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D e cision ALTERNATE D ECISIO N O FCO M M ISSIO NER BILAS  (Maile d  3/11/9 9 )

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

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

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

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

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

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

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

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

 AS APPLIED TO PACIFIC GAS AND ELECTRIC COMPANY
AND SAN DIEGO GAS & ELECTRIC COMPANY

Summary

In th i s  decision, w e  consider th e  s ettle m e nt proposals pre s ente d  to us by

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

Com pany (SD G& E) re garding issue s  re late d  to re structuring im ple m e ntation

costs to w h ich  Public Utilitie s  (Pub. Util.) Cod e  § 3761 tre atm e nt applie s.  In an

accom panying d e cision in th is  dock e t, w e  h ave  adopte d  a s et of principles  or

guid e line s  for considering program  e ligibility for th e  im ple m e ntation costs of

South e rn California Edison Com pany (Edison).  Th e  goal of th e s e  guid e lines  i s  to

distinguish  b etw e e n th os e  costs th at can b e  prope rly classifie d  as  eligible  for

§ 376 tre atm e nt and  costs th at are  not so e ligible .  In th at d e cision, w e  also s et

forth  cost re cove ry principles  for e ligible  costs.

W e  find  th at th e  sam e principles  th at w e  h ave  adopte d  for Edison sh ould

apply to PG& E and  SD G& E.  Be caus e  th e s e  guid e line s  h ave  im plications for

approving th e propos ed  s ettle m e nt agre e m e nts of PG& E and  SD G& E, w e

addre s s  th e propos ed  s ettle m e nts in th i s  decision.  W e  re je ct th e propos ed

s ettle m e nts, w ith out pre judice , and ord e r PG& E and  SD G& E to e ith e r

re ne gotiate  th e  s ettle m e nts bas ed  on th e principles  outline d  h e re in or to re q ue st

alte rnative  re lie f, consiste nt w ith  Rule  51.7.

Procedural History

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

applications to identify re structuring im ple m e ntation costs incurre d  und e r § 376.

                                           
1 A ll statutory re fe rence s  are  to th e  Public Utilitie s  Cod e , unless  oth e rw ise note d .
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O n May 1, 19 9 8, PG& E, SD G& E, and Edison file d  A pplication (A .) 9 8-05-004,

A .9 8-05-006, and A.9 8-05-015, re spe ctive ly, to identify such  costs.2  Prote sts w e re

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

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

Use rs Coalition (EPUC), jointly by th e  California Manufacture rs  As sociation

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

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

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

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

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

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

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

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

rate s etting (A LJ 176-29 9 3, as notice d  in th e  D aily Cale ndar of May 26, 19 9 8).

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

July 10, Com m issione r Bilas issued a scoping m e m o th at des ignate d

A d m inistrative  Law  Judge  (A LJ) Mink in as th e principal h e aring office r and set

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

a proce d ural sch e d ule under w h ich  th e  Com m ission w ould re solve  Ph as e  1

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

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

                                           
2 D .9 7-11-074 ord e re d  th e  utilitie s  to file  th e s e  applications by March  31, 19 9 8.  Th is  date
w as  extend ed  to May 1, 19 9 8 by auth oriz ation of th e  Exe cutive  D ire ctor on March  25,
19 9 8.
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Th e  A CR  e stablish e d  th e  scope  of th is proce e d ing:

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

As d ire cted  by th e  A CR , s eve ral partie s  to th is proce e d ing atte nded  a m e e t

and  confe r sess ion on A ugust 11 and  file d  a joint cas e  m anage m e nt state m e nt on

A ugust 24.  A t th e  re q ue st of partie s , th e  scoping m e m o w as am e nded  to re vise

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

and  to d e lay th e  b eginning of e videntiary h e arings.  A  s econd pre h e aring

confe re nce  w as h e ld  on O ctob e r 8, 19 9 8.  O R A  s ubm itte d  te stim ony on

A ugust 31.  TURN, Enron, CLECA  and  CM A  (jointly), CA C and EPUC (jointly)

subm itte d  te stim ony on Septe m b e r 14.  Edison, PG& E, SD G& E, O R A  and  TURN

subm itte d  re buttal te stim ony on O ctob e r 5.

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

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

O ctob e r 20 for SD G& E.  PG& E, O R A , CLECA , CM A , EPUC, and  CA C file d  a

m otion for adoption of s ettle m e nt agre e m e nt on Nove m b e r 13.  O n D e ce m b e r 3,

PG& E file d  a supple m e nt th at add e d  CIU and Unive rsity of California/State
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Unive rsity of California (UC/CSU) as signatorie s  to th e propos ed  s ettle m e nt.  O n

Nove m b e r 12, SD G& E, O R A , Fe d e ral Exe cutive  A ge ncie s  (FEA), CM A , CLECA ,

CA C, EPUC, and UC/CSU file d  a m otion for adoption of s ettle m e nt agre e m e nt.

Enron and  TURN file d  com m e nts conte sting PG& E’s propos ed  s ettle m e nt.

Enron also conte ste d  SD G& E’s  s ettle m e nt.  Evidentiary h e arings on th e  conte ste d

issues in th e  s ettle m e nts w e re  h e ld  on January 4 and  6, 19 9 9 .  Com m issione r Bilas

atte nded  th e  closing argum e nts on January 13.  PG& E and  SD G& E’s applications

w e re  subm itte d  upon reply brie fs file d  on February 18, 19 9 9 , re spe ctive ly.

PG& E, O R A , CLECA , CM A , and CIU file d  joint ope ning and  reply brie fs, as  d id

SD G& E, O R A , CM A , CLECA , and FEA.  Edison, TURN, and Enron also file d

ope ning and  reply brie fs.  O R A  also file d  a s eparate  reply brie f.  Th e principal

h e aring office r com ple te d  and i ssued th e propos ed  d ecision on a tim e ly basis, 25

days afte r subm ission.

Framework for Considering § 376 Treatment

Se ction 376 provides , as follow s:

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

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

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

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

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

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

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

PG&E’s Proposed Settlement

PG& E and  th e  s ettling partie s  ask  th at w e  approve  a propos ed  s ettle m e nt

th at re solves  th e  issues in both  Ph as e  1 and  Ph as e  2 of th is proce e d ing.  Th e

propos ed  s ettle m e nt addre s s e s  re cove ry of 19 9 7 and  19 9 8 re structuring

im ple m e ntation costs as w e ll as th e  m axim um  am ount th at PG& E can claim  for

§ 376 tre atm e nt, i.e ., am ounts th at m igh t le ad  to an e xte nsion of transition cost

re cove ry afte r th e  rate  fre e z e  e nds.

Und e r th e propos ed  s ettle m e nt, costs w ould b e  s eparate d  into tw o

cate gorie s.  Exte rnally m anage d  re structuring costs consist of FERC-approve d

ISO  and  PX start-up and  d eve lopm e nt costs and  Com m ission-approve d

consum e r e d ucation program  costs.  Inte rnally m anage d  re structuring costs
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consist prim arily of th e  costs of dire ct access  im ple m e ntation and  d em and  PX

bidding and  s ettle m e nt syste m s.  Th e  s ettle m e nt propose s  th at 1) only e xte rnally

m anage d  costs  b e  eligible  for § 376 tre atm e nt, 2) th e s e  costs are  fully re cove rable ,

and  3) PG& E agre e s  to cap th is tre atm e nt at $9 5 m illion, i.e ., to th e  e xte nt th at

re cove ry of e xte rnally m anage d  costs displace  ge ne ration-re late d  transition cost

re cove ry by D e ce m b e r 31, 2001, only $9 5 m illion w ill b e  re cove re d  in th e post

transition pe riod.

Th e  s ettling partie s  agre e  th at PG& E w ill w aive  § 376 tre atm e nt of all

inte rnally m anage d  im ple m e ntation costs, including all such  costs included in its

19 9 9  Ge ne ral R ate  Cas e  (GR C) application (A .) 9 7-12-020.  Th e s e  costs consist

prim arily of th e  costs of dire ct access  im ple m e ntation and  d em and  PX bidding

and  s ettle m e nt syste m s.  For 19 9 7 and  19 9 8, th e  s ettling partie s  agre e  th at 19 9 7

and  19 9 8 inte rnally m anage d  costs are  re cove rable , but th at PG& E w ill fore go

$10 m illion or approxim ate ly 20% of th e  inte rnally m anage d  costs for 19 9 7 and

19 9 8.

Th e propos ed  s ettle m e nt re com m e nds th at ge ne ration-re late d

re structuring e xpe nse  w ill b e  eligible  for re cove ry th rough  th e  Transition Cost

Balancing A ccount (TCBA ) m e ch anism , spe cifically th rough  th e  non-m ust-run

and  m ust-run m e m orandum  accounts as going forw ard  costs.  Th e re fore , th e s e

costs are  not tre ate d  as transition costs, but as costs of ope rating in th e  m ark e t.

Ge ne ration-re late d  capital costs w ould  e ith e r b e  re cove rable  in th is fash ion or as

capital re ve nue  re q uire m e nts bas ed  on th e  re sults of PG& E’s capital additions

proce e d ing, A .9 8-07-058.

Th e  s ettling partie s  propos e  th at th e  e xte rnally m anage d  costs and  th e

inte rnally m anage d  costs  b e  re cove re d  th rough  th e  Transition R e ve nue  A ccount

(TR A ), w ith  cost allocation and  ve rification of e ntrie s  considere d  in th e  R e ve nue

A llocation Proce e d ing (R A P), A .9 8-07-006 e t al.
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Th e  s ettle m e nt re com m e nds th at a ne w  account b e  e stablish e d .  Th e

Ele ctric R e structuring Costs  Account (ER CA ) w ould h ave  2 purpose s :  1) to allow

for th e  re cording and  re cove ry of unanticipate d  re structuring costs not fore cast in

PG& E’s 19 9 9  GR C and 2) to re q uire  th e  Com m ission to consider th e  costs of ne w

re structuring program s  b efore  it re q uire s  th e utilitie s  to incur th e  costs.  Finally,

th e  s ettling partie s  propos e  th at PG& E can track  in ER CA  any costs incurre d  in

its role  of sch e d uling coordinator for m unicipal utilitie s  and  gove rnm e ntal

age ncie s  und e r pre -e xisting w h olesale  transm ission s e rvice  contracts, w h ich

FERC doe s  not allow  PG& E to pass on to th e  contract h old e rs.  In e ffe ct, th is

issue  i s  defe rre d  to som e  future proce e d ing.  Partie s  tak e  no position on th e

re asonable nes s  of th e s e  costs and  re s e rve  th e  righ t to oppos e  any future  PG& E

re q ue st for re cove ry of th e s e  costs.

Th e partie s  conte nd th at th e  s ettle m e nt is in th e public inte re st and  re ach e s

a fair com prom ise  of th e  d ispute d  issues in th is proce e d ing.  Th e  s ettling partie s

b elie ve  th at th e public inte re st i s  s erved  by e stablish ing 3 sim ple  e ligibility

principles  and by re solving th e  re asonable nes s  and  re cove ry issue s.  For 19 9 7 and

19 9 8, PG& E e xpe cts to incur $114.3 m illion in re structuring im ple m e ntation

e xpe nse d  costs and  $11.6 m illion in capital costs, for a total of $125.9  m illion.

O ut of th is total, PG& E h as subtracte d  $13.6 m illion th at it e xpe cts to s e e k

re cove ry in oth e r forum s, e xte rnally m anage d  costs of $62.2 m illion for 19 9 7 and

19 9 8, and a s ettle m e nt re d uction of $10 m illion.  Th is re sults in a total of $40.065

m illion, to w h ich  $1.2 m illion in inte re st and  franch ise  fe e s  and  uncolle ctible

e xpe nse s  (FF& U) for a re ve nue  re q uire m e nt of $41.279  m illion in inte rnally

m anage d  costs to b e  re cove re d  th rough  th e  TR A  for 19 9 7 and  19 9 8.  PG& E state s

th at it e xpe cts to ove rspe nd its 19 9 8 e stim ates  by  s eve ral m illion dollars.  Partie s

agre e d  to s ettle  bas ed  on th e  fore cast am ount, b ecaus e  th e s e  fore casts w e re  bas ed

on s eve ral m onth s of re cord e d  data and th e  fore cast am ount w ould discipline
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PG& E’s  expe nditure s  for th e  re m aind e r of th e  y ear.  Exte rnally m anage d  costs

w ould continue  to b e  re cove re d  th rough  th e  TR A  on a re cord ed  basis th rough out

th e  transition pe riod.

