 1998 - 2001.

PX Development and Start-up Costs
Edison3 cost re hed D te startup,de\e bpment and inittallv orking

capitallcost ofthe PXresu lkfrom te initalld arge payment Edisonm akes
pursuantto a FERC tariffofti e PX. In a proposed settlim entagreement
pending before FERC, PG E, Edison, and SDGI Ew ou Bl each pay a share ofte
initalld arge payment in four instalh ent, due on Apri b, 1998, &nuary 4,
1999, &nuary 3, 2000, and J&nuary 2, 2001. A coording © b is proposed

4Asstakd in te ACR,Phase 1does notdisauss reasonab Eness issues associakd w it
1997 and 1998 cost, nor tie forecass ofresttucturing im p Im entation cost . H ow e\er,
w e provMde suar cost for inform atton purposes .
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agreem ent Edison’ share ofeach oftie instalhent is @13 milon, fora otal
ofBi54milon.

ISO/PX and Other Wholesale Market Interface Costs
In additon © proMding funding for t e starkup and de\e bpm entaos® of

te ISO and te PX, Edisonisinaurring cos® associakd w it proauring energy,
whid involles PXdem and forecast, bidding, and settlim ent, generation
ISO/PXsysemsintrface, and m odifications © Edison pow ersysems contro
systm s and o lage supportinsta Btions. Edison spent$l 4 mi lon in capital
expenditures on tese tasksin 1997 and progct spending 7 m i lon in
expenses and 89 milon in capitakExpenditures oner tie 1998 - 2001 tim efram e,
wit te bull oftiese cos® atiributd e PXdem and, bidding, and
settimentarea.

Edisonhas de\e bped business proczsses and autom akd sysem s in order
1 purd ase pow er from te PXonbehalFofit bund Bd custom ers. In broad
trms, tese functions inno e ordering t e appropriat quantty ofenergy atte
bestpricesin te PXmarketwhiad involles econometricand statistcall
know Bdge,and recond Ing te bid quantity and m ark e tcllaring price ofenergy,
whia requires accounting and auditing ski M. Edison assert @ atast® incurred
for tese functions are speafically for te design,de\e bpm ent, €sting, and
im p Im entation ofbusiness practices and softw are program s re hed © e PX
and allohe b baccomm odat te im p Im entation ofdire ctaccess . Edison
m aintains © at8 376 treatm entis appropriak because e PXw as aeakd as a
stak-a arkered institution o conductadai ¥ energy auction and because t e
Prefrred Pollcy Dedsion required tatte utiHies musthid al eir generaton
intote PXand pura ase poweron behalFofte utiHy 3 customers from te PX.

Inoterwords, Edisonis required o use tie Pover Exdiange as it saiedu ling

-10 -
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coordinator. In additon, FERC tarifk and PX protocoll im pose sexeral
requirement® re hed © te purd ase ofenergy from te PX.

Edison’ generation ISO/PX systm s intrface propctinchlides cost for
hardw are and de\e bping softw are t atis capab I ofreivMng costand
aval bbi iy inform ation from Edison? generating stations, subm itling bids ot e
PX, recivng finakaedu ls from te PX, trad ing dispatd notices, analzing
settimentstakment, and radk ing disputs wit te PX. Again, Edison assert
tattese costshoull receine 8§ 376 treatm enthbecause stae Bhw m andaks te
PX and because Edisonis required o bid alEnergy into and purc ase a lenergy
from te PX. Edisonm aintains t atalassociakd cost w it tese program s are
incaementallcos .

Edisonhas aloinaurred cost tenab I it transactbusiness wit te ISO
and te PXre hed ©instalktion ofem porary energy m anagem entsysem
conso s atiSO faci Hies, ISO artfication ofEdison? m e€rs atpoint of
inkerconnectionw it oter ut Hies, trave Band m eeting expenses for ISO and PX
dexe bpm ent transm ission ow ner con m unicatonw it te ISO, ISO Ene bsses,
and 1SO required meerdataand and Bhry serMas requirem ent . Edison
maintains t atsud cos® were necssari ¥ incurred om odify it fac Hies in
order b accom m odat im p Im entation oftie ISO and PXand terefore shoull
be e Bgib I for 8 376 treatn ent

Consumer Education Program
InD 97-03-069,we conclided t atexpenditures incurred by te ut Hies

for purposes oftie stakew ide Consum er Education Program (CEP) “are
recoerab I from teir custom ers pursuantto Section 376 because tese cost are
inaurred ©im p Imentdirectaccess”” (D 97-03-069,mimeo.atp.2) We allo
detrmined tatexpenditures up o te totalaut orized funding e lof$&0

-11 -
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m i lon, onastakw ide basis, are reasonab I, unlIss a party d alnging t ose
expenditures prowes tatt ey are unreasonab .

InD 97-08-064,we adoped afinalCEPbudgetof¥¥35 milon, butinked
reasonab Bness ofexpenditures © t e ut Hies “suoxss in ach ieing a goa blof60%
aw areness ofdirectaccess- On ¥ 30,1998, te uti kies illd areporton te
resulls oftis effort On Spember 14, 1998, Assigned Com m issioner Knigh t
issued aruling de®rmining © atno furt er proczedings w ere necessary sinc te
aided aw areness targe tof60% w as ach ie\ed . Edison now needs approva llofa
raém aking med anism trecowerit cost associakd wit te CEP. Edison

expects spend 8332 m i Monin 1998 for t is program .

Electric Education Trust
InD 97-03-069,w e found @ atfunding te initalllxe Hor te E Ictric

Education Trust(EET) by appromMng 8 376 recovery w as appropriat .

(D 97-03-069,m imeo.atp .41, Conchlision ofLaw 22, p.46) InD 97-08-064,w e
increased ©e EETfunding Ine IO B3 milon. The EETis schedu ld o begin
operating in 1999 and run t rough 2001. Edisonw i Bhotactua ¥ fund te

m aprity OFEET cos® unt Igrant are aw arded ®© various con m unity based
organizations for educationa loutreach actimMties. InD 97-07-098, w e considered
awork phnfilld by te EETand ordered te EETtOsubmitarevsed saiedull
by Sepem ber 30, 1998. Because oftis tim ing, Edison expects © atm ostoft e
significantaos® required by EETw i Bhothe incurred unt K999 or 2000 and
expects o spend approximae ¥ ¥ milon.

Direct Access
Edisonhas spentd 5 m i Moninexpenses and innestd 2 m i lon in

capitaExpenditures on program s associatd w it DirectAcaxss in 1997. Edison

-12-
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antidpats spending approxim at ¥ H06 m i Mon in expenses and 24 m i Won in
capialinnestment for te period 1998 -2001.

The ob pctine ofte Custom er Servce program is oenab B Edison ©
respond fu l¥ customeringuiries and request® re lhed e Bcricresttucuring .
Thisinclides proassing DirectAoczss SerMa Request® (DASRs) from ESPs,
responding ocustom er reques® and inquiries regarding dire ctaccess, and
provding ongoing ope rationa bassistance 0 ESPs . Edison spentf. 5milon in
expenses on tese programsin 1997, and innestd 1 milonin capital
expenditures . Edison forecastspending 6 8 m i lon in expenses and H85 in
capitakxpenditures for te period 1998 - 2001 for t ese program s. Edison staks
tatalcost are inaementalland w ere notconem p ked nor inclided as partof
te forecastforit 1995 generalirak case (GRC). Edisonh as renovatd faci Hies
in Long Beach and hired and trained new em p byees to carry outt ese tasks, and
expects ©inaur significanton-going cos during t e transition period ®© support
teseeflors. The estim aks for future cos® are drinen prim ari ¥ by assum ptons
re hed ©te numberofDASRs obe proazssed, te volime ofcall re hed ©
directaccess, and te num ber ofaustom ers wh o ch oose directaccess -

The ESP S rves Divsion program inclides tasks re hted estab khing
and m aintaining business re ktionshipsw it ESPs. In contrastto te m ore
routine task s carried outby te ESP SupportCentr, te ESP S s Divsion
proactie ¥ estab kshes and m aintains adirectaustom er contactbet een Edison
and indiMduaBESPs - This re lRtionsh ip is focused onm eeting e business needs
ofeach ESPand te needs of“our m utua Blcustom ers 2” (Exh ibitl2, p.27)
Edisonstaks tatte im p Im entation ofdirectaccess requires te ut ly ©
assume a Badership roll in educating and training ESPs aboutaiticabusiness
issues . Edison be le\es tatsua aprogram benefit allcustom ers, incliding

directaccess austom ers, because itfac Haks greaktr custom er @ oic, enh anced

- 13-
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consum er prot ction, and HWss end-use custom er confusion. Edison spent
¥41,000 on tis program in 1997 and forecast spending an additiona ll
$H7milonin1998-2001, alichimed asinaementallcos® . Edison justifies tese
program s as partofit eflortoensure t ataistomera oice is avai b I ©
consum ers as soon as practicab B, consisentw it 8 330(n) and argues t atsua
program s are consisentw it D 97-05-040% directines ©oim p Im entdirectaccess .
The Im p Im entation SupportProgram prouvdes oneralim anagem ent,
coordination, and supportfor a Mope rationa Baspe cts ofth e dire ctaccess
im p Im entation program . These aspects inclide oneralprogctm anagem ent,
budge tand contro kupport auditing support, inform ation € d no bgy
infrastructure, em p byee training, and faci kies de\e bpm ent Edison be Ee\es
t ato\erallpropctm anagem entis required o directand synd ronize te e flors
ofdirectaccess im p Im entation, © m onitor and contro bt dire ctaccess
spending,  focus on new procsses and sysem s and rexsew business
efRctineness and com p Blanc w it regu lktory m andats, and o supportt e
necssary m odifications and enh anem ent existng inform atton sysem s for
directaccess, inchiding new intrfaces am ong intrre hd business activities .
The Im p Im entation Supportprogram has alode\e bped a training curricu bim
o instructem p byees for new business practices re lhed 1 dire ctaccess
imp Imentation. By year-end 1999, Edison antidpatks t atdire ctaccess training
wilczase be aseparak function. Fna ¥y, t e fac Hies de\e bpm entaspe ctof
tis program innolles te identificaton and bui B-outoffac Hies needed ©
house tie inaementalkm p byees dedicakd o directaccess actinMties . Edison
renonatkd afaci Hy atlong Beach ,whia is now occupied by personne i
perform ing directaccess acustom er serMa and ESP supportactivties . Edison
m aintains t att is approad has Bd o costsaumngs, forexam p I, in insta ling
new & Ephone calbw ithes. Takenasawholl,Edisonbe k\es tatte
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Im p Im entation Supportprogram is necssary for and an im portantpartofdire ct
access im p Im entation. Edison considers allcos® inaem entalland h as spent
B2 miBMoninexpenses and 5 m i Mon in capitalinnestment in 1997, and
antidpats spending an additional23 2 m i BMon in expenses and $5 5 in capital
innestn ent for te period 1998 - 2001.

Hourly Interval Meter Installation and Reading Costs
Edisonexphinstatwhill ©is cakgory ofaost re hes ©oim p Im entation

ofdirectaccess, tese cost are inaurred © accurat ¥ measure e hourl energy
usage ofdirectaccess customers and ©om ake tis inform atton avai bb l ©oter
energy m ark e tparttapant for bi ling and settim entpurposes . For dire ctaccess
ausomerswit hour¥ inenalmetrs,cost are inaurred for t e purd ase and
insta lktion ofm ek rs and for insta lktion ofsysem s o accurat ¥ collct, \valldat
and editt atusage datain order tom ake itavai b | o m ark e tparttapant . For
directaccess customers w it outsud meers,cost are inaurred o create houry
bad profills . Edisonhas alloinaurred cos® foroterme®ring sernics
“necessary ©im p Imentdirectaccess,” inchiding m e € r aguisiton, €stng, and
\£rification ofdire ctaccess austom er usage data. In 1997, Edison inaurred
capitallcost of$83 32 m i lon and expenditures of L6 milon. For te period
1998 - 2001, Edison antidpats spending additiona bcapitablcost of$852 m i lon
and expenses of$866m i lon. These cost alloinclide cost t ¢h ange existing
con putrsysems used o com puk QFpayment based onhour ¥ pridng
periods rat er ©t an tim e ofuse priang form u ks .

Edison contnds t atalkud cost are “necssary for and a partof’t e

im p Im entation ofdirectaccess - (Exhibit27, p.22,em phasis in originall)
D 97-05-039 provded t atESPSwhid wish o ofkerteironw nme®ring serves

mustentrintbasendc agreementw it te disttibution con pany t atspedfies
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te nature ofte inform ation o he colcked,how dataw i lbe shared, and h ow
ensure tatmetring equipmentisinstald, m aintained, and callbratd
proper ¥, and required ¢ at*“[the distributon ut My sh alhotunreasonab ¥
refuse oentrintosud agreement .’ (D 97-05-039, Ordering Paragraph 3)
Edisonalochims tatbecause 8 390 a1 anged t e Q Foontracts payment
structure from form u ks representing Edisons awoided cos® t basing energy
payment on te m arketclaring pric, cost inaurred ©im p Imentsua

d anges are required by statu® and terefore mustreceie 8 376 treatn ent

UDC Billing Systems Modification Costs
Edisonhas de\e bped particu krenergy costaccountng and retai i ling

sysems address inktractionw it te PXand te ISO . Apartfron te musE
run generating units,hour¥ energy prices in e PXare detrmined by te

m argina lgenerator, t atis, allgenerators reci\e (and buyers pay) tie same
hourl¥energy price,which isdetrmined by tie costinaurred by te hstunit

t atgoes on-Ine in aparticu hrhour. Thisis e unad ustd energy a arge -
Edisonstaks t att is d arge cannotbe directlh trans hed ocustomersbi W,
because ad pstm ent m ustbe m ade © acoountfor distribution Ene bsses, PX
adm inistrati\e d arges, and lhry senvics, and difkering bad profi Is for t ose
caustomerswhoare notmetered . Edisonm aintains t ati® new energy cost
accounting sysem prowudes im portantinform ation noton ¥ © it ow n bi ling
sysem ,but® ESPs whia re ¥ on Edison for bi Bing and fore casting inform ation.
Edison spentd 6,000 on expenses re hted O tiese program sin 1997 and expe cts
o spend an additiona BB 56,000 during 1998 - 2001 . Edison m aintains t att ese
program s are necessary in order o proper ¥ calkbu k€ energy prics and te

residuallam ountof CTC re lhting o directaccess custom ers.
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Edisonhas allode\e bped program s re hed o retai bi ling, credit and
colctions o presentte bi M and separat ¥ stakd bi Bihg con ponent O direct
access austomers and WESPs . These bi Mare eiteravai bl as UDC
consolldatd,where e customerreccives one bi lfrom te UDCwit all
d arges, incliding © ose promMded by e ESP,ESPconsoldatd,where te
austomerrecives one bi lfrom te ESP,incliding © ose provded by e UDC,
and dualbiling,where ©te customerreci\es separak mont ¥ bi B from bot
teUDCand te ESP.Retai bbi ling cos® are particu bhr¥ sensitnve ote DASR
con p ltonrakt,due o te Rbor-intnsine nature ofvarious tasks. For 1997,
Edisonexpended 7 milon, S miMonofwhid were capitallcost and
B7miMonofwhid were expensed . For te period, 1998 - 2001, based on
procssing 12,000 DASRs perm ont , Edison expects o incur an additionall
H18milonin capitallcos® and 9572 m i Bon in expenses . (Exhibit6, updakd
w ork papers, p-64) Because 8 392(c) requires tateach UDCdischse te total
d arges associatd w it tansm ission, distribution, generaton, and te CTC,
Edisonassert tatte cost inaurred forit bi ling sysem m odificatons shou H
recive 8§ 376 treatmentwhid is aloconsisentw it te directines of
D 97-05-03¢ .

