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Dedsion ALTERNATE DECISION O FCOM M ISSIO NER BILAS (Mailld 3/11/99)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Pacific Gas and E Bctric Com pany, o estab kh
teelgibi My and seek reconery ofertain e Bctric
industry resttucturing im p Im entation cos® as App Icaton 9 8-05-004
promMded 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 recovery under
Pub BcUt Hies Code Section 376 ofcrtain cost
caktgories and actimMties, (2) afinding of
reasonab Bness oftie cos® inaurred t rough A pp Bcation 9 8-05-006
12/31/97, (3) approva lofan auditm et od o bgy (Fld May 1, 1998)
for\erifying te e lgibi Hy ofSe ction 376 cos® for
recovery from 1998 t rough 2001, and

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

Sout ern CaHornia Edison Com pany, o address
resttucturing im p Im entation cost pursuantto A pp Bcation 9 8-05-015
Pub BcUt Hies Code Section 376, in con p lanc (Fld May 1, 1998)

w it Ordering Paragraph 18 ofD §7-11-074.

(See Appendix A for lstofappearancs )
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INTERIM OPINION REGARDING
PUBLIC UTILITIES CODE SECTION 376
AS APPLIED TO PACIFIC GAS AND ELECTRIC COMPANY
AND SAN DIEGO GAS & ELECTRIC COMPANY

Summary
Intis dedasion, we consider te settm entproposall presentd t us by

Pacific Gas and E Bctric Com pany (PG E) and San Diego Gas ¢ E Bctric

Com pany (SD Gi E) regarding issues re ked 1 resttucturing im p Im entation
cost bwhia PublcUt Hies (Pub.Ut ) Code 8§ 376! treatm entapp ks . In an
accom panying dedsionin tis docket we haw adoptd asetofprindp s or
guide Enes for considering program ¢ Blgibi Hy for t e im p Im entation cost of
Sout ern CaHornia Edison Com pany (Edison). The goalloft ese guide Enes is ©
distinguish between t ose cost t atan be proper ¥ chssified as e lgib | for

§ 376 treatm entand cos® t atare notsoe Igib B. In t atdedsion,we alloset
fort costrecovery prindp s fore Igib 1 cos 6.

We find tatte same prindp s tatwe haw adoptd for Edisonshoull
app ¥ ©PGI Eand SDGI E. Because tiese guide Enes h axe im p Blcations for
approvng t e proposed settlim entagreement of PGt Eand SDGi E,we
address te proposed settment in tis dedsion. We re pctti e proposed
settiment,wit outpre pdic,and order PGl Eand SDGI E toeiter
renegotiak te settment based onte prinap s outlned herein or o request

aErnatine re kT consisentw it Rull 517.

Procedural History
InDedsion (D )97-11-074,w e ordered Edison, PGl E,and SDGI EtO fill

app Ications o identify restructuring im p Im entation coss inaurred under 8 376.

1A Btwbory rekrenas are ©te Pub BcUt Hies Code, unllss otierw ise nokd .
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OnMay 1, 1998, PG E,SDGI E, and Edison fild App Bcation (A ) 98-05-004,
A 98-05-006, and A 98-05-015, respectine ¥, O identify sud cost 2 Prokest were
filld by te Offic ofRakpayer Ad\ocaks (ORA), Enron, pinth by te
CaHornia Association of Cogenerators (CAC)and te Energy Producrs and
Users Coallion (EPUC), pinth by t e CaHornia Manufacturers Association
(CMA), te CaHornia Large Energy Consum ers Association (CLECA), and te
CaHornia IndustrialJUsers (ClU). PG E, Edison, and SDGI E rep ked O tese
proes® .PG E,Edison, ORA,Enron,and The Uti Hy Reform Netw ork (TURN)
filld prehearing conkrenc staement.

On Gnuary 1, 1998, Senat Bi ISB) 960 became efectine,wh idh
estab kshed various procdures for our proccedings. These rulls are setfort in
88 1701 etseq.and Articl 25 ofour Ru s of Practic and Proczdure . In
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
Ji ¥ 10, Com missioner Bi ks issued ascoping mem ot atdesignatd
Administratine Law didge (ALJ Minkin as te prindpahearing officcr and set
fort te issues oheinchided in tis proceding. The scoping mem oestab khed
aprocdurakdiedulunderwhic 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 dakt offi lng oft e app Bcation, pursuantto SBY 60, Section 13.

2D 97-11-074 ordered te utt lies © fill tese app Bcations by Marar 31, 1998. This dak
was extnded o May 1, 1998 by aut orization ofti e Executine Director on Marar 25,
1998.
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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 poentaly e Igib I for § 376 treatn ent
Phrase 1w i lbok chbse ¥ atdefining im p Im entation and w i lfocus
particu kr¥ on costakgorizaton, ie ,wheterte costs chimed
shoull be catgorized as cost ofim p Imenting e Bctricresttucturing
and shoull reczine 8 376 treatmentorwheter tiese expenditures
shoul 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 provded for 1998
trough 2001 Whill Phase 1wiBnotrenew tese estim aks or
adoptany particu bhr do lhr figure associaktd w it tese forecast,
sud estim aks wilbe he bfulin understanding te prograns te
uti kies be 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 o de By te beginning ofe\dentiary hearings. A second prehearing
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
submited 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 forSDGI E. PGI E,ORA,CLECA,CMA,EPUC, and CACTilld a
m otion for ad option ofsettm entagreem enton Novem ber 13. On Decm ber 3,

PG E filld asupp Imentt atadded CIU and Uninersity of CaHornia/ Stak
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Uninersity of CaHornia (UC/CSU) as signatories ©o t e proposed settiment On
Nowem ber 12, SDGi E,ORA,FederalExeautine Agendes (FEA), CMA, CLECA,
CAC,EPUC, and UC/CSU fiId am otion for adoption ofsettm entagreement
Enron and TURN filld con ment contsting PG E% proposed settiment
Enronallocontstd SDGI E3% settment EMdentiary hearings on te conesed
issuesin tesettment were he M on &nuary 4 and 6, 1999 . Com m issioner Bi ks
atended te chbsing argum ent on &nuary 13. PG E and SDGI E3% app Bcations
were submitied uponrep ¥ briets filld on RRbruary 18, 1999, respectixe ¥ .

PG E,ORA,CLECA,CMA, and CIU filld pintopening and rep ¥ brie®, as did
DGt E,ORA,CMA, CLECA, and FEA . Edison, TURN, and Enron allo fi Id
openingand rep ¥ bries. ORA allofilld aseparat rep ¥ brief. The prindpal
hearing officer com p Bed and issued te proposed dedsionon a time ¥ basis, 25

days afersubmission.

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

Toteexentt atte cost ofprogram s 1 acoom m od ak

im p Im entation ofdirectaccess, te Powver Exdiange,and te
IndependentSystm Operator, © ath awe been funded by an

e Bctrica bcorporation, and hawe been found by te com mission
orte RederalEnergy Regu ltory Com mission o be recoverab il
from teuttys customers, reduc an e Bctricablcorporation 3
opportunity o recover it utt iy generation-re hed p hntand
regu Rtory asset by te end oftie year 2001, te e Ictricall
corporation m ay reconer unrecoered uti Hy generation-re lhed
p hntand regu htory asset afer Decem ber 31, 2001, in an

amn ountequalo te utt Hy 3 costofcom m ission-approed or
FderalEnergy Regu Rtory Com m ission approved restructuring-
re ked im p Im entation program s . An e Bctrica lcorporation 3
abi ity bcollcttie am ount from retai Baustomers afer te year
2001 shalbe reducd Dteextentte IndependentSysem
Operator or e Power Exdi ange reim burses te e Ictricall
corporation for t e cost oftiese programs.
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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, t e Legis hture
proMded 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 extnded nature oftransition costrecovery, o t e exéentsud
cos are disp bhced because ofrecovery ofapproved restructuring
imp Im entation cos&..

As aninitaln ater, itis im portant® understand t at§ 376 does not
directl aut orize reconery of [Pow er Exadi ange ] PX and [Independent
Sysem Operator]ISO im p Imentaton cost . ffootnot omited .] Rater,
itexends tie period for reconery of“generation-re hed p hntand

regu Rory asses” [footnok om itkd Jto te exentt att e opportunity ©
reconer tiem has beenreducd by te co Mction ofspeafied

imp Ementation cos . Thus,§ 376 by ite Fdoes notaut orize reconery of
any cost;ratier, itperm it uti lHies 1 reco\er uneconom icgeneration-

re hed ocost (see § 367) beyond te Decmber 31, 2001 dead Ene setin

§ 367(a), Dteexentte opportwnity © reconer tiese coss is reduced by
[FederaBEnergy Regu Rtory Com mission] FERC- or Com mission-

aut orized reconery ofunreim bursed im p Im entation cost inaurred by
teuties. (D 97-12-042,mimeo.atp.4)

PG&E’s Proposed Settlement

PG E and te settling parties ask t© atw e appro\e a proposed settiment
t atresolles te issuesin bot Phase 1 and Phase 2 ofthis proczeding. The
proposed settm entaddresses recovery of1997 and 1998 restructuring
impEmentaton cost aswe Mas te maximum am ountt atPGl E can chim for
§ 376 reatmentie , an ount t atmigh tBlad  an exknsion oftransition cost
recoery afer te rak freeze ends.

Under tie proposed settiment costs wou ll be separakd intotw o
catgories . Exernal} m anaged restructuring cost consistofFER C-appro\ed
ISO and PX starkup and deve bpm entaost and Com m ission-appro\ed

consum er education program cos®. Inernal¥ m anaged resttucturing cos®
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consistprim ari ¥ oft e cos ofdirectaccess im p Im entation and dem and PX
bidding and settmentsysems. The settlim entproposes t atl) on¥ exerna ¥y
m anaged cost be e Bgib I for § 376 treatm ent, 2) tese cost are fu ¥ recoverab i,
and 3) PG E agrees tocap tis teatmentatPomillon, ie O te exentt at
reconery ofexternal m anaged cos® disp Bce generation-re hed transition cost
reconery by Decem ber 31, 2001, on¥ $5milonw i lbe recovered in te post
transition period .