Partie s  also conte nd th at th e  s ettle m e nt is in th e public inte re st b ecause it

identifie s  and  addre s s e s  th e  ove rlap issue s  w ith  oth e r proce e d ings and provides

a cle ar roadm ap for th e ir re solution.  Partie s  b elie ve  th at close  coordination is

re q uire d  b etw e e n th is proce e d ing and  th e  GR C.  Th e  s ettle m e nt doe s  not re solve

th e  issue  of w h e th e r, starting in 19 9 9 , PG& E sh ould b e  auth oriz e d  to include

re structuring im ple m e ntation costs in bas e  rate s  or w h e th e r such  im ple m e ntation

costs sh ould b e  re m ove d  from  bas e  rates in th e  GR C and re cove re d  as incurre d ,

subje ct to an afte r th e  fact re asonable nes s  re vie w .  If th e  Com m ission d e te rm ine s

in th e  GR C th at such  im ple m e ntation costs sh ould b e  re m ove d  from  bas e  rates in

th e  GR C, th e n th e s e  costs w ould  b e  eligible  for re cording in th e  ERCA .  Cost

allocation and  re cove ry of im ple m e ntation costs found  re asonable  in th is

proce e d ing w ill b e  addre s s ed  in th e  R A P.  Th e  s ettling partie s  also propos e  th at

re cove ry of th e  ge ne ration capital additions costs for 19 9 7 and  19 9 8 w ill b e

addre s s ed  in A .9 8-07-058, PG& E’s capital additions proce e d ing.  R e cove ry of th e

costs of W e ste rn Pow e r Exch ange  (W EPEX)-re late d  proje cts for 19 9 8 w ill b e

addre s s ed  at FERC and re cove re d  in th e  transm ission re ve nue  re q uire m e nt.

Finally, th e  s ettling partie s  re com m e nd th at re cove ry of e xpe nse s  re late d  to th e

ge ne ration se ttle m e nt, billing, and bidding syste m s for 19 9 7 and  19 9 8 w ould b e

re cove re d  as a ge ne ration going forw ard  costs in 19 9 8 th rough  th e  TCBA ’s

m e m orandum  accounts.  R e vie w  of th e s e  costs w ill b e  addre s s ed  in th e  19 9 9

A nnual Transition Cost Proce e d ing (A TCP).
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SDG&E’s Settlement

SD G& E’s propos ed  s ettle m e nt d e fine s  exte rnally m anage d  costs (EMCs) as

th e  actual am ounts  expe nded  for th e  PX initial ch arge , th e  start-up and

d e ve lopm e nt portion of th e  ISO  grid m anage m e nt ch arge , and th e  Consum e r

Education Program , and Ele ctric Education Trust costs.  Upon approval of th e

propos ed  s ettle m e nt, th e s e  EMCs w ould  b e  d e em e d  to b e  fund ed  by SD G& E and

re cove rable  from  custom e rs pursuant to § 376.

SD G& E defines inte rnally m anage d  costs (IMCs) as dire ct acces s

im ple m e ntation costs, PX load bidding and  d em and  s ettle m e nt costs, ISO / PX

inte rface s , h ourly inte rval m e te r installation and  re ading costs, utility

distribution com pany (UD C) billing syste m s m odification costs, custom e r

inform ation re le ase syste m  costs, and environm e ntal im pact report costs.  Th e

s ettle m e nt propose s  to fix th e  re ve nue  re q uire m e nt for th e s e  costs at $35.7

m illion.  Th e  s ettle m e nt propose s  th at § 376 IMCs are  th e portion of IMCs w h ich

i s  eligible  to displace  ge ne ration-re late d  transition cost re cove ry during th e

transition pe riod  and is  fixe d  at $16.8 m illion (41.7% of total IMCs).  Th e  total

am ount of transition costs th at could be  d i splaced  by § 376 re cove ry is define d  as

th e  EMC am ount plus th e  fixe d  § 376 IMC am ount.  Th e  s ettling partie s  agre e

th at SD G& E sh ould b e  auth oriz e d  to re cove r th e  full, actual am ount of EMCs on

a dollar-for-dollar basis.  Partie s  pre d ict th at EMCs w ill total approxim ate ly $32.5

m illion from  19 9 7 - 2001.

In A .9 8-01-014, SD G& E’s distribution PBR  proce e d ing, SD G& E and

various partie s  agre e d  in a s ettle m e nt agre e m e nt re late d  to SD G& E’s 19 9 9  Cost

of Se rvice  study, th at ce rtain spe cifie d  costs sh ould b e  considere d  for re cove ry in

th is proce e d ing.  Th e  s ettling partie s  to th is proce e d ing agre e  th at th e s e  costs are

re fle cte d  in th e  IMCs and  are  re cove rable .  Partie s  furth e r agre e  th at th e  cost

re cove ry m e ch anism  for IMCs sh ould continue  th rough  th e  late r of th e  e nd of
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2002 or th e  Com m ission’s re solution of SD G& E’s ne xt cost of s e rvice  study, to b e

file d  no late r th an D e ce m b e r 21, 2001.

Th e  s ettling partie s  propos e  th at SD G& E file  an annual advice  le tte r to

e stablish  th e  rate  re cove r th e  IMC and EMC re ve nue  re q uire m e nts.  Th e partie s

state  th at th e s e  costs, e xcept for th os e  costs cove red  by th e  ISO  grid m anage m e nt

ch arge , are  not curre ntly re cove re d  in SD G& E’s rate s  and  are  not to be included

in SD G& E’s distribution rate .  SD G& E propose s  e stablish ing a Consolidate d

R e structuring and  Se ction 376 account, w ith  subaccounts of Inte rnally Manage d

Cost A ccount (IMCA ) and Exte rnally Manage d  Cost Balancing A ccount

(EMCBA ).  Th e  s ettle m e nt propose s  th at s eparate  rate  com pone nts  b e  s et

annually th rough  th e  e nd of 2002 for th e  IMCA  re ve nue  re q uire m e nt and

th rough  th e  e nd of 2001 based initially on th e  EMCBA  re ve nue  re q uire m e nt,

w h ich  repre s ents a fore cast of proje cte d  EMCs not re cove re d  e lsew h e re  in FERC

or Com m ission rate s.  If SD G& E’s re q ue st to e stablish  a TR A  is approve d  in th e

R A P proce e d ing (A .9 8-07-006 et al.), th e  total of th e  b ille d  re ve nue s  re cord e d  in

th e  Consolidated  R e structuring and  Se ction 376 A ccount w ill b e  transfe rre d  to

th e  TR A .

O n a m onth ly basis, SD G& E propose s  to com pare  b ille d  re ve nue s  from  th e

EMC rate  com pone nt to actual EMCs.  A ny ove r- or und e r-colle ction re sulting

from  th is com parison w ill b e  re fle cte d  in th e  subsequent ye ar’s EMC rate

com pone nt and  w ould re ce ive  th e  3-m onth  com m e rcial pape r inte re st rate .  Th e

rate  s et to cove r EMCs and  IMCs for cale ndar ye ar 19 9 9  w ould re cove r EMCs

fore caste d  for 19 9 9  as w e ll as re cord e d  costs for 19 9 7 and  19 9 8.  Th e partie s  also

agre e  th at th e  m e th odology for d e te rm ining re ve nue  fluctuations due to sales

w ill b e  consiste nt w ith  th e  m e th odology adopte d  in D .9 8-12-038 re garding

SD G& E’s cost of s e rvice  s ettle m e nt in A .9 8-01-014.
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Th e  s ettle m e nt propose s  th at SD G& E track  th e  total am ount of EMCs and

376 IMCs in a ne w  “Com pe tition Transition Ch arge  (CTC) D isplace m e nt

Track ing A ccount” and to com pare  th e  total to th e  TCBA  to e valuate  SD G& E’s

re d uce d  opportunity to re cove r its transition costs.

Th e  EMCs are  not subje ct to furth e r re asonable nes s  re vie w s.  SD G& E

agre e s  to track  its IMCs during th e  transition pe riod until such  tim e  as  O R A

indicate s  to SD G& E th at such  track ing is no longe r ne ces sary.  H ow e ve r, th e

IMCs are  not subje ct to furth e r re vie w , investigation, and  adjustm e nt.

Th e  s ettle m e nt also d e fine s  “substantial future  re gulatorily re q uire d

re structuring costs” as th os e  costs for ne w  re structuring-re late d  program s th at

repre s ent a substantial d e parture  from  th e  curre nt re structuring-re late d

program s.  Th e s e  costs w ould be  im posed by e ith e r a FERC or Com m ission

d e cision and  m ust am ount to costs of $1 m illion or m ore  in annual re ve nue

re q uire m e nts for program s lasting longe r th an 1 ye ar, or $2 m illion or m ore  in

re ve nue  re q uire m e nts for a single  “re structuring-re late d , ISO , or PX program .”

(SD G& E settle m e nt, p. 8.)

TURN’s Position

TURN doe s  not ne ces sarily oppose  adoption of PG& E’s  s ettle m e nt as long

as tw o issue s  of conce rn are  satisfactorily re solve d  and  TURN’s propos ed

conditions are  adopte d .  TURN re com m e nds th at Com m ission policy sh ould b e

consiste nt across utilities in th e  sam e  industry, e spe cially w h e re  th e  Com m ission

is im ple m e nting a spe cific statute .  “Th e  re solution of com m on policy and  le gal

issue s  m ust b e  consiste nt across utilitie s , re gardless  of w h e th e r th e ir individual

case s  are  litigate d  or s ettle d .  To act oth e rw ise  w ould ope n up th e  Com m ission to

justifiable  criticism  th at its d e cisionm ak ing is unpre d ictable , unfair, and eve n

arbitrary.”  (TURN’s ope ning brie f, p. 1.)  TURN advocate s  th at th e  sam e
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principles it re com m e nds applying to Edison sh ould also b e  adopte d  for PG& E

and  SD G& E.  TURN re com m e nds th at th e s e  principles  b e  adopte d  in conjunction

w ith  PG& E’s  s ettle m e nt, if th at approval is conditione d  as TURN re com m e nds.

TURN’s conce rns re late  to w h e re  and  h ow  costs pote ntially e ligible  for

§ 376 tre atm e nt sh ould b e  re vie w e d  and  re cove re d .  TURN h as re com m e nded

both  in th is proce e d ing and in PG& E’s general rate  cas e  (GR C) application

(A .9 7-12-020) th at costs associate d  w ith  th e  im ple m e ntation of dire ct acces s , th e

ISO , and th e  PX sh ould not be included in bas e  rate s  for te st ye ar 19 9 9 .

In PG& E’s te stim ony in th is proce e d ing, PG& E state d  th at:

PG& E w ill incur costs re late d  to th e  continuous m ainte nance  and
ope ration of a ne w  syste m  or function th at w as re q uire d  by e le ctric
industry re structuring.  PG& E belie ves it is appropriate  to re cove r
th rough  GR C-auth oriz e d  b as e  re ve nues  such  e xpe nse s  associate d
w ith  any ne w  syste m  or m odification ne ces sary to im ple m e nt
re structuring.  A lso, th e  annual re ve nue  re q uire m e nt for th e
capitaliz e d  portion of any ne w  syste m  or m odification re q uire d  by
re structuring w ould b e  re cove re d  th rough  GR C-auth oriz e d  b as e
re ve nue s.  Th is is consiste nt w ith  traditional tre atm e nt of costs
ne ces sary to provide  s e rvice  to PG& E’s  ele ctric re tail custom e rs.”
(Exh ibit 54, p. 1-18)

In contrast, TURN conte nds th at re structuring im ple m e ntation costs m ust

not b ecom e part of distribution bas e  rate s , m ust b e  lim ite d  to actual costs

incurre d , and m ust b e  subje ct to afte r-th e -fact re asonable nes s  re vie w .  TURN

re com m e nds th at th e principles  e stablish e d  for § 376 e ligibility and  re cove ry

sh ould apply to all of th e utilitie s , w h e th e r th ey h ave  e nte re d  into a s ettle m e nt or

not.  TURN argue s  th at re structuring im ple m e ntation costs sh ould  b e  d eclare d  to

b e  eligible  for § 376 re cove ry or not re cove re d  in m onopoly rate s  at all.  TURN

m aintains th at th e s e  costs are  large ly not und e r th e  control of utilitie s  and  are  not

re adily pre d ictable ; th e re fore , if th e s e  costs are  included in bas e  rate s  or

distribution PBR , fore casts w ill b e  ove re stim ate d .  In addition, TURN explains
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th at including capital costs in rate  bas e  w ill artificially inflate  th e  d istribution

rate  bas e.  TURN urge s  th at w e  re je ct PG& E’s proposal to include re structuring

im ple m e ntation costs in bas e  re ve nues in th e  GR C, b ecaus e  th e s e  costs are  ve ry

diffe re nt from  th e  ongoing provision of utility e le ctric s e rvice s.  PG& E h as

d e scrib ed  th e s e  activitie s  as re late d  to “ne w  re sponsibilitie s  [th at] are  still being

d e ve lope d  in th e  d ire ct access proce e d ing, and once  d e te rm ine d , are  lik e ly to

e volve  ove r tim e .” (Exh ibit 2, p. 2-8 in A .9 7-12-020.)  TURN re cogniz e s  th at such

unce rtainty incre as e s  th e  d ifficulty of accurate ly fore casting future  ongoing costs

and points out th at b ecaus e  th e re  is a significant risk  of guessing w rong, us e  of

th e  traditional GR C fore cast proces s  w ould  e ncourage  h igh  e stim ate s  of th e s e

cost e le m e nts.

