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INTRODUCTION



1-1	Introduction and Overview

The Office of Ratepayer Advocates (“ORA”) hereby files this report with the California Public Utilities Commission (”Commission”) in response to the Revenue Adjustment Proceeding (“RAP”) Applications of Pacific Gas and Electric Company (“PG&E”), Southern California Edison Company (“SCE”) and San Diego Gas  and  Electric Company (“SDG&E”).

In 1996, the Commission established the Revenue Adjustment Proceeding (RAP) to fulfill its remaining ratemaking obligations and to streamline Commission proceedings.  (See D.96-12-077, D.96-12-088 and D.97-10-057).  On May 14, 1998, the Commission issued a Coordinating Commissioner’s Ruling (“CCR”) defining the scope of the RAP to include the following issues: 

Consolidate revenue requirement adjustment associated with various proceedings and mechanisms;

Verify and adjust the headroom calculated in the Transition Revenue Account (TRA) and authorized the associated credit to the Transition Cost Balancing Account (TCBA);

Verify the headroom collected in 1997 and authorize the associated credit to TCBA;

Streamline other balancing accounts; and

Establish the revenue allocation and rate design for 1999. 

In accordance with CCR, the September 14, 1998 Scoping Memo and the September 28, 1998 Supplemental Memo further clarified the scope of the RAP.  Accordingly, the following issues will be addressed in this proceeding: 

Balancing and Memorandum Accounts� proposed for elimination by any or all of the utilities and the intervenors;

Revenue Allocation and Rate Design;

Allocation of Electric Restructuring Implementation Costs; and 

Ratemaking Treatment for Santa Catalina Island.

	In the following chapters, ORA submits its recommendations on these issues. 



�CHAPTER 2

ELIMINATION OF BALANCING AND

MEMORANDUM ACCOUNTS





2-1		Introduction and Overview

	This chapter presents ORA’s recommendations on electric balancing and memorandum accounts proposed for elimination by SCE, PG&E, SDG&E and the intervenors.  In addition, ORA provides its recommendation on SDG&E’s request to aggregate all of the over and under-collections into one net amount and to transfer the amount to the Transition Cost Balancing Account (TCBA)�.  

	ORA generally supports eliminating balancing and memorandum accounts that no longer serve any regulatory function and that which provide excessive protection to utilities since the electric market is evolving into various competitive modes.  However, before any account is eliminated, ORA believes it is necessary to properly review these accounts to make sure they, in fact, no longer serve any regulatory function.

Based on the review of the accounts, ORA recommends that the Commission eliminate the majority of the accounts proposed for elimination by the utilities and retain the remaining accounts.  In addition, ORA recommends that the Commission deny SDG&E’s proposal to aggregate all of the over and under-collections of the balancing and memorandum accounts into one net amount�.  The aggregation should not permitted because each account is different and therefore require a separate treatment.  Accordingly, each account must be reviewed on a case-by-case basis.   

Table No. 2-1 lists  the accounts proposed for elimination by the Utilities and summarizes ORA’s recommendations on these accounts.  Subchapters following Table No. 2-1 addresses the differences between the utilities’ and ORA’s positions on these accounts. �TABLE NO. 2-1



SUMMARY OF RECOMMENDATIONS



PG&E A.98-07-003 

SCE A.98-07-005 

SDG&E A.98-07-006







����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��



SCE�

Palo Verde Sunk Costs Memorandum Account�The Palo Verde ratemaking procedure provided for rate recovery of sunk costs associated with SCE’s ownership share of PV 1, 2, & 3.  The account accumulated the monthly difference between the sunk costs revenue requirement reflected in rates and recorded sunk costs.�

D.96-12-083

AL 1211-E��



1998 RAP�

Eliminate AL1275-E�

ORA agrees with the elimination of this account which was authorized in previous ERAM, D96-12-083�



Gaetano Milano

��



SCE�

Palo Verde Incremental Cost (PVIC) Balancing Account�The Palo Verde ratemaking procedure became effective 1/1/97 and replaced traditional cost of service ratemaking for certain PV costs with balancing account mechanism permitted rate recovery based upon SCE’s actual incremental costs.  The PVICR account recorded and accumulated monthly differences between recorded incremental costs and revenue.�



D.96-12-083

AL 1211-E��



1998 ECAC for 4/1/97 through 12/31/97�

Eliminate AL1275-E�

ORA agrees with the elimination of this account which was authorized in previous ECAC, D96-04-059

�



Gaetano Milano��

SCE�Palo Verde Phase In Procedure (PVPP)�Provides a mechanism for the initial deferral of a portion of the CPUC jurisdictional revenue requirement for PVNGS and its subsequent recovery.�

D.86-10-023��1998 ECAC for 4/1/97 through 12/31/97�

Eliminate�ORA agrees with the elimination of this account which was authorized in previous ERAM, D86-10-023

�

Gaetano Milano

��

SDG&E�SONGS 1 unamortized Nuclear Fuel Inventory�This account compared unamortized nuclear fuel inventory with the amount recovered in rates.  The ending balance was transferred to the ERAM  account in June 1996�

D92-08-036 and 

D96-04-059��

1998 RAP�

Eliminate �ORA agrees with the elimination of this account which was previously agreed upon by SDG&E and ORA in D.86-10-023�

Gaetano Milano

������Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��



SDG&E�SONGS 1 Investment -  Related Memorandum Account�The SONGS1 ratemaking procedure provided for accelerated recovery of SONGS1 investment costs.  The ending account balance was transferred to the ERAM Balancing Account in June, 1996.�

D.92-08-036 D.96-04-059��



1998 RAP�



Eliminate�ORA agrees with the elimination of this account which was previously agreed upon by SDG&E and ORA in 

D.86-10-023.�

Gaetano Milano��

SDG&E�SONGS 1 Refueling expense �This account compared unamortized nuclear fuel inventory with the amount recovered in rates�

D92-08-036��ERAM balancing account June 1996�

Eliminate�ORA agrees with the elimination of this account which was previously agreed upon by SDG&E and ORA in 

D.86-10-023.�

Gaetano Milano��



SDG&E�SONGS 1 Ratemaking Procedure�Tracks the difference between the authorized and recorded revenue requirement associated with recorded 12/1/97 plant investment and nuclear fuel inventory through the period 8/31/96; shutdown O&M expenses through 12/31/94.�



D.92-08-036��



1998 RAP�



Eliminate�

ORA agrees with the elimination of this account which was previously agreed upon by SDG&E and ORA in 

D.86-10-023.�

Gaetano Milano��

SCE�SONGS 2&3 Property Tax�This account records annual differences between the maximum SONGS 2&3 property taxes and recorded SONGS 2&3 property taxes from 1/198 to 12/21/03.�D97-11-074 D97-12-039 and 

AL1061-E

��

TCBA sub account�

Eliminate AL1061-E�

ORA has previously agreed to