The settling parties agree ©t atPGi Ew i v aine § 376 treatm entofall
inerna® m anaged im p Im entation cos®, incliding alkud cost inclided in i
1999 GeneralRak Case (GRC) app Bcation (A ) 97-12-020. These cos consist
prim ari ¥ oft e cos ofdirectaccess im p Im entation and dem and PX bidding
and settimentsysems. For1997 and 1998, te settling parties agree t at1997
and 1998 inerna® m anaged cost are recoverab I, butt atPGi E w i lforego
HOmiMon or approxim ak ¥ 20% oftie inerna® m anaged cos® for 1997 and
1998.

The proposed settm entrecom m ends t atgeneration-re ked
resttucturing expense w i lbe e Igib I for reconery t rough te Transition Cost
Balkndng Acocount(TCBA) med anism , spedfical € rough te non-m us€run
and m us€runmem orandum account® as going forw ard cost . Therefore, tiese
cost are nottreakd as transition cost, butas cost ofoperatingin te market
Generation-re hed capitallicosts w oull eiterbe recoverab B in tis fashion or as
capitalrenenue requirement based onte resulk of PGl E3 capitalladditons
proceding, A 98-07-058.

The settling parties propose t atte exernal m anaged cost and te
inerna m anaged cost be recovered ® rough te Transitton Rexenue Acoount
(TRA),w it costalbcation and \erification ofentries considered in ©e Rexenue

A Bbcation Proceding (RAP), A §8-07-006 etall
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The settmentrecom mends € atanew accountbe estab lshed . The
E BctricRestruduring Cos® Acocount(ERCA)w ou ll h ave 2 purposes: 1) ©o albw
for te recording and reconery ofunantdpatd restructuring cos® notfore castin
PG E¥1999 GRCand 2) Ibrequire e Com mission o consider e cost ofnew
restructuring program s before itrequires te ut lies ©inaur te cost. Rnaly,
t e settlng parties propose © atPGi E can trac in ERCA any cost inaurred in
i roll ofsdiedu Ing coordinator for m unidpallut Hies and gonernmentall
agendes under pre-existng wh ollsall ransm ission senice contracts, w h idi
FERCdoes notalbw PG E bpassontote contracthoBers. Inefect tis
issue is defrred ©some future proceding . Parties take no positon on t e
reasonab Bness oftiese cos and resene te righ to oppose any future PGL E
requestfor reconery ofthese cos® .

The parties conend tatte settmentisin te pub Icintrestand reaches
afair com prom ise ofte disputd issues in tis proczeding. The settng partes
be lexe tatte pub Ecintrestis sened by estab khing 3simp e Igibi My
prindp Is and by resolling t e reasonab Bness and recovery issues. For 1997 and
1998, PG E expects ©incur $143 m i Mon in restructuring im p Im entation
expensed costs and 16 milonin capitallcost, for a otalofH259 mi lon.
Outoftis o lPG: Ehassubtraced H36 m i lon t atitexpect O seek
reconery in oter forum s,externa ¥ m anaged cost of$622 m i lon for 1997 and
1998, and asettm entreduction ofHO m i Mon. This resu ks in a ot lofBl0 065
millon, owhid & 2miBoninintrestand frand ise £es and uncolctib I
expenses (AR U) forarexenue requirementof$i1279 miMonininernaly
m anaged cos® O be recovered trough e TRA for1997and 1998. PG E staks
tatitexpects ©o\erspend i 1998 estim aks by sexeralin i lon do lhrs . Parties
agreed osettl based on te forecastam ount, because tese forecas® w ere based

onsexeralln ont s ofrecorded data and t e fore castam ountw ou Bl disap Ine
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PG E% expenditures forte remainder oftie year. Exerna ¥ m anaged cos
w ou Bl continue ©be recovered t rough e TRA onarecorded basis € rough out
t e transition period .

Parties alocontnd tatte settmentisin te pub Bcinkresthecause it
identifies and addresses tie oner Rp issues wit oter proczedings and promMdes
aclarroadm ap for teir resolition. Parties be lke\e t atchbse coordination is
required betw een tis proceding and te GRC. The settm entdoes notreso e
teissue ofwheter,startingin 1999, P& E shoull be aut orized inchlide
resttucturing im p Im entation cost in base raks orwhetersud im p Imentaton
cost shoul be rem oned from base raks in e GRC and recovered as inaurred,
subpcttoan afer te factreasonab Iness rexdew . ITthe Com missionde®rmines
inte GRCtatsud imp EImentation cost shoull be rem oved from base raks in
te GRC,tentese costswoull beellgibl forrecordingin te ERCA . Cost
albcation and recosery ofim p Im entation cos® found reasonab B in tis
proceding w i lbe addressed in te RAP. The setting parties allo propose t at
reconery oft e generation capitalladditions cost for 1997 and 1998 w i lbe
addressed in A 98-07-058, PGi E% capitaladditions proczeding. Recovery ofti e
cos ofW es®rn Pow er Exai ange (W EPEX)-re e d propcts for 1998 w i lbe
addressed atFERC and recovered in te transm ission rexenue requirement
Fnall, te settling parties recon mend t atreconery ofexpenses re hed D te
generation settment bi Wng, and bidding sysems for 1997 and 1998w ou W be
recovered as a generation going forw ard cost in 1998 ©t rough te TCBA %
mem orandum account® . Revew oftiese cost wilbe addressed inte 1999

AnnualTransition CostProczeding (A TCP).
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SDG&E’s Settlement
SD Gi E% proposed settimentdefines exernal m anaged cos® (EMCs) as

te actualam ount expended for te PX initalld arge, te starkup and

dexe bpm entportion oftie ISO grid m anagem entad arge, and tte Consumer
Education Program , and E BctricEducation Trustast . Upon approva lloft e
proposed settment tese EMCsw oull be deemed ©he funded by SDGI E and
reconerab I from custom ers pursuantto 8 376.

SDGi E defines inernal m anaged cos (IMCs) as dire ctaccess
im p Im entation coss, PX bad bidding and dem and settm entaoss, 1ISO/ PX
inerfaces,hour¥ inenal eerinstalkton and reading cos s, utt iy
distributon com pany (UDC) bi Bing sysem s m odification cos®, customer
inform ation re Base sys€m cost, and ennvronm enta lim pactreportcost. The
settm entproposes  fix tie rexenue requirem entfor tese cos® atdss 7
milon. The settlm entproposes © at8 376 IMCs are t e portton ofIMCs w h idi
ise lgib 1 ©disp ke generation-re hed transition costrecovery during te
transition period and is fixed ata68 m i lon (41 7% ofto@ IMCs). The total
am ountoftransition cost t atau B be disp bkced by 8 376 recovery is defined as
te EMCamountp lis te fixed 8 376 IMC am ount. The settling parties agree
tatSDGI Eshoull be aut orized ©reconer te fu Bactua lam ountofEMCs on
adolhr-for-do lhr basis . Parties predicttt atEMCs w i Bota Bapproxim ae ¥ 825
m i lon from 1997 -2001.

In A 98-01-014,SD Gi E3 distribution PBR proceding, SDGI E and
\arious parties agreed in asettmentagreementre hed ©SDGI E3 1999 Cost
ofSsnvc study, tatertain spedfied cost shoull be considered for recovery in
tis proceding. The settling parties © tis proceding agree © att ese cost are
reflicied in te IMCs and are recoverab I . Parties furter agree t atte cost

reconery med anism for IMCs sh ou B continue t rough tte herofte end of

-10 -



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

2002 or e Commission® resoliton ofSDGI E 3 nextastofsenvic study, o be
fild no hkertanDecmber 21, 2001.

The settling parties propose ©t atSD G E fill an annuabladvice Bter ©
estab Ish te rak reconer te IMCand EMC renenue requirement . The partes
stak tattese cost,exceptior t ose cost conered by te ISO grid m anagement
d arge, are notarrentd reconered in SDGE E3 raks and are notto be inchlided
in SDGi E3% distribution rat . SDGI E proposes estab bshing a Consoldakd
Restructuring and Section 376 account w it subaccount ofintrna ¥ Managed
CostA ocoount(IMCA) and Extrna ¥ Managed CostBahnang A coount
(EMCBA). The settm entproposes t atseparak rak con ponent be set
annua ¥ t rough te end of2002 for te IMCA rexenue requirem entand
t rough te end of2001 based inittal on te EMCBA rexenue requirement
whid represent aforecastofpropcted EMCs notrecovered e Bewhere in FERC
or Com missionraks. IFSDGI E3 requesttoestab blsh aTRA is approned in te
RAPproceding (A 98-07-006 etall), t e otalloftie bi Md renenues recorded in
te Consoldatd Restructuring and Section 376 Acoountw i lbe trans®rred ©
te TRA.

Onamont ¥ basis, SDGI E proposes o com pare bi ld rexenues from te
EMC rak con ponentto actua EMCs . Any o\er- or under-colction resu ling
from tis com parisonw i lbe reflcted in te subsequentyears EMC rat
com ponentand woull reczine te 3-mont comnmerdallpaperintrestrat . The
rak setto coner EMCs and IMCs for calndaryear 1999 w ou M reconer EMCs
forecased for 1999 as we Mas recorded cost for 1997 and 1998. The parties allo
agree tatte met odobgy fordet®rm ining rexenue flictuatons due o salls
wilbe consisentw it te met odobgy adoptd in D 98-12-038 regarding
SDGi EY costofsenvia settmentin A 98-01-014.

-11 -
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The settm entproposes © atSD Gi E trax te totalam ountofEMCs and
376 IMCs in anew ““Com petitton Transition Charge (CTC)Disp hcement
Trad ing Acocount’and to com pare te otalio te TCBA bevallak SDGL E?3
reducd opportunity o reco\er it transition cos® .