TURN also conte nds th at use  of th e  ERCA  to re cord  any unanticipate d

costs arising from  unanticipate d  im ple m e ntation activities is inappropriate .

TURN belie ve s  th at ERCA  repre s ents an und e rlying sh ifting of th e  risk s  of cost

re cove ry, b ecaus e  no m e ch anism  e xists for any oth e r are a of utility activity

w h e re  costs of th at activity w e re  included in setting th e utility’s bas e  re ve nue s.

TURN argue s  th at PG& E i s  s e e k ing to re tain a safe ty ne t by including th e s e  costs

in fore cast rate m ak ing.

A ll partie s  agre e  th at in ord e r to b e  eligible  for re cove ry und e r § 376, th e

re cove ry of approve d  re structuring im ple m e ntation costs m ust d e lay th e

re cove ry of transition costs beyond  th e  e nd of th e  transition pe riod.  TURN

re com m e nds th at th e  follow ing additional principles  b e  adopte d  for PG& E,

Edison, and  SD G& E:

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

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

included in distribution rate s  or distribution PBR  m e ch anism s.
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2.  A n arbitrary cut-off date  for im ple m e ntation sh ould not be  im pos ed.

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

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

ratepaye rs ove rpaying.

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

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

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

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

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

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

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

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

autom atically e xcluded  from  § 376 e ligibility.

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

re fle cte d  in bas e  rate s.  A ny savings associate d  w ith  ne t staff re d uctions, m ore

e fficie nt syste m s, or discontinue d  activitie s  th at re sult from  re structuring

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

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

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

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

afte r 2001.

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

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

tre atm e nt.

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

are  th e utilitie s’ costs of d e ve loping syste m s to b id  d efault custom e r load into th e
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PX.  A ll custom e rs sh ould pay for th e s e  costs.  O ngoing costs of PX ope ration

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

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

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

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

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

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

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

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

contrary.

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

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

cate gorie s  such  as transm ission, distribution, e tc.

Enron’s Position

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

or function, is ne ces sary to facilitate  continue d  re structuring e fforts.  Enron

re com m e nds th at th is approach  w ould assist in th e  transition to com pe titive

m ark e ts, pre ve nt subsidiz ation of utility-offe re d  com pe titive  and pote ntially

com pe titive  s e rvices  by captive  ratepaye rs, and ensure  alte rnate  s e rvice

providers h ave  th e  ability to com pe te  w ith  th e utilities in th e provision of

com pe titive  s e rvice s.  Be caus e  ne ith e r th e  PG& E nor th e  SD G& E settle m e nt

re com m e nds functionaliz ation of re structuring im ple m e ntation costs, Enron

re com m e nds th at th e  s ettle m e nts  b e  re je cte d , in part.

Enron conte nds th at b ecaus e  th e  im ple m e ntation costs are  associate d  w ith

th e  functions of distribution, transm ission, ge ne ration, and procure m e nt, th e

costs m ust b e  i d entifie d  w ith  th e  s e rvice  for w h ich  th ey w e re  incurre d  and
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re cove re d  th rough  th at s e rvice .  Enron as s erts th at Com m ission policy re q uire s

functionaliz ation.  In D .9 6-10-074, w e  ord e re d  th e  UDCs to s eparate  th e ir m ost

re ce nt auth oriz e d  rate  bas e  and  re ve nue  re q uire m e nts into th e  functions of

ge ne ration, transm ission, and d i stribution.  Th is w as confirm e d  in D .9 7-08-056,

in w h ich  w e  also ord e re d  th at costs  b e  s eparate d  into nucle ar d e com m issioning

and public purpos e  program s.

Enron dispute s  PG& E’s re cove ry of IMCs th rough  a one -tim e  d e b it to th e

TR A  and  re cove ry of approve d  EMCs th rough  m onth ly deb its to th e  TR A .  Enron

b elie ves  th is re cove ry m e ch anism  re sults in re cove ry of costs w h ich   runs counte r

to e stablish e d  policy favoring unbundling of costs for re cove ry in ord e r to

facilitate  e fficie nt m ark e ts and  custom e r ch oice .

Sim ilarly, Enron conte nds th at SD G& E’s cost re cove ry m e ch anism  doe s

not re fle ct e stablish e d  Com m ission policy.  SD G& E propose s  to e stablish  2

s eparate  rate  com pone nts bas ed  on IMC and EMC re ve nue  re q uire m e nts, to b e

s et annually and  to re m ain in e ffe ct th rough  th e  e nd of th e  y ear 2002  (IMC) and

2001 (EMC).  Th e s e  s eparate  rate  com pone nts w ill b e  as s e s s ed  on all custom e rs

for re cove ry and  th e re fore , Enron conte nds th at th is  s ettle m e nt doe s  not com ply

w ith  Com m ission policy.  Th e  re ve nue  re q uire m e nts for th e s e  rate  com pone nts

w ould b e  subtracte d  from  total bille d  re ve nue s  prior to th e  d e te rm ination of CTC

residual re ve nue s.

Enron also conte nds th at SD G& E’s propos ed  re cove ry of IMCs raises

issue s  of statutory inte rpre tation, b ecaus e  th e propos ed  s ettle m e nt provides  for

re cove ry of IMCs in part on a fore casted  basis.  Th us, it is not cle ar th at th e  costs

h ave  m e t th e  § 376 h urdle  of being fund ed  by an e le ctrical corporation.  Th e

s ettle m e nt’s propos ed  re cove ry of EMCs m ay le ad  to double  re cove ry b ecaus e  of

th e  inclusion of start-up and  d eve lopm e nt portion of th e  ISO  grid m anage m e nt
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ch arge .  Enron belie ve s  th is ch arge  is alre ady re cove re d  as ave rage  PX re ve nue s

in th e  PX ch arge  as s e s s ed  to SD G& E’s bundled  s e rvice  custom e rs.

Enron propose s  th at its functionaliz ation proposal b e  re fle cte d  in

custom e rs’ rates by incre asing th e  PX cre d it for 19 9 7 and  19 9 8 costs for th e

procure m e nt function.  Enron belie ve s  th is true -up w ould be  s im ilar to th e  true -

up to th e  PX ch arge  or cre d it curre ntly calculated  by th e  UDCs in ord e r to corre ct

inaccuracie s.  Enron conte nds th at th e  ab s ence  of language  re garding

functionaliz ation in § 376 doe s  not pre clude such  a m e ans of re cove ry.

More ove r, Enron argue s  th at its position in th e  R A P pe rtains sole ly to

procure m e nt costs, particularly, w h ich  procure m e nt costs curre ntly e m b e dd e d  in

th e  UDCs’ rate s  as w e ll as ongoing costs of procure m e nt w h ich  sh ould b e

re fle cte d  in th e  PX cre d it.  Enron e xplains th at its proposal in th e  R A P doe s  not

addre s s  th e  oth e r 5 functional cate gories  it h as  d eve lope d  h e re  for th e  UDCs’

re structuring im ple m e ntation costs.

Edison’s Position

Edison’s brie fs are  lim ite d  to one  issue :  O R A ’s  b ench m ark ing proposal for

re asonable nes s  re vie w s as  d e scribed in Exh ibit 34.  In th at proposal, O R A

re com m e nds th at, to d e te rm ine  re asonable  fore casts of future  costs, e ach  utility

b e  re q uire d  to provide  data in a com m on form at and  to provide  te stim ony

com paring its elf to th e  oth e r 2 utiltie s  and  e xplaining w h y it w as ne ces sary to

e xce e d  th e  low e st cost utility in th re e  program  are as:  dire ct acces s

im ple m e ntation, h ourly inte rval m e te rs, and billing syste m  m odifications.

Edison dispute s  th e  e fficacy of th is proposal and  b elie ves it is unw ork able .  O R A

re com m e nds th at Edison’s brie f b e  accord e d  no w e igh t, as th e  issue  w as fully

litigate d  in Ph as e  1 of th e  Edison ph as e  of th is proce e d ing.
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Discussion

Rule  51.1(e ) provides  th at th e  Com m ission m ust find  a s ettle m e nt

“re asonable  in ligh t of th e  w h ole  re cord , consiste nt w ith  th e  law , and in th e

public inte re st” in ord e r to approve  th e  s ettle m e nt.  Th e s e  are  th e  crite ria th at w e

m ust apply to th e  s ettle m e nts  b efore us.

In D .9 2-12-019 , w e  s et forth  crite ria by w h ich  w e  w ould consider an all-

party se ttle m e nt.  Th e  first crite rion is th at th e  s ettle m e nt m ust e njoy “th e

unanim ous sponsorsh ip of all active partie s  to th e  instant proce e d ing.”  A ll

active parties in th is proce e d ing do not sponsor th e  s ettle m e nts; th e re fore , w e

ne e d  not addre s s  th e  oth e r crite ria s et forth  in D .9 2-12-019 .  W e  w ill consider th e

s ettle m e nts und e r th e  crite ria s et forth  in Rule  51.1(e ).  Th is is a m ore  stringe nt

standard  of re vie w , as w e  h ave  re cogniz e d  in pre vious decisions:

H ow e ve r, th e  standard  of re vie w  h e re  is som e w h at m ore
stringe nt.  H e re , w e  consider w h e th e r th e  s ettle m e nt tak e n as
a w h ole  is in th e public inte re st.  In so doing, w e  consider
individual e le m e nts of th e  s ettle m e nt in ord e r to d e te rm ine
w h e th e r th e  s ettle m e nt ge ne rally balance s  th e  various
inte re sts at stak e  as w e ll as to assure  th at e ach  e le m e nt is
consiste nt w ith  our policy obje ctives  and  th e  law .  (D .9 6-01-
011, 64 CPUC 2d , 241, 267 citing D .9 4-04-088.)

W e  d o not b elie ve  th at th e  s ettle m e nts  b efore us are  re asonable  in ligh t of

th e  w h ole  re cord , consiste nt w ith  th e  law , and in th e public inte re st.  In th e

accom panying d e cision in th is  dock e t w e  h ave  e stablish e d  various principles

re garding Edison’s im ple m e ntation costs to guid e  our consideration of th e

e ligibility of costs for § 376 tre atm e nt.  W e  agre e  w ith  TURN th at Com m ission

policy sh ould b e  consiste nt across utilities in th e  sam e  industry, particularly in

th e s e  proce e d ings, w h e re  w e  are  im ple m e nting a spe cific statute .  It w ould not

b e  re asonable  to adopt particular standards  for Edison, but diffe re nt standards
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for PG& E and  SD G& E.  Th e s e  applications w e re  consolidated  b ecaus e  th ey

address  s im ilar issue s  of policy and  law .

Th e re fore , w e  w ill discuss th e policie s  guiding our consideration of th e

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

discuss th e  re asonable nes s  of th e propos ed  s ettle m e nts in ligh t of th e s e

principles.  Finally, w e  d iscuss th e  aspe cts of th e  s ettle m e nts th at com ply w ith

our principles.  Th i s  decision provides  guidance  to th e partie s  re garding our

e xpe ctations for re solving se ttle m e nt issue s.

Pursuant to Rule  51.7, w e  invite  th e partie s  to re ne gotiate  th e  s ettle m e nt

te rm s w h ich  w e  h ave  found  are  not in th e public inte re st and  e nsure  th at th e

propos ed  s ettle m e nts th at are  consiste nt w ith  our adopte d  guid e line s.  W e  agre e

w ith  partie s  th at th e  e xte rnally m anage d  re structuring costs sh ould b e  re cove re d

on a re cord e d , as incurred  basis, b ecause  such  costs w ill e ith e r b e  re vie w ed  by

FERC or h ave  b e e n  d e em e d  re asonable  by th is Com m ission.3  If such

re ne gotiations fail, partie s  s h ould propos e  alte rnative  re lie f.

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

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

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

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

cost re cove ry and im pacts on th e  com pe titive  m ark e t.

                                           
3 For th e  Consum e r Education Program , an A ssigne d  Com m issione rs’ R uling issue d  on
Septe m b e r 14, 19 9 8 in R .9 4-04-031/I.9 4-04-032 d e te rm ine d  th at no furth e r proce e d ings
w e re  neces sary w ith  re spect to th e  d isallow ance  m e ch anism  provid ed  for in
D .9 4-08-064, b ecaus e  th e  aid ed  aw areness  targe t of 60% for th e  total of all targe t
audience s  w as m e t.
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W e  find  th at im ple m e ntation of program s to accom m odate  d ire ct acces s ,

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

ne ces sary costs incurre d  for such  program s as of D e ce m b e r 31, 19 9 8.  Se ction 376

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

im ple m e nting th e  ne w  program s  do not inte rfe re  w ith  transition cost re cove ry:

Th e  Le gislature  w as aw are  of th e  res idual nature  of th e  CTC and
re cogniz e d  th at th e  siz e  of th e  CTC w ould b e  affe cted  by th e  le ve ls
of th e  oth e r rate  com pone nts.  Be caus e  th e  total rate  is froz e n, th e
portion of th e  rate  available  to offs et transition costs, th e  CTC,
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d e cre as e s  as oth e r com pone nts incre as e.  Th e  conse q ue nce  of a low e r
CTC is a slow e r pace  of re cove ry of th e utilitie s’ une conom ic costs.