Customer Information Release Systems
This program consist ofaom ponent forhand Ing te re Base of

confidentaland non-confidentiallcustom er inform atton. The ob pcline oft is
program is tom ake custom er inform ation avai b I ©© alim ark e tpartdpant .
Edison chim s © ataccess by ot erm ark e tpartapant o confidentakie ,wit
te austomer3 name)and non-confidenttalw it outte customer3 name)
austom er-spedficusage inform atton acocom m odats dire ctaccess

im p Im entation. Edison incurred 9,300 in expenses for tis program in 1997
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and expects o inaur approxim ake ¥ B m i Mon inexpenses and S miMonin
capitakxpenditures for te period 1998 € rough 2001. Edison be Ee\es t is
program is fundam enta o acoom m odating im p Im entaton ofdire ctaccess and

is consisentw it te directines ofD 98-03-072.

Edison’s Internal Policy Guidelines
Inadditon o te cikriaestab khed by 8 376 and our dedsions, Edison

deve bped po ldes © guide it business unit in detrmining wheter program s
woull quaMy under 8 376. These po Bdes are: ©e progctm ustbe necssary ©
imp Imentresttucturing ;t e acivMty and it cost m usthe inaementabo
existing aut orizations;and em p byees, contractors, and capitallpropcts m usthe
exclisixe ¥ re hed ©©im p Imenting restructuring for teir cost  be recorded in
a 8 376 acoount. Edison contends t atrequiring © ata progctbe necssary
imp Em entrestructuring is stricker t an t e “accom m odak ™ standard of§ 376.
The €rm “inaement@alFmeans ¢t atte cost ofprogram s w ere notalkeady
refliced in raks adoptd as ofdine 10, 1996. Edison m aintains t atrequiring
tatost re hed oem p byees, contractors, and capitallpropcts be exclisine ¥
re hked ©im pImenting resttucturing isalloahigherstandard © an t at
required by 8 376. Acoording o tis standard, ifany portion oftie w ork ofnew
em p byees is notre khed ©im p Imenting restructuring, t en none oft at
empbyee Bborcost are albcakd o te IRMA subaccount . Existing

em p byees mustbe dedicakd exclisive ¥ ©te “dee bpment im p Im entation,
m ainknanc, and operation ofdirectaccess, tie 1ISO,orte PX” inorder toh awe

tese Bborcost albcakd O te IRMA subaccount.

Voluntary Cap
Onai k1,198, Edisonsenta Iter 0 Senator Peace ofkring oo lintari ¥

Initto 75 m i lon te am ountofut My generation-re htd transition cos® it

- 18 -



A 98-05-004 etal COM/RB1/rmn A Ermat DRAFT

wilkeek breconerafer te end of2001. In vt atBter, Edison allo agreed ©
share te risk ofrecovery associakd w it any prospectinve Com m ission dedsions
associaktd wit te imp Imentation ofdirectaccess, te 1ISO, or te PX by

Im iting it requestfor § 376 treatm entoft ese future cos®  a fraction oft e
cos inaurred . This am ountinclides Edison share ofte startup cost ofth e
ISO and PX (approxim at ¥ 355 m i Mon and $5 m i Won, respectine ¥) and te
costs ofconsum er education program s (approxim at€ ¥ B0 m i Won). The
R75milonaloinchides cost associakd w it provding directaccess and
rexenue cycll sernias unbund Ing. Edison is notask ing for our approva loft is
cap and staks t atbecause itis vollintary,w e hawe no aut ority o order Edison
acxzpta bvercp. Edisonallocontends tatexen ifwe had sud aut ority,
terecordin tis proceeding does notamntain te substantak\vdenc necssary

© Initte am ountofoost subpctto 8§ 376 reatm ent

Ratemaking
Because aratk freeze isim posed, Edison recosers it transition coss

trough aresidual® detrmined CTC. Inoterw ords, rexenues are allbcatd
from te otaMrozenrak Ive I ©indivvduallrak com ponent,wit te

rem aining balkncs identified as te CTC re\enues . Edison proposes

estab lshing anew mem orandum account® track re\enue requirement
associakd w it approved cost ¢ Igib | for § 376 treatm entand t albcat a
porton oftotabbi Md retai Brexenues o te recoery oftiese cost . Th us,
appro\ed and e lgib B restructuring im p Im entation costs w ou B be recovered
t rough anai Bb B headroom - Thismet odobgy w oull reduce te an ountof
headroom awvai b I 0 reco\er transitton cos and terefore cou B disp kee
reconery ofsud cost. In bt atase, b ose disp heed transition costs w ou Wl be

e lgib B forreconery afer tie rak freeze period . In te exentt atw e appro\e
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cost as e Blgib B for recoery, butnote Igib I for § 376 treatm ent, Edison
proposes tatt ese cos allobe recovered in e TRA,butnottraded in e
mem orandum accountfor Rherreco\ery as disp bhced transition cost . Am ount
in e Section 376 Track ing A coountw oull ten be com pared ot e app icab i
portons oftie TCBA todetrmine ifany generation-re ked p hntand regu htory

assettransition cos in te TCBA canbe recovered beyond 2001.

ORA'’s Position
ORA assert t atim p Im entation oft e 1SO, PX, and directaccess w as

accom p Ished by year-end 1998. ORA m aintains © at8 376 treatm entsh ou W be
gihnenonl ot ose program s t atare absolie ¥ necessary oallbw te 1SO, PX,
and directaccess o begin operatons. ORA recognizes t atadditiona lcost m ust
be inaurred ©© im prone and refine e alkeady-imp Imentd I1SO, PX, and direct
access program s, butrecom mends t att ese cos® shou ll notbe treakd as § 376
cost.

Contrary © TURN and Farm Bureau, ORA m aintains © atpos€1998
resttucturing-re hted cost t atare notafforded § 376 treatm entm ay be
reconered in distribution rats. In fact ORA be ke\es t atPBR  -factor aikria
shoull be appld o tese cos. Thus, under tis proposalEdisonw ou il
reconer reasonab ¥ incurred Bborexpenses fore Bcricresttucturing and w ou il
alloapp ¥ 7 factors o pos€lIjI8e Bctricrestructuring expenditures for her
reco\ery in rats.

ORA exp hins ©t ataos® t atare im posed on te uti kies by hw are
extrnal m anaged cost and shoull be e Bgib I as 8 376 cost . Cost t atare
witinteuty3intrnallconttollare internal m anaged cost and m igh tassist
teutiMy in competinginte new regime;tierefore, ORA reconmends t at

tese cost recive greakrsautny.
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ORA contnds t atgeneration-re hed cost shoull be ine Bgib I for § 376
treatment ORA recommends @ atast ofgeneration bidding, settm ent, and
bi @ing sysem s, and rexenue qually me®rs are eiteradm inistratinve and general
cosk or operation and m ainenanc cost, and t us,shoull be recovered as
““going forw ard”’ cos& . Inot erw ords, sua cost shoull be recorded in existng
m us€run and non-m us€run mem orandum account® and reconered from m arket
rexenues atiribued © t e PX com ponent notfrom rakpayers. Simibhr¥,ORA
argues t atast ofESPservias are notsenvics tocustomers and shou Bl notbe
reconerab I from customers.

ORA reconmends t atte cost ofageneralkked unbund Ing ofbi ling and
new standard bi Bform at sh ou B be ine Bgib | for § 376 reatm ent despit te
factt atunbund Ihg or costseparation is required by 8 368(b). ORA does not
be k\e t atsua unbund Ihg faci Haks custom er a oic or accom m od aks
im p Im entation ofdirectaccess. ORA w ou l exclide 50% ofth e expenditures
under rexenue reporting in te UDC Bi ling Systm s Modification subaccount

ORA agrees wit alparties ¢ atresttucturing im p Im entation cos®
receivMng 8 376 treatm entm ustbe inaem entabo cost inclided in base raks and
argues tatEdisonhas te burden ofprooftoshow t atast® are tu ¥y
inaementalland do notinclide cost savngs or awoided cok associakd w it
functions no bnger performed . ORA supports TURN 3 proposa bt ata reducd
rat ofreturn be app kd  ace Bratd reconery of8 376-¢ Igib I asset.

TURN'’s Position
TURN and UCAN reconmend tatte prindp Is estab khed for § 376

e lgibi My and reconery shoull app ¥ oalloftte utiHies,whetertey haw
entred intoasettm entor not TURN argues t atrestructuring
imp EImentation cost shoull be dechred ©©be e Bgib I for § 376 recovery or not
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reconered in m onopo ¥ raks atall TURN m aintains t att ese cos® are hrge ¥
notunder tie contro lofut Hies and are notreadi ¥ predictab B ;terefore, if
tese cost are inclided in base rats or distribution perform anc-based

raem ak ing (PBR) med anism , forecast w i lbe overestim akd . In additon,
inchiding capitallcos® in rak base wi Bartfidall inflhe te disttibuton rat
base . TURN and UCAN recom mend t ataBcapitalire hed 8 376 costs shou
be am ortized ovner tie rem ainder oft e ransition period,shoull earn te
reducd transition costrak ofreturn, and shoull be keptseparat and apart
from te disttibution PBR med anism .

A Hparties agree t atin order for cost o be e Ilgib I for recovery under
8 376, te reconered imp Imentation cos® m ustde By t e recovery oftransition
cost beyond te end ofthe transition period . TURN/UCAN reconmend t at
te folbw ing additona lprinadp s be adop®d:

1. ldentification and recosery ofa lrestructuring im p Im entation cost
shoull be addressed in tis proczeding. Im p Im entation cos shou Bl nothe
inclided in distribution raks or distribution PBR m ed anism s .

2. Anarbitrary cutoffdat forim p Im entation sh ou M notbhe im posed .
Sud an approadh wou ll Bad o cost being recovered in anot er forum where
teywoull be recovered based ondubious forecast and w ou B resu kin
rakpayers o\erpaying.

3. Restructuring im p Im entation cos® shou M be recorded in a
mem orandum or bahkndng accountas inaurred and ten rexsew ed for
reasonab Eness. Sud cost shou B nothe recovered on a forecastbasis because
ofteuncrtainty oftie future I\e Bofthese cost.

4. The Commissionshoull retain an independentauditor © conductan
ongoing rexew oftie im p Im entation cost, addressing e accuracy ofte

accountingand whetersud cost are prudentd incurred .
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5. The cost ofim p Imenting rexenue cycll sernvices shou ll notbe
autom attcal exchlided from 8 376 ¢ Kgibi My .

6. Cost e lgib I for § 376 reatm entm ustbe inaementalo cost akeady
reflcked in base raks . Any samMngs associakd w it netstaffreductions, m ore
eflidentsysems, ordiscontinued activMties € atresu kfrom resttucturing
im p Im entation sh ou M be recognized and shou B ofEetsud cost.

7. Capitalire hed resttucturing im p Im entation cost sh ou M be am ortized
owverte remainder ofthe transition period atte ut ly 3 reducd transition cost
rat ofreturn and shou M notbe inclided in distribution ratks eiterbefore or
afier 2001.

8. A lgeneration-re hed cost shoull be recovered t rough spin-offor
dinestiture ofgeneration asse® or as going forw ard cost, butnotgiven § 376
freament

9. PXstartup and de\e bpmentaost are e Bgib | for 8 376 treatm ent, as
are te utiies’cos ofde\e bping sysems ©obid defaukaustomer bad intote
PX. A Baustom ers shou ll pay for tese cos . Ongoing cos of PX ope ration
and ut iy bad bidding functions shou ll notbe soe Igib .

10. Noreconery shoull be albwed which im poses cos® on retai i
rakpayers associakd wit te utles’whollsall contractresponsibi Hies .

11. Noreconery ofaost shoull be allbw ed under 8 376 unt Ktis
dettrmined tattese cost wi lhotbe recovered t rough some ot er
med anism ;e g, FERC-approwed rats ordirectl from customers.

12. Section 376-¢ Bgib B costs shou W be recovered from allcustom ers,
regard Bss ofteir procurem entd oice, absentsom e con pe hg evidenc D te

contrary .
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13. Restructuring im p Im entation cos® shou M be recovered t rough a
debitentty ot e TRA and shoull notbe functiona ked intoseparat cost

cakgories sud as transm ission, distribution, e tc.

Farm Bureau’s Position
Like TURN, Farm Bureau is concrned t atproposall © arbitrari ¥ cutoff

im p Im entation as ofyear-end 1998w ou B resu Kkin inappropriat ¥ shifting cost
responsibi Hy © bund Bd servMce custom ers. Because restructuring benefit alll
customers, te Farm Bureau reconmends ¢ atte uti lHies recover teir
reasonab ¥ incurred e lgib B restructuring im p Im entation cos from all
austom ers according 1 albcations in p bkce as ofdine 10, 1996.

Farm Bureau is partcu bhr¥ concrned t atw e do notestab ksh an
arbitrary e Igibi iy cutoffdat for im p Im entation, because Edison indicats
t atitm ay seek reconery 0f1999 - 2001 restructuring im p Im entation cos® in ik
PBR mea anism . ITtis were © ooccur, custom ers @ atare notsubpctto Edison?
distribution PBR m ea anism cou B escape paym entofsud cos®. In additon, if
cost are added bt e PBR ona forecastbasis, itm igh tpronmde Edisonw it
unw arrantd benefit. Tot e exentt atEdison can proMde servias atbwer
cost tanit benaimark,Edisonisalbwed keep te difkrenc as profit
Thus,ifthe forecast ofaost reconered under PBR are high, bw er actua bcos
accrue o Edison as profit, are notapp kd 1 transition costrecovery, and cou B
proMde Edisonw it PBR perform anc bonuses . In addition, cost added o PBR
rats are notsub pctto reasonab Bness renew s and w ou Bl autom atica ¥ be
escalhked each year (acoording © te inflktion form u hestab khed for te PBR
med anism)and cou B t us deaease te headroom awvai b I for transition cost

re CONETY .
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Farm Bureau allorecom mends © atade®rm ination ofbroad e Igibi My in
Phase 1shoull notrestrictfuture disaussions oft is e Bgibi My in annuall
reasonab Bness rexsew s, because e Blgibi Hy of\arious program s for § 376
treatm entm ay change as te m arketa anges . Farm Bureau allo recon m ends
tatFh ase 2 con pare e § 376 guide Ines and m ed anism s for reconery ad oped
forPG Eand SDGI Ew it tose adopkd for Edison, sine som e ofth ose
proposall m ay pronide m ore reasonab B reso iions ofcom m on issues @ an
Edisonhas presentd .

Farm Bureau is opposed  Edison3 cap of$275 m i lon on postrat freeze
transition costreconery, whid itrepresent as a“soft’cap. A softcap m eans
t atEdison cou B seek O hawe additionaBunexpected restructuring cos®
inaease tis cap. Farm Bureau pre®rs amuad bwer cap, underwhic any

additonallcost w ou Bl be paid for by Edison¥ sharehoBers.

CLECA and CMA'’s Position
CLECA and CMA reconmend t atast ¢ Blgib | for § 376 treatm entm ust

meetfour cikria: e cost mustbe reasonab I, funded by te utikies, Initd ©
t ose necessary toaccomm odak im p Im entation ofte ISO, PX, and direct
access, and notreim bursed by te ISO or PX. CLECA and CMA agree t at

im p Im entation h as occurred as ofDecmber 31, 1998.Whill tese programs

m ay operak in te future, ongoing Ot M cost cannothe considered

imp Ementaton cos. Rurtermore,whill CLECA and CMA recognize © atnew
fatures willbe added ©te ISO and PXin te future, tese are enhanement
ratertanimp Imentaton cos . CLECA/CMA argue t ate Igib | cos® m ust
be Imitd Ot ose conemp bhed atte ime te Hgis kttonw as enacked ;

terefore, rexenue cycll servas unbund Ing coss w oull notbe e lgibl. A R
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e lgib B cost m usthbe incaem entalin nature, w it any samMngs or awoided cos®
recognized as ofket®.