The EMCs are notsubpctto furt er reasonab Bness revsew s. SDGI E
agrees o track it IMCs during te transiton period unt bud tme as ORA
indicaks ©SDGI E tatsud tracking isno bnger necessary . H owe\er, te
IMCs are notsub pctto furter re\ew , in\estigation, and ad pstn ent

The settmentalodefines “substantaMuture regu htori ¥ required
restructuring cos®” as t ose cos® for new resttucturing-re lhed program s t at
representasubstantaldeparture from te aurrentresttucturing-re bhed
program s. These costs w ou ll be im posed by eitera FERC or Com m ission
dedsion and m ustam ountt cost ofH m i lon or m ore in annua Fre\enue
requirem ent for program s bsting bnger tan1year,or & milonormore in

rexenue requirement forasingll “restructuring-re ked, ISO, or PX program

(SDGi Esettment p.8)

TURN'’s Position
TURN does notnecssari ¥ oppose adoption of PGl E% settim entas bng

as w oissues ofoonarn are satisfactori ¥ resoled and TURN % proposed
conditions are adoptd . TURN recom m ends © atCom mission po Bcy shou W be
consisentacross uti Hies in te same industry, espedalf where tte Com mission
isim p Ementing aspeaficstatut . “The resobiton ofacom m on po Bcy and Bgal
issues m ustbe consistntacross ut kHies, regard Bss ofwheter teirindinvsdual
cases are Higatd orsettlld . Toactoterw ise w oull open up te Com mission
Jstifiab I aitiasm tatis deasionm aking is unpredictab B, unfair, and exen
arbitrary 2’ (TURN 3 opening brief,p.1) TURN adwocaks t atte same

-12-
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prindp Bs itrecom mends app ¥ing o Edisonshoull allobe adop®d for PG E

and SDGI E. TURN recon mends © attiese prindp s be adop®d in conjnction

wit PG E3settment it atapprovalis conditioned as TURN recom m ends .
TURN 3 concerns re ke owhere and how cost poentall e Ilgib I for

§ 376 treatm entsh ou M be rexsew ed and recovered . TURN has recom mended

bot in tis proceding and in PG E?% genera Brat case (GRC) app Bcation

(A 97-12-020) t ataost associakd wit te im p Imentation ofdire ctaccess, te

ISO, and te PXshoull notbe inclided in base rats for €styear 1999 .

InPG E% €stimony in tis proczeding, PG E stakd t at

PG Ewilincur cost re hed ©© te conttnuous m ainenanc and
operation ofanew sysem or function t atw as required by e Ictric
industry restructuring . PGl E be le\es itis appropriat t reco\er
t rough GRC-aut orized base rexenues sud expenses associakd
wit any new sysem ormodificaton necssary oimpIment
resttucturing - A Bo, te annualrexenue requirementfor t e
capitaked porton ofany new sysem orm odificaton required by
resttucturing w ou B be reconered t rough GRC-aut orized base
rexenues. Thisis consisentw it traditona hreatn entofaost
necssary o prouMde serie PG E3 e Ictricretai baustom ers 2’
(Exh ibit54, p.1-18)

In contrast, TURN contnds t atresttucturing im p Im entation cost m ust
notbecom e partofdistribution base rats, m ustbe Imitd t actua kcos
inaurred, and m ustbe subpctto afer-t e-factreasonab Bness renjew - TURN
recon mends tatte prindp Is estab kshed for 8 376 ¢ Igibi Hy and recovery
shoull app ¥ ballofte utiHies,whetertey haw entred intoasettmentor
not TURN argues t atrestructuring im p Im entation cos® shou ll be dechred ©
be e Bgib B for 8 376 reconery or notreconered in m onopo ¥ raks atall TURN
m aintains t attese cosk are hrge ¥ notunder te contro lofut Mies and are not
readi ¥ predictab B ;tierefore, iftese cos® are inclided in base rats or
distribution PBR, forecast w i lbe o\erestim akd . In addition, TURN exp Rins

- 13-
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t atincliding capitallcos® in rak base w i Bartifidaly infhe te distributon
rak base. TURN urges tatwe re pctPGi E3 proposalto inclide resttucuring
imp Im entation cos® in base rexenues in e GRC,because tiese cosk are \ery
diferentfrom te ongoing prousion ofut My ¢ Bctricsernvices . PG E has
descaribed tese activties as re hed © “new responsibi lies b atjare st lbeing
dexe bped in te directaceess proceding, and onc deermined, are ke ¥ ©
exolle onertime 27 (Exhibit2,p.2-8in A §7-12-020) TURN recognizes t atsua
uncrtainty inaeases te difiicu ly ofaccurat ¥ fore casting future ongoing coss
and point outt atbecause tere is asignificantrisk ofguessingw rong, use of
t e traditiona BGR C fore castprocess w ou Ml encourage high estm ats ofthese
coste Iment.

TURN allocontnds t atuse oftte ERCA t record any unantdpatd
cos® arising from unantdpatd im p Im entation actinMties is inappropriat .
TURN be le\es t atERCA represent an under ¥ing shifting oftoe risks ofaost
reco\ery, because nomed anism exist for any ot er area ofut Hy actimMty
where cos® oftt ataciMty were inclided insetiing te utt y 3 base rexenues.
TURN argues t atPGl E is seeking o retain asakty nethy incliding tese coss
in forecastratm ak ing .

A Hpartes agree t atin order ©be e Bgib I for reconery under 8 376, te
reco\ery ofapprozed restructuring im p Im entation cos® m ustde By te
re co\e ry oftransition cost beyond te end oft e transition period . TURN
recon mends tatt e folbw ing additiona Bporindp 0s be adoped for PG E,
Edison, and SDGi E:

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

inchlided in distribution rats ordistribution PBR m ed anism s .
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2. Anarbitrary cutoffdat forim p Im entation sh ou B 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 cost shou M be recorded in a
mem orandum or balkndng accountas incurred 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 rexsew oftie im p Im entation cost, addressing e accuracy ofte
accountingand whetersud cost are prudentd incurred .

5. The cos ofim p Im enting rexenue cycll sernvices shou ll notbe
autom attcal¥ exchlided from 8 376 ¢ Kgibi My .

6. Cost e lgib I for § 376 treatm 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 shou W be am ortized
owverte remainder oft e transition period atte ut iy 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, butnotginen § 376
freament

9. PXstartup and de\e bpm entaost are ¢ Bgib | for 8 376 treatm ent, as
are teutilies’cost ofde\e bping sysems ©obid defaukaustomer bad intote
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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 albw ed whid im poses cost on retai rakpayers
associakd wit te utilies’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
mea anism ;e g, FERC-approwed rats ordirectl from customers.

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

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

cakgories sud as transm ission, distribution, e tc.

Enron’s Position

Enron be Ee\es functiona k ation, or costassignm entt particu br senics
or function, is neassary © fac Hat continued resttucturing e flor . Enron
recom mends t att is approach w ou Wl assistin t e transition t com pe tti\e
market®, prexentsubsidization ofut Hy-ofkered com petitine and poentaly
com petitive serias by captine rakpayers, and ensure alernat sernic
promMdershawe tie abi ly tocompet wit te utiiesin e prouvsionof
com petitive sernias . Because neitterte PG Enorte SDGI E settiment
recom m ends functiona lkz ation ofresttucturing im p Im entation coss, Enron
reconmends tatte settment be re pcied, in part

Enron conends t atbecause tie im p Imentation cost are associakd w it
t e functions ofdistribution, transm ission, generation, and procurement t e

cost musthe identified wit teservia forwhid tey were inaurred and
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reconered trough tatservc . Enron assert © atCom mission po Bcy requires
functionakation. In D 96-10-074,w e ordered e UDCs thseparat teirmost
reentaut orized rak base and rexenue requirement into te functions of
generation, transm ission, and distributon. Thisw as confirm ed in D 9 7-08-056,
inwhich we alloordered t atast® be separatd into nuclar decom m issioning
and pub Bcpurpose program s .

Enron disputs PGi E% recovery ofIMCs t rough aone-time debittote
TRA and recovery ofapproned EMCs t rough mont ¥ debits ©ote TRA . Enron
be le\es tisreconerymea anism resulbs in recovery ofcost whid runs counter
estab khed po oy favoring unbund Ing ofcost for reconery in order ©
faci Hak eflidentm arke® and customer d oic -

Simikr¥,Enron conends €t atSD Gl E% costrecovery med anism does
notre fllctestab khed Com m ission po oy . SD Gi E proposes oestab kh 2
separak rak com ponent based on IMCand EMC rexenue requirement, b be
setannua® and orem ain in eflectt rough te end oftie year 2002 (IMC) and
2001 (EMC). These separat rat com ponent w i lbe assessed on alcustom ers
for recovery and terefore, Enron contends t att is settmentdoes notaomp ¥
wit Commissionpolcy. The rexenue requirement for tese rak com ponent
woull be subttacked from totalbi Bd re\enues prior o te detrminaton of CTC
residualirexenues .

Enronallocontnds © atSD Gi E% proposed recovery ofIMCs raises
issues ofstatutory inkrpretaton, because t e proposed settm entprovdes for
reconery ofIMCs in parton a forecas®d basis. Thus, itis notclart atte cos®
have mette 8 376 hurd I ofbeing funded by an ¢ Bctrica bcorporation. The
settm ent® proposed recovery ofEMCs may Bad todoub B recovery because of

te inclision ofstartup and de\e bpm entporton oftie ISO grid m anagem ent
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dirarge . Enron be le\es tis charge is alleady recovered as average PX rexenues
inte PXd arge assessed ©SDGI E3 bund Bd serMca custom ers.

Enron proposes t atit functiona kz ation proposalbe reflcked in
austom ers’raks by inaeasing te PXaeditfor1997and 1998 cost for b e
procaurem entfunction. Enron be ke\es tis ttue-upwou B be simihrto te true-
upbte PXararge or aeditaurrenth calbu bhed by te UDCs in order t corre ct
inaccurades . Enron conends t att e absenc of hnguage regarding
functiona kzation in 8§ 376 does notpreclide sud ameans ofreconery.
Moreower, Enron argues t atit positionin te RAPpertainssol ¥ ©
procurem entaost, particu br¥,which procurementast currentl em bedded in
te UDGCs’ratks as w ¢ llas ongoing cos® ofproaurementwhid shoull be
reficed in te PXaedit Enronexp hins t atit proposalin te RAPdoes not
address e ot er 5 functiona bcak gories ithas de\e bped here forte UDCs”
resttucturing im p Im entation cost .