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

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

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

to significantly le ngth e n transition cost re cove ry, and  th us, im pact th e  ons et of

com pe tition.  A s  w e  h ave pre viously state d , an im portant goal of e le ctric

re structuring is to prote ct com pe tition - not individual com pe titors.  No gre ate r

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

com pe titor in th e  ne w  m ark e t.  (D .9 7-11-074, m im e o at p. 50.)  In fact, since

March  31, 19 9 8, th e  ISO  h as  b e en m anaging th e pow e r grid th at is und e r its

control, consum e rs are  opting to purch as e  ele ctricity th rough  dire ct acces s , and

th e utilitie s  h ave procure d  e ne rgy th rough  th e  PX.



A .9 8-05-004 et al.  COM/RB1/rm n                Alternate DRAFT

- 23 -

A llow ing § 376 tre atm e nt for th e  costs of im ple m e ntation of such

program s as of ye ar-e nd 19 9 8 is ge ne rous, but provides  for ne ces sary post-

ope ration e xpe rie nce  and  m odifications.  H ow e ve r, w e  re cogniz e  th at ce rtain

costs m ay ne ces sarily be incurre d  in 19 9 9  to e nsure  th at th e  ne w  m ark e t structure

is w e ll e stablish e d .  W e  are  allow ing Edison to re q ue st re cove ry of 19 9 9

program s for e ligible  cate gorie s  on a case-by-cas e  basis in a 19 9 9  re asonable nes s

re vie w  proce e d ing.  W e  w ill apply th e  sam e  approach  to PG& E and  SD G& E.

Each  re q ue st m ust b e  consiste nt w ith  th e  guid e line s  w e  e stablish  in th i s  decision.

Th e re fore , w e  w ill allow  PG& E and  SD G& E to re q ue st §  376 tre atm e nt and

associate d  cost re cove ry for 19 9 9  on a case-by-cas e  basis.  PG& E and  SD G& E

m ay re q ue st such  tre atm e nt in separate  applications for re asonable nes s  re vie w  of

19 9 9  costs.  Consiste nt w ith  th e  guid e line s  th at w e  d iscuss below , approve d  costs

w ill b e  re cove re d  as re structuring im ple m e ntation costs only.

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

Costs incurred  by PG& E or SD G& E th at are  not spe nt on approve d

im ple m e ntation activitie s , as  d efine d  in th i s  decision, sh ould not b e  re cove rable

from  ratepaye rs in any oth e r form .  W e  m ust care fully e valuate  costs to

d e te rm ine  if th e utilities incurre d  particular costs to 1) e stablish  th e  ne w  m ark e t

structure  as of D e ce m b e r 31, 19 9 8, i.e ., accom m odate  th e  im ple m e ntation of th e

ISO , th e  PX, and dire ct acces s , 2) ope rate  as a distribution utility, or 3) allow  th e

utility to ope rate  as a com pe titor in th e  ne w  m ark e t structure .

W e  agre e  w ith  TURN th at th e s e  costs sh ould not be included in

distribution bas e  rate s.  Be caus e  w e  auth oriz e  im ple m e ntation costs only for 19 9 7

and  19 9 8, th e  issue  of re cove ring inte rnally m anage d  costs in PG& E’s GR C

becom e s  m oot.  Contrary to PG& E’s  b elie f, it is not appropriate  to re cove r

th rough  GR C-auth oriz e d  b as e  re ve nue s  th e  e xpe nse s  associate d  w ith  any ne w
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syste m  or m odification ne ces sary to im ple m e nt re structuring.  Th e s e  are  not

distribution costs and s h ould not be included in distribution rate s.  R e cove ry of

im ple m e ntation costs is lim ite d  to th ose incurre d  in 19 9 7 and  19 9 8, consiste nt

w ith  our adopte d  guid e line s.  W e  w ill not tre at th e  ge ne ral cate gory of

re structuring costs in th e  sam e  m anne r as distribution costs.  Th e s e  costs re late  to

activitie s  th at are  ve ry diffe re nt from  th e  ongoing provision of e le ctric s e rvice s.

Und e r a traditional rate  cas e  approach , sh are h old e rs are prote cte d  if costs are  les s

th an anticipated  b ecause  s h are h old e rs re ap th e  b e ne fits of savings be tw e e n rate

case s.  H ow e ve r, in re turn sh are h old e rs sh ould also b ear th e  burd e n of

additional e xpe nses incurre d  during a rate  cas e  cycle .  (D .9 6-12-066, m im e o. at p.

4.)  A llow ing such  re cove ry th rough  distribution rate s  or a distribution PBR

w ould allow  cross-subsidiz ation and im pe d e  com pe tition.

Th is is particularly im portant since  PG& E’s distribution re ve nue

re q uire m e nt w ill b e  use d  to d e ve lop a distribution PBR  (A .9 8-11-023).  W h e n w e

adopte d  PBR  as a pre fe rre d  rate m ak ing m e th odology to cost-plus re gulation, w e

brok e  th e  link  b etw e e n costs and  rate s.  In doing so, w e  re cogniz e d  th at th e  task s

and  functions of th e utility distribution com pany are  not static, but w ill ch ange

ove r tim e .  In addition, by adopting PBR  re gulation, w e  e xplicitly e xpe ct

productivity to incre as e  and  th at th e utility w ill ach ie ve s ignificant cost

e fficie ncie s.  W e  w ill not now  go back  to a form  of cost-plus re gulation by

allow ing th e utility to re cove r costs associate d  w ith  ope rating in th e  ne w  m ark e t

in th e  PBR .  A llow ing re cove ry for such  costs via th e  PBR  w ould s k e w  PBR

ince ntives.  W h ile  w e  m ay b e  excluding various costs from  § 376 tre atm e nt, th ey

cannot b e  re cate goriz e d  as distribution costs and  th e re fore  cannot b e  re cove re d

in bas e  rate s  or th rough  th e  PBR  m e ch anism .

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

m ark e t structure .  Ne ith e r th is Com m ission nor th e  Le gislature  conte m plate d
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th at th e  costs of com pe ting in th e  ne w  com pe titive  ge ne ration m ark e tplace

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

from  m ark e t re ve nue s , not from  ratepaye rs.  Such  costs m ust b e  care fully

e valuate d  to d e te rm ine  if oth e r m ark e t com pe titors m ust incur sim ilar costs

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

in th e  ne w  m ark e tplace .  Th e  associate d  costs are s im ply a cost of ope rating in

th at com pe titive  m ark e t and  m ust b e  re cove re d  from  m ark e t re ve nue s.  To

d e te rm ine  oth e rw ise, w ould h arm  com pe tition b ecaus e  m onopoly distribution

rate s  w ould subsidiz e  costs of com pe ting in th e  ne w  m ark e t.

Only Incremental Costs May Receive § 376 Treatment

A ll partie s  agre e  th at costs  eligible  for § 376 tre atm e nt m ust be incre m e ntal

to th os e  costs cove re d  in curre nt rate s.  Th e s e  costs m ust also be incre m e ntal to

th os e  costs th at re late  to ongoing utility busine s s.  Ne ith e r PG& E nor SD G& E

sh ould s e e k  to re cove r such  costs as  em ploye e  transition costs, to th e  e xte nt

pe rsonne l w h o w ould oth e rw ise  h ave  w ork e d  on discontinue d  functions staff

ne w  activitie s.

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

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

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

into a final d e te rm ination of costs re ce iving § 376 tre atm e nt.  W e  d ire ct PG& E,

SD G& E, and partie s  to th e ir re spe ctive  s ettle m e nt agre e m e nts to consider th is

principle  in re ne gotiating th e  s ettle m e nts.

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

O nly th os e  costs not re cove re d  in any oth e r w ay w ill re ce ive  § 376

tre atm e nt.  To th e  e xte nt such  costs are  re cove re d  in FERC-approve d  rate s , are
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re im burs ed  th rough  th e  ISO  and  th e  PX, or are  re cove re d  d ire ctly from

custom e rs th rough  fe e s , th e re  is no ne e d  to allow  such  costs to also re ce ive  § 376

tre atm e nt.4

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

W e  h ave  long h e ld  to th e  standard  th at th e purch as e r or use r of a s e rvice

sh ould b ear re sponsibility for th os e  costs.  W e  h ave  consiste ntly re cogniz e d  th e

im portance  of providing accurate price s ignals, and pricing bas ed  on th e

principle  of cost causation.  (D .9 7-04-082 m im e o. at p. 123.)  Sim ilarly, all

custom e rs m ust pay for costs th at b ene fit all custom e rs.  (D .9 7-12-112, m im e o. at

p. 14; 60 CPUC 2d  at p. 16.)  W e  adopt th e s e  principles  for costs re ce iving § 376

tre atm e nt.  To th e  e xte nt th at all custom e rs  b ene fit from  e stablish ing th e  ne w

m ark e t structure , all custom e rs m ust pay.  If only ce rtain custom e rs  b ene fit from

a particular s e rvice , th os e  custom e rs m ust b ear re sponsibility for th os e  costs.

As  proposed by Enron, functionaliz ation can b e  d efine d  as cost assignm e nt

by service  or program , w h ich  can be  d i stinguish e d  from  cost allocation.  Cost

allocation assigns cost re sponsibility by custom e r group.  A s  w e  d e te rm ine d  in

our accom panying d e cision in th is  dock e t, w e  w ill not furth e r functionaliz e

re structuring im ple m e ntation costs at th is tim e .  W e  h ave  adopted  stringe nt

crite ria for allow ing § 376 tre atm e nt of re structuring im ple m e ntation costs.  A s

d e line ate d  h e re in, th e s e  costs h ave  b e e n incurre d  to cre ate  th e  ne w  m ark e t

structure .  A ll custom e rs, w h e th e r bundle d  or dire ct acces s , b ene fit from  th e

                                           
4 W e  w ill not ad d res s  th e  issue  of fe e s  for D A SR processing or fe e s  for discre tionary
s ervice s.  Pursuant to an A CR  issue d  on Feb ruary 5, 19 9 9 , in R .9 4-04-031/I.9 4-04-032,
PG& E, Edison, and  SD G& E are  ord e re d  to file  applications on A pril 30, 19 9 9  to ad d res s
such  fe e s.
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cre ation of th e  ne w  com pe titive  re gim e  and  th e re fore , consiste nt w ith  cost

causation principles , m ust b ear th e  burd e n of th e s e  costs.

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

D .9 7-12-042 allow e d  th e utilitie s  to e stablish  a track ing account for costs

d e e m e d  e ligible  for § 376 tre atm e nt.

W h e n e ligible  costs are  re cove re d  (i.e ., w h e n colle cte d  re ve nue s
are  allocate d  to offs et e ligible  costs), th e  affe cte d  utility sh ould
re cord  th e  am ount re cove re d  in a track ing account.  W h e n w e
approach  th e  e nd of th e  transition pe riod , w e  w ill d e te rm ine
w h e th e r and to w h at e xte nt colle ction of th e  CTC sh ould b e
continue d  past D e ce m b e r 31, 2001 to com pe nsate  for th e
re d uce d  opportunity to re cove r une conom ic costs.  [footnote
om itte d ]  O b viously, § 376 com es into play only if une conom ic
costs are  not fully re cove red  by  D ece m b e r 31, 2001.

PG& E’s re q ue st to re cove r e ligible  costs in th e  TR A  is re asonable .

H ow e ve r, w e  d o not agre e  th at it is ne ces sary to e stablish  th e proposed  ERCA

account.  Give n our adopte d  guid e lines in th is proce e d ing, th e re  is no ne e d  to

track  IMCs beyond  19 9 8.  Th e re fore , PG& E’s cost re cove ry m e ch anism  m ust b e

re vised in ord e r to b e  consiste nt w ith  our adopte d  guid e line s.

Sh ould SD G& E be  grante d  its re q ue st to e stablish  a TR A  in th e  R A P,

SD G& E sh ould re cove r e ligible  im ple m e ntation costs in th e  sam e  fash ion as

Edison.  SD G& E’s  s ettle m e nt proposal m ust b e  re vis ed  to b e  consiste nt w ith  our

guid e line s  for cost re cove ry for e ligible  costs for 19 9 7 and  19 9 8.

Both  PG& E and  SD G& E sh ould re cord  th e s e  § 376-e ligible  costs in a

m e m orandum  account to com pare  w ith  transition cost re cove ry as w e  d raw

closer to th e  e nd of th e  rate  fre e z e .  W e  w ill d e ve lop a m e th odology to com pare

th e s e  costs and  th e  ne cess ity for e xte nding CTC in A .9 9 -01-016 et al., th e

proce e d ings w e  h ave  e stablish e d  to re vie w  post rate  fre e z e  rate m ak ing
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m e th odology.  A s  w e  d iscuss below , § 376 tre atm e nt w ill not b e  trigge re d  for

SD G& E.

