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SCE COST OF CAPITAL UNBUNDLING PROPOSAL

Purpose
The purpose of this proceeding is to develop an approach to setting the authorized return for the regulated parts of the business that do not already have a multiyear COC mechanism in place.

Methodology
Edison has not yet developed methodologies for use this proceeding.  However, we expect to continue to rely on traditional cost of capital models--CAPM, Risk Premium, and DCF.  To determine an appropriate return for Edison’s remaining regulated operations, the focus in modeling rate of return will shift to comparisons to other firms and/or industries.

An incremental analysis, such as relied on by the Commission in recent years, is not appropriate for determining an unbundled cost of capital.

This workshop can explore alternative methodologies, but should not be the forum for adopting alternative methodologies.

Edison’s long-term debt and preferred equity issues are not associated with particular corporate assets or particular groups of corporate assets.  Thus, all parts of Edison’s regulated business should be assigned the same costs of long-term debt and preferred equity.

Coordination With Edison’s PBR
The workshop notice lists several utilities which are exempt from cost of capital proceedings before this Commission because of the adoption of various alternative ratemaking methods.  Edison’s Performance-Based Ratemaking mechanism adopted a cost of capital trigger mechanism to adjust its authorized rate of return as capital market conditions change.  For Edison, capital market changes will continue to be tracked by the trigger mechanism and thus should not be addressed in this proceeding.

Edison’s PBR Mechanism fixed the Company’s embedded costs of debt and preferred stock at 1996 levels.  As a result, these costs will not be considered in the unbundling proceeding.

Risk Factors
In addition to quantitative models, the Commission should continue to consider qualitative factors affecting each individual utility’s required rate of return in the unbundling proceeding.  Because of such factors, a regulated utility which is concentrated in the transmission, distribution, and retail businesses will face increased risks.

For example, electric deregulation will cause increased risk for Edison’s remaining regulated business because:

Edison’s retail revenues will vary as electricity demand responds to the Power Exchange price, which Edison does not control, and to the prices offered by direct access providers, which Edison also does not control.

Edison retains an obligation to serve all customers, unlike competing ESPs, who can choose which customers they will serve.  Edison’s obligation to serve is not diminished by deregulation of generation.

Further deregulation of existing utility services could occur, possibly leaving Edison as a smaller, weaker company.

Significant risks dating from the period before electric restructuring remain with the regulated utility.  Deregulation of generation does not reduce these risks.

Although Edison’s PBR mechanism was risk neutral as proposed, the PBR mechanism authorized by the Commission shifts risks toward the utility. 