Edison’s Position
Edison’ brie® are Imitd ©one issue: ORA 3 bend m ark ing proposa Hor

reasonab Bness renjew s as described in Exhibit34. In € atproposaBORA

recon mends t at detrmine reasonab I forecast offuture cost,eac ut iy
be required  proMde datain acom m on form atand t proMde €stm ony

com paring ite Fiote oter 2 uti lies and exp Riningwhy itw as necssary ©
exced e bwestostut iy in € ree program areas: directaccess

imp EAmentaton, hour¥ inenalmetrs,and bi Bng sysem m odifications.
Edison disputs te eflicacy ofthis proposalland be Be\es itisunw orkab 1. ORA
recon mends t atEdison’ briefbe accorded noweight as te issue was fu l¥

kigakd in Phase 1 oftie Edison ph ase oft is prozeding .
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Discussion
Rul 511(e) proMdes tatte Commissionmustfind asettiment

“reasonab I in Igh tofte wholl record, consisentw it te Bw,andin te
pub Bcintrest’in order 0 appro\e te settiment These are e aitriatatwe
mustapp ¥ o te settiment before us.

InD 92-12-019,we setfort citriabywhid we woull consideranall
party settment The firstaikrionis tatte settmentm ustenpy “te
unanim ous sponsorsh ip ofa llacti\e parties © te instantproczeding” A B
acti\e parties in tis proceding do notsponsor tie settiment;tierefore,we
need notaddress e oter crikriasetfort inD 92-12-019 . We wi Bconsider tie
settiment underte aitriasetfort inRul 511(e). Thisisam ore stringent

standard ofrenew ,as w e h awe recognized in prexfous dedsions:

H owewer, te standard ofrendew here is somew h atm ore
stringent. H ere,we considerwheterte settiment®ken as
awholisintepublcintrest Insodoing,w e consider
indivdualk Iment oftie settmentin order o de®rm ine
whetertesettmentgeneral} balknas te various
inkrest atstake as we las o assure tateach ¢ Imentis
consisentw it our pollcy ob pctines and te Bw . (D 96-01-
011, 64 CPUC 2d, 241, 267 dting D 94-04-088 )

We donothe ke\e tatte settment before us are reasonab I in Igh tof
tewholl record, consisentw it te Bw,andin te pubBcintrest Inte
accom panying dedsionin tis docketw e h awe estab Ished various prindp s
regarding Edison¥ im p Im entation cos® 1 guide our consideration ofth e
e lgibi My ofcost for 8 376 treatm ent. W e agree w it TURN t atCom m ission
po Bcy shou l be consisentacross ut Hies in e sam e industry, particu bhr¥ in
tese proczedings,where we are imp Imenting aspedficstatut . I'tw ou ll not

be reasonab I © adoptpartcu brstandards for Edison, butdiferentstandards
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for PG Eand SDGI E. These app Bcations w ere consolldakd because t ey
address sim i Brissues ofpo lcy and Bw .

Therefore,we wildiscuss te polldes guiding our consideration ofti e
prindp s estab Ished for considering cost for 8 376 reatment We wilklben
disauss tie reasonab Bness ofth e proposed settiment in Egh toftese
prindp Is. Rnal¥,we disauss tie aspects oftte settiment tatcomp b wit
our prindp Bs. This dedsion proMdes guidanc 1 t e parties regarding our
e Xpe ctations for resoling se ttlm entissues .

PursuantioRu B 517, we inviE te parties ©renegotiak te settiment
trmswhia we haw found are notin te pub Bcintrestand ensure t atte
proposed settm ent t atare consisentw it our adoptd guide Ines. W e agree
wit partes ¢t atte exernal m anaged restructuring cos shou ll be recovered
onarecorded, as inaurred basis,because such cost wilkiterbe rensewed by
FERCorhawe been deemed reasonab B by tis Com mission3 Ifsud

renegotiations fai Bparties shou M propose alernatine re kT.

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

Defining im p Im entation for purposes of§ 376 treatm entis a pivotal
detrmination in estab khing our prinap Bs 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 con petitine market

3 For tte Consum er Education Program , an Assigned Com missioners”Ru lIng issued on
Sepember14,1998 in R 94-04-031/194-04-032 de€rmined t atno furt er proczedings
were necssary wit respecttote disalbw ane med anism promMded forin

D 94-08-064, because tie aided aw areness targe tof60% for t e totalofalarget
audienceswasmet
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We find €t atim p Im entation ofprogram s 10 acoom m odat dire ctaccess,
e ISO,and e PXt atare e Igib I for 8 376 treatm entare te reasonab I and
necessary coss inaurred for sudh program s as ofDecem ber 31, 1998. Section 376
does notdefine im p Im entation and w ¢ cannotfind ¢ atim p Im entation and t e
transition period are one and te same. Sine te Legis hture deermined 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 te new m arketsttucture w ere notinchlided in raes as
ofdine 10, 1996, te Legis lture proMded an opportunity for te ut Hies © be
made wholl in €rm s oftransitton costreco\ery.

Defining im p Iment@ation in tis m annerensures & atw e are proper ¥
considering t e inentof8 376, as we disaussed in D 97-12-042. The Legis kture
detrmined tattere were ertain cost ©be expended on new programs ©
impAEmentte Power Exad ange, te IndependentSystm Operator, and direct
access . The Legis kture afforded te ut Hies te opportunity O recover asset
t atm igh thecom e uneconom icin tie new com petitive generation m ark e thy
promMding for arak freeze and subsequentrecovery ofsua transiton 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 do notinerkre wit transition costrecoery:
The Legis hture w as aw are oftie residuabhature oftte CTC and
recognized t atte size oftte CTCwoull be afected by tie Ihne il

oftie oterrak con ponent. Because e otalrat is frozen, te
porton oftie rak avai kb I o offettransition cost, te CTC,
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decreases as ot er com ponent incease . 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 Powver Exdiange,and te
IndependentSysem Operator’” These are tree new m apr
program s tt atw e aeatd t carry outour p bhn 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 transition period w ou ll necessari ¥ disp bhce otier costreconery.
The residualnature oftte CTCm eantt atreco\ery oftese

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

The solition codified in§ 376is balbw te utHies ©recowerte
imp Imentation cos® ey inaur butinefecttoexend te period for
reco\ery 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)

Approxed im p Im entation cost disp bee headroom and hawe te pokntal
significanty Ingt en transition costrecovery, and t us, im pactt e onse tof
com petition. As we hawe prenous ¥ stakd, an im portantgoa lofe Ictric
resttucturing is © prot ctoom petttion - notindinidua Blcom petitors . No greakr
con petitive advantage shou ll be afforded e incum bentut lHies tanany oter
com petorin te new market (D 97-11-074,mimeoatp.50) Infactsinc
Mara 31,1998, te ISO has been m anaging tte pow er grid t atis underit
controBconsum ers are opting © purd ase ¢ Ictriaty t rough directaccess, and

teutiHes hawe proaured energy t rough te PX.
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A Bbw ing 8 376 treatm entfor t e cost ofim p Im entation ofsua
program s as ofyear-end 1998 is generous, butprouMdes for necssary pos€
operation experiene and m odifications. H ow e\er,w e recognize tt atertain
cost may necessari b be inaurred in 1999 toensure tatt e new m ark e tstructure
iswe lestab kshed . We are albw ing Edison ©o requestreconery of1999
program s for e lgib B cakgories on a case-by-case basis in a1999 reasonab Eness
rexsew proceeding.-We willapp ¥ te same approaadt PG E and SDGI E.
Each requestm usthe consisentw it te guide Ineswe estab Ish in tis dedsion.
Therefore,we willalbv PG E and SDGI E o requests 376 treatm entand
associakd costrecovery for 1999 on a case-by-case basis. PGi Eand SDGi E
may requestsud treatm entin separat app Ilcations for reasonab Bness rexew of
1999 cost . Consisentw it te guide Ines © atw e disauss be bw , approned cost

wilbe recovered as resttucturing im p Im entation costs on 'l .

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

Cost inaurred by PG Eor SDGI E t atare notspenton approwed
im p Im entation actinvties, as defined in tis deasion, shoull nothe reconerab il
from rakpayersinanyoterform .We mustcarefu ¥ enallak cost ©
detrmine ifthe utiHies inaurred particu brcost © 1) estab bsh te new market
structure as ofDecem ber 31, 1998,i2 ,accomm odak te im p Im entation oft e
ISO, te PX, and directaccess, 2) operat as adistibution ut iy, or3) albw te
uti Iy © operat as acom petitorin te new m arketstructure .

W e agree witt TURN t attese cost shoull notbe inchlided in
distribution base rats. Because we aut orize imp Imentation costs onl for 1997
and 1998, te issue ofreconering inernal m anaged cos® in PGL E3 GRC
becom es m oot Contrary © PGi E% be kT, itis notappropriat t reco\er

t rough GRC-aut orized base rexenues te expenses associakd w it any new
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sysem orm odification necssary im p Imentresttucturing. These are not
distribution cos and sh ou Ml notbe inclided in distribution rats . Reco\ery of
imp Ementaton cos is Imitd ot ose inaurred in 1997 and 1998, consisent

w it ouradoptd guide Ines. We w i Bhottreatt e generallcakegory of
resttucturing cost in tie same m anner as distribution cost . These cost re ke ©
activities © atare \ery diferentfrom te ongoing prousion ofe Bctricservics .
Under a traditiona Irak case approad , sharehoBers are proected ifoost are Bss
t an antidpatd because sharehoBlers reap te benefit ofsaMngs betw een rak
cases . H owever,inreturnsharehoMers shoull alobear te burden of
additiona Expenses inaurred during a rat case cycll. (D 96-12-066, m im eo.atp.-
4) A Bbwing sud recovery t rough distribution rats oradistributon PBR
woull albw caoss-subsidization and im pede com pettion.