O nce  final costs are  approve d  for § 376 tre atm e nt, h e adroom  re ve nue s

sh ould b e  allocate d  to th e s e  costs according to th e principles  e stablish e d  in th e

R A P, A .9 8-07-006 et al.  Costs re late d  to re structuring activitie s  th at are  not

e ligible  for § 376 tre atm e nt cannot b e  re cove re d  from  ratepaye rs, as discusse d

above , and sh all not b e  re cord e d  in any accounts th at re sult in ratepaye r funding

of th e s e  costs.

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

To th e  e xte nt capital costs are  found  re asonable  and  approve d  for re cove ry

in Ph as e  2, w e  m ust d e te rm ine  h ow  th e s e  costs sh ould b e  am ortiz e d .  In our

accom panying d e cision, w e  d e te rm ine d  th at b ecaus e  capital costs h ave  b e e n

incurre d  to accom m odate  im ple m e ntation as of D e ce m b e r 31, 19 9 8, th ey s h ould

b e  tre ate d  as  expe nse d  ite m s for rate m ak ing purpose s , w h ich  is consiste nt w ith

both  tax and accounting practice s.  It is incum b ent upon th e utility to d e line ate

th e  costs of such  capital proje cts  b etw e e n th os e  costs  eligible  for § 376 tre atm e nt

and  th os e  costs not so e ligible .  Since  w e  grante d  § 376 tre atm e nt only to th os e

costs incurre d  in 19 9 7 and  19 9 8, w e  re q uire d  Edison to e xpe nse  th e s e  ite m s for

rate m ak ing purpose s.  Th is m e ans th at th e s e  costs ne e d  not b e  gros s ed  up for

re turn and  tax purpose s.

Reasonableness Reviews

W e  h ave  d e te rm ine d  th at 1) im ple m e ntation is lim ite d  to 19 9 7 and  19 9 8

costs, and 19 9 9  inte rnally m anage d  costs re q ue ste d  on a case-by-cas e  basis, and

2) im ple m e ntation costs not allow e d  § 376 tre atm e nt are  not re cove rable  from

ratepaye rs in any oth e r form .  Th is approach  re q uire s  th at w e  d e te rm ine  th e

re asonable nes s  of re cord e d  costs and  gre atly lim its th e  scope  of future
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proce e d ings.  A s  w e  state d  in th e  Edison d e cision, w e  d o not b elie ve  it is

ne ces sary for th e utilitie s  to com pare  th e ir spe nding and im ple m e ntation.

Inste ad , e ach  utility m ust d e m onstrate  re asonable nes s  of costs incurre d .

Adopted Guidelines

In th e  accom panying d e cision in th is  dock e t th at cons iders Edison’s

im ple m e ntation costs, w e  h ave  adopte d  th e  follow ing guid e line s  re garding § 376

tre atm e nt and  cost re cove ry:

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

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

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

2.  O nly th os e  costs incurre d  to e stablish  th e  ISO , PX, and dire ct acces s

sh all b e  d ete rm ine d  to b e  re cove rable  as costs to accom m odate  im ple m e ntation

and  re ce ive  § 376 tre atm e nt.  In ge ne ral, costs incurre d  afte r 19 9 8 are  not e ligible

for § 376 tre atm e nt and  th e  costs of ope rating th e s e  program s on an ongoing

basis are  not e ligible  for § 376 tre atm e nt.  H ow e ve r, th e utilitie s  m ay re q ue st §

376 tre atm e nt for 19 9 9  e ligible  cate gorie s  on a case-by-cas e  basis.  PG& E, Edison,

and  SD G& E m ust m ak e  a sh ow ing in ne w  applications for re asonable nes s  re vie w

of 19 9 9  costs.  PG& E, Edison, and  SD G& E h ave  th e  burd e n to d e m onstrate  w h y

such  costs are  ne ces sary to accom m odate  im ple m e ntation of th e  ISO , PX, and

dire ct access in 19 9 9 .

3.  Eligible  19 9 7 and  19 9 8 dire ct access  im ple m e ntation costs sh all b e

re vie w e d  for re asonable nes s , as sh all 19 9 9  dire ct access  im ple m e ntation costs on

a case-by-cas e  basis.  Costs incurre d  for th e  start-up and  d eve lopm e nt of th e  ISO ,

th e  PX, and th e  costs of th e  CEP and th e EET ne e d  no furth e r re asonable nes s

re vie w .
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4.  Th e  costs of im ple m e nting re ve nue  cycle  s e rvice s  are  not e ligible  for

§ 376 tre atm e nt.

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

re fle cte d  in bas e  rate s.  A ny avoided  costs or any savings associate d  w ith  ne t

staff re d uctions, m ore  e fficie nt syste m s, or discontinue d  activitie s  th at re sult

from  re structuring im ple m e ntation sh all b e  re cogniz e d  and  m ust offs et such

costs.

6.  A ll custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t structure ,

th e re fore  all custom e rs m ust pay for th e s e  costs.  Se ction 376-e ligible  costs sh all

be  re cove re d  from  all custom e rs, re gardless  of th e ir procure m e nt ch oice .

7.  A pprove d  capital-re late d  re structuring im ple m e ntation costs sh all b e

re cove re d  as  expe nse d  ite m s for rate m ak ing purpose s , w h e n incurre d , and sh all

not b e  gros s ed  up for re turn or taxe s.

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

dive stiture  of ge ne ration assets or as going forw ard  costs, and sh all not b e  give n

§ 376 tre atm e nt.

9 .  Costs  expe nded  on im ple m e ntation activitie s  th at w ould allow  th e

utilitie s  a com pe titive  advantage  in th e  ne w  m ark e t sh all not b e  allow e d

re cove ry from  oth e r th an m ark e t re ve nue s.

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

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

PX.  Ce rtain m ark e t inte rface  costs re late d  to des ign, d e ve lopm e nt, and te sting

are  also e ligible  for §  376 tre atm e nt.  A ll custom e rs sh ould pay for th e s e  costs.

O ngoing costs (w h e th e r e xpe nse d  or capitaliz e d ) of PX ope ration and utility load

bidding functions sh all not b e  so e ligible  and  m ust b e  re cove re d  from  m ark e t

re ve nue s.
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11.  No cost re cove ry sh all b e  allow e d  w h ich  im pose s  costs on re tail

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

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

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

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

in fe e s  for discre tionary se rvice s ).

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

e ntry to th e  TR A  and s h all not b e  assigne d  to s eparate  cost cate gorie s  such  as

transm ission, distribution, e tc.

Proposed Settlements and Conformance with Adopted Guidelines

In th i s  s ection, w e  addre s s  th e propos ed  s ettle m e nts and  consider w h e th e r

th e s e  propos ed  agre e m e nts conform  to our adopte d  guid e line s.  Th e  e xte rnally

m anage d  costs th at are  d iscusse d  in both  PG& E’s and  SD G& E’s  s ettle m e nts

allow  § 376 tre atm e nt and  cost re cove ry for ISO  and  PX start-up and

d e ve lopm e nt costs, CEP costs, and EET costs.  Th is approach  is consiste nt w ith

th e  guid e line s  and principles  th at w e  h ave  adopte d  for Edison.  W e  d e te rm ine d

th at th e s e  costs are  e ligible  for § 376 and  cost re cove ry, and s h ould b e  pre sum e d

re asonable .

Consiste nt w ith  th e propos ed  s ettle m e nts, w e  agre e  th at PG& E’s and

SD G& E’s sh are s  of both  th e  ISO  and  PX start-up and  d eve lopm e nt costs are

e ligible  for § 376 tre atm e nt.  Pursuant to D .9 7-12-042 and  D .9 8-12-027, w e  h ave

d e te rm ine d  th at th e s e  costs are  e ligible  for § 376 tre atm e nt, w h e th e r as s e s s ed  as

a one -tim e  ch arge  or as a volum e tric ch arge .  More ove r, funding of th e s e  costs

h as  b e en define d  to occur re gardless  of w h e n th e  contribution to th e

d e ve lopm e nt costs is m ad e .  W e  h ave  confirm e d  th at th e  te rm  “fund e d” doe s  not

im ply a spe cific tim e  w h e n costs are paid for, nor is th e re  a re q uire m e nt th at th e
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financial contribution tak e place  th rough  spe cific m e ch anism s.  (D .9 8-12-027,

m im e o. at p. 11.)

Costs associate d  w ith  th e  PX’s start-up and  d eve lopm e nt are  as s e s s ed

th rough  th e  Initial Ch arge .  Th e  costs associate d  w ith  th e  ISO ’s start-up and

d e ve lopm e nt are  as s e s s ed  th rough  th e  Grid Manage m e nt Ch arge .  Costs

associate d  w ith  th e  ISO  and  PX start-up and  d eve lopm e nt m ust be incurred  by

ye ar-e nd 19 9 8, but paym e nts m ad e  by PG& E and  SD G& E can b e  m ad e  afte r

19 9 8, to th e  e xte nt th e s e  occur.  Th e s e  paym e nts to th e  ISO  and  PX are  not

ass e s s ed  to any m ark e t com pe titor, oth e r th an PG& E, Edison, and  SD G& E.

In D .9 7-03-069 , w e  approve d  th e  Consum e r Education Program  (CEP) to

b e  fund ed  by PG& E, Edison, and  SD G& E.  Th e  O ctob e r 30, 19 9 6 D ire ct A cces s

W ork ing Group (D A W G) R e port re com m e nded  th at utilitie s  b e  pe rm itte d  to

re cove r th e ir costs associate d  w ith  th e  d e ve lopm e nt and im ple m e ntation of th e

CEP.  Th is report state d  th at such  funding w as consiste nt w ith  § 376.  W e

adopte d  th is re com m e ndation and  d ete rm ine d  th at funding re q uire m e nts for th e

joint CEP w ould b e  allocate d  am ong PG& E, Edison, and  SD G& E in proportion to

e ach  utility’s sh are  of actual 19 9 6 sales.  W e  auth oriz e d  th e s e  utilitie s  to e stablish

m e m orandum  accounts und e r IR M A  to track  th e s e  e xpe nditure s.  W e  concluded

th at th e  CEP e fforts w e re  critical to dire ct access  im ple m e ntation in ord e r to

e d ucate  re s id ential and sm all com m e rcial custom e rs about ch oices involve d  in

th e  ne w  m ark e t structure  and  to ove rcom e  th e  m ind s et of d e aling only w ith  th e

incum b ent m onopoly utility.

W e  th e re fore  d e te rm ine d  th at th e s e  costs are  re cove rable  from  th e ir

custom e rs pursuant to § 376, but le ft th e  d e tails of th is re cove ry to oth e r

proce e d ings.  A  total am ount of $23 m illion w as auth oriz e d  for all 3 utilitie s  for

th e  joint CEP e ffort.  In D .9 7-08-064, w e  auth oriz e d  a total budge t for th e  joint

CEP, Com m ission outre ach  activitie s , and com m unity-bas e d  e ducation and
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outre ach  activitie s  of $89 .3 m illion (of w h ich  $23 m illion w as pre viously

auth oriz e d ).  Th e utilitie s’ budge t for th e  joint CEP e fforts w as not to e xce e d

$74.5 m illion, w ith  Com m ission and  com m unity-bas ed  outre ach  not to e xce e d

$15.8 m illion.  Th e  consum e r e d ucation program  is re q uire d  by statute  (s e e

§ 39 2(b))5 and  w e  affirm  th at th e  costs of th e  CEP program  are  e ligible  for § 376

tre atm e nt.  A gain, PG& E, Edison, and  SD G& E are  re q uire d  to fund  th is program

and no oth e r m ark e t participant e xpe nds costs for th is program .

W e  m ade  s im ilar d e te rm inations for th e  Ele ctric Education Trust (EET) for

consum e r e d ucation activitie s  to tak e place  afte r th e  CEP e ffort concluded.  Th e

role  of th e EET is to prom ote  consum e r e d ucation in h e lping custom e rs to

und e rstand  th e  ch ange s  to th e  e le ctric industry during th e  transition pe riod  to

dire ct acces s.  W e  d e te rm ine d  th at th e EET sh ould h ave  a lim ite d  life span and

sh ould sunse t as of June  30, 19 9 9  unles s  exte nded by th e  Com m ission or by

statute .  (D .9 7-03-069 , m im e o. at p. 39 .)

A fte r considering various funding options, w e  d e te rm ine d  th at public

policy w ould b e st b e  s e rved  by considering th e EET to b e  part of th e

im ple m e ntation costs associate d  w ith  dire ct acces s.  W e  auth oriz e d  an initial

am ount of $3 m illion, to b e  re cove rable  from  ratepaye rs pursuant to § 376.  In

D .9 8-07-09 8, w e  e xte nded  th e  life  of th e EET to D e ce m b e r 31, 2001, pursuant to

SB 477 (Stats. 19 9 7, Ch . 275, Se ction 31).  In D .9 8-12-085, w e  adopte d  th e

re com m e ndation to e xte nd th e  EET’s funding to cove r th e  life  of th e EET until its

sch e d ule d  te rm ination date  of D e ce m b e r 31, 2001.  $13.1 m illion h as  b e en

                                           
5 Se ction 39 2(b) re q uire s  th at th e  e le ctric corporations, in conjunction w ith  and subje ct
to th e  approval of th is Com m ission, im ple m ent a consum e r e d ucation program  prior to
th e  im ple m entation of th e  CTC.
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allocate d  for EET funding th rough  2001, w h ich  consists of a $3.1 m illion

e d ucation plan and  a $10 m illion com m unity-bas ed  organiz ation outre ach  plan.