CLECA and CMA propose t e folbw ing guide Enes:

1. Section 376 mustbe imp Amentd inam anner t atpresenes te
bahnc ofrisks and benefit from te requ ktory and HBgis ktine bargain .

2.0n¥ costinaurred oestab Ish te ISO, PX, and directaccess are
reconerab I as 8 376 cos® . The costs ofoperating t ese program s on an ongoing
basis re note Blgib B under 8§ 376.

3. Coss inaurred after 1997 are note Igib I for § 376 treatment

4. A lgeneration-re lhed costs shoull be recovered eiter @ rough spin off
orsall ofut Hy generation faci lies or as ““going forw ard”” cos® -

5. Tobe recoverab Bunder § 376, alISO, PX, and dire ctaccess
imp Im entation cost m usth ave been funded by te uti Hies and m usthe subpct
areasonab Eness dekrm ination.

6. Rexenue cycll sernice unbund Ing cost are note Bgib I for § 376
recovery. RCSsenvaes inclide meerreading, metrsernMias, metrdata
m anagement me®row nership,and bi ling.

7.Cost e lgib I for § 376 recovery m ustbe incaementalio t ose cos t at
re ke © ongoing ut My business . SaMngs associakd w it netstaffreductions,
m ore eflidentsysem s, or discontinued activities shou ll be ofsetagainst§ 376
cost . Edisonshoull be directed ©identify a Bavoided cos® arising from
resttucturing and ® presentt atstudy in Phase 2. Edisonshoull allobe
direced oexchide Boor cos® from § 376 atiributab I ©© Edison em p byees
wh ose form er positonswere notfilld witin tree monts.

8. Cost e Ilgib I for 8 376 reconery m ustnotextnd recovery of

com petitive transition cos® beyond te end ofth e transition period .
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9. There canbe noreconery ofcost under 8 376 untilitis deermined t at
tey wilinotbe recovered t rough FERC-appro\ed raks or dire ctlh from
custom ers © rough kes.

10. No 8 376 reconery or retai Breconery shoull be albwed whid im poses

cost associakd wit whollsall contractresponsibi lies on retai Brakpayers.

ClU’s Position
CIU assers t atim p Imentation ofte ISO, te PX, and directaccess

ended on Mara 31, 1998, and t atany cost incurred tereafier are note Igib il
for § 376 reatm ent. CIU be ke\es t athecause te statut prouvdes no guidanc
asowhenimpEmentatonends,we haw te disaetion tomake tis
detrminaton. Inadditon, CIU contnds t ate Ilgib I costakgories m ustbe
Imnitd bonk¥ tose cost accomm odatk im p Im entation ofdire ctaccess, te
ISO, and te PX, notrestructuring cost in generall Because te 1ISO and PX are
operating and because consum ers are d oosing o procure ¢ Bctriadty from
various promders, CIU asserts tatimp Imentatonisconp e, whil
acknow Bdging t atrefinement and enhancment® m ay and sh oul occur.

CIU recognizes tatw e h ave alkeady approved se\erallcost@Egories as
being e Bgib | for § 376 reatm ent butsees no reason b atsua actions shou W
continue . Forexamp B, whill cost re hed © te UninersallNode Identifier
Sysem were appro\ed for § 376 treatm entin D 98-11-044, CIU assert t atdirect
access is alleady impEmentd and whillsud asernvice may be he bfuRitis not
required .

CIU recon mends t att e concptof“oom petitive neutraly” requires t at
sexerallcost be e Iminatd from e Igibi Ky for 8 376 treatm ent In D §7-11-074,
we detrmined t atitis vaHo ensure t atno greakr com pe itive advantage is

afforded inaum bentut Hies © an any ot er con petitorin te new m ark e tand
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tatwe foser com pettionin te nasentm arketp bhce - Thus, CIU assert t at
cost expended onim p Im entation activities t atw oull albw Edisona

com petitinve advantage in te new marketshoull notbe allbw ed reco\ery from
otertanmarketrenenues. CIU point outt atalim ark e tparttdpant doing
businesswit te ISO and te PXwere required tode\e bp proasses odo
business wit ® ose new insttutons. CIU m aintains @ atalbw ing Edison ©
recoer tiese cosk in raksin aw ay t atawu ll exend transition costre conery
confers acom petitive ad\vantage on Edison. Inaddition, ClU assert t atall

com petitors m ustinaur cost re hed © de\e bpm entor m odification ofaustom er

bi Eing sysem s, procssing DASRs and custom er senvic functions.

CAC and EPUC’s Position
CAC and EPUC agree ongoing cost,1£,cost orefine and enhanc direct

access, te 1SO, or PX, cannothe ginen 8 376 treatm ent CAC/EPUC assertt at
im p Im entation oft ese program s h as occurred as ofDecm ber 31, 1998.
CAC/EPUC propose ane Igibi iy esttatwoull Imitim p Imentation cost ©
t ose cosk necessary © gi\e initalpracicakfectto directaccess, te PX,orte
ISO . Inoterw ords, tese program s cou B noth ave becom e operationa v it out
t atastheing inaurred . Therefore, ifsignificantaost are allbw ed e Igibi My for
§376 reatment tiswoull efectine ¥ perm itte uti My greatr headroom

during t e transition period and in efle ctguarante reco\ery oftransition cos
and de hy fu lcon petition.

CAC/EPUC define ongoing cost as cost inaurred afer directaccess, te
PX,and te ISO are operationall CAC/EPUC contnd tese cos® are inaurred ©
albw Edison o partdpat in te marketand cou M be recovered t rough kes,
raks setafer te rak freeze, PBR, or ot er proceding,orsimp ¥ trough te
market CAC/EPUC m aintain t atertain ongoing cos® are inclided in
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Edison% currentrat B\e Ee g.me®rdatam anagem ent, supenJsors ’sakries,
con putrinform ation sysem s, creditd ed s, pow er purd ases,, proessing of
austomersernvic requests, and customer bi ling. CAC/EPUC recon mends @ at
Edison be required e Iminak tese cost from it requestior actua bcost
appronal

CAC/EPUC contnd t atm ark e tpartidpation cos® are not
imp Imentation cost . A Eentities com petinginte marketw i Bincur cos® ©
m odify it operations so t atitan inerface wit te ISO and PX and ofkerdirect
access . These parties agree w it CIU t atEdison’ costofdem and fore casting,
bidding, and settmentwhia albw it partdpat in te PX,are inkernallcos®
notinaurred © accom m odatk im p Im entation ofdirectaccess, e PX,and te
ISO . CAC/EPUC Kktot erm ark e tparttdpation cos® as purd ases ofenergy
from te PX, preparaton ofaustomer bi W, processing offorecasting, settiment,
and bad researd inform ation, de\e bping sysems tosdiedu ll and dispatd
generating unit, and aeating adire ctaccess ESP supportentr. CAC/EPUC
argue tatifEdisonisalbwed tbocharge tese cost o allcustomers, direct
access customerswilhawve opay forte sane cost Wice .

CAC/EPUC cralinge Edison? conenton t atalcos® are inaemental
w it noassociaktd costsamMngs and recom m ends © atEdison be required ©
undertak e acom prehensine study o identify avoided costsavngs before itis
albw ed Oexend te transition period by any am ountofoost reciving 8 376
freament

Enron’s Position
Enron be ke\es functiona k ation, or costassignm entto partcu brsernics

or function, is neassary © fac Hat continued resttucturing e flors, assistt e

transition o com petitine m arke s, preentsubsidizaton ofut Hy-ofkred
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com petitinve and pokentia l con petitive servas by captine rakpayers, and
ensure alernak sernic provMdershawe te abi My ocompet wit te utibiesin
t e proMsion ofcom petitive sernvices .

Enron conends t© atEdison m ustfunctiona ke it restructuring
imp Im entation cost by te folbw ing costrecovery cakgories for t e purposes
ofreco\ery: distribution (non-rexenue cycll senvis), distribution (rexenue cycl
serv@s), distribution (o\ersigh ), transm ission, procurem ent, and gene ration.
Onc restructuring im p Im entation cost are proper ¥ functiona ked, reco\ery
becom es apparente g, transm ission cos® are recovered t rough FERC-
Jrisdictiona Braks, generation cost are reconered from wh ollsall generation
m ark e trats .

Enron staks t atEdison’ cost ofpartdpating in te generationm arket
are recovered from rexenues recined in tatm arket Enron proposes © atas®
expended on generation bidding, saredu ing, and settmentare whollsal
generation cost and shou ll notreceine 8§ 376 treatm ent

Enron recognizes ®© atEdison proaures energy on t e retai Blh\e land
receives payments from bot bund Bd and directaccess customers. The cos of
proaurementwhich are assessed ® Edison from an outide source are reflcked
inte PXaeditt atdirectaccess acustom ers recine from Edison, and inclide PX
energy coss, and lhry senvices cost, ISO grid m anagem entad arges and te PX
adm inistratinve ararge - H ow e\er, Enron exp hins ©t att e PX aeditdoes not
reflctaostinaurred directlh by te UDC and Edison proposes 1O recoer tiese
inernallcost from aldistibuton custom ers. Enron conends t attese inkernal

cost (encapsu ked witin it PXdem and forecast bidding, and settiment
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program ,abngw it crtain procurem entas® currentd em bedded in raks?®) are
con parab 1 ©te cost inaurred by ESPs 1o provMde directaceess sernic .

Thus, Enron be ke\es t atalbw ing reconery ofthese proaurem entas® in
distribution rats allbw s Edison o subsidize te retai Borice ofproaurement
t rough m onopo ¥ distribution rats . In addition, a lbw ing reconery ofsua
cost from allcustomerresulk in directaccess custom ers paying te cost of
tese type ofproaurem entactivMties wicc:once ote ESPfrom whid itrecives
te proaurementserias and again ote UDC, in te form ofdistribution rats.
Thus, Enron contnds t attese cost shoull be functionaked as proaurement
cost, reconered from bund Bd custom ers pursuant® Edisons Schedu I PX, and
reficed in te PXaedit

Edison3 unbund Bd transm ission serMcs are now under te gurisdiction
of FERC and Enron recom m ends t atEdison seek recovery ofaost associakd
wit it roll as transm ission ow ner atFERC.

Enron assert t atEdisonhas acguired new rolls pertaining ot e
fac Hation ofoom petitton and customer dioice . These new oversigh trolls
shoull be functiona kzed as distribution - o\ersigh tand reconered from all
austomers. Enron allocontnds t atsud an o\ersigh troll is associakd wit te
transition ofRCS as partoftie bund Bd uti Hy senias 1 a con petitive sernic .
The uti Hies, forexam p I, promMde o\ersigh tformetrdatam anagem entagent
(MDMA)and me®rsendic promMders. Inadditon, each ut iy is aloan MDMA
and ame®rsenic promMder. Enron be lk\es tatte I\e Bofprogcted

inaementalirenenue cycll services cost is oo high (approxim ak ¥ 30% oftotall

51In A 98-07-006 etalL Enron h as proposed o inclide crtain UD C procurem entaos
aurrentl em bedded inratsin te PXaedit
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cost) and tatwe mustensure © atEdison does notreconer e cost of

con petitine ¥ positioning itte IFin te RCSm arketfrom rakpayers. A BESPs and
me®rsenic proMders m ustbearsim i brcos® and m ustbe com pensatd from
teirdirectacess austomers. Enron recon mends ¢ atw e require Edison ©
separak ¥ identify and track alinew cost expended in re htion ©W RCSin order
talbwv RCScaedit ohe proper¥ calbu bhked and te RCSmarkettode\e bp.

Discussion
We wildisauss e poldes guiding our consideration oftie prinap Bs

estab ksh ed for considering cost for 8 376 treatment We wi Bl en disauss

e lgibi My ofpartcu br program s and cos® in Igh toftese prinap Bs. Nextwe
consider costrecovery and rakm aking issues . Fnalk,we wilide Ineat our
adoptd guide Enes for 8 376 treatm entand outline tie nextseps be Bkenin

renMew ing cos® for reasonab Bness .

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

Defining im p Im entation for purposes of§ 376 treatn entis a pivotal
detrminaton in estab khing our prinap s for coste lgibi Ky . This
detrminaton has cudalram ificatons for 8 376 e Igibi My, and by ex€&nsion,
costrecovery and im pacts on te com petitine market Edisonbe le\es te tasks
of“accon m odating im p Im entation ofdirectaccess, te ISO,and te PX”will
notend unt bt e end oft e transition period, 2001, and t e associakd cost of
dexe bpingacomp l€ ¥ refined and sophisttcaktd m arketare all
im p Im entation ofdirectaccess, te ISO,and te PX. Therefore, Edison con€nds
tatallcost shoull be e lgib I forrecovery and alicosts shou B receine 8 376
treatm ent A Brakpayers shoull bear tese cost,which shoull be reconered as
actua ¥ incurred and rexjew ed for reasonab Eness. ORA and te hrge users

be l\e t att e tasks ofaccon m odating im p Im entation ofdire ctaccess, te
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ISO,and te PXended as ofDecem ber 31,1998, atte hest Thus,on¥ te cos®
ofde\e bping e marketto t atpointshoull reczine 8 376 treatment H ow e\er,
crtain cost ofrefinem entand enhancem entm ay be recovered as forecast st
in distributtion PBRs or GRC. Generation cost and cost t atm ustbe incurred
by otier con petitors shoull be reconered from m arketrenenues. TURN/UCAN
and Farm Bureau be E\e restructuring im p Im entation cost shou l be dechred
e Bgib B for 8 376 reco\ery or notreconered in m onopo ¥ raks atall Enron does
notdisauss cutoffdats forim p Im entation, butagrees wit TURN/UCAN t at
§ 376 treatm entand reconery shoull be albw ed on ¥ for cos® inaurred and
deemed reasonab B and necssary forim p Im entation.

We find €t atim p Im entation ofprogram s 10 acoom m odat dire ctaccess,
e ISO,and e PXt atare ¢ Igib I for 8 376 treatm entare te reasonab I and
necessary coss inaurred for suah program s as ofDecem ber 31, 1998. The statue
does notdefine im p Im entation, and w ¢ cannotfind ¢ atim p Im entation and
t e transition period are one and tesame. Sine te Legis hture dekrmined te
Ingt ofte transition period and w as aw are ofti e residuabhature of CTC
reconery, tie Legis lture cou B easi ¥ have presaibed tatte im p Im entaton
period was e same as te transition period . Itdid notdoso. As we hawe
prexjous ¥ detrmined in D 97-12-042,because te cos® ofestab khing te
infrasttucture under¥ing t e new m arketsttucture w ere notinchlided in raes as
ofdine 10, 1996, te Legis lture proMded an opportunity for te ut Hies © be
made whollin €rm s oftransition costreco\ery.

Defining im p Im entation in tis m annerensures & atw e are proper ¥
considering t e inentof8 376, as we disaussed in D 97-12-042. The Legis hture
detrmined tattere were ertain cost ©be expended on new programs ©
impHEmentte Power Exad ange, te IndependentSysem Operator, and direct
access . The Legis kture afforded te ut lHies te opportunity O recover asset
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t atm igh thecom e uneconom icin tte new com petitive generation m ark e thy
proMding for arak freeze and subsequentrecovery ofsud transition cos®
during te transiton period . Itw oull be inequitab I © require t att ese new
program s be estab kshed and provde t e opportunity for fu Btransition cost
reco\ery, w it outpromMding forsome mea anism ensure tatte cost of

imp Ementing e new programs donotinerkre w it transition costrecoery:

The Legis hture w as aw are oftie residuabhature oftte CTC and
recognized t atte size oftte CTCwoull be afected by te Il
oftie otierrak con ponent. Because te otalrat is frozen, te
porton oftie rak avai kb I o offettransition cost, te CTC,
decreases as ot er com ponent inaease . The consequenc ofa bwer
CTCis as bwer pac ofreconery oftie ut Hies uneconom icaost .