Thisis partcu lr ¥ im portantsine PG E 3 distribution re\enue
requirementw i lbe used ©deve bpadistribution PBR (A 98-11-023).Whenwe
adoptd PBR as aprefrred rakm aking m et odo bgy t cos€p bis regu ktion, w e
broke e Enk between cost and raks . In doing so,w e recognized © att e tasks
and functions oft e ut Hy distribution com pany are notstatic butw i la ange
owvertime . Inadditon, by adopting PBR regu htion, w e exp Bath e xpe ct
productivty o inaease and tatte utt Hy w i Bach ie\e significantast
efidendes. We wilnotnow goback toaform ofcos€p bis regu ktion by
albvingteutilly o reconer cost associakd w it operating in ©te new market
inte PBR.A Bbwing reconery forsud cost Mate PBR woulll skew PBR
inentines.Whillwe may be excliding \arious cost from 8§ 376 treatm ent, tey
cannotbe recatgorized as distribution cost and t erefore cannothe recovered
in base raks or t rough e PBR med anism .

W e recognize t atsignificantast m ay be incurred © operat in tie new

m arketstructure . Neiter tis Com mission nor tie Legis kture conem p hed
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tatte costs ofcom peting in te new com petitine generation m arke 1 hee
woull be recovered from existing rakpayers. These cost m usthe reconered
from m arketre\enues, notfrom rakpayers. Sua cost m ustbe carefu ¥
exalllakd odeermine ifoterm arketom petitors m ustinaur sim i hr cos®
associatd w it various actimMties . ITso, tese activties are required t function
intenew marketp bhce . The associakd cost are sim p ¥ a costofoperating in
t atoom petitinve m arketand m usthe reconered from m arketrenenues. To
detrmine ot erwise,woull harm com petition because m onopo ¥ distribution

rats w ou Bl subsidize cost ofcom peting in te new market

Only Incremental Costs May Receive § 376 Treatment
A Bparties agree tataost e Igib | for § 376 treatm entm usthbe inaemental

Dt ose cost conered inaurrentraks. These costs mustallobe inaementalo
t ose cost t atre he o ongoing uti My business. NeiterPGi EnorSDGi E
shoull seek recoersud cost as em p byee transition coss, ot e exent
personne whowoull oterwise hawe worked ondiscontinued functions staff
new actinvities.

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

Certain fatures ofimp Imentaton m ay reduc cost for te ut Hies . Itis
reasonab I © incorporak tese awided cost and any assodatd costsamMngs
intoafinalde®rm inaton ofoost receivng 8 376 treatment We direct PGl E,
SDGi E, and parties o teir respective settlim entagreem ent t consider tis
prindp B in renegotiating te settment.

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

Onl tose cost notreconered inanyotierway wilrecive 8 376

treatment Tote exentsud cost are reconered in FERC-appro\ed raks, are
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reim bursed t rough te ISO and te PX, orare recovered directlh from
customers t rough fes, tere isnoneed walbw sudh costs wallorecive § 376

treatmentt

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

Wehaw bnghe l bhtestandard tatte purd aser or user ofasernic
shoul bear responsibi Hy for © ose cost. W e h ave consisentd recognized te
im portanc ofpromding accura® price signall, and priang based on t e
prindp I ofastausaton. (D 97-04-082mimeo.atp.-123) Simikrk,all
customers m ustpay for cost t atbenefitaBaustomers. (D 97-12-112, 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 usthear responsibi ly for t ose cost .

As proposed by Enron, functiona kk ation can be defined as costassignment
by serMc or program ,whid canbe distinguished from costalbcation. Cost
abcation assigns costresponsibi ly by austom er group. As we de®rmined in
our acocom panying dedsionin tisdocketwe wi lhotfurter functiona ke
resttucturing im p Im entation cost attis time . We hawe adoped stringent
citriafor albw ing 8 376 treatm entofresttucuring im p Im entation cos® . As
de EIneakd herein, tese cost hawe beeninaurred creat te new market

structure . A Baustomers,wheterbund Bd ordirectaccess, benefitfrom te

“Wewilnotaddress 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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caeation ofte new com petitine regime and terefore, consisentw it cost

causation prindp s, m usthear te burden oftiese cos®.

Eligible costs should be recovered through the TRA or
similar ratemaking mechanism

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 colcled re\enues
are albcatd o ofsete Igib 1 cos®), te afeced uti My shou ll
record b e am ountrecosered in atrad 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 by on ¥ ifuneconomic
cos are notfu ¥ reconered by Decm ber 31, 2001.

PG E3 requesttorecovere Igib B cost in e TRA is reasonab .

H owewer,we donotagree t atitis necssary oestab Ish te proposed ERCA

account. Ginenour adoptd guide Inesin tis proceding, tere isnoneed ©

trad IMCs beyond 1998. Therefore, PGi E% costreconery mea anism m ustbe
remMsed in order © be consisentw it our adoptd guide Enes.

Sioull SDGI E be grantd it requesttoestab lsh aTRA in te RAP,
SDGI Eshoull reconere lgib B imp Ementation cost in tie same fashion as
Edison. SDGI E3% settm entproposalin ustbe reised o be consisentw it our
guide Enes for costreconery fore Igib 1 cos® for 1997 and 1998.

Bot PG Eand SDGI Eshoull record tese 8 376-¢ lgibl cos® in a
mem orandum accountto com pare w it transiton costreconery as w e draw
chsertote end oftie rak freeze . We willdene bpamet odobgy t con pare
tese cost and te necssity forexendingCTCin A 99-01-016etalb te

procedingswe hawe estab lkshed o revew postrat freeze ragm ak ing
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metodobgy. As we disauss be bw , 8 376 treatm entw | Enothe triggered for
SDGI E.

Onc finallcos® are approved for § 376 treatm ent headroom rexenues
shoull be allbcakd O tese cost according  te prinadp s estab kshed inte
RAP, A 38-07-006 etall Cost re hed 1 resttucturing actinvties t atare not
e Bgib I for 8§ 376 treatm entannotbe recovered from rakpayers, as disaussed
abowe, and sh alhotbe recorded in any account t atresu kin ragpayer 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 - In our
accom panying dedsion, we detrmined t atbecause capitallcos® have been
incurred o accomm odat im p Im entation asofDecem ber 31,1998, ey shou
be treatd as expensed i€m s for rakm ak ing purposes,whid is consisentw it
bot tax and accounting practices - Itis incum bentuponte ut ly ©de Ineak
te cost ofsud capitalbrogcts between tose cost e Ilgib | for 8 376 treatm ent
and t ose cost notsoe Igib B. Since we grantd 8 376 treatm enton ¥ O t ose
cost inaurred in 1997 and 1998, we required Edison tbexpense tiese itms for
rakm aking purposes. Thismeans ©t att ese cos® need nothe grossed up for

return and tax purposes .

Reasonableness Reviews
Wehaw deermined tatl)impEmentatonis Imitd © 1997 and 1998

cost,and 1999 inernal m anaged cost request®d on a case-by-case basis, and
2)im p Imentation cost notalbw ed § 376 treatm entare notrecoverab I from
rakpayersin any ot er form . This approad requires tatwe detrmine te

reasonab Bness ofrecorded cos® and greath Im it te scope offuture
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procedings. As we stakd in te Edisondeasion,we do notbe ke\e itis
necssary for te ut Hies © com pare teirspending and im p Im entaton.

Instad,each uti y m ustdem onstrat reasonab Bness ofaost inaurred .

Adopted Guidelines
In € e accom panying dedsion in tis dockett atoonsiders Edison?

imp EImentation cost,we hawe adoped te folbw ing guide Enes regarding 8 376
treatn entand costreco\ery:

1. ldentification and recosery ofa lrestructuring im p Im entation cost
shalbe addressed in tis proceding. Im p Im entation cost 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 incurred 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 § 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.ENlgib B 1997 and 1998 directaccess im p Im entation cos sh albe
rexsew ed for reasonab Bness, as shal999 directaccess im p Im entation cos® on
acase-by-case basis. Cost incurred for te startup and de\e bpmentofte 1SO,
te PX,and te costs oftte CEPand ©te EETneed no furter reasonab Bness

re\few .
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4. The cos® ofim p Imenting rexenue cycll servas are note Igib I for
§ 376 ream ent

5. Cost e Igib I for § 376 treatm entm ustbe inaementalo cost akeady
reflcked in base raks. Any awoided cost or any saMngs associakd w it net
staffreductions, m ore eflidentsystm s, or discontinued actinvities t atresu k
from restructuring im p Im entaton sh albe recognized and m ustofBetsua
cosE .

6. A Baustomers benefitfrom estab kshing 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. Approsed capitalire hed resttucturing im p Im entation cost sh albe
reconered as expensed iems for rakm ak ing purposes,when incurred, and shall
notbe grossed up for return or t&xes .

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 alinotbe allbw ed
reconery from otier tanm arketre\enues.

10. PXstartup and de\e bpmentaost are ¢ Bgib | for 8 376 treatm ent, as
are te utilies’cos 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 capitalkzed) of PX operation and ut iy bad
bidding functions sh alinotbe soe Bgib B and m ustbe reconered from market

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

12_. No reconery ofaost shallbe albw ed under 8 376 unt Btis
detrmined tattese coss w i Mhotbe recovered © rough some otier
med anism ;e g, FERC-approwed rats or directl from custom ers (for instanc,
in ®es for disaeionary serics).

13. Restructuring im p Im entation cost sh albe recovered t rough adebit
entry bote TRA and shalihotbhe assigned 1o separak costaEgories sua as

transm ission, distribution, e tc.

Proposed Settlements and Conformance with Adopted Guidelines
In tis section, we address e proposed settllm ent and considerwheter

tese proposed agreem ent conform t our adoptd guide Bnes. The exernaly
m anaged cost t atare disaussed in bot PG E3and SDGI E3 settiment®
albw 8 376 treatm entand costrecovery for ISO and PX startup and
dexe bpmentast, CEPoost, and EEToost . This approad is consisentw it
te guide Enes and prindp s t atw e h a\e adoptd for Edison. We de®rm ined
tattese cost are e Ilgib | for 8 376 and costrecovery, and shou ll be presum ed
reasonab .