Th e s e  funds  w e re  allocate d  und e r th e  sam e  te rm s and  conditions as th e

original funding and  th e re fore EET costs are  e ligible  for § 376 tre atm e nt.  Th is is

not inconsiste nt w ith  our adopte d  policy, b ecaus e , sim ilar to funding for th e  ISO

and  PX start-up and  d eve lopm e nt, th e  costs are  re q uire d  by statute  and  th e

obligation h as  b e en e stablish e d  prior to ye ar-e nd 19 9 8.

Th e re fore , w e  find  th at th e  it is appropriate  to grant cost re cove ry and

§ 376 tre atm e nt for th e  EMC costs identifie d  in both  th e  PG& E and  SD G& E

s ettle m e nts.  Th is aspe ct of both  s ettle m e nts conform s to our adopte d  guid e line s.

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.

W e  h ave  adopte d  guid e line s  for Edison d e te rm ining th at dire ct acces s

costs are  e ligible  for § 376 tre atm e nt only to th e  e xte nt th e s e  costs are  re q uire d  to

im ple m e nt th e program  and  only th rough  D e ce m b e r 31, 19 9 8, w ith  th e  e xception

of th e uniform  nod e  identifie r syste m  (UNIS) costs.  W e  h ave  also allow e d

Edison to s e e k  §  376 tre atm e nt and  re cove ry of 19 9 9  im ple m e ntation costs on a

case-by-cas e  basis.

In D .9 7-05-040, w e  adopte d  im ple m e ntation proce d ure s  re garding dire ct

acces s.  In th i s  decision, w e  addre s s ed  fundam e ntal proce d ure s  and  rules  to be in

place  for th e provision of dire ct acces s.  W e  d e te rm ine d  th at th e  availability of

dire ct acces s  m itigate d  th e  e xe rcise  of m ark e t pow e r in th e  PX and  th at no

te ch nical or ope rational constraints barre d  d ire ct acces s.  (D .9 7-05-040, m im e o. at

pp. 15, 18-19 .)  Th e re fore , w e  im ple m e nted  d ire ct acces s  for all custom e rs as of

January 1, 19 9 8, and re cogniz e d  th at th e  m ark e t its elf w ould allow  for a gradual

d e ve lopm e nt of an inte re st in custom e r ch oice .  O f cours e , as circum stance s
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dictate d , th e  ISO  and  th e  PX w e re  not functional until March  31, 19 9 8; th e re fore ,

dire ct acces s  w as not initiate d  until th at date .6  Th e re fore , all of th e  e le m e nts

ne ces sary to allow  custom e r ch oice  w e re  in place  as of January 1, 19 9 8, alth ough

dire ct access  its elf did not b egin until March  31, 19 9 8, sim ultane ously w ith  th e

im ple m e ntation of th e  ISO  and  th e  PX.

In D .9 7-05-040, w e  obs erve d  th at PG& E, Edison, and  SD G& E h ad not

provided  a com pre h e nsive  scope  of th e  costs th ey propos ed  to include as dire ct

access  im ple m e ntation costs.  PG& E and Edison com m e nte d  th at th e s e  activitie s

w ould include, but w ould not b e  lim ite d  to, consum e r e d ucation and prote ction

e fforts, custom e r inform ation costs, UD C syste m s  d eve lopm e nt, im ple m e ntation,

and  te sting for ne w  capabilitie s  re q uire d  to inte rface  w ith  th e  ISO , th e  PX, and

oth e rs, installation and  re ading of re al-tim e pricing m e te rs, UD C billing syste m

m odifications re q uire d  to inte rface  w ith  th e  ISO , Pow e r Exch ange , and oth e rs.

W e  d e te rm ine d  th at th e s e  cost cate gorie s  w e re  too broad  to distinguish

w h ich  spe cifically could b e  attribute d  to im ple m e ntation of dire ct acces s , but

allow e d  th e utilitie s  to track  th e s e  costs.  W e  d ire cte d  th e utilitie s  to e stablish

m e m orandum  subaccounts to track  th e s e  costs.  W e  d id not guarante e  re cove ry

of such  costs, but le ft it to oth e r proce e d ings to e stablish  proce d ure s  to e xam ine

w h e th e r th e s e  track e d  costs sh ould b e  re cove re d , th e  re asonable nes s  of th e s e

costs, and th e  re cove ry of such  costs.

In our accom panying d e cision re garding Edison’s im ple m e ntation costs,

w e  d e te rm ine d  th at only ce rtain costs sh ould  b e  eligible  for dire ct acces s

im ple m e ntation and  w ill re ce ive  § 376 tre atm e nt in 19 9 7 and  19 9 8, to th e  e xte nt

                                           
6 Se e  D .9 7-12-031 and  Coordinating Com m issione r’s R uling in R .9 4-04-031/I.9 4-04-032,
d ated  March  30, 19 9 8.
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th e s e  costs are  found  re asonable .  Costs incurre d  und e r th e  guise  of

im ple m e nting dire ct acces s , but w h ich  are  re q uire d  of all m ark e t com pe titors are

not e ligible  for § 376 tre atm e nt.  Ce rtain costs m ust and  w ill be incurred  by all

m ark e t com pe titors and  th e re fore  m ust b e  re cove re d  from  m ark e t re ve nue s.

W e  h ave  also d e te rm ine d  th at costs associate d  w ith  w h olesale  contract

re sponsibilitie s  are  not e ligible  for § 376 tre atm e nt.  W e  w ill not adopt a

s ettle m e nt th at allow s th e possibility of th e s e  costs to b e  d efe rre d .  W e  agre e  w ith

TURN th at if FERC d e nie s  re cove ry of th e s e  costs, w e  cannot assum e  th at th e s e

costs are  re asonable  for inclusion in w h olesale  rate s.  A t any rate , give n our

approach  to im ple m e ntation costs, w e  d o not s e e  h ow  such  costs could b e

pre sum e d  to accom m odate  th e  im ple m e ntation of th e  ISO , th e  PX, and dire ct

acces s.

In D .9 8-11-044, w e  d e te rm ine d  th at UNIS costs are  e ligible  for § 376

tre atm e nt.  W e  concluded  th at th e  re asonable  costs of such  e xpe nditure s  are

re cove rable  from  ratepaye rs and s h ould re ce ive  § 376 tre atm e nt, b ecaus e  th e

costs are  b e ing incurre d  to im ple m e nt dire ct acces s.  In D .9 7-12-09 0, w h ich  s et up

th is w ork ing group, w e  state d  th at w e  agre e d  w ith  th e  California Ene rgy

Com m ission and Enron th at 19 9 8 provided  a w indow  of opportunity to adopt

and im ple m e nt such  a num b e ring syste m .  A t th at tim e , w e  h ope d  th at a

d e cision could b e  adopte d  in March  19 9 8.  Eve nts, unfortunate ly, ove rtook  th is

d e cision.  Th e re fore , w e  m ust find  th at th e UNIS costs can b e  d ete rm ine d  to b e

e ligible  for § 376 re cove ry only th rough  D e ce m b e r 31, 19 9 9 .  Th is is th e  one

e xception to our ge ne ral principles.

Voluntary Cap

Both  s ettle m e nts propos e  a voluntary cap on th e  am ounts th at w ill b e

e ligible  for transition cost re cove ry afte r th e  transition pe riod.  Be caus e  w e  h ave
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d e fine d  im ple m e ntation narrow ly, consiste nt w ith  th e  m andate  of § 376, w e

state d  th at th e  ne e d  for Edison’s voluntary cap is gre atly dim inish e d .  W e  w ill

not m ak e  such  a d e te rm ination h e re , but w ill le ave  it to th e  re ne gotiations of th e

partie s  to d e te rm ine  if a cap is still ne ces sary.

Impact of A.99-02-029

O n February 19 , SD G& E file d  A .9 9 -02-029 , inform ing th e  Com m ission th at

it e xpe cts to h ave  com ple te d  full re cove ry of Com m ission-auth oriz e d  costs for

utility ge ne ration-re late d  as s ets and  obligations as early as June  30, 19 9 9 , th e re by

m e e ting th e  statutory condition for te rm ination of its  ele ctric rate  fre e z e .  For

SD G& E, it is cle ar th at none  of th e  re structuring im ple m e ntation costs ne e d  b e

give n § 376 tre atm e nt, i.e ., re cove ry of th e s e  costs obviously w ill not displace

re cove ry of ge ne ration-re late d  transition costs.  H ow e ve r, cost re cove ry is still an

issue  to b e  d ete rm ine d  in th is proce e d ing.  A ny re ne gotiated  s ettle m e nt m ust b e

consiste nt w ith  th e  cost re cove ry principles  adopte d  for Edison and  th e  guidance

provided in th i s  decision.

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

In th i s  decision, w e  adopt guid e line s  for costs  eligible  for § 376 tre atm e nt

and  cost re cove ry.  W e  w ill allow  PG& E and  SD G& E 30 days from  th e  e ffe ctive

date  of th i s  decision to re ne gotiate  th e ir s ettle m e nts, consiste nt w ith  th e

guid e line s  adopte d  h e re in.  If th ey accept th e s e  guid e line s , PG& E and  SD G& E

sh ould notice  s ettle m e nt confe re nce s  and subm it re vis ed  s ettle m e nts consiste nt

w ith  our policie s.  O th e r partie s  m ay com m e nt on th e  re vis ed  s ettle m e nts 15

days afte r th ey are  file d .  If PG& E or SD G& E do not re ne gotiate  th e  s ettle m e nts,

e ach  utility m ust re q ue st alte rnative  re lie f.
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Findings of Fact

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

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

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

cost re cove ry.

2. In A .9 8-05-004 and  A .9 8-05-006, PG& E and  SD G& E, re spe ctive ly, s e e k  to

e stablish  th e  e ligibility of particular cost cate gorie s  for w h ich  § 376 tre atm e nt is

appropriate  and  th e  applicable  rate m ak ing and  rate  re cove ry m e ch anism s.

3. O n Nove m b e r 13, 19 9 8, PG& E and  various partie s  file d  a Motion for

A pproval of Se ttle m e nt th at w ould re solve  Ph as e  1 and  Ph as e  2 re asonable nes s

issues in th is proce e d ing.

4. O n Nove m b e r 12, 19 9 8, SD G& E and  various partie s  file d  a Motion for

A d option of Se ttle m e nt th at w ould re solve  Ph as e  1 and  Ph as e  2 re asonable nes s

issues in th is proce e d ing.

5. Both  propos ed  s ettle m e nts w ould s eparate  costs into e xte rnally m anage d

re structuring costs and inte rnally m anage d  re structuring costs.

6. Exte rnally m anage d  re structuring costs consist of FERC-approve d  ISO  and

PX start-up and  d eve lopm e nt costs and  Com m ission-approve d  Consum e r

Education Program  and Ele ctric Education Trust costs.

7. PG& E’s inte rnally m anage d  costs consist of th e  costs of dire ct acces s

im ple m e ntation and  d em and  PX bidding and  s ettle m e nt syste m s.

8. PG& E’s  s ettle m e nt propose s  th at only e xte rnally m anage d  costs are

e ligible  for § 376 tre atm e nt.  PG& E agre e s  to cap th is tre atm e nt at $9 5 m illion.

9 . PG& E propose s  to w aive  § 376 tre atm e nt for all inte rnally m anage d

im ple m e ntation costs, including th os e  costs re q ue ste d  in th e  19 9 9  GR C

proce e d ing, A .9 7-12-020.
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10. Partie s  agre e  th at PG& E’s 19 9 7 and  19 9 8 inte rnally m anage d  costs are

re cove rable  th rough  th e  TR A  and  cap th is am ount at $41.3 m illion.

11. PG& E’s  s ettle m e nt re com m e nds establish ing th e  ERCA  to allow  for th e

re cording and  re cove ry of unanticipate d  re structuring costs not fore cast in th e

GR C, to track  any unre cove re d  costs associate d  w ith  PG& E’s w h olesale  contracts

th at FERC doe s  not allow  PG& E to re cove r from  th e  contract h old e rs, and to

re q uire  th e  Com m ission to consider th e  costs of ne w  program s  b efore  ord e ring

th e utilitie s  to incur th e s e  costs.

12. SD G& E’s  s ettle m e nt d e fines inte rnally m anage d  costs as dire ct acces s

im ple m e ntation costs, PX load bidding and  d em and  s ettle m e nt costs, ISO / PX

inte rface  costs, h ourly inte rval m e te r installation and  re ading costs, UD C billing

syste m s m odification costs, custom e r inform ation re le ase syste m  costs, and

e nvironm e ntal im pact report costs.  Th e  s ettle m e nt propose s  to fix th e  re ve nue

re q uire m e nt of th e s e  costs at $35.7 m illion, $16.8 m illion of w h ich  w ould b e

grante d  § 376 re cove ry.