Senintis lghtitbecones clarwhy te Legis kture provded for
spedaltreatn entfor te “‘cos® ofprogram s t accom m od ak

im p Im entation ofdirectaccess, te Power Exdiange,and te
IndependentSysem Operator’” These are tree new m apr
program s ©t atw e aeatd t carry outour p hn for industry
restructuring, described in our Prerred Pollcy Dedsion

(D 95-12-063,as m odified by D 96-01-009). The Com m ission
required te utilies bear actua lor poentaladditona lcost ©
imp Ementtese new program s. None oftese additiona blcos®
were reflced in te frozen rats, and reconery oftiese cost during
te ransition period w ou ll necessari ¥ disp bhce otier costrecoery.
The residualnature oftte CTCm eantt atreco\ery oftese

imp Im entation cost gopardized te Legis ktine p hn for ofse tiing
te utHies “uneconom iccoost ..

The solition codified in§ 376is balbw te utHies ©recowerte
imp Imentation cos® ey inaur butinefecttoexend te period for
recovery ofuneconom iccoost O te exentnecssary orestore tie
bahnc ofrisks oft e initallconeptofastreconery. Ut Hies

rem ain atrisk for recovering teir uneconom icoost during t e
transition period, butt atrisk is notinaeased by FERC- or

Com m ission-aut orized recovery ofim p Im entation cost .

(D 97-12-042,mimeo.atp.5)
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Approxed im p Im entation cost disp bee headroom and hawe te poental
© Ingten transition costreco\ery, and t us, im pactt e onsetofcom petton.
As we hawe prenvvous b stakd, an im portantgoa lofe Bctricresttucturing is ©
prot ctaom petition - notindindduallcom petitors . No greakr con pe iti\e
advantage shoull be afforded te incum bentut Hies © an any ot er com pe ttor
intenew market (D 97-11-074,mimeoatp.50) Whill e record show s t at
sysems may st lbe exoling, Edison agrees ®attie I1ISO is m anaging tie power
grid t atis under it contrtoBconsum ers hawe d oic in purd asing e Icridty
t rough directaccess, and te PXis aw arding bids and de\e bping invoies .(RT
pp-135-136) These actions h awve been ocaurring sine Mara 31, 1998.

ClU has avalld pointin recon mending t aton ¥ t ose necssary and
reasonab B cos® incurred as ofMara 31, 1998 to acoom m odak te
im p Im entation ofdirectaccess, te ISO,and te PXreciwve 8 376 funding. W e
agree witt ORA tatalbw ing im p Im entation ofsua program s as ofyear-end
1998 is generous, butalbw s for neessary postoperation experience and
m odificatons. In addition, tere may be crtain e lgib 1 cakgories t atrequire
fundingin 1999 ©ensure tatte ISO, PX, and directaccess are imp Imentd .
Wewilalbw Edison torequests 376 treatn entand associakd costreconery on
acase-by-case basis. Edisonm ay requestsud treatm entin anew app lcation for
reasonab Bness rexjew of1999 cost. Consisentw it te guide Ines b atw e
disauss be bw , approned cost w i lbe recovered as restructuring im p Im entation

cst onk.

Eligible restructuring implementation costs must receive 8 376
treatment; they are otherwise not recoverable from ratepayers

W e do notagree t atast inaurred by Edison butnotspenton appro\ed
im p Im entation actinvities, as defined in tis dedsion, shoull be recoverab I from

rakpayersinanyoterform .We willcarefu ¥ enallak cost odeermine if
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Edison inaurred te cost 1) estab bsh e new m arketsttucture as of
Deaember3l, 1998,ie,accommodat te imp@mentaton ofte ISO, te PX, and
directaccess, 2) operak as adistribution ut My, or 3) operak as acom petitorin
tenew marketstructure .

Ifa ut My distribution con pany (UDC) is operating under a PBR
m e anism , ongoing cos are alleady conem p hed in te operation oft e
distribution PBR mea anism , as Farm Bureau asserts. These cos® m ustnot
additona ¥ be reconered from rakpayersin te form ofim p Im entation cos® .
Whenwe adoptd PBR as aprefrred rakm aking met odobgy to cos€p bis
regu lhtion, we broke te Enk between cost and raks. Indoing so, w e
recognized t att e tasks and functions ofte ut My distributon com pany are
notstatic, butw i ld ange overime . We agree wit CIU t atvarious cost are
akeady embedded in rats, forexan pl,cost re hed ometrdata
m anagem ent, sabries paid o supenvdsors, and customer bi ling cos . In
additon, by adopting PBR regu htion, w e exp lath e xpe ctproductivity 1O
increase and tatte ut iy w i Bach ie\e significantaoste fidendes . W e w i linot
now go back toaform ofcosEp lis regu ktion by allbw ing te uti Hy O reco\er
cost associakd w it operating in te new marketin te PBR. A Bbwing reco\ery
forsud cost Mate PBR woull skew PBR inentines. Intisway,we address
bott TURN % and Farm Bureaus concrns. Whill we m ay be exchliding \arious
cost from § 376 treatm ent, ey cannotbe re-catgorized as distribution cos
and terefore cannotbe recovered in base rats or © rough te PBR med anism .

W e recognize t atsignificantast m ay be incurred © operat in tie new
m arketsttucture . Neiter tis Com mission nor tie Legis khture conem p hed
tatte costs ofcom peting in te new com petitine generation m arke 1 hee
woull be recovered from existing rakpayers. These cos® m usthe reconered

from m ark e trenenues, notfrom rakpayers.We wilicarefu i} enallak cost ©
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detrmine ifoterm arketoom petitors m ustinaur sim i kr cost associatd w it
\arious actimMties . I1Tso, tese activties are required © function in te new
marketp lhce . The cost are sim p ¥ a costofoperating in e com petitine market
and m usthe reconered from m arketrenenues. Tode®rmine oberwise,woull
harm com petition because m onopo ¥ distribution rats w ou B subsidize cos® of

con petingin te new market

Only Incremental Costs May Receive 8§ 376 Treatment
A Hpartes agree t ate Igib I cos t atrecive 8§ 376 treatm entm ustbe

incementalo © ose cos® covered in aurrentraks . As disaussed abowe, tese
cost mustalobe inaementalio t ose cos® t atre he © ongoing ut iy
business . Edison’ costofdoing business h as been approved in it distributon
PBR . ITnew actinvities are stafled by personne lwh oh awe been m oned from
functions t atare now obsoll'® or are discontinued, tese cos® continue © be
inclided in ©e PBR med anism . E Im ination oft ese functions w i Mcontribu®
o costeflidendes and inaeased productimMty under te PBR med anism, as
Edison adcnow Bdges (Exhibit2, p.27). These cos® are notinaementalland shall
notrecine 8 376 reatment Whill Edison chims ¢ att is acionw ou ll be
equinvallntto funding te directaccess em p byee w it productiMty samMngs
achiened under te PBR, tie factis t atfunding foracrtain I\e Bofem p byees
(based onhistoricalrends and averages) has beenim p Bath assumed in te
starting pointforte PBR . We wilhotalbyv wh atam ount ©doub B reconery
by granting 8§ 376 treatm entfor cos t atare notinaement@Sim i hr ¥, Edison
shoull notseek recoerem p byee transitton cos® for personne b h o staffnew

actinvities and whowoull oterwise hawe worked ondiscontinued functions.
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Avoided Costs and Associated Cost Savings Must Be
Considered in Approving Reasonableness of Costs

Certain ®atures ofimp Imentaton m ay reduc cos for Edison. Itis
reasonab I © incorporak tese awided cost and any assodatd costsamMngs
intoafinalde®rm ination ofoost receivng 8 376 treatment W e directEdison ©
identify and quantify a Banvoided cost associaked w it restructuring
im p Im entation cost, so © atast samMngs can be considered in approvMng te
reasonab Bness ofcost ¢ Bgib I for § 376 treatm ent. Edisonhas te burden of
proMng t atit cost are inaem entalland t atalavoided cost have been
quantified appropriat ¥ . Edison sh alloromMde e met odobgy, w ork papers,
and resuls oftis study 1o a lparties prior o tie reasonab Bness rexsew ofthese

cost.

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

Itis axiom aticth aton ¥ © ose cos® notrecovered inanyoterway will
receine 8 376 reatment Tote exentsua cost are recovered in FERC-
appro\ed raks, are reim bursed ® rough te ISO and te PX, or are reco\ered
directl from customers trough ®es, tere isnoneed walbw sud cost oallo
receie 8 376 treatm ents

Eligibility of cost categories
WewiBaddress each cakgory ofcost t atis e Blgib I for 8 376 treatment

and exp Rin our reasoning inm ak ing t ese de®rm inatons.

6We wilnotaddress te issue offees for DA SR proassing or es for disare tonary
servas . Pursuantto an ACR issued on Rbruary 5, 1999, in R 94-04-031/1 9 4-04-032,
PG E, Edison, and SDGI E are ordered t fi I app Bcations on Apri B0, 1999 o address
sud fes.
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ISO and PX start-up and development costs have been funded and are
eligible for § 376 treatment

Edison’ share ofbot te ISO and PX starkup and de\e bpm entaost are
e lgib | for 8§ 376 treatm ent. No capitaExpenditures h ave been inaurred for
tese tasks (Exhibitll, p.4). Edison¥ share oftte PXstartup and dexe bpment
cos are assessed in e InitallCh arge, o be payab I in four annua linstalh ent,
antidpatd toequalapproximat ¥ H14milonin 1998, 1999, 2000, and 2001.
Edison? totakh are oftiese cost is $54 m i lMon. Pursuantto D §7-12-042 and
D 98-12-027,we hawe detrmined tattese cost are ¢ Igib I for § 376 treatm ent,
wheterassessed as aone-ime dirarge oras avollimetricd arge . Moreo\er,
funding ofthese cos has been defined © occur regard Bss ofwhen te
contributtion ot e deve bpmentastismade. We haw confirmed tatte €rm
“funded”” does notimp ¥ aspedfictime when cos® are paid for, noristere a
requirem entt att e finandallcontribution ke p khee © rough spedfic
med anisms. (D 98-12-027, mimeo.atp.11)

The cost associakd wit te ISO 3 startup and de\e bpm entare assessed
t rough te Grid Managem entCh arge, avolim etricd arge - Edison? sh are of
testartup and dee bpmentaosts, inclided in ©e 1998 Grid Management
Ch arge of 0 7831 perm egaw atth our,equall H74 milonin 1998 and
H61milonin 1999, 2000, and 2001. Edison’ tota kh are ofISO startup and
dexe bpmentast is 57 m i lMon. Cost associakd w it tie ISO and PX start
up and dee bpm entm usthbe incurred by year-end 1998, butpayment m ade by
Edisoncanbe made after 1998, o te exenttese occur. These payment o te
ISO and PX are notassessed t any m arketoom petitor,oter t an PG E, Edison,
and SDGI E.
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CEP costs are eligible for § 376 treatment
InD 97-03-069,w e approved te Consum er Education Program (CEP) O

be funded by PG E, Edison,and SDGI E. The October 30, 1996 Dire ctA ozss

W orking Group (DAW G) Reportrecom mended ¢ atut kies be permited ©
recoer tieir cost associakd wit te deve bpmentand im p Imentation ofte
CEP. This reportstatd t atsud fundingw as consisentw it 8§376.We
adoped tis recon mendation and de®rmined ¢t atfunding requirement for te
PpintCEPwoull be allbcakd am ong PG E, Edison, and SD Gi E in proporton ©
each utiy 3 share ofactualdfd6salls. We aut orized tese ut lHies oestab ksh
mem orandum accoun® under IRMA t track tese expenditures. W e conchlided
tatte CEPeflors were aitcalo directaccess im p Im entation in order ©
educatk residentialland sm allcom m eraallaustom ers aboutd oices involed in
tenew marketsttucture and o owvercome tie mindsetofdealngonbwit te
inaum bentm onopo ¥ ut My .

We terefore detrmined t attese cost are reconerab I from teir
austom ers pursuantt 8§ 376, butIftte detai B oftis reconery Ootier
procedings. A otallam ountof23 mi lMonw as aut orized for a it ree ut Hies
forte pintCEPeflort InD 97-08-064,we aut orized atotabudgetfor te pint
CEP, Com m ission outreach actinMties, and com m unity-based education and
outreach activities ofd8) 3 m i lon (ofwhid 23 miMonw as prexdfous ¥
aut orized). The uti Hies’budgetfor bt e pintCEPeflors w as not exced
F45milon,wit Commissionand con m unity-based outreach notto exced
H58milon. In 1998, Edison forecastre\enue requirem ent of$332 m i lon for

te CEPprogram . The consum er education program is required by statu® (see
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8§392(b))and we affirm tatte cos® ofthe CEPprogram are ¢ Igib I for § 376
treatment Again, PGl E, Edison, and SDGi E are required t fund tis program ;

no ot erm ark e tparttdpantis required expend tese cost.

EET costs are eligible for § 376 treatment
We madesimihrdetrminations for t e E BcricEducation Trust(EET) for

consum er education actimMties © ke p bhce afer te CEPeflortconchlided . The
rol ofte EETis 1o prom ok consumereducation inhe bing customers
understand te aranges ©te e Bcricindustry during t e transition period ©
directaceess.-We determined tatbe EETshoull haw a Imied kespan and
shou M sunsetas ofdine 30, 1999 un Bss extended by te Com mission or by
statue . (D 97-03-069,mimeo.atp .39 )

Afer considering various funding options, w e detrm ined ® atpub lc
pollcy w ou Bl besthe sened by considering te EETtobe partofte
imp Im entation cos associatd w it directaccess. W e aut orized an initall
am ountof$3 m i lon, o be reconerab | from rakpayers pursuantto 8 376. In
D 98-07-098,we exended te He ofte EETtoDecamber 31, 2001, pursuantto
SB 477 (Stak 1997, Ch .275, Section 31). In D 98-12-085,w e adoped te
recon mendation exend te EETS fundingbcoverte e oftte EETunt it
scheduld €rmination dat ofDecem ber 31,2001. 31 miMonhas been
allbcakd for EETfunding t rough 2001, which consist ofad$31 milon

education p hnand a 50 m i lon com m unity-based organization outreach p hn.

7Section 392(b) requires t att e e Bcdricocorporatons, in conjunction w it and sub pct
O te approvaloftis Com mission, im p Im enta consum er education program prior ©
teimplImentaton ofte CTC.
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These funds were allbcatd under te same €rms and conditons as t e
originaMunding and terefore EETcost are e Bgib I for 8 376 treatment. This is
notinconsisentw it our adoptd po Moy, because, sim i br 1 funding for te I1SO
and PXstareup and dexe bpment te cost are required by statu® and te
ob lgationhas beenestab khed prior o year-end 1998. Edison antidpats
spendingF milonre hed ©EETIin 1998. Edison antidpats spending on ¥ an
additiona IH13,000in 1999 . The totalam ountt at@an be spenton tis effortin
1999 - 2001 cannotexceed ¥ 1 milon.

Market interface costs are a cost of operating in the new
market and are not eligible for § 376 treatment.