Consisentw it te proposed settiment,we agree t atPGl E% and
SDGi E% shares ofbot te ISO and PX starkup and de\e bpm entast are
e lgib I for 8 376 treatm ent Pursuant®o D 97-12-042 and D 98-12-027,w e h a\e
dettrmined tattese cost are ¢ Igib I for § 376 treatmentwhet erassessed as
aone-ttime charge oras avolimetrica arge - Moreower, funding oftiese cos
has been defined © occur regard Bss ofwhen te contributton O b e
dexe bpmentastismade.We haw confirmed tatte €rm “funded” does not

imp ¥ aspedfictime when cost are paid for,noristere arequirementt atte
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finanda lcontribution &k e p bhee t rough spedficmed anisms. (D 98-12-027,
mimeo.atp.11)

Cost associakd w it te PX3 startup and de\e bpm entare assessed
trough te InitallCharge. The cost associakd wit te ISO % starkup and
dexe bpm entare assessed @ rough te Grid Managem entCh arge . Cos®
associakd w it te ISO and PXstarkup and dexe bpm entm ustbe inaurred by
year-end 1998, butpayment made by PG E and SDGI E canbe m ade afer
1998, Ote exkenttese occur. These payment o te ISO and PX are not
assessed toany m arketaom petitor, ot er t an PG E, Edison,and SDGi E.

InD 97-03-069,w e approved e Consum er Education Program (CEP) O
be funded by PG E, Edison,and SDGI E. The October 30, 1996 Dire ctA ozss
W ork ing Group (DAW G) Reportrecom mended ¢ atut kies be perm ited ©
recoer tieir cos associakd wit te deve bpmentand im p Imentation ofte
CEP. This reportstatd t atsud fundingw as consisentw it 8 376.We
adoped tis recomn mendation and de®rmined ¢t atfunding requirement for te
PpintCEPw oull be allbcakd am ong PGl E, Edison, and SD Gi E in proporton ©
each utiy 3 share ofactualId6salls. We aut orized tese ut lies oestab ksh
mem orandum account® under IRMA t track tese expenditures . We conchlided
tatte CEPeflors were citcalo directaccess im p Im entation in order ©
educatk residentialland sm allcom m eraalloustom ers aboutd oices involed in
tenew marketsttucture and o overcome 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 totallam ountof&3 m i Mon w as aut orized for alB ut Hies for
te pintCEPeflort InD 97-08-064,we aut orized atotabudgetfor te pint

CEP, Com m ission outreach actinMties, and com m unity-based education and
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outreach activities ofd8) 3 m i lon (ofwhidh 23 miMonw as prexdfous ¥

aut orized). The uti Hies’budgetfor bt e pintCEPeflors w as nott exced
F45milon,wit Commissionand con m unity-based outreach notto exced
H58milon. The consum er education program is required by statut (see
8392(b))sand we affirm tatte cos® ofthe CEPprogram are ¢ Igib I for § 376
treatment Again, PGl E, Edison, and SDGIi E are required © fund t is program
and noot erm arke tpartidpante xpends cos® for t is program .

We madesimihrdetrminations for t e E BcricEducation Trust(EET) for
consum ereducation 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 te transition period
directaceess.-We determined tatbte EETshoull haw a Imitd kespan and
shou M sunsetas ofdine 30, 1999 un Bss exended 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
im p 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
schedu ld €rmination dat ofDecem ber 31,2001. 31 miMonhas been

5Section 392(b) requires t att e e Bcdriccorporatons, 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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allbcakd for EETfunding t rough 2001, which consist ofa$31 milon
education p hnand a 50 m i lon com m unity-based organization outreach p hn.
These funds were allbcatd under te same €rms and conditons as t e
originaunding and terefore EETcost are e Bgib I for 8 376 treatment. This is
notinconsisentw it our adoptd po Moy, because, sim i br © funding for te 1SO
and PXstareup and dexe bpment te cost are required by statu® and te
ob lgation has beenestab khed prior o year-end 1998.
Therefore,we find tatt e itis appropriat © grantaostreco\ery and
§ 376 treatm entforte EMCcost identified in bot e PG Eand SDGI E
settment. This aspectofhot settment conform s © our adoptd guide Enes.

The IMC costs recommended for § 376 treatment in the proposed
settlements do not comport with our adopted guidelines; nor is the
proposed cost recovery of IMCs consistent with those guidelines.

We haw adoped guide Enes for Edison de®rm ining t atdire ctaccess
cost are e Ilgib | for 8§ 376 reatmenton o te exenttese cost are required ©
impEmentte program and on¥ t rough Decem ber 31,1998, wit te exepton
ofte uniform node identifier sysem (UNIS)cos®.We haw aloalbwed
Edison toseek § 376 treatm entand reconery of1999 im p Im entation cos on a
case-by-case basis .

InD 97-05-040,w e adoped im p Im entation proczdures regarding direct
access . Intis dedsion, we addressed fundam entalprocdures and rulls ©be in
p ke for te prowMsion ofdirectaccess. We deermined t atte avai hoi iy of
directaccess mitigatd te exerdse ofmarketpowerin e PXand t atno
€ d nicallor operationa Bconstrain barred directaccess . (D 9 7-05-040, m im eo.at
pp-15,18-19 ) Therefore,we imp Imentd directaccess for allcustom ers as of
Jnuary 1, 1998, and recognized t atte marketitse Fw oull albw for agradual

dexe bpm entofan inkrestin customer d oice . O Faourse, as draum stancs
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dictakd, te ISO and te PXwere notfunctionalunt Mard 31, 1998;terefore,
directaccess w as notinitiakd unt b atdat 5§ Therefore, alloftte e Iment
necssary oallbwv cusoomerd oice were in p bhee as ofdnuary 1, 1998, albh ough
directaccess ie Fdid notbegin unt Mara 31, 1998, simu Baneous b wit te
imp Im entation oft e 1ISO and te PX.

In D 97-05-040,w e obsened t atPGl E, Edison, and SDGI E had not
proMded acom prehensine scope oftie cost tey proposed inclide as direct
access imp Imentation coss . PG E and Edison con mentd t attese acivMties
woullinchide, butw oull notbe Emitd o, consum ereducation and prot ction
eflorss, custom er inform atton cos, UD Csysem s dexe bpment im p Im entation,
and esting for new capabi Hies required ©intrface wit te I1ISO, te PX, and
ot ers, instalktion and reading ofrealltime priang me®rs, UD Chi ling sysem
m odificatons required ©intrfacc wit te ISO, Power Exaange, and oters.

We detrmined © attese costatgories were o broad © distnguish
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® t track tese cost. W e did notguarante reco\ery
ofsud coss, butBftito ot er proczedings oestab bsh proczdures 1 exam ine
whetertese tracked cost shoull be recovered, te reasonab Bness ofth ese
cost,and te reconery ofsua cost.

In our acocom panying dedsion regarding Edison im p Im entation cos &,
we detrmined taton¥ crtain cos® shoull be e Bgib I for dire ctaccess
impEmentatonand wilrecie 8 376 teatmentin 1997 and 1998, ot e exent

6Se D §7-12-031 and Coordinating Com missioners Ru ling in R 94-04-031/1 9 4-04-032,
datd Mara 30, 1998.
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tese cost are found reasonab B. Cos® inaurred under tie guise of

imp Bm enting directaccess, butwhid are required ofalin ark e taom pe titors are
note Bgib I for § 376 reatm ent Certain cost mustand w i lbe incurred by all
m ark e tcom petitors and terefore m usthe reconered from m ark e tre\enues .

Wehaw allodet®rmined t atast associakd w it whollsall contract
responsibi kies are note Bgib I for § 376 treatment We w i Bihotadopta
settimentt atalbw s te possibi Hy oftiese cost tobe defrred. We agree wit
TURN tatifFERC denies reconery oftiese costs, w e cannotassum e @ attese
cost are reasonab I forinclisioninwhollsall raks . Atany rak, gixen our
approaa ©im p Imentation cost,we do notsee how sud cost cou B be
presumed accomm odak te imp Imentation ofte 1ISO, te PX,and direct
aceess -

InD 98-11-044,we detrmined © atUNIScost® are e Bgib I for § 376
treatment We conclided t atte reasonab I cost ofsud expenditures are
reconerab I from rakpayers and shoull recine 8 376 reatm ent, because t e
cost are being inaurred ©im p Imentdirectaccess. InD 97-12-090, whid setup
tisworking group,we statd t atw e agreed wit te CaHorniaEnergy
Com mission and Enron t at1998 promded aw indow ofopportunity  adopt
and im p Imentsud anumbering sysem . Attatime,we hoped t ata
dedasion cou B be adoped in Mara 1998. Exent, unfortunat ¥, onertook tis
deasion. Therefore,we mustfind t atte UNIScost canbe detrmined ©be
e lgib I for 8 376 reconery on ¥ t© rough Decm ber 31, 1999 . This is © e one

excepton o our generalprindp Bs..

Voluntary Cap
Bot settment propose avollintary capon te am ount t atw i lbe

e Bgib B for transition costreconery afer t e transition period . Because w e h ae
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defined im p Im entation narrow ¥, consisentw it te mandat of8 376, we
stakd bt attbe need for Edison3 volintary cap is greath dim inished . Wewill
notm ake such adetrminatonhere,butw i Hlaw it te renegotiations ofth e

parties odetrmine ifacap is st Eheassary .

Impact of A.99-02-029
On Rbruary 19,SDGi E filld A 99-02-029, inform ing © e Com m ission © at

itexpects ohawe con p Hed fu Brecovery of Com m ission-aut orized cos® for
uti iy generation-re ked asset and ob lgations asear ¥ as dine 30, 1999, tereby
meeting b e statwtory condition for €rm ination ofit e bctricrak freeze . For
SDGi E, itis cllar t atnone oftie resttucturing im p Im entation cos® need be
ginen 8 376 reatmentie , recovery ofthese cost ob\ous ¥ w i linotdisp ke
recoe ry ofgeneration-re hted transition cost. H ow e\er, costrecovery is st lan
issue ©bhe detrmined in tis proceding. Any renegotiaked settm entm usthe
consisentw it te costreconery prindp s adoptd for Edison and t e guidanc

promMded in tis dedsion.