13. D .9 8-12-038 adopte d  a cost of s e rvice  s ettle m e nt in SD G& E’s PBR

proce e d ing, A .9 8-01-014.  Partie s  propos e  th at costs re late d  to dire ct acce s s  O & M

costs and  rate  bas e  additions, w h ich  w e re  d e fe rre d  to th e  instant proce e d ing, b e

re cove re d  in th is proce e d ing.

14. Partie s  propos e  th at SD G& E e stablish  s eparate  rate  com pone nts to re cove r

th e  IMC and EMC re ve nue  re q uire m e nts th rough  th e  e nd of 2002 and  2001,

re spe ctive ly.

15. TURN conditionally oppose s  PG& E’s  s ettle m e nt, b ecaus e  TURN

re com m e nds th at cost associate d  w ith  im ple m e ntation of dire ct acces s , th e  ISO ,

and  th e  PX not be included in bas e  rate s  for te st ye ar 19 9 9  and  b ecaus e  of th e

propos ed  approach  to re cove ry of costs associate d  w ith  w h olesale  contracts.
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16. TURN also re com m e nds th at approval b e  conditione d  upon adopting th e

sam e principles  for § 376 tre atm e nt and  cost re cove ry it advocate s  for Edison.

17.   Enron conte sts both  PG& E’s and  SD G& E’s  s ettle m e nts, b ecaus e  ne ith e r

s ettle m e nt includes  functionaliz ation of re structuring im ple m e ntation costs.

18. W e  adopte d  guid e line s  and principles  for § 376 tre atm e nt and  cost

re cove ry in an accom panying d e cision in th is  dock e t.

19 . Com m ission policy sh ould b e  consiste nt across utilities in th e  sam e

industry, particularly w h e re  w e  are  im ple m e nting a spe cific statute .

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

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

ne ces sary costs incurre d  for such  program s as of D e ce m b e r 31, 19 9 8, and th at

PG& E and  SD G& E m ay re q ue st §  376 tre atm e nt for 19 9 9  program s on a case-by-

cas e  basis.

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

to significantly le ngth e n transition cost re cove ry, and  th us, im pact th e  ons et of

com pe tition.

22. Since  March  31, 19 9 8, th e  ISO  h as m anage d  th e pow e r grid th at is und e r its

control, th e  PX h as re ce ive d  and  aw arded  b id s  and  d eve lope d  and  m aile d

invoice s , and consum e rs are  opting to purch as e  ele ctricity th rough  dire ct acces s.

23. A llow ing im ple m e ntation of such  program s as of ye ar-e nd 19 9 8 is

ge ne rous but allow s for ne ces sary post-ope ration e xpe rie nce  and  m odifications.

In addition, allow ing PG& E and  SD G& E to re q ue st §  376 tre atm e nt for e ligible

cate gorie s  for 19 9 9  allow s for ne ces sary im ple m e ntation and post-ope ration

e xpe rie nce .

24. W e  w ill care fully e valuate  costs to d e te rm ine  if th ey w e re  incurre d  to

1) e stablish  th e  ne w  m ark e t structure  as of D e ce m b e r 31, 19 9 8, i.e ., accom m odate

th e  im ple m e ntation of th e  ISO , th e  PX, and dire ct acces s , 2) ope rate  th e
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distribution utility, or 3) allow  th e utility to ope rate  as a com pe titor in th e  ne w

m ark e t structure .

25. Costs claim e d  as re structuring im ple m e ntation costs th at are  not e ligible

for § 376 tre atm e nt sh ould not b e  re cate goriz e d  as distribution costs and

th e re fore  cannot b e  re cove re d  in bas e  rate s  or as part of th e  d istribution PBR

m e ch anism .

26. W h ile s ignificant costs m ay be incurre d  to ope rate  in th e  ne w  m ark e t

structure , th e s e  costs m ust b e  re cove re d  from  m ark e t re ve nue s , not from

ratepaye rs.

27. Costs of ope rating in th e  ne w  m ark e t are  costs incurred  by oth e r m ark e t

com pe titors.

28. Eligible  costs th at re ce ive  § 376 tre atm e nt m ust be incre m e ntal to th os e

costs cove re d  in curre nt rate s  and incre m e ntal to th os e  costs th at re late  to

ongoing utility busine s s.

29 . It is re asonable  to incorporate  any avoided  costs and  associate d  costs

savings into a final d e te rm ination of costs re ce iving § 376 tre atm e nt.

30. O nly th os e  cost not re cove re d  in any oth e r w ay w ill re ce ive  § 376

tre atm e nt.

31. PG& E’s and  SD G& E’s sh are  of both  th e  ISO  and  PX start-up and

d e ve lopm e nt costs are  e ligible  for § 376 tre atm e nt.

32. CEP e fforts w e re  critical to dire ct access  im ple m e ntation in ord e r to

e d ucate  re s id ential and sm all com m e rcial custom e rs about ch oices involve d  in

th e  ne w  m ark e t structure  and  to ove rcom e  th e  m ind s et of d e aling only w ith  th e

incum b ent m onopoly utility.

33. Th e  costs of th e  CEP program  are  e ligible  for § 376 tre atm e nt.

34. EET costs are  e ligible  for § 376 tre atm e nt.
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35. In D .9 7-03-069 , w e  concluded  th at e xpe nditures incurred  by th e utilitie s

for purpose s  of th e  state w ide  Consum e r Education Program  (CEP) sh ould b e

e ligible  for § 376 tre atm e nt b ecaus e  th e s e  costs are  ne ces sary to im ple m e nt dire ct

acces s.

36. In D .9 7-08-064, w e  adopte d  a final CEP budge t of $73.5 m illion, but link e d

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

aw are ne s s  of dire ct acces s.

37. O n Septe m b e r 14, 19 9 8, an Ass igne d  Com m issione r’s  Ruling w as issued

th at d e te rm ine d  no furth e r proce e d ings w e re  ne ces sary, since  th e  CEP ach ie ve d

th e  ne ces sary aw are ne s s  targe t of 60%.

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

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

39 . In D .9 7-08-064, w e  incre as ed  th e EET funding le ve l to $13 m illion.

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

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

41. W e  im ple m e nted  d ire ct acces s  for all custom e rs w ith out a ph ase-in

b ecaus e  w e  d e te rm ine d  th at no te ch nical or ope rational constraints  existe d  th at

w ould re q uire  a ph ase-in.

42. W e  re cogniz e d  th at th e  m ark e t its elf w ould allow  for  a gradual

d e ve lopm e nt of an inte re st in custom e r ch oice .

43. Be caus e  th e  ISO  and  th e  PX w e re  not functional until March  31, 19 9 8,

dire ct acces s  w as not initiate d  until th at date .

44. W e  adopte d  guid e line s  and principles  for § 376 tre atm e nt and  cost

re cove ry in an accom panying d e cision in th is  dock e t.

45. Eligible  re structuring im ple m e ntation costs m ust re ce ive  § 376 tre atm e nt

and  cost re cove ry.  Th e s e  costs are  not oth e rw ise  re cove rable  from  ratepaye rs.
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46. A llow ing re cove ry of im ple m e ntation costs th rough  distribution rate s  or a

distribution PBR  w ould allow  cross-subsidiz ation and im pe d e  com pe tition.

47. O nly incre m e ntal costs m ay re ce ive  § 376 tre atm e nt.

48. A voided  costs and  associate d  cost savings m ust b e  considere d  in

approving re asonable nes s.

49 . Costs w ill not b e  give n § 376 tre atm e nt if it i s  dete rm ine d  th at th e s e  costs

w ill b e  re cove re d  from  custom e rs in anoth e r w ay.

50. To th e  e xte nt th at all custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t

structure , all custom e rs m ust pay.  If only ce rtain custom e rs  b ene fit from  a

particular s e rvice , th os e  custom e rs m ust b ear re sponsibility for th os e  costs.

51. As  use d  in th i s  decision, functionaliz ation can b e  d efine d  as cost

assignm e nt by service  or program .  Cost assignm e nt can be  d i stinguish e d  from

cost allocation, w h ich  assigns cost re sponsibility by custom e r group.

52. W e  w ill not furth e r functionaliz e  re structuring im ple m e ntation costs at

th is tim e .

53. W e  h ave  adopted  stringe nt crite ria for allow ing § 376 tre atm e nt of

re structuring im ple m e ntation costs and  th e s e  costs h ave  b e e n incurre d  to cre ate

th e  ne w  m ark e t structure .

54. A ll custom e rs, w h e th e r bundle d  or dire ct acces s , b ene fit from  th e  cre ation

of th e  ne w  com pe titive  re gim e  and  th e re fore , consiste nt w ith  cost causation

principles , m ust b ear th e  burd e n of th e s e  costs.

55. Costs re late d  to re structuring activitie s  th at are  not e ligible  for § 376

tre atm e nt cannot b e  re cove re d  from  ratepaye rs and s h all not b e  re cord e d  in any

accounts th at re sult in ratepaye r funding of th e s e  costs.

56. W e  w ill d e ve lop a m e th odology to com pare  th e s e  costs and  th e  ne cess ity

for e xte nding CTC in A .9 9 -01-016 e t al., th e proce e d ings w e  h ave  e stablish e d  to

re vie w  post rate  fre e z e  rate m ak ing m e th odology.
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57. Be caus e  capital costs h ave  b e e n incurre d  to accom m odate  im ple m e ntation

as of D e ce m b e r 31, 19 9 8, th ey s h ould b e  tre ate d  as  expe nse d  ite m s for

rate m ak ing purpose s.

58. O nly re asonable , re cord e d  im ple m e ntation costs w ill b e  re cove re d .

Com parison of costs am ong utilities is not ne ces sary in re vie w ing re asonable nes s

of e ligible  costs.

59 . SD G& E’s  A.9 9 -02-029  inform s th e  Com m ission th at SD G& E’s rate  fre e z e  is

e xpe cte d  to e nd in June  19 9 9 .  Th e re fore , § 376 tre atm e nt of th e s e  costs is not

re le vant; h ow e ve r, cost re cove ry is still an issue  to b e  d ete rm ine d .

Conclusions of Law

1. Th e  s ettle m e nts  b efore us are  not re asonable  in ligh t of th e  w h ole  re cord ,

consiste nt w ith  th e  law  and in th e public inte re st, and sh ould b e  re je cte d .

2. Th e s e  proce e d ings w e re  consolidated  b ecaus e  th ey address  s im ilar issue s

of fact and  law .

3. It is re asonable  to adopt th e  sam e  guid e line s  for PG& E, Edison, and

SD G& E re garding cost re cove ry and  § 376 tre atm e nt of im ple m e ntation costs.

4. Se ction 376 doe s  not dire ctly auth oriz e  re cove ry of PX and  ISO

im ple m e ntation costs, but e xte nds th e  period  for re cove ry of ge ne ration-re late d

plant and  re gulatory assets to th e  e xte nt th at th e  opportunity to re cove r th e s e

as s ets h as  b e en re d uced  by th e  colle ction of spe cifie d  im ple m e ntation costs.

5. If th e utilitie s  fully re cove r th e ir ge ne ration-re late d  transition costs  b efore

D e ce m b e r 31, 2001, § 376 w ill ne ve r b e  trigge re d .

6. Se ction 376 doe s  not d e fine  im ple m e ntation and  w e  d o not find  th at

im ple m e ntation and  th e  transition pe riod  are  one  and  th e  sam e .

7. Since  th e  Le gislature  d e te rm ine d  th e  le ngth  of th e  transition pe riod  and

w as aw are  of th e  res idual nature  of CTC re cove ry, th e  Le gislature  could  e asily
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h ave pre scrib ed  th at th e  im ple m e ntation pe riod  w as th e  sam e  as th e  transition

pe riod , but did not do so.

8. Lim iting § 376 tre atm e nt to th e  re asonable  costs of im ple m e ntation of th e

PX, th e  ISO , and dire ct access in 19 9 7 and  19 9 8, and 19 9 9  on a case-by-cas e  basis,

e nsure s  th at w e  are prope rly considering th e  inte nt of § 376.

9 . Th e  Le gislature  d e te rm ine d  th at th e re  w e re  ce rtain costs to b e  e xpe nded  on

ne w  program s to im ple m e nt th e  Pow e r Exch ange , th e  Ind e pe ndent Syste m

O pe rator, and dire ct acces s.

10. In §§ 367 and  368, th e  Le gislature  afford e d  th e utilitie s  th e  opportunity to

re cove r as s ets th at m igh t b ecom e uneconom ic in th e  ne w  com pe titive  ge ne ration

m ark e t by providing for a rate  fre e z e  and subsequent re cove ry of such  transition

costs  during th e  transition pe riod.

11. It w ould be  ine q uitable  to re q uire  th at th e s e  ne w  program s  b e  e stablish e d

and provide  th e  opportunity for full transition cost re cove ry, w ith out providing

for som e  m e ch anism  to e nsure  th at th e  costs of im ple m e nting th e  ne w  program s

do not inte rfe re  w ith  transition cost re cove ry.