A Bcost recorded in e ISO/PXand OterWhollsall Marketintrface
Cost subaccountofte IRMA are in addition © funding te stareup and
dexe bpmentofte ISO and tie PX. As described abowe, tiese cos® are inaurred
o proaure energy,whid involles PXdem and forecas®, bidding, settment,
generation sysems intrfacec and m odifications © Edison® pow ersysems
controll sysem s and o Bage supportinsta lktions. W e agree w it TURN t at
we mustdistinguish te setup cost oftte PX from te ongoing cost. Certain
inaementaldesign,dexe bpment and €sting cost re hed om arketinterface
shoull allobe e lgib | for§ 376 treatm entfor 1997 and 1998, o te exenttese
cost were required ©impEmentte PXand ISO . We agree tat inital}, UDC
bidding ofdefau kaistom er bad into te PX is a necssary partof
imp Imentaton oftte PXand te new marketstructure and 8 376 treatment
shoull be provded for 1997 and 1998 cost . Afer 1998, h ow e\er, bidding
defau kaustom er bad cos shou Ml notreceine § 376 treatm enthutm ustbe
reconered from bund Bd custom ers as partoftie PXenergy d arge -

The ongoing cos® of PX operation and prowusion ofPX aggre gation

serMas shoull be ararged on ¥ © PX users. Generation cos® associakd w it
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te PX,sua as re-metring ofexisting pow er p hnt and de\e bpm entof
con puter program s for t ose p hnt O bid into te PXare note Ilgib B under
8§ 376, butm ustbe recovered from operating in e market This inchides
settmentaost,whid, again, are cost t© atm ustbe inaurred by alim arket
partidpant.

Costs associated with wholesale contract responsibilities
are not eligible for § 376 treatment.

Edison does notseek recovery ofaost associakd wit iswhollsal
contractresponsibi Hies . Edison conaurs w it ORA, TURN/UCAN, and
CLECA/CMA t atsud cost shou ll nothe reconered from retai Irakpayers.
We conaur. Cost re hed © tese contracts h axe been exchided from CPUC-
Jrisdictiona lrats and h ave notbeen found ©© be reconerab I from retai i
austomers. This proceding does notproMde t e opportunity o transfer cost

from whollsall customers o retai Baustomers. No reconery shou ll be albw ed

whid imposes cost on retai Brakpayers associakd wit te utes’whollsal

contractresponsibi kies .

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.

InD 97-05-040,w e adop®d im p Im entation proczdures regarding direct

access . Intis dedsion, we addressed fundam entalprocdures and rulls ©be in

p ke for te proMsion ofdirectaccess. We deermined © atte avai bhoi iy of

directaccess mitigatd te exerdse ofmarketpowerin te PXand stakd:

Toensure t atdirectaceess is avai Bb B, aczessib B, and
con\enient our prefrenc is open up directaccess as w ide ¥
and as quick ¥ as possibl, Imitd on¥ by binding €d nical
constraint . As disaussed be bw ,based on parties’conment® in
tis proceding, tere are no binding operationa lor €a nical
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constrains whid stand in ©te w ay ofopening up dire ctaccess
allaustomers on Gnuary 1, 1998.

*xxx

A directaccess program designed abng tiese Ineswoull Imit
te abi Hy oftie innestor-ow ned e Bctrica bcorporations ©
inflienc prices in ©e PX. Inaddition, sua adirectaccess
option ofkrs avab B, efecline, and dependab B aernatine ©©
te PXTorbot consumers and supp kers ofe Bctricenergy
products and servas . As disaussed in te secionswhiah
folbw and in our dedsion on t e custom er education program ,
we terefore adoptte folbw ing:

The opportunity for allcustom er chsses O ch oose direct
access as anoptonimmediake ¥;

Provsion ofaustom er identification and m ark e ing
inform ation on anequabasis o poentak Icricsenic
proMders ;

Rem ovalofbarriers © poentabhew entranswhowish
estab Ish custom er re tionsh ips for a \arie ty ofenergy-
re ked product and servcs ;and

Estab Ish m entofadequat consum er education,
inform ation, and pro& ction program s . (D 3 7-05-040,
mimeo.atp.15)

*xxx

AB18I0shorenste time bywhid allcustomersshalhawe te
option ofdirectacess avai b B o tem . Under AB 180, any
sud phase-in mustbe con p led by &nuary 1, 2002. In additon,
itpromMdes t atany ph ase-in ofaustom ere Bgibi My for direct
transactions sh allbe equitab I o allcustom er chsses and

accom p kshed as soon as practicab B, consisentw it operationall
and ot er €d no bgicalconsiderations. (Section 365(b)(1),

em phasis added ) (Id. pp-18-19 )
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PG E, Edison, and SDG! E agreed t atno €d nicallconstraint existd ©
albw ing directaccess for allaustom ers as of&dnuary 1, 1998. No € d no bgy-
based Emitationswere identified which woull impede orharm te re Bab il
operation oftie e Ictricabkystm . We allodetrmined tattere were nootier
ope rationa Bconsiderations, afie cting t e physicalire Blabi ly and operation ofthe
sysem t atw arrantd a phase-in period . Therefore,we imp EImentd direct
access for allcustom ers as ofnuary 1, 1998, and recognized t atte market
ite Fwoull albw foragradualde\e bpm entofan inkrestin customer d oice .
O foourse, as draum stances dictatd, te ISO and te PXwere notfunctional
untt Mard 31, 1998;terefore, directaccess w as notinitiakd unt bk atdat 8

Edisonhas estab bshed it directaccess im p Im entation program and
requestd 8 376 recoery as ifa ph ase-in approad were required . This is not
correct. A lofte e Iment necessary oallbw customeraioic were in p bhee as
of&nuary 1, 1998, alkb ough directaccess ite Fdid notbegin unt Mara 31,
1998,simuBaneous ¥ wit te impUmentaton ofte ISO and te PX.

In D 97-05-040,w e obsened t atPGl E, Edison, and SDG E had not
proMded acom prehensine scope oftie cost tey proposed inclide as direct
access imp Imentation coss . PG E and Edison indicakd sud activties w ou B
inclide consum ereducation and prok ction e florts, custom er inform ation cos &,
UDCsysems dexe bpmentim p Im entation, and €sting for new capabi kies
required ointrfacc wit te ISO, te PX,and ot ers, insta lktion and reading of
reallim e priangme®rs, UDChi ling sysem m odifications required © ink rface
wit te ISO, Power Exdiange,and otiers.

8Se D §7-12-031 and Coordinating Com missioners Ruling in R 94-04-031/1 9 4-04-032,
datd Mara 30, 1998.
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Wedetrmined tattese costatgories were o broad o distinguish
whia speafical¥ cou B be atiributd ©im p Im entation ofdire ctaccess, but
albved teutHies © track tese cos.We direced te ut Hies oestab ksh
mem orandum subaccount® O track tese cost. W e did notguarante reco\ery
ofsuad coss,butBftito ot er proczedings oestab bsh procdures 1 exam ine
whetertese traded costs shoull be recovered, te reasonab Bness ofthese
cost,and te reconery ofsud costs.- We agree wit ORA tattese costsshoull
recive greakrscautiny because tey are underte ut ity 3 contobl We w il
disauss tie e Igibi Hy ofth e \arious program cos® inclided in each ofthese

subaccount .

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.

The 1997 and 1998 costs of DA SR proassing inclided in tie DirectA cess
Im p Im entation subaccountare e lgib I for 8 376 treatment O bt e exenttbese
cost are detrmined ©be reasonab B in Phase 2. DASR proassingis acritical
task in albw ing im p Im entation ofdirectaccess ohegin. Simihr, te 1997
and 1998 reasonab I cos® ofresponding custom er requests and inquiries
regarding directaccess are e lgib I for 8 376 tteatment H ow e\er, e cost of
responding o and proassing request forinenalmetrs and re ked m e€ring
servias shoull notreceine 8 376 reatm ent. These are sim p ¥ cos® ofope rating
intenew worll and shoul be reconered from m ark e trexenues . Nor shou il
hand Ing custom er com p kint aboutESPs, directaccess, and restructuring
receine 8 376 treatm ent. Again, tese are simp ¥ cos ofoperating in tie new
con petitinve market as are customerrequests o return from directaccess ©

bund Id uti Hy servc .
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ESP Supportwhia inchlides im p Imenting and m aintaining te ESP
agreement® betw een Edison and various ESPs, are cos® ofoperating in t e
marketp bhce,cos whid are being inaurred by each and exerym arket
con petitor.H owe\er,we agree tatfor1997and 1998, tese are aitcakervias
ensure tatte nasentam petitine m arketis Mab B. Reasonab I cos
associakd wit tese sernias shoull recine § 376 reatment H ow e\er, cos 6
inaurred for ESP Provder Servias are notrequired © im p Im entdire ctaccess
nor o foster te competitine marketp bhce - These cos® m ustbe reconered from
m arketrenenues . Fnall, cost incurred forim p Im entation supportsenics in
1997and 1998w i Mrecine 8 376 reatm entfor oneralpropctm anagement,
inform ation € & no bgy infrasttucture, and em p byee training. Cost incurred for
directacceess budgeting and contro Bauditing, and fac kies de\e bpm entare not

cos inaurred ensure im p Im entation ofdire ctaccess -

Load profiling costs are eligible for § 376 treatment; otherwise costs
incurred under the Hourly Interval Meter Installation and Reading
Costs subaccount are not eligible.

Ingenerallwe do notagree t© atas® inaurred underte i our¥ Inenal
Me®r Instalktion and Reading Cost subaccountare necssary for and a partof
teimplImentation ofdirectaccess . This program is designed o albw Edison ©
accurat b measure te hourl¥ energy usage ofdirectaccess custom ers and
make tis inform atton avai kb B © ot erenergy m ark e tparttdpant for bi ling
and settlm entpurposes. These cos® mustand w i lbe incurred by alin arket
partidpant. InD 97-05-039,we stakd t atenergy supp krsshoull be albw ed
1 provde and customers shoull be allbw ed ©©ch oose te bi ling and metring
sysems t atare bestfor teir purposes,so bngas te metring sysems are
consisentw it various standards . These are rexenue cycll serndces and resu kin

additona lre tai Bcom petiion. Th us, tese are con petitive sernias and te cost
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ofproMding sud sernvies mustbe reconered from te market These servas
are notrequired ©im p Imentdirectaccess and w i Bhotrecive 8§ 376 treatment
H owewer,cost re hed te caeation ofh our ¥ bad profi Is t atare used ©

estim ak hour ¥ consum ption are e Igib I for§ 376 treatm ent This sk is
necessary toaccom m odak te im p Im entation ofdirectaccess .- E Ilgib | cos® are
t ose re hed tocreating bad profi Is t atare based on existing rak cakgories,
sysems, proczdures, bad researct meers,and sam p s and, terefore,shoull
require minim alinaementallcost om ake custom er chss-based profi Bs

avai kb 1 on Gwnuary 1, 1998.

Costs incurred under the UDC Billing Systems Modifications Costs
subaccount are not eligible for § 376 treatment.

Edisonhas de\e bped particu krenergy costaccountng and retai bbi ling
sysems address inktractionw it te PXand te ISO. The energy cost
accounting sysem prowudes inform ation © Edison’ bi Bing sysem and © ESPs
t atre ¥ on Edison for basichi Bing and fore casting inform ation. Edison staks
tatte ulim ak goalloft is program is © promMde it bi Bing sysem w it
inform ation sufficdent® render accurat and tme I bi M ©Edison? customers
and tom ake accurat and tme ¥ inform ation anai Bb I W ESPs. The energy cost
accounting sysem calbu bhks te PXenergy diarge abngw it ad pstment sud
as unaccountd forenergy cost, and By senies, PX adm inistratinve cost, and
imbalknes,abngw it disttibuton Ene bsses. These ad justment are allo
required in order © gi\e directaccess austomers te correctaedit. We will
albw not8 376 treatm entfor cos incurred for tese tasksin 1997 and 1998.
Sud accounting cos® are required ofenergy serMca promMders oensure t at
time ¥ and accurat bi ling can ke p bee .

In generalalin ark e tpartidpant m ustim p Im entbi BMng sysems.

Therefore, te cos® inaurred for bi ling m odifications sh ou M be reconered from
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marketrenenues . H owe\er,because 88 368(b) and 392 require ¢ att e ut Hies
identify and dischbse indiMduallirat con ponent,we willalbw § 376 treatm ent
for cost re hked O suad dischbsure . This function is required by statut and is
required in order b com put te PXd arge and te associakd CTC. This task is
necessary o accom m odat im p Im entation oftie new m ark e tstructure .

The costs oftie modified bi Eing sysem ordered in D 97-05-039 are partof
te cost ofoperating in e new marketand shoull be reconered from market
rexenues. Aswe determined in D 98-09-070, “w e found t atam petition in
metring and bi Eng is notagoalin ite Fhutameans © adiie\e efecli\e
com petiion in generatonmarke® 2’ (D 98-09-070,mimeo.atp.2) We allbwed
te UDGCs torecover tie inaementallcosts ofunbund Ihg rexenue cycll sernvics
insernic drarges W ESPs. We staktd spedfical} tatwe did notinend ©
albcak tese bte generabody ofrakpayers as am atier offairness, consisent
w it sound priang prindpls. (Id.,mimeo.atp.16)

Only certain costs incurred under the Customer Information Release
Systems Costs subaccount are eligible for § 376 treatment.

Onk te reasonab I cos ofactivities tatte UDCs perform wit respect
D te optout lkstm aybe inclided for 8 376 treatm ent, as proMded forin
D 98-03-072, because t e optout ktis astatutory requirement The cos® of
proMding ot er custom er-spedficinform atton m ustbe reconered from te

market

Costs recorded in the Direct Access Discretionary Services Costs
Memorandum Account are not eligible for § 376 treatment.

Directaccess sernvices t atare disaetionary and recorded in te Direct
Acxss Disaetionary Servias Cost Mem orandum A coountare clar¥ not

required forim p Im entation and sh alnotrecive § 376 treatment

- 49 -



A 98-05-004 etal COM/RB1/rmn A Ermat DRAFT

We have previously determined that UNIS costs are eligible for § 376
treatment.

InD 98-11-044,w e addressed a uninersabnode identifier sysem (UNIS)
and aut orized PG E, Edison, and SDGI E o trad cos® re khed t assigning
Bbe B ornumbers e\ery sernvice de Nery point(SD P), orend pointon te
utility 3 e Bctricdistribution sysem . We conclided bt att e reasonab I cos® of
sud expenditures are reconerab I from rakpayers and shoull recive 8 376
treatm ent because tie cost are being inaurred ©im p Im entdirectaccess - In
D 97-12-090,which setup tisw orking group,we statd tatwe agreed wit te
CaHornia Energy Com m ission and Enron t at1998 promMded aw indow of
opportunity adoptand imp Imentsud anum bering sysem . Att attime,we
hoped bt atadedsion cou M be adoped in Mara 1998.H owe\er, because of
parties opposition o t e w ork shop report, itw as notfild unt Ike in Mara
1998. Analkrnatine w as notpresentd ©© te Com mission unt Ilke August As
aresulk te Commissiondeasionw asnissued untt INovem ber,when itw as
obvous ¥ o ke ©im p Imenttis program . Exent, unfortunat ¥, o\ rtook
tis dedsion. Therefore,we mustfind t atte UNIScost can be detrmined ©
be e Bgib I for 8 376 reconery on¥ trough December 31, 1999 . Thisis te

excepton o our generalprindp Bs..