Parties may renegotiate the terms of the settlements
or request alternative relief

Intis dedasion, we adoptguide Ines for cost e Bgib I for 8 376 treatm ent
and costreconery. We willalbw PG E and SDGI E 30 days from te eflecline
dat oftis dedsion b renegotiak teirsettment, consisentw it te
guide Ines adoped herein. ITthey aceptt ese guide Ines, PG Eand SDGi E
shoull notc settm entonkrencs and subm itresed settim ent consisent
wit ourpolldes. Oterparties may conmenton te rexised settment 15
days afertey are illd. IFPGI Eor SDGI E donotrenegotiak te settiment,
each uti y mustrequestalernatine re ket
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Findings of Fact
1. Because te cost ofestab bshing te infrasttucture under ¥ing te 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 98-05-004 and A 98-05-006,PGi E and SDGI E, respectine ¥, seek ©
estab Ish te e Igibi My ofparticu br costakgories forw h idh 8§ 376 treatm entis
appropriat and te app lcab I rakm ak ing and rat reconery med anisms.

3.0n Nowember13, 1998, PG E and \arious partes fi ld a Motion for
AppronallofStimentt atw ou B resolle Phase 1 and Phase 2 reasonab Bness
issues in tis proceding .

4.0n Nowember12,1998,SD G E and various parties filld a Motion for
Adopton ofSsttimentt atw ou l resolle Phase 1 and Phase 2 reasonab Bness
issues in tis proceding .

5. Bot proposed settiment w oull separat cost intoexerna ¥ m anaged
resttucturing coss and intrna ¥ m anaged restructuring cos® .

6. Exernal¥ m anaged resttucturing cos consistofFER C-approved 1SO and
PX stareup and deve bpm entaost and Com m ission-approved Consum er
Education Program and E BctricEducation Trustast .

7. PG E3intrnal¥ managed cos consistoft e cost ofdire ctaceess
im p Im entation and dem and PX bidding and settm entsys&ms.

8. PGl E% settm entproposes taton ¥ exerna ¥ m anaged cost are
e lgib I for 8 376 treatm ent. PGl E agrees tocap tis treatmentatB5m i Mon.

§ . PGl E proposes ow ai\e § 376 treatm entfor alinerna ¥ m anaged
im p Im entation cos, incliding ©t ose cos® request®d inte 1999 GRC
proceding, A 97-12-020.
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10. Parties agree t atPGi E3 1997 and 1998 inerna ¥ m anaged cost are
reconerab I trough te TRA and cap tis am ountatBl13 milon.

11. PGl E3 settmentrecon mends estab lshing te ERCA toalbw forte
recording and recosery ofunantapatd restructuring cos® notforecastin te
GRC, o rack any unrecovered cos® associakd wit PG E3 whollsall contracts
tatFERCdoes notalbw PG E o recover from te contracth olers, and ©
require e Com mission o consider e cost ofnew program s before ordering
teutilics ©inaur tese cosk.

12. SDGI E3 settmentdefines internal m anaged cos® as dire ctaccess
im p Im entation coss, PX bad bidding and dem and settm entaoss, 1ISO/ PX
inerface coss,hour¥ inenalmetrinstalhton and reading cost, UD C bi ling
sysems m odification cost, custom er inform ation re Base syse€m cos®, and
enMronm entalim pactreportast. The settm entproposes t fix te rexenue
requirem entoftiese cost at$357 milon, H68miMonofwhich woull be
grantd § 376 reco\ery.

13. D 98-12-038 adoptd acostofservic settimentin SDGI E3 PBR
proceding, A 98-01-014 . Parties propose t ataost re hed  directaccess Ot M
cosk and rak base additions,whia were defrred © te instantproceding, be
reconered in tis proceding.

14 . Parties propose t© atSD Gi E estab ksh separat rat con ponent 1 reco\er
te IMCand EMCrexenue requirement® t rough te end of2002 and 2001,
respectine ¥ .

15. TURN conditiona ¥ opposes PG E% settment because TURN
recom mends t atcstassociakd w it im p Im entation ofdirectaccess, te ISO,
and te PXnotbe inclided in base rats for €styear 1999 and because oft e

proposed approad o reconery ofaost associakd wit whollsall contract .
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16. TURN allorecomn mends t atapprovalbe conditioned upon adopting te
same prindp s for § 376 treatn entand costreco\ery itad\ocaks for Edison.

17. Enron contst hott PGl E3and SDGI E% settment, because neiter
settm entinclides functiona kz ation ofresttucturing im p Im entation cos & .

18. We adoptd guide Ines and prindp Bs for 8 376 treatm entand cost
recO\Ery in an acoom panying dedsionin tis docket

19 . Com mission po lcy shou ll be consisentacross uti lies in e same
industry, partticu hr where we are im p Imenting aspeaficstatut .

20. W e find ®© atim p Im entation ofprogram s t accom m od ak dire ctaccess,
e ISO,and te PXtatare e Igib I for 8 376 treatm entare t e reasonab I and
necssary coss inaurred for sudh program s as ofDecem ber 31,1998, and t at
PG Eand SDGI Em ay request§ 376 treatm entfor 1999 program s on a case-by-
case basis .

21. Approved im p Im entation cos® disp bce headroom and have te poental
significanty Ingt en transition costrecovery, and t us, im pactt e onse tof
com petton.

22. Sine Mard 31, 1998, te ISO has managed te powergrid ¢ atis underi®
conttolte PXhas recived and aw arded bids and de\e bped and m ai Id
iINois, and consum ers are opting © purd ase e Bctridty t rough dire ctaccess -

23. A Bbwing im p Im entation ofsua program s as ofyear-end 1998 is
generous butalbw s for neessary postoperation experienc and m odifications.
Inadditon, albw ing PG E and SDGI E o request§ 376 treatm entfore Igib i
catgories for 1999 albw s for necssary im p Im entation and pos€ope ration
experienc .

24 . Wewilcarefu ¥ enalla® cost todetrmine iftey were inaurred ©
1)estab Ish te new marketsttucture as ofDecem ber 31, 1998, 12 , accom m odat
teimpEmentation ofte ISO, e PX, and directaccess, 2) operak te
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distributton ut iy, or3)albwv te ut iy tooperak as acom petitorin tie new
m ark etstructure .

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

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

27 . Cost ofoperating in ©te new marketare cost inaurred by ottermarket
com pe ttors .

28_. ENlgib I cos® 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.

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

30.0n¥ tose costnotrecovered inanyotierway wilrecine 8 376
freament

31. PGl E3and SDGI E3% share ofbot te ISO and PX startup and
dexe bpmentaost are ¢ Igib I for § 376 treatment

32. CEPeflors were aiticalo directaccess im p Im entation in order ©
educatk residentialland sm allcom m eraalloustom ers aboutd oices involed in
tenew marketsttucture and o overcome tie mindsetofdealngonbwit te
inaum bentm onopo ¥ ut My .

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

34. EEToost are e lgib I for 8 376 treatm ent
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35.1InD 97-03-069,w e conchided t atexpenditures inaurred by te ut Hies
for purposes oft e stakw ide Consum er Education Program (CEP)shoull be
e Bgib | for 8 376 treatm enthecause tese cost are necessary oim p Imentdirect
aceess -

36. In D 97-08-064,w e adoptd afinalCEPbudgetof&¥35milon, butinked
reasonab Bness ofexpenditures © t e ut Hies ’suoxss in ach ieing a goa blof60%
aw areness ofdirectaccess -

37.0n Spember 14, 1998, an Assigned Com missioner3 Ruling w as issued
tatdeermined no furter proczedingswere necssary,sine te CEPa ie\ed
te neassary aw areness targe tof60% .

38.1InD 97-03-069,w e found @ atfunding te initalllxe Hor te E Ictric
Education Trust(EET) by approMng 8§ 376 recoery w as appropriat .

39 .InD 37-08-064,we inceased te EETfunding Ihve HFO 3 mi lon.

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

41.WeimpHEmentd directaccess for allcustom ers w it outa ph ase-in
because we detrmined © atno € d nicallor ope ratona bconstraint existd t at
woull require a ph ase-in.

42. We recognized tatte marketite Fwoull albw for agradual
dexe bpm entofan inkrestin customer @ oic .

43_ Because e ISO and te PXwere notfunctionalunt Mara 31, 1998,
directaccess w as notinitatd unt l atdat .

44 _ W e adoptd guide EInes and prindp Bs for § 376 treatm entand cost
re cO\Ery in an acoom panying dedsionin tis docket

45. E Igib B restructuring im p Im entation cost m ustreczive 8 376 treatm ent

and costrecovery. These cos® are notot erw ise reconerab I from rakpayers.
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46. A Bbw ing reconery ofim p Im entation cos t rough distribution raks or a
distribution PBR w ou ll albw caoss-subsidization and im pede com pe tition.

47.0nk¥inaementallcost may recive 8 376 treatm ent

48 . A\oided cos and associakd costsavngs m ustbe considered in
approwung reasonab Eness .

49 . Cost wilnotbe ginen 8 376 treatm entifitis dekrmined t attese cos®
wilbe reconered from customersin anoterw ay.

50. Tote exentt atalcustom ers benefitfrom estab khing te new market
structure, allaustom ers m ustpay. Ifon¥ crtain customers benefitfrom a
particu bhrsenic, B ose custom ers m ustbear responsibi ly for t ose cost .

51. As used in tis dedasion, functiona k ation can be defined as cost
assignm entby servc or program . Costassignm entan be distinguished from
cos ta bcation, w h i assigns costresponsibi ly by custom er group .

52.Wewilnotfurter functionalke resttucturing im p Im entation cos® at
tistme.

53.We haw adopkd stringentaitriafor albw ing 8§ 376 treatn entof
resttucturing im p Im entation cost and tese cost hawe beeninaurred © creak
tenew marketstructure .

54_ A Boustomers,wheterbund lBd ordirectaccess, benefitfrom te aeation
oftie new com petitine regime and terefore, consisentw it costcausation
prindp Bs, m usthear te burden ofthese cost..

55. Cost re lhed o restructuring actinMities t atare note Igib I for § 376
treatm enta@annotbe reconered from rakpayers and sh alinotbe recorded in any
account® t atresu kin rakpayer funding oftiese cost .

56.Wewilldexe bpamet odobgy o con pare tese cost and te necssity
forexending CTCin A 99-01-016 etalL e proczedingswe haw estab khed ©

reMew postrat freeze rakm aking met odobgy -
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57. Because capitallcos® hawve been inaurred t accom m odak im p Im entation
as ofDecmber 31,1998, tiey shoull be treatd as expensed i€m s for
raem ak ing purposes .