12. A n im portant goal of e le ctric re structuring is to prote ct com pe tition - not

individual com pe titors.

13. Ne ith e r th is Com m ission nor th e  Le gislature  conte m plate d  th at ratepaye rs

w ould fund  re cove ry of th e  costs of com pe ting in th e  ne w  com pe titive  ge ne ration

m ark e tplace .

14. To allow  m onopoly distribution rate s  to subsidiz e  th e  costs of com pe ting

in th e  ne w  m ark e t structure  w ould h arm  com pe tition.

15. Pursuant to D .9 7-12-042 and  D .9 8-12-027, w e  h ave  d e te rm ine d  th at th e s e

costs are  e ligible  for § 376 tre atm e nt, w h e th e r as s e s s ed  as a one -tim e  ch arge  or as

a volum e tric ch arge .
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16. Funding of ISO  and  PX start-up and  d eve lopm e nt costs h as  b e en define d

to occur re gardless  of w h e n th e  contribution to th e  d e ve lopm e nt costs is m ad e .

17. In D .9 8-07-09 8, w e  e xte nded  th e  life  of th e EET to D e ce m b e r 31, 2001,

pursuant to SB 477 (Stats. 19 9 7, Ch . 275, Se ction 31).  In D .9 8-12-085, w e  adopte d

th e  re com m e ndation to e xte nd th e  EET’s funding to cove r th e  life  of th e EET

until its sch e d ule d  te rm ination date  of D e ce m b e r 31, 2001.

18. Sim ilar to funding for th e  ISO  and  PX start-up and  d eve lopm e nt, th e  costs

are  re q uire d  by statute  and  th e  obligation h as  b e en e stablish e d  prior to ye ar-e nd

19 9 8.

19 . Th e propos ed  s ettle m e nts’ tre atm e nt of e xte rnally m anage d  costs is

consiste nt w ith  our adopte d  guid e line s.

20. PG& E’s propos ed  s ettle m e nt’s re com m e ndation to re cove r e xte rnally

m anage d  costs th rough  th e  TR A  is re asonable .

21. PG& E’s proposed  ERCA  account is not re asonable  and s h ould not b e

adopte d .

22. SD G& E’s propos ed  rate m ak ing for re cove ry of e xte rnally m anage d  costs

m ust conform  to th e  guid e line s  adopte d  for cost re cove ry.

23. In D .9 7-05-040, w e  adopte d  im ple m e ntation proce d ure s  re garding dire ct

acces s , addre s s ed  fundam e ntal proce d ure s  and  rules  to be in place  for th e

provision of dire ct acces s , and dete rm ine d  th at th e  availability of dire ct acces s

m itigate d  th e  e xe rcise  of m ark e t pow e r in th e  PX.

24. A ll of th e  e le m e nts ne ces sary to allow  custom e r ch oice  w e re  in place  as of

January 1, 19 9 8, alth ough  dire ct access  its elf did not b egin until March  31, 19 9 8,

sim ultane ously w ith  th e  im ple m e ntation of th e  ISO  and  th e  PX.

25. W e  d id not guarante e  re cove ry of costs w h e n w e  allow e d  th e utilitie s  to

e stablish  m e m orandum  subaccounts in D .9 7-05-040 to track  costs attribute d  to

im ple m e ntation of dire ct acces s.
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26. Th e  Le gislature  not provide  for costs incurred  by ESPs to b e  re cove re d

from  th e  ge ne ral body of incum b ent utility ratepaye rs.  Such  costs are s im ply a

cost of doing busine s s  for th e  ESP.  Th e s e  costs m ust be  s im ilarly re cove re d  for

th e  UDC.

27. PG& E’s propos ed  tre atm e nt of inte rnally m anage d  costs is not consiste nt

w ith  our adopte d  guid e line s , and th e re fore , its  s ettle m e nt sh ould b e  re je cte d .

28. SD G& E’s propos ed  tre atm e nt of inte rnally m anage d  costs is not consiste nt

w ith  our adopte d  guid e line s , and th e re fore , its  s ettle m e nt sh ould b e  re je cte d .

29 . W e  h ave  long h e ld  to th e  standard  th at th e purch as e r or use r of a s e rvice

sh ould b ear re sponsibility for th os e  costs.  Sim ilarly, all custom e rs m ust pay for

costs th at b ene fit all custom e rs.  It is re asonable  to adopt th e s e  principles  for

costs re ce iving § 376 tre atm e nt.

30. R e structuring im ple m e ntation costs  b ene fit all custom e rs and  m ust b e

paid  for by all custom e rs.  Enron’s functionaliz ation proposal sh ould b e  re je cte d .

31. A llow ing am ortiz ation of capital costs ove r th e  transition pe riod  or b eyond

w ould re sult in inte rte m poral ine q uitie s  and incorre ct pricing signals.

32. In D .9 8-11-044, w e  d e te rm ine d  th at UNIS costs are  e ligible  for § 376

tre atm e nt.  Th e s e  costs sh ould b e  re cove rable  in 19 9 9  only.

33. In our accom panying d e cision re garding Edison’s § 376 costs, w e  h ave

pre scribed specific guid e line s  for § 376 e ligibility.

34. Consiste nt w ith  Rule  51.7, th i s  decision propose s  alte rnative  te rm s to th e

s ettle m e nts.  Partie s  m ay re ne gotiate  th e  s ettle m e nts so th at th ey are  consiste nt

w ith  th e  guid e line s  adopte d  for Edison and  outline d  in th i s  decision.

35. Th is ord e r sh ould  b e  e ffe ctive  today in ord e r to allow  re ne gotiation of th e

s ettle m e nts to proce e d  e xpe d itiously.

INTERIM ORDER
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IT IS O R D ERED  th at:

1. Th e  m otion of Pacific Gas and Ele ctric Com pany’s (PG& E), th e  O ffice  of

R atepaye r A d vocate s , California Large Energy Consum e rs  As sociation,

California Manufacture rs  As sociation, th e  Coge ne ration As sociation of

California, th e  Energy Produce rs and Users Coalition, th e Unive rsity of

California, th e  State Unive rsity of California, and California Industrial Use rs for

A pproval of Se ttle m e nt A gre e m e nt, file d  on Nove m b e r 12, 19 9 8, i s  denied

w ith out pre judice  to PG& E’s ability to file  e ith e r a re ne gotiated  s ettle m e nt,

consiste nt w ith  th i s  decision, or a re q ue st for alte rnative  re lie f.  Partie s  m ay file

com m e nts on PG& E’s proposal w ith in 45 days of th e  e ffe ctive  d ate  of th is

d e cision.

2. Th e  m otion of San D ie go Gas &  Ele ctric Com pany (SD G& E), th e  O ffice  of

R atepaye r A d vocate s , Fe d e ral Exe cutive  A ge ncie s , California Large Energy

Consum e rs  As sociation, California Manufacture rs  As sociation, th e  Coge ne ration

As sociation of California, th e  Energy Produce rs and Users Coalition, th e

Unive rsity of California, and th e  State Unive rsity of California for A d option of

Se ttle m e nt A gre e m e nt on Issue s  re late d  to San D ie go Gas &  Ele ctric Com pany’s

A pplication, A .9 8-05-006, Und e r Public Utilitie s  (Pub. Util.) Cod e  §  376, file d  on

Nove m b e r 12, 19 9 8, i s  denied w ith out pre judice  to SD G& E’s ability to file  a

re vised proposal, as SD G& E sh ould file  e ith e r a re ne gotiated  s ettle m e nt,

consiste nt w ith  th i s  decision, or a re q ue st for alte rnative  re lie f.  Partie s  m ay file

com m e nts on SD G& E’s proposal w ith in 45 days of th e  e ffe ctive  d ate  of th is

d e cision.

3. Th e  re ne gotiated  s ettle m e nt agre e m e nts sh all com ply w ith  th e  follow ing

guid e line s , as adopte d  for d e te rm ining e ligibility for Pub. Util. Cod e  § 376
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tre atm e nt of re structuring im ple m e ntation costs incurred  by South e rn California

Edison Com pany (Edison):

a. Id e ntification and  re cove ry of all re structuring im ple m e ntation
costs sh all b e  addre s s ed  in th is proce e d ing.  Im ple m e ntation costs
sh all not be included in distribution rate s  or distribution
pe rform ance -bas ed  rate m ak ing (PBR ) m e ch anism s.

b. O nly th os e  costs incurre d  to e stablish  th e  ind e pe ndent syste m
ope rator (ISO ), Pow e r Exch ange  (PX), and dire ct access  s h all b e
d e te rm ine d  to b e  re cove rable  as costs to accom m odate
im ple m e ntation and  re ce ive  § 376 tre atm e nt.  In ge ne ral, costs
incurre d  afte r 19 9 8 are  not e ligible  for § 376 tre atm e nt and  th e
costs of ope rating th e s e  program s on an ongoing basis are  not
e ligible  for § 376 tre atm e nt.  H ow e ve r, th e utilitie s  m ay re q ue st
§  376 tre atm e nt for 19 9 9  e ligible  cate gorie s  on a case-by-cas e
basis.  PG& E, Edison, and  SD G& E m ust m ak e  a sh ow ing in ne w
applications for re asonable nes s  re vie w  for 19 9 9  costs.  PG& E,
Edison, and  SD G& E h ave  th e  burd e n to d e m onstrate  w h y such
costs are  ne ces sary to accom m odate  im ple m e ntation of th e  ISO ,
PX, and dire ct access in 19 9 9 .

c. Eligible  19 9 7 and  19 9 8 im ple m e ntation costs for dire ct acces s
sh all b e  re vie w e d  for re asonable nes s , as sh all 19 9 9  dire ct acces s
im ple m e ntation costs on a case-by-cas e  basis.  Cost incurre d  for
th e  start-up and  d eve lopm e nt of th e  ISO , th e  PX, th e  Consum e r
Education Program , and th e  Ele ctric Education Trust ne e d  no
furth e r re asonable nes s  re vie w .

d. Th e  costs of im ple m e nting re ve nue  cycle  s e rvice s  are  not e ligible
for § 376 tre atm e nt.

e . Costs  eligible  for § 376 tre atm e nt m ust be incre m e ntal to costs
alre ady re fle cte d  in bas e  rate s.  A ny avoided  costs or any savings
associate d  w ith  ne t staff re d uctions, m ore  e fficie nt syste m s, or
discontinue d  activitie s  th at re sult from  re structuring
im ple m e ntation sh all b e  re cogniz e d  and  m ust offs et such  costs.

f. A ll custom e rs  b ene fit from  e stablish ing th e  ne w  m ark e t
structure , th e re fore  all custom e rs m ust pay for th e s e  costs.
Se ction 376-e ligible  costs sh all b e  re cove re d  from  all custom e rs,
re gardless  of th e ir procure m e nt ch oice , ab s ent som e  com pe lling
e vidence  to th e  contrary.
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g. Capital-re late d  re structuring im ple m e ntation costs sh all b e
re cove re d  as  expe nse d  ite m s for rate m ak ing purpose s  and s h all
not b e  gros s ed  up for re turn or taxe s.

h . A ll ge ne ration-re late d  costs sh ould b e  re cove re d  th rough  spin-off
or dive stiture  of ge ne ration assets or as going forw ard  costs, but
sh all not b e  give n § 376 tre atm e nt.

i. Costs  expe nded  on im ple m e ntation activitie s  th at w ould allow
th e utilitie s  a com pe titive  advantage  in th e  ne w  m ark e t sh all not
b e  allow e d  re cove ry from  oth e r th an m ark e t re ve nue s.

j. PX start-up and  d eve lopm e nt costs are  e ligible  for § 376
tre atm e nt, as are  th e utilitie s’ costs of d e ve loping syste m s to bid
d e fault custom e r load into th e  PX.  Ce rtain m ark e t inte rface  costs
re late d  to des ign, d e ve lopm e nt, and te sting are  also e ligible  for
§  376 tre atm e nt.  A ll custom e rs sh ould pay for th e s e  costs.
O ngoing costs of PX ope ration and utility load bidding functions
sh all not b e  so e ligible  and  m ust b e  re cove re d  from  m ark e t
re ve nue s.

k . No § 376 tre atm e nt and no re cove ry sh all b e  allow e d  w h ich
im pose s  costs on re tail ratepaye rs associate d  w ith  th e utilitie s’
w h olesale  contract re sponsibilitie s.

l. No re cove ry of costs sh all b e  allow e d  und e r § 376 until it is
d e te rm ine d  th at th e s e  costs w ill not b e  re cove re d  th rough  som e
oth e r m e ch anism ; e .g., Fe d e ral Ene rgy  Regulatory Com m ission-
approve d  rate s  or dire ctly from  custom e rs.

m . R e structuring im ple m e ntation costs sh all b e  re cove re d  th rough  a
deb it e ntry to th e  transition re ve nue  account and s h all not b e
assigne d  to s eparate  cost cate gorie s  such  as transm ission,
distribution, e tc.

Th is ord e r i s  effe ctive  today.

D ate d                                                        , at San Francisco, California.
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