Summary of cost categories eligible for 8 376 treatment
Tosumm arize,we Istte costatgories are e Igib | for 8 376 treatm ent

forcoss inaurred in 1997 and 1998 onk,wit te exaepton ofUNIScost.On k¥
t ose actua lcos® inaurred t atare appro\ed for reasonab Eness w i lbe albw ed
8§ 376 treatm ent W e can aceptt e reasonab Bness ofexerna lim p Im entation
cost witoutfurterrenvew - The externallcos® im posed by FERC t rough te
grid managementad arge for te ISO and te inittalld arge for te PX can be

easi ¥ and independentd \erified . The cost ofour CEP and EET program s h ave
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been aut orized by prior dedasions and can be considered o be pre-appro\ed .
The costatkgories e Igib | for § 376 treatm entare te folbw ing:

Startup and De\e bpm entast ofte ISO

Startup and De\e bpm entaos® ofte PX

PXBidding Cost® re hed o Defau klLoad

Marketintrface cos re hed todesign,deve bpment and €sting

Custom er Education Program

E BcricEducation Trust

Proassing DA SRs

Customer Ser v Reques®

ESP Support

Oweralbrog ctsupportfor Dire ctA cess

Inform ation Ted no bgy Infrastructure

Em p byee Training

Load Profi ing

Cost re hed oidentfying and dischbsing indivdua lirak com ponent®
(consisentw it § 392)

Customer Re Base Inform ation for t e Op€OutD atabase

Voluntary Cap
Because we hawe strictly defined im p Im entation, exen w it out

accounting for reasonab Eness or avoided cos® and associakd costsawvings, w e
expecttatte maximum cost tatanbe chimed forreconeryw i lbewe H
be bw $275m i Mon. (Exhibit6, Sahedu s 1B, 2B, and 3B, as updatd ) This
inchides otalISO Grid Managem entCh arges of$657 m i lon, PX assessment
d arges of 54 m i lon, CEPocost of$332 m i lon, and EET cost ofdy 1 m i Mon.
Because we hawe defined im p Im entation narrow ¥ and consisentw it § 376,

we hawe diminished tie need for Edison volintary cap on poentaldisp kced
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generation-re hed transition costreconery. W e fu ¥ e xpe ctt atour rigorous
guide Ines w i lensure t atdisp bkced transition costreconery w i lbe minim all
We remind Edisontaton ¥ t e actualreasonab I im p Im entation cos® t at

com portw it our guide Ines willbe albw ed reco\ery.

Costs categorized as eligible for 8 376 treatment benefit all customers and
must be paid for by all customers.

Wehaw bnghe B otestandard t atte purd aser or user ofasernic
shoul bear responsibi iy for © ose cost. W e h ave consisentd recognized te
im portanc ofpromding accura® price signall, and priang based on t e
prindp I ofaostausaton. (D 97-04-082mimeoatp.123) Simikrk,all
customers m ustpay for cost t atbenefitaBaustomers. (D §7-12-112, mim eo.at
p.14;60 CPUC 2d atp.16) We adopttese prindp s for cos® recivng 8§ 376
teatment Tote exentt ataloustom ers benefitfrom estab khing te new
m arketsttucture,, allcustom ers m ustpay. Ifon¥ crtin custom ers bene fitfrom
apartiau brsenvic, tose custom ers m usthbear responsibi iy for t ose cost .

These prindp Bs hawe been expressed across te industries © atw e
regu bk, particu kr ¥ in € Bcon m unications and energy . Forexam p L, in
€ Bcom m unications, we hawe detrmined © aton¥ t ose cost caused by acost
obpctin te bngrunshoull be directlh atiributab | O t atcstob pct. In bot
® Bcon m unications and energy,we hawe de®rmined t© at*“cost are considered
be caused by acostob pctiftie cost are brough tintoexisena as adirect
resu koft e costob pctor,in te bng run, can be avoided when e con pany
cases o provde te costob pct. (D 98-12-079,mimeo, Appendix C, 63 CPUC2d
414,463) InD 97-09-047,we stakd ®tat“AB 18 0's requirementt atwe shoull
achiene tie econom ichenefit ofindustry restructuring att e ear kstpossib i
dae’imp ks tatwe shoull bok for Win-win’situatonsinwhic raks beter
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reflictcostwhill atte same tme colction ofthe CTCis accom p kshed as
expeditous ¥ as possib 027 (D 97-09-047 mimeo.atp.20)

As proposed by Enron, functiona kk ation can be defined as costassignment
by serMc or program ,whid canbe distinguished fron costalbcation. Cost
abcation assigns costresponsibi Hy by austom er group. We w i Bnotfurter
functiona ke restructuring im p Imentation cost attis time . We hawe adoped
stringentaitriafor albw ing 8§ 376 treatm entofrestructuring im p Im entation
cost. As de EIneakd herein, tese cost hawe beeninaurred creake te new
marketsttucture . A Baustomers,wheterbund Bd or directaccess, benefitfrom
te aeation ofthe new com petitine regime and terefore, consisentw it cost
causation prinadp s, m usthear tte burden oftiese cost. The RAPIs renew ing
t e accuracy oftie calbu htion oftie PX aedit We haw addressed Enron?’
concrns regarding te cos inclided in energy proaurem entsenAcs by

narrow ¥ defining te cost e Bgib I for 8 376 reco\ery.

Eligible costs should be recovered through the TRA
D 97-12-042 albw ed te ut Hies oestab kh a trad ing accountfor cos

deemed e Bgib I for 8 376 treatm ent

Whene lgib B cost are reconered (i.e.,when colcted re\enues
are albcatd o ofete Igib 1 cos®), te afeced uti My shou ll
record b e am ountrecosered in atrac ing account Whenwe
approad te end ofte transition period,we wilde®rm ine
wheterand owhatexento Bction ofte CTCshoull be
continued pastDecam ber 31, 2001 © com pensak for te
reducd opportunity t recover uneconom iccoss . flootnoe
omited] Obvous¥,8 376 cones into p hy on ¥ ifuneconom ic
cost are notfu ¥ reconered by Decm ber 31, 2001.

Edison3 requesttreconer tiese cos in te TRA isreasonab B. Atte
same time, Edisonsh alirecord tiese 8 376-e Igib B cos® in amem orandum

accountto com pare w it transitton costreconeryaswe draw chsertote end of
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terat freeze.Wewilldexe bpamet odobgy o com pare tiese cost and ©
consider te necessity forexending CTCin A 99-01-016etalb te procedings we
hawe estab Ished O renew postrat freeze raekm akingmet odobgy . Onc final
cosk are appro\ed for § 376 treatm ent headroom rexenues shoull be allbcakd
B tese cost according o te prinap Bs estab khed in ©te Rexenue Ad pstment
Proczeding (RAP), A 98-07-006 etall Cost re hed o restructuring activMties ¢ at
are note Igib I for 8§ 376 treatn entannothe reconered from rakpayers, as
disaussed abowe, and sh alinotbe recorded in any account t atresu kin

rakpayer funding ofthese cost .

Eligible capital costs should be treated as expensed
items for ratemaking purposes

Tote exentapitallcost are found reasonab I and approved for re co\ery
in Phase 2,we mustde®rmine how tese cost shoull be am ortized . Edison h as
con\ered costestim aks are\enue requirementbasis by deve bping a
depredation scredu ll for t e capitaExpenditures and app ¥ing it non-
generation rat ofreturn of) 49% O te rak base de\e bped from te capital
expenditures . Appropriat factors for franaiise ®es, uncolctib B expenses,
Jrisdiction, stak and federalincom e taxes, and ot er taxes are app kd ©bot
te capitaland expense-re lhted cos® where app Icab B . Edison proposes a
depredation schedu l based on depredation raks adoptd ini®t 1995GRC
(Exhibit2, p.80). Forexam pl, te depredation rak or period re hed ©
capitalked softw are, com putrs, and office equipm entis 5 years . Depredation
rats for con m unication equipmentmetrs, ofic furniture,and ot eriems are
mud bnger.

TURN and UCAN reconmend t atalicapitallre hed 8 376 cost shou ll
be am ortized oner tie rem ainder oft e ransition period,shoull earn te

reducd transition costrak ofreturn, and shoull be keptseparat and apart
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from te disttibution PBR med anism . ORA genera ¥ agrees wit Edison?
proposed depredation sdiedu s, butrecon mends ®© ata generic20-yearusefu ll
Ik be adopkd for te pack age ofsoftw are and h ardw are for any m odificatons
o te Customer Inform atton Sysem proposed O recie 8§ 376 reatment. ORA
be Be\es tisis consisentw it D 97-07-054,inwhich we adoptd a20-yearusefull
ke for te new CISsysem installd by Sout ern CaHornia Gas Com pany (SoCal
Gas).

Be cause capitallcost h ave been inaurred © accom m odat im p Im entation
as ofDecember 31,1998, tiey shoull be treatd as expensed i€m s for
rakem ak ing purposes. This is consisentw it bot tax and accounting practices
and guide Ines. Forexam p I, te InernalRe\enue Servic requires expenditures
re hed  com putrsofty are deve bpm entto be expensed exen tough teir use
orbenefitm ay Bstm ore © an one year. Aococounting guidanc forintrnal
softw are dexe bpmentalloalbw s te cost O be expensed instad ofcapitaked.
Inaddition, we agree t atcrtain capitallpropcs m ay be undertak en for various
functions, on ¥ some ofwh idh are e Blgib I for § 376 treatm ent Itis incum bent
uponteutiity tode Incak te cost ofsud capitalpropcts betw een t ose cos®
e Bgib | for 8 376 treatm entand t ose cost notsoe Bgib 0. These cost w i lbe
carefu ¥ renew ed in Phase 2.

W e agree witt TURN t atam ortization ofsud e Ilgib I capitallcos®
shoull notexend beyond t e transition period . Because w e define
im p Im entation as ocourring as ofDecm ber 31, 1998, tere isno need ©inchide
capitallcos® for progcts inaurred forim p Im entation in rexenue requirem ent
tatmayextnd outas mud as wentyor tirty years. This approad w ou i
resu lkin ineréem poralinequities and incorrectpriang signall. Sine we are

granting 8 376 treatmenton ¥ o t ose cos® inaurred in 1997 and 1998, we will
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require Edison tbexpense tiese itms for rakm ak ing purposes,whid ten need

notbe grossed up for return and @x purposes .

Adopted Guidelines
1. ldentification and recosery ofa lrestructuring im p Im entation cost

shalbe addressed in tis proceding. Im p Im entation cos sh alnothe
inclided in distribution rats or disttibution PBR m ed anism s .

2.0n¥ tose costinaurred estab kh te ISO, PX, and dire ctaccess
shalbe detrmined be reconerab I as cos® © acoom m odat im p Im entation
and reczine 8 376 treatment Ingenerallcost inaurred afier 1998 are note Bgib |
for § 376 treatm entand t e cos® ofoperating t ese program s on an ongoing
basis are note Bgib I for 8§ 376 treatment H ow e\er, e uti Hies m ay requests
376 treatm entfor 1999 e Bgib B cak gories on a case-by-case basis. PG E, Edison,
and SDGI Emustm ake ashow ing in new app Bcations for reasonab Bness re\xiew
of1999 cos. PG E,Edison,and SDGI Ehawe te burden todemonstrtak why
sud cos® are necessary o accomm odak im p Im entation oft e 1SO, PX, and
directaccess in 1999 .

3.ENlgibB 1997 and 1998 directaccess im p Im entation cos sh albe
rexsew ed for reasonab Bness, as shalL999 directaccess im p Im entation cos® on
acase-by-case basis. Cost incurred for te startup and dee bpmentofte 1SO,
te PX,and te costs oftte CEPand te EETneed no furter reasonab Eness
re\ew .

4. The cos® ofim p Imenting rexenue cycll servas are note Igib I for
§ 376 treatm ent

5. Cost e Igib I for § 376 treatm entm ustbe inaementalo cost akeady
reflced in base raks. Any awoided cost or any saMngs associakd w it net

staffreductions, m ore eflidentsysem s, or discontinued actinvities t atresu k
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from restructuring im p Im entaton sh albe recognized and m ustofBetsua
cosE .

6. A Baustomers benefitfrom estab bshing tte new m arketstructure,
terefore allcustomers m ustpay for tese cost . Section 376-¢ lgib B cost shall
be reconered from allcustom ers, regard Bss ofteir proaurem entad oice .

7. Approved capitallre hed resttucturing im p Im entation coss sh albe
reconered as expensed iems for rakm ak ing purposes,when incurred, and shall
notbe grossed up for return or taxes .

8. A lgeneration-re hed cost shoull be recovered t rough spin-offor
dinestiture ofgeneration asset or as going forw ard cost, and sh alinotbe ginen
§ 376 ream ent

9. Cost expended onim p Im entation actimMties tatwou ll allbw te
ut Hies acom petitinve advantage in e new m arketsh alinotbhe albw ed
reco\ery from otier tanm arketre\enues.

10. PXstartup and de\e bpmentaost are ¢ Bgib | for 8 376 treatm ent, as
are teutiliescos ofde\e bping sysems ©obid defaukaustomer bad intote
PX. Certain marketinkerface cost re hed o design,dexe bpment and €sting
are alloe Ilgib I for§ 376 treatment A Boustomers shou ll pay for tese cost .
Ongoing cos® (wheterexpensed or capitalzed) of PX operation and ut iy bad
bidding functions sh alinotbe soe Bgib B and m ustbe recovered from market
rexenues .

11. No costreconery shallbe albwed whidh im poses cost onretai i
rakpayers associakd wit te utles’whollsall contractresponsibi Hies .

12_. Noreconery ofcost shallbe albw ed under 8 376 unt litis detrm ined
tattese cost wilnothe recovered trough some otermead anism ;e g,
FERC-appro\ed rats ordirectly from custom ers (forinstance, in ®es for

disaretionary se N ics).
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13. Restructuring im p Im entation cost sh albe recovered t rough adebit
entry bote TRA and shalinhothe assigned 1o separak costaEgories sua 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 detrmined in ©e scopingmem o for tis proczeding,we haw
de Ineatd spedficprinap Is and guide Enes for de®rm ining restructuring
imp Im entation cos® t atare ¢ Igib | for § 376 treatm ent. The scopingmem O
stakd tatPhase 2w oull address te reasonab Eness ofe Igib | cos® . Edison
request tatwe proced expeditious ¥ wit Prase 2and request adedsion by
October 1, 1999 . Edisonadknow Bdges t atitneeds 4 o 6weeks from te dak of
issuing te Phase 1dedsion o fill supp Imentabestm ony. Edisonallo
recognizes te w ork bad and resource constraint ofORA and TURN and
suggestt att ese constraint m ay be somew h atm itigatd by t e proposed
settmentagreement in PG E% and SDGi E? respective app Bcations. Edison
proposes aPhase 2sdiedul based onte Phase 1 dedsion beingissued by ear¥y
Fbruary .

The Phase 1 proposed dedasionw as mai ld inmid-Mara ,90days afer
submission. We hawe ordered Edison ©© undertake adetai Id study ofawoided
cost and associakd costsamMngs and o submittis study o fac Hat
reasonab Bness rexsew ofe Bgib B cost for 1997 and 1998. W e donotw ish
com press tie tme Ene necessary o proced wit Phase 2. We wish tbensure t at
Edisonh as suffidenttim e o conductt is study and o ensure t atot er parties
haw am p I ime ©©conductdisconery. Therefore,we directEdison o fill a new
app Ication o consider te reasonab Bness of1997 and 1998 cost e lgib | for
§ 376 reatm ent, consisentw it te guide Ines provMded in tis dedsion.
Because we hawve EImitd te impEmentation cost ot ose inkrnallcost
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inaurred in 1997 and 1998, any rexnsew ofreasonab Bness can proced
expeditous¥ . We willalbw Edison o requestreconery of1999 e Ilgib | cost
t atitonends are necssary forim p Imentation. Edisonm ustfi l a new

app Bcation seek ing reasonab Eness rexew oftese costs and m ustclary
demonstrak why sudh cost are necssary o acoomm odat im p Im entaton of
te ISO, PX, and directaccess in 1999 .

This approad resoles issues re lhed o difficu kforecas and com parison
am ong ut Hes, aconentous issue in tis proceding. ORA has conerns about
em barking on reasonab Bness rexjew s in areasw it fw m arkers © guide us.
Therefore, ORA proposes © ataluture cos be det®rmined on a fore casthasis,
wit te tree uti Hies required o com pare ite Fiote oter tw o and 1O provde
tstmonyexp Riningwhy itw as necssary oexced tie bvestaostutt iy . W e
wilalbw recoeryonl for te actuaBlreasonab I cost ofe Igib B cakgories .

W e see no need for com parison am ong ut kies, butw i lrequire each uti iy ©
m ak e aconmMnang sh ow ing oft e reasonab Bness ofsud cost.