58.0nk¥ reasonab B, recorded im p Imentation cost w i lbe recovered .
Com parison ofaos® am ong uti kies is notnecssary in re\dew ing reasonab Eness
ofe lgibl cos®.

5 .SDGI E3 A99-02-029 informs tte Commission ® atSDGi E3 rak freeze is
expected oend in dine 1999 . Therefore, 8 376 treatm entoftese cost is not

re Ivanth ow e\er, costrecovery is st lan issue o he de®rmined.

Conclusions of Law
1. The settment before us are notreasonab B in Egh tofte wholl record,

consisentw it te Bw andin te publcintrestand shoull be re pcted .
2. These procedingswere consoldatd because tey address sim i Rrissues
offactand hw .
3. Itis reasonab | b adoptte same guide Ines for PGl E, Edison, and
SD Gl E regarding costreconery and § 376 treatm entofim p Im entation cos® -
4. Section 376 does notdirectlh aut orize recovery ofPX and 1SO
im p Im entation cost, butexends te period for recovery ofgeneration-re bhed
p kntand regu hory asset Dt e exentt att e opportunity © recover tese
asset has beenreducd by te colction ofspeafied im p Imentation cos® .
5.I1Tfte utiies fu ¥ reconer teir generation-re ke d transition cost before
Decamber 31, 2001, 8§ 376 w i Hine\er be triggered .
6. 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.
7.Since te Legis hture dekermined e Ingt ofte transiton period and

w as aw are ofte residualhature of CTCrecoery, tie Legis hture cou ll easi ¥
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hawe prescibed tatte imp Imentation period was te same as t e transition
period, butdid notdo so.

8. Lim iting 8 376 treatmentto 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.

9. The Legis hture determined tattere were crtain cost be expended on
new programs imp Imentte Power Exaiange, te IndependentSysem
O perator, and dire ctaccess -

10. In 88 367 and 368, tie Legis hture afforded te ut Hies te opportunity
reconer asse @ atmigh thecom e uneconom icin te new com petitinve generation
m ark e thy promding for arat freeze and subsequentreconery ofsua transition
cost during t e transition period .

11. Itw ou M be inequitab I O require © att ese new program s be estab khed
and proude t e opportunity for fu lransition costre co\ery, w it outpromding
forsome med anism ensure t atte cost ofim p Imenting e new program s
donotinkerkre wit transition costreco\ery.

12. An im portantgoallofe Bctricresttucturing is © prot ctoom petition - not
indinydua Blcom pe ttors .

13. Neitertis Commissionnor te Legis hture conem p hed t atrakpayers
woull fund reconery oftte cost ofcom peting in tte new com petitine generation
marketp hce .

14_ Toallbw m onopo ¥ distribution rats ©subsidize e cost ofcom peting
intenew marketsttucture w ou M harm com pettion.

15. Pursuantto D §7-12-042 and D 98-12-027,we hawe detrmined t attese
cost are ¢ lgib I for § 376 reatmentwhet erassessed as aone-time c arge or as

axolimetrica arge -
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16. Funding ofISO and PX startup and de\e bpmentast has been defined
 ooaur regard Bss ofwhen te contribution ©te deve bpmentast is made .

17.In D 98-07-098,we extnded te He oftte EETtODecm ber 31, 2001,
pursuantto SB 477 (Stat 1997, Ch .275, Section 31). In D 98-12-085,w ¢ adoptd
tereconmendation bextend te EETS fundingtboconer e e ofte EET
untt it sdiedu ld €rmination dat ofDecm ber 31, 2001.

18. Simi hr o funding for t e ISO and PX starkup and dexe bpment te cost
are required by statut and te ob lgatonh as been estab bshed prior o year-end
1998.

19 . The proposed settment > teatm entofexerna  m anaged cost® is
consisentw it our adoptd guide Enes.

20. PGL E% proposed settm ent® recom m endation © reconerexerna
m anaged cos® t rough te TRA is reasonab .

21. PGl E% proposed ERCA accountis notreasonab B and sh ou Ml notbhe
adoptd .

22. SDGL E3 proposed rakm ak ing for reconery ofexerna ¥ m anaged cos®
m ustonform ®© te guide Ines adoptd for costreconery.

23.InD 97-05-040,w e adop®d im p Im entation proczdures regarding direct
access, addressed fundam entalproccdures and rulls obein p bhee forte
prowvsion ofdirectaccess, and detrmined © att e avai hbi My ofdire ctaccess
mitigakd te exerase ofmarketpowerin te PX.

24. A lofte e Iment necssary oalbw customercioice were in p bce as of
Anuary 1, 1998, abh ough directaccess ite Fdid notbegin unt Mard 31, 199 8,
simuBaneous ¥wit teimpEmentation ofte ISO and te PX.

25. We did notguarante reconery ofacoss whenwe allbwed te ut Hies ©
estab Ish mem orandum subaccount in D 97-05-040 o rack cost atiributd ©

im p Im entation ofdire ctaccess .
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26. The Legis kture notprovde for cos® inaurred by ESPs o be recovered
from te generabody ofincum bentut Hy rakpayers. Sudh costs are simp b a
costofdoing business for te ESP. These cos® m ustbe simi bhr¥ reconered for
te UDC.

27. PG E3% proposed treatm entofinerna m anaged cos® is notansisent
w it ouradoptd guide Ines,and terefore, it settmentshoul be re pcted .

28. SDGL E3 proposed treatm entofinerna ¥ m anaged cost is notansisent
w it ouradoptd guide Ines,and terefore, it settmentshoul be re pcted .

29 .Wehaw bnghe l Ootestandard t atte pura aser or user ofaseric
shoull bear responsibi iy for tt 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

30. Restructuring im p Im entation cos® bene fitalcustom ers and m usthe
paid for by allcustom ers. Enrons functiona lk ation proposalkhoull be re pcted .

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

32.InD 98-11-044,we detrmined t atUNIScost are ¢ Igib I for § 376
teatment These costs shoull be reconerab Bin 1999 onk.

33. In our acoom panying dedsion regarding Edison? 8§ 376 cost,w e h awe
prescribed spedficguide Enes for 8§ 376 ¢ Igibi My .

34. Consisentw it Rull 517, tis dedasion proposes alernatinve €rms o te
settment . Parties m ay renegotiak te settiment sot att ey are consisent
wit te guide Ines adoptd for Edison and outlined in tis dedsion.

35. Thisordershoull be eflectine today in order 0 albw renegotiation ofte
settment O proced expeditious .

INTERIM ORDER
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ITISORDERED tat

1. The m otion ofPacific Gas and E Bctric Com pany? (PG E), te Offie of
Rakpayer Ad\wocaks, CaHornia Large Energy Consum ers Association,
CaHornia Manufacturers Association, t e Cogeneration Associaton of
CaHornia, te Energy Producers and Users Coalltion, te Uninersity of
CaHornia, te Stak Uninersity of CaHornia, and CaHornia IndustriaBlUsers for
ApprovallofStlimentAgreement filld on Novem ber 12, 1998, is denied
witoutpre pdic PG EYabily ofil eiterarenegotiakd settment
consisentw it tis dedsion,orarequestforalkrnati\e re ke f. Parties may fill
conment on PG E3% proposalv it in 45 days oftie efectine dat oftis
deasion.

2. The motion ofSan Diego Gas ¢ E Bctric Com pany (SDGI E), te Office of
Rakpayer Ad\ocaks, FederalExeautive Agendes, CaHornia Large Energy
Consum ers Association, Ca Hornia Manufacturers Association, t© e Cogeneration
Association of CaHornia, t e Energy Producers and Users Coa ltion, t ¢
Uninersity of CaHornia, and t e Stak Uni\ersity of CalHornia for Ad option of
SettmentAgreem enton Issues re hed ©© San Diego Gas ¢ E Bctric Com pany
App Bcation, A 98-05-006, Under Pub BcUti kies (Pub .Ut ) Code § 376, filld on
Nowem ber 12,1998, is denied wit outpre pdicc ©SDGI EYabilty o fill a
rexssed proposallas SDGi Eshoull fileiterarenegotiakd settment,
consisentw it tis dedsion,orarequestforalkrnati\e re kf. Parties may fill
conment on SDGI E% proposallv it in 45 days ofte efectine dak oftis
deasion.

3. The renegotiakd settimentagreement shallconp b wit te folbwing
guide Enes, as adoptd fordetrm ining e lgibi My for Pub .Ut LCode § 376
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treatn entofresttucturing im p Im entation cos® inaurred by Sout ern Ca Hornia
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 Im entation 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 Bgib | for 8 376 reatment. H owe\er, e uti Mies may request
§ 376 reatm entfor 1999 e Bgib B cakgories 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 neassary o acoomm odat im p Im entation ofte ISO,
PX, and directaccess in 1999 .

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
testartup 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 € atresu kfrom restructuring
im p Im entation sh albe recognized and m ustofetsud cost.

T. ABaustomers benefitfrom estab bkshing te new market
structure, terefore allcustom ers m ustpay for tese cos® .
Section 376-e Ilgib 1 cos® shalbe recovered from allcustom ers,
regard Bss ofteir procurem entad oice, absentsom e con pe Eng
evdenc o te contrary .
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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 lhked cost shoull be recovered t rough spin-off
or dinestiture ofgeneration asse® or as going forw ard cos &, but
shalinotbe ginen 8§ 376 treatm ent

i. Cost expended onim p Imentaton activities ©tatw ou ll albw
teutiHies acom petitine advantage in te new m arketsh alihot
be albwed reconery from ot er ©tanm ark e trexenues.

J- PXstartup and deve bpm entaost are e Bgib I for 8 376
treatment as are e uti ies cost ofde\e bping sysems © bid
defaukaustomer bad intote PX. Certain m arketinerface 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®.
Ongoing cos® of PX operation and ut iy bad bidding functions
shalinotbe soe Bgib B and m ustbe recovered from market
re\enues .

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 w i 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 rexenue accountand sh a linotbe
assigned toseparat costa@kgories sud as transm ission,
distribution, e tc.

This orderis eflecline tbday .
D akd , atSan Fandsco, CaHornia.
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