Ginen te Emitd nature oft is reasonab Iness rexsew ,w e do notbe ke\e

an independentauditis necessary, albough we fu l¥ expectinknenors

carefu ¥ renjew tese cos®.

Clarification of Ex Parte Rules
Articll 16 ofour Ru s of Practic and Procedure address rulls conarning

presiding officers . W e take tis opportunity © chrify our Ru s 631 etseq,
whia address petittons for reassignm entofadm inistrtatine Bw pdges. On
October 27,1998, Edison informed ALIMinkin by Bter ¢t atEdisonhad initatd
tree contack w it Com missioner Bi ks regarding © e Notie ofReassignm entin
tis proceding,datd October 22. Edison d aracterized tese contact as
procduralin nature, butsentte Iter oalpartesin te spiritoffu il
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dischbsure . H owexer,on Noxem ber 3, ALIMinkin exp kined € atRu Bs 631 and
639, read togeter, prohibitalkx pare con m unications regarding t e

assignm entor reassignm entofpartcu hr AL3 . (RT: 1036) A LIMinkin
request®d Edison o fill te appropriat ex pare notes . Edisonconp lkd w it
tis requeston Nowem ber 12.

We affirm e ALJ actionsin tisregard . Rull 631 prouMdes bt atte
promsions oft is articll are ©e exclisive means ofseek ing reassignm entofa
proceding banoter ALJ Ru ll 639 prohibit ex pare con m unications
regarding assignm ent® and reassignm ent . Edisons concernaboutt e timing of
te conmenementofeMdentary hearings and te Notte ofReassignm entis
imm atriall Ex pare con m unications regarding t e assignm entor reassignment
ofA L3 o particu br procedings are notprocdura lin nature . A Bsud ex pare
com m unications are proh ibitd . The on¥ means by whid petitions for
reassignmentan be sough tare by tie w riten procdures de Ineatd in Ru s

631 etseq -

Findings of Fact
1. Because te cost ofestab bshing te infrasttucture under ¥ing tie new

m ark e tstructure w ere notinclided in rats as ofdine 10, 1996, t e Legis hture
proMded an opportunity for te uti ies ©be made wholl in €rm s oftransition
costreconery -

2. 1n A 38-05-015, Edisonseeks toestab blsh te e lgibi My ofparticu br cost
caktgories forwhich § 376 treatm entis appropriat and te app icab 1
rakem ak ing and rak reco\ery med anisms.

3. Edison forecast® t atapproxim at ¥ $30m i Honw i lbe spentower te
period 1997 ®© 2001 on restructuring im p Im entation, as defined in 8§ 376, but
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volintari ¥ agrees © In it§ 376 treatm entto 75 m i lon oft attota kand
request reconery ofonb actuallreasonab I cos ..

4_As direced in D 97-05-040, Edison estab kshed various subaccount under
te Industty Resttucturing Mem orandum Acoount(lRMA) O track tese cost.

5. The cost associakd w it te ISO 3 startup and de\e bpm entare
reconered trough te Grid ManagementCharge,whid isavolimetica arge -

6. Edison3 cost re hed O te stareup, de\e bpment and initallv ork ing
capitallcost ofthe PX com prise te initalld arge paym ent by Edison, pursuant
aFERCtriffofte PX.

7. Inaproposed settm entagreem entpending before FERC, PG E, Edison,
and SDGI Ewoull each pay ashare oftie initalld arge paym ent in four
instalhent,due on Aprilb, 1998, &nuary 4, 1999, Gnuary 3, 2000, and
JAnuary 2, 2001.

8. Inaddition © promMding funding for t e startup and de\e bpm entast of
te ISO and te PX, Edisonisinaurring cos® associakd w it proauring energy,
whid innvolles PXdem and forecast, bidding, and settlim ent, generation
ISO/PXsysemsintrface, and m odifications © Edison pow ersysem s contro
systms and o Bage supportinsta lktions.

9.1InD 97-03-069,we conclided ® atexpenditures incurred by t e ut les for
purposes oftie stakw ide Consum er Education Program (CEP) sh ou ll be
e Bgib | for 8§ 376 treatm enthecause tese cost are necessary oim p Imentdirect
aceess -

10. In D 97-08-064,w e adoptd afinaBlCEPbudge tofdr35m i lon, butinked
reasonab Bness ofexpenditures 1 t e ut Hies ’suaxss in ach iening a goa lof60%
aw areness ofdirectaccess -

11.0n Sepember 14, 1998, an Assigned Com missioners Rullng w as issued

tatdeermined no furter procedingswere necssary ode®rmine
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reasonab Bness ofaonsum er education funding, sine te CEPachie\ed te
necssary aw areness targe tof60% .

12_.In D 97-03-069 ,w e found t atfunding te initalllne Hor te E Ictric
Education Trust(EET) w as appropriat and approved 8 376 reco\ery for sudi
funding.

13.In D 97-08-064,w ¢ increased © e EETfunding Ihve HOH3 m i Mon.

14_ The ob pctine oftte Custom er Sernvice program is toenab I Edison ©
respond fu l¥ customeringuiries and request® re hed e Bctricresttucturing .
Thisinchides proassing DirectAoczss SerMa Request® (DASRs) from ESPs,
responding ocustom er reques® and inquiries regarding dire ctaccess, and
promMding ongoing ope rationa Bassistanc: © ESPs .

15.H our¥ inenaln eerinstalkton and reading cos® are cos inaurred ©
accurat b measure te hourl¥ energy usage ofdirectaccess custom ers and
make tis inform atton avai kb | © ot erenergy m ark e tpartdpant for bi ling
and settm entpurposes, and inclide cos® ofde\e bping bad profi s for t ose
ausomerswhodonothaw inenalmeers.

16. Edisonhas dewe bped particu brenergy costaccounting and retai bbi ling
sysems toaddress intractionw it te PXand te ISO .

17. The custom er inform ation re Base program consist ofcom ponent for
hand Ing te re Base ofconfidentialland non-confidentallcustom er inform ation.

18. Edison de\e bped po Bdes o guide i® business unit in de®rm ining
wheterprogramswoull gualy under 8 376. These po Baes are: te propct
m ustbe necessary ©im p Imentresttucturing;te actiMty and i cost m ustbe
inaementa Mo existing aut orizations ;and em p byees, contractors, and capitall
propcts musthe exclisinxe ¥ re hed ©im p Im enting resttucturing for teir cos®

tbe recorded in a8 376 account
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19.0na k11,1998, Edisonsenta Bter 0 Senator Peace ofkering
volntari ¥ Imitto 75 m i lon t e am ountofut My generation-re hed
transition cost itw i Bkeek o recoverafier te end of2001, and agreed © Imitis
requestifor § 376 treatm entofany future cos .

20. Edison® proposed cap inclides Edison? share oftie startup cos oftie
ISO and PX (approxim at ¥ 355 m i Mon and $5 m i Won, respectine §) and te
coss ofconsum er education program s (approxim at ¥ B0 m i lon) and cos®
associakd w it promding directaccess and rexenue cycll sernvices unbund Ing.

21. Edison conends tatwe hawe noaut ority o order Edison o acepta
bvercapand tatte record in tis proczeding does notantain te substantal
evdenc necssary © Imitte am ountofaost subpctto § 376 treatm ent

22 . Because arat freeze isim posed, Edison recoers it transitton cos®
t rough headroom rexenues, t atis, rexenues are allbcatd fron te otalrozen
rae Ine 1 ©indinidualirat con ponent,wit te remaining babnas identfied
as te CTCre\enues.

23. Defining im p Im entation for purposes of8 376 treatm entis a pivotall
detrminaton in estab khing our prinap Bs for coste Ilgibi My .

24_. W e find € atim p Im entation ofprogram s t accom m od ak dire ctaccess,
e ISO,and e PXt atare e Igib I for 8 376 treatm entare t e reasonab I and
necessary coss inaurred for sua program s as ofDecem ber 31, 1998.

25. Approved im p Im entation cos® disp bce headroom and have te poental
© Ingten transition costrecovery, and t us, im pactt e onse tofaom pe tition.

26. Sine Mard 31, 1998, te ISO has managed te powergrid underit
conttolte PXhas been operattona Band consum ers are opting t purd ase
e Icriaty © rough directaccess -

27. A Bbw ing im p Im entation ofsuad program s as ofyear-end 1998 is

generous butalbw s for neessary postope ration experienc and m odifications.
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Certain e lgib 1 cakgories may recine § 376 treatmentin 1999, butEdison m ust
requestsud treatn entin aseparat app Ilcation.

28.We wilcarefu ¥ enallak restructuring costs odetrmine it e ut Hies
inaurred tese cosk 1) estab ksh ©e new marketstructure as ofDecem ber 31,
1998,ie,accommodatk te impEmentaton ofte ISO, te PX, and directaccess,
2) ooperak as adistributon utt iy, or3) walbyv te utly tooperat as a
com petorin te new marketstructure .

29 . Cost chimed as restructuring im p Im entation cos® t atare note Igib 1
for § 376 treatm entsh ou M notbe re-catgorized as distribution cos and
terefore cannotbe recovered in base rats or as partoft e distribution PBR
med anism .

30. Whillsignificantcost m ay be incurred o operat in te new market
structure, tese cost m ustbe recovered from m ark e tre\enues, notfrom
rakpayers .

31. Cost ofoperating in ©ie new marketare cos inaurred by otterm arket
com pettors .

32_ENlgib I cost tatrecive 8§ 376 treatm entm ustbe inaem enta o t ose
cost covered in aurrentrats and inaementa o t ose cost t atre bk ©
ongoing uti My business.

33. Certain ®atures ofim p Im entation m ay reduc cost for Edison.

34. Itis reasonab I o incorporak any anvoided cos and associakd cost
saMvngs intoafinalde®rm ination ofaos® recivng 8 376 treatm ent

35.0n¥ tose cos tatare notreconered from any ot ersourc wi lrecive
§ 376 ream ent

36. Edison% share ofbot te ISO and PX starkup and de\e bpm entast are
e lgib I for § 376 treatm ent
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37. CEPeflors were aiticalo directaccess im p Im entation in order ©
educatk residentialland sm allcom m eraalloustom ers aboutd oies involed in
tenew marketsttucture and o overcome tie mindsetofdealngonbwit te
inaum bentm onopo ¥ ut My .

38. The cos ofthe CEPprogram are ¢ Bgib I for § 376 treatment

39 . EEToost are e lgib I for 8 376 treatm ent

40. A lcost recorded inte ISO/PXand OterWhollsall Marke tint rface
Cost subaccountofte IRMA are in addition © t e startup and de\e bpment
cost ofthe ISO and te PX. Wit teexeption ofast necessary for te design,
dexe bpment and €sting ofm arketinkrface systm s and t ose cos® associatd
wit biddingdefaukaustomer bad into te PX, tese cost are note Ilgib I for §
376 teatm ent

41. We mustdistnguish betwveen te setup cost ofte PXand te operating
cosk ofte PX.

42 . Generation cost associakd wit te PX,inchidingsettmentast, are
note Bgib I for 8§ 376 treatm ent butm ustbe recowered from operating in te
market

43. Noreconery shoull be albwed whid im poses cost on retai rakpayers
associakd wit te utilies’whollsall contractresponsibi Hies .

44_.WeimpHEmentkd directaccess for allcustom ers w it outa ph ase-in
because we detrmined © atno € d nicallor operatona bconstraint existd t at
woull require a ph ase-in.

45. We recognized tattbe marketite Fwoull albw for agradual
dexe bpm entofan inkrestin customer @ oic .

46. Because te ISO and te PXwere notfunctionalunt Mara 31, 1998,

directaccess w as notinitaed unt bt atdat .
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47. The 1997 and 1998 cost ofDA SR proassing inclided in te Dire ctA a®ss
Im p BIm entation subaccountare e lgib I for 8 376 teatment O bt e exenttbese
cost are detrmined ©be reasonab B in Phase 2.

48. The 1997 and 1998 reasonab I cos® ofresponding bcustom er requess
and inquiries regarding directaccess are e Blgib I for 8§ 376 treatm ent

49 . The cos® ofresponding o and processing reques® forinenalin et rs and
re hed metring serMas are cos ofoperatng in te new worll © atshoull be
reconered from m arketrenenues and shoull notrecive 8 376 treatm ent

50. The cost ofhand Ing custom er con p hink aboutESPs, dire ctaccess, and
restructuring are cost ofoperating in te new com petitinve m arket, as are
austomerrequest © return from directaccess ©bund Bd ut ly sernic, and
none ofthese cost shoull recive 8 376 treatment

51. For 1997 and 1998, reasonab B cos® associakd w it ESPsupportare
aitcakenvices oensure tatte nasentom petitive m arketis Mab .

52. Cost inaurred for ESP Provder Sernvces are notrequired oimp Iment
directaccess nor o foser te com petitine m arketp bce, and m ustbe recovered
from m arketrenenues.

53. Cos® inaurred forim p Im entation supportserMas in 1997 and 1998w i W
receive 8 376 treatm entfor overalprog ctm anagem ent, inform ation € d no bgy
infrasttucture,, and em p byee training.

54. Cos® inaurred for directaccess budgeing and contro Bauditing, and
faci Hies de\e bpm entare notaos® inaurred ensure im p Im entation ofdirect
access and shoul notrecive 8§ 376 treatment

55. Cos® inaurred formeer-re hed actinvties underte H ourb InenalMeter
Insta lhtion and Reading Cost subaccountare notne@ssary for and a partoft e

im p Im entation ofdirectaccess, and w i lbe incurred by oterm arket
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partdpant . Cost inaurred for creating h our ¥ bad profi s are e Igib I for§ 376
tTreament

56. Renenue cycll servces resu kin additiona Bire tai Bcom pe tion in m e ring
and bi ling.

57. Rexenue cycll sernvces are note Igib I for § 376 treatm entbecause tey
are notrequired ©im p Imentdire ctaccess .

58. Renenue cycll sernvices are com petitive services and te cos® ofprovding
sudi servces musthbe reconered from te market

59 . Ingeneralcost re hkd energy costaccountng and retai Ibbi ling are
partoft e cost ofoperating in te new market These cost m usthe recowered
from m arketrenenues and shou ll notbe ¢ Bgib I for 8 376 treatm ent. H ow e\er,
cost re hed ©identficaton and dischbsure ofindinvduallrak com ponent,
consisentw it § 392, are e lgib I for§ 376 treatm ent

60. Because im p Im entation oftte UNISnum bering sysem w as de hyed and
because D 98-11-044 appro\ed 8§ 376 treatm entfor tese cost, reasonab  UNIS
cost shoull be albwed 8 376 reatm entfor 1999 onk.

61.0Onk te reasonab I cost ofactivties bt attbe UDCs perform w it respect
D te optout lkstm aybe inclided for 8 376 treatm ent, as proMded forin
D 98-03-072, because t e optout ktis astatutory requirement

62. Directaccess sernvies t atare disaetionary and t atare recorded in te
DirectAoczxss Disaetionary SerMaes Cost Mem orandum A coountare not
required forim p Im entation and are note Igib I for § 376 treatment

63. The detrm ination ofreasonab Eness fore Igib B costatkgories w i lbe
made in future procedings.

64. Tote exentt atalcustom ers benefitfrom estab khing te new market
structure, allaustom ers m ustpay. Ifon¥ crtain customers benefitfrom a

particu brsenice, t ose custom ers m ustbear responsibi Hy for t ose cost .
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65. As used in tis dedsion, functiona lz ation can be defined as cost
assignm entby servc or program . Costassignm entan be distinguished from
costa bcation, w h i assigns costresponsibi ly by custom er group .

66. We wilnotfurter functionalke resttucturing im p Im entation cos® at
tistime.

67.Wehaw adopkd stringentaitriafor albw ing 8§ 376 treatn entfor
resttucturing im p Im entation cost incurred O creak te new m arketstructure .

68. A Baustomers,wheterbund Bd ordirectaccess, benefitfrom te ceation
oftie new com petitine regime and terefore, consisentw it costcausation
prindp Bs, m ustbhear te burden oftese cost..

69 . Edison? requesttoreconer cost t atare ¢ Igib I for 8§ 376 treatmentin te
TRA is reasonab .

70. Edisonshoul record tiese 8 376-e lgib B cos® in amem orandum account
 albw for con parison ofdisp kced transition costrecosery, ifany.

71. 0nc finallcos® are appro\ed for § 376 treatm ent headroom re\enues
shoull be allbcakd O tese cost according  te prinap s estab lshed inte
Rexenue Ad pstmn entProczeding (RAP), A §8-07-006 etall

72. Cost re hed o resttucturing activities t atare note Igib I for 8 376
treatm entannotbe reconered from rakpayers and sh alinotbe recorded in any
account® t atresu kin rakpayer funding oftiese cost .

73.Wewilldexne bpamet odobgy o con pare tese cost and te necssity
forexending CTCin A 99-01-016 etalL e procedingswe hawe estab kshed ©
rexsew postrat freeze rakm aking met odobgy -

74. Tote exentapitallcost are found reasonab B and appro\ed for reconery

in Phase 2,we mustde®rmine how tese cost shoull be am ortized .
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75. Because capitallcos® hawve been inaurred t accom m odak im p Im entation
as ofDecmber 31, 1998, for rakm ak ing purposes, tey shoull be expensed
during t e transition period .

76. Certain capitallpbrogcts m ay be undertak en for \arious functions, on ¥
some ofwhid are e Igib I for § 376 treatm ent. Itis inaum bentupon Edison ©
de Ineak tie cosk ofsud capitallpropcts betw een t ose cost ¢ Bgib I for § 376
treatm entand t ose cos® notsoe Igib .

77 . Com parison ofcost am ong uti Hies is notnessary in rexew ing
reasonab Bness ofe lgib | cost .

78. Ginen te Imitd nature oftte cost O he revewed, an independentaudit

Is notneassary .

Conclusions of Law
1. Section 376 does notdirectl aut orize reconery ofPX and 1SO

im p Im entation cost, butexends te period for recovery ofgeneration-re lhed
p kntand regu hory asset Dt e exentt att e opportunity © recover tese
asset has beenreducd by te colction ofspeafied im p Im entation cos® .

2. I1Tte utiies fu ¥ recoer teir generation-re ke d transition cost before
Decem ber 31, 2001, 8§ 376 treatm entw | Mhotbe required .

3. Section 376 does notdefine im p Im entation and w e do notfind t at
im p Im entation and bt e tansition period are one and te same.

4.Since te Legis hture dekermined te Ingt ofte transition period and
w as aw are ofte residualhature of CTCrecoery, tie Legis hture cou ll easi ¥
hawe prescibed tatte imp Imentation period was te same as te transition

period, butdid notdo so.
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5. Lim iting 8 376 treatm entto t e reasonab I cos ofim p Im entation oft e
PX,te ISO, and directaccess in 1997 and 1998, and 1999 on a case-by-case basis,
ensures tatw e are proper ¥ considering te inentof§ 376.

6. The Legis hture detrmined tattere were crtain cost o be expended on
new programs im p Imentte Power Exaiange, te IndependentSysem
O perator, and dire ctaccess -

7.1n88 367 and 368, tie Legis hture afforded te ut Hies te opportunity
reconer asse @ atmigh thecon e uneconom icin te new com petitinve generation
m ark etby promMding for arak freeze and subsequentrecovery ofsua transition
cost during t e transition period .

8. l1tw oull be inequitab I O require t© attese new programs be estab khed
and proude t e opportunity for fu lransition costre co\ery, w it outpromding
forsome mead anism ensure tatte cost ofimp Imenting e new program s
donotinerkre wit transition cost reco\ery.

9 . Anim portantgoallofe Bctricresttucturing is t prot ctcom petition - not
indindua Blcom pe ttors .

10. Neitertis Commissionor tie Legis kture conem p hed t atrecovery of
te cost ofacom peting in tte new com petitinve generatton m arketp bce w ou ll be
funded by ratpayers.

11. Toalbw m onopo ¥ distribution rats o subsidize tie cost ofaom peting
intenew marketstructure w ou M harm com petton.

12 . Pursuantto D §7-12-042 and D 98-12-027,we hawe detrmined © atast
incurred for te starkup and de\e bpm entoftie ISO and PX are e Igib I for
8§ 376 reatmentwheterassessed as aone-time charge oras avolimetric
d arge -

13. Funding ofISO and PX startup and de\e bpmentast has been defined

 ocaur regard Bss ofwhen te contribution ©te deve bpmentast is made .
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14_InD 98-07-098,we extnded te He oftte EETtODecm ber 31, 2001,
pursuantto SB 477 (Stat .199 7, Ch 275, Section 31). In D 98-12-085,w ¢ adop&d
tereconmendation oextend te EETY funding tocover te ke ofte EET
untt it sdiedu ld €rminaton dat ofDecm ber 31, 2001.

15. Simi lr o funding for t e ISO and PX starkup and dexe bpment te cost
oftte EET are required by statu® and te ob lgatonhas been estab kshed prior
tyear-end 1998.

16. In D 97-05-040,w e adop®d im p Im entation procdures regarding direct
access, addressed fundam entallprocedures and rulls ohein p bhce forte
promsion ofdire ctaccess, and detrm ined t att e avai Bbi My ofdire ctaccess
mitigatd te exerase ofmarketpowerin te PX.

17. A loftee Iment necessary oalbw customerdioice were in p bhee as of
Anuary 1, 1998, abh ough directaccess ite Fdid notbegin unt Mard 31, 199 8,
simuBaneous ¥wit teimpEmentation ofte ISO and te PX.

18. We did notguarante reconery ofcost whenwe allbwed te uti Hies ©
estab Ish mem orandum subaccount in D 97-05-040 o rack cost atiributd ©
im p Im entation ofdire ctaccess -

19 . DASR processing and creation ofh our ¥ bad profi s are aiticalasks in
albw ing im p Im entation ofdire ctaccess O begin.

20. Com pettoninmetring and bi ling is notagoalin ite Foutameans ©
achie\e efkctine com petition in generatonm arke® .

21.InD 98-09-070,we detrmined tatwe did notinend o allbcak te
inaementallcoss ofunbund bhg rexenue cycll servas o te generalbody of
rakpayers as am ater offairness and consisentw it sound priang prinap s

22_. Section 392 requires te ut kies identify and dischse indimMdualirat

com ponent on custom ers *hi M.
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23. Edisonhas e burden ofproMng t atit cos® are inaementalland t atall
avoided cos® hawe been quantified appropriat ¥.

24_ Because we hawe defined im p Im entation narrow ¥, consisentw it § 376,
we hawe diminished e need for Edison3 volintary cap.

25.Wehaw bnghe B Otestandard t atte pura aser or user ofaseric
shoul bear responsibi Hy for © ose cost . Sim i hr¥, allcustom ers m ustpay for
cost t atbenefitaBoustom ers. Itis reasonab I ©© adoptt ese prinap s for
cosk reciving 8 376 treatm ent

26. W e hawe consisentl recognized te im portance ofproMding accurat
price signall, and priang based on te prindp I ofcstcusation.

27. A Bbw ing am ortization ofcapitallcost over t e transition period or beyond
woull resukininerem poralinequities and incorrectpridng signall.

28. W e hawe presaibed spedficguide Ines for 8 376e lgibi My which will
albw reasonab Bness rexJew s om owe ahead expeditious ¥ .

29 . Cos® inaurred by Edison for t e startup and de\e bpm entoft e I1SO
(paid ®© rough te grid managem enta arge) and te PX (paid ®© rough te inital
di arge) are renew ed atFERC.

30. This Com missionh as pre-approned funding for cost oftie Consumer
Education Program and te E BcricEducation Trust

31. Reasonab Eness rexsew s shoull be Emitd orevewing e Ihe Bof1997
and 1998e Bgib B directaccess im p Im entation cos, and 1999 e lgib B direct
access im p Im entation cos® on a case-by-case basis, t atadhere o te prindp s
de Incakd in tis dedsion.

32. Edisonshoull be direced o fill anew app Bcation o request
reasonab Bness rexjew ofit e lgib B 1997 and 1998 im p Im entation cos® . Edison

shoull ill aseparat app lcation © requestreasonab Bness rexdew of1999 cos®
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e lgib I for§ 376 treatm ent. Edison m ustclar¥ dem onstrak and pro\e t at
tese cost are necssary o acoom m odat im p Im entation ofdire ctaccess -
33. Consisentw it our Ru lIs of Practic and Procdure, ex pare
com m unications regarding assignm entor reassignm entofA L3 are banned .
Sud ex part com m unications are notprocdura lin nature and t e exclisi\e
m eans for seeking reassignm entde Ineatd in Ru Bs 631 etseq.m ustbe folbw ed .
34. This ordershoull be efectine today in order o albw reasonab Eness

rexew t proced expeditous .

INTERIM ORDER

ITISORDERED tat
1. The folbw ing guide Enes are adopted fordetrm ining e lgibi Ky for Pub lic
Ut Hies Code § 376 treatm entofrestructuring im p Im entation cos® inaurred by
Sout ern CaHornia Edison Com pany (Edison):

a. ldentification and recovery ofalrestructuring im p Im entation
cost shallbe addressed in tis proczeding. Im p Im entation cos®
sh alnhotbe inclided in distribution raks or distributon
perform anc-based rakm aking (PBR) meai anisms.

b.Onk tose costinaurred oestab Ish tie independentsysem
operator (ISO), Paw er Exd ange (PX), and directaccess sh albe
detrmined ©he reconerab I as cos® 1 accom m od ak
imp Imentation and reci\e 8 376 treatm ent Ingenerallcos®
incurred afier 1998 are note Bgib I for 8 376 treatm entand te
cosk ofoperating tese program s on an ongoing basis are not
e lgib | for 8§ 376 reatm ent. H owe\er, te uti ies m ay requests
376 treatm entfor 1999 e Bgib B cak gories on a case-by-case basis .
PG E,Edison,and SDGI E m ustm ake ashow ing in new
app Ications for reasonab Eness rexdew for 1999 costs. PG E,
Edison,and SDGi Ehaw te burden todem onstrat why sud
cos are necssary o acoomm odat im p Im entation ofte ISO,
PX, and directaccess in 1999 .
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c. ElgibB 1997 and 1998 im p Im entation cost for dire ctaccess
shalbe renjew ed for reasonab Bness, as shal999 directaccess
im p Im entation cos® on a case-by-case basis . Costinaurred for
testarktup and deve bpmentofte ISO, te PX,te Consumer
Education Program , and t e E BctricEducation Trustneed no
furt er reasonab Iness rexvew .

d. The cos® ofim p Imenting rexenue cycll servas are note Igib i
for § 376 treatm ent

e. Cost e Igib I for 8 376 treatm entm usthe inaem enta Mo cos &
akeady reflced in base raks. Any awided cos® or any saMngs
associakd w it netstaffreductions, m ore e fiidentsys&ms, or
discontinued actimMties t atresu kfrom restructuring
im p Im entation sh albe recognized and m ustofetsud cost.

T. ABcustomers benefitfrom estab bkshing te new market
structure, terefore allcustom ers m ustpay for tese cos® .
Section 376-e Ilgib B cos® shalbe recovered from allcustom ers,
regard Bss ofteir procurem entad oice, absentsom e con pe lng
evdenc o te contrary .

g- Capitallre hed resttucturing im p Im entation cost sh albe
reconered as expensed iem s for rakm ak ing purposes and shall
notbe grossed up for return or taxes .

h . A lgeneration-re lhed cost shoull be recovered t rough spin-off
or dinestiture ofgeneration asse® or as going forw ard cos &, but
shalinotbe ginen § 376 treatm ent

i. Cost expended onim p Imentaton activities tatw ou ll albw
teutHies acom petitine advantage in e new m arketsh alinot
be albwed reconery from ot er ©tanm ark e tre\xenues.

J- PXstartup and dexe bpm entaost are e Bgib I for 8 376
treatment as are e uti iescost ofde\e bping sysems o bid
defaukaustomer bad intote PX. Certain m arketinterface coss
re hed design,de\e bpment and €sting are alloe Igib I for

§ 376 treatment A Bcustom ers shou ll pay for tese cos®.

O ngoing cos® of PX operation and ut iy bad bidding functions
shalinotbe soe Bgib B and m ustbe recovered from market
re\enues .
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k. No 8 376 treatm entand noreconery shallbe albwed whia
im poses cos® on retai Brakpayers associakd w it te ut Hes”
whollsall contractresponsibi kies .

L Norecowvery ofcost shallbe albwed under 8 376 unti Btis
detrmined tattese coss wi lMhotbe recovered t rough some
otermea anism ;e g, FderalEnergy Regu htory Com m ission-
appro\ed raks or directlh from customers.

m .Restructuring im p Im entation cost sh albe recovered t rough a
debitentry ©o t e transition re\enue accountand sh a linothe
assigned toseparat costakgories sud as transm ission,
distribution, e tc.

2. The folbw ing costcatgories are ¢ Igib I for § 376 teatment O te exent
te costob lgationisinaurred in 1997 and 1998, m ay be requestd D reci\e
§ 376 treatmentin 1999, and sh albe rexsew ed for reasonab Bness:

a. Payment tote ISO forstartup and dexe bpmentast;

b. Payment o te PXforstartup and de\e bpmentast ;

c. Payment b te CEP;

d.Payment bteEET;

. Cost ofde\e bping sysems ©obid defau kaustom er bad into PX;
Cost ofde\e bping m arketintrface sysems;

g- The 1997 and 1998 cost ofDirectAaxess Sernie Requestproassing
inclided in ©e DirectAczess Im p Im entation subaccount;

*(‘D

h.The 1997 and 1998 cos® ofresponding o custom er request and
inquiries regarding directaccess, as recorded in te DirectAoz®ss
Im p Im entation subaccount;

iI. The 1997 and 1998 cos associakd w it Energy Serice Provder
(ESP) support, as recorded in tie DirectAczess Im p Im entation
subaccount;

J- The cos® inaurred forim p Im entaton supportserndcs in 1997
and 1998 for oneralprop ctm anagem ent, inform ation

ta nobgy infrasttucture,, and em p byee training, as recorded in
te DirectAczss Im p Im entation subaccount;

k. The cos® ofaeating hour¥ bad profills;
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L The cost ofidentifying and dischsing indivdualrat
com ponent on custom ers *hi M, consisentw it § 392;and

m.The 1997 and 1998 cos® ofactivities © atEdison perform w it
respectto te optout kst as recorded in te Customer
Inform ation Re Base Sys€m s subaccount

3. Edisonsh alidentify and quantify a Banoided cost associakd w it
e lgib B resttucturing im p Im entation cos, so t atas® saMvngs can be
considered in approMng te reasonab Bness ofaost ¢ Bgib | for 8 376 treatm ent
Edison sh alpbrovMde te met odobgy, w ork papers, and resu s oft is study in
It app Bcation o consider reasonab Iness oftie 1997 and 1998 im p Im entation
cost defined as e Bgib I for 8 376 reatm entin € is dedsion. IFEdison request®
§ 376 treatm entfor b ese cakgories in 1999, Edisonshalkim i hr¥ quantfy all

awided cost in it app Bcation for reasonab Bness renew of1999 cost .

- 76 -



A 98-05-004 etal COM/RB1/rmn A Ermat DRAFT

4. Edisonshallil anew app Bcation in order © renMew Edison? direct
access imp Imentation cost for 1997 and 1998 t atare e Blgib | 8 376 treatm ent,
and may fill aseparat app Bcation requesting reasonab Bness rexsew of1999
cost, consisentw it tis deasion.

This orderis eflecline tbday .
Datd , atSan FHandsco, CaHornia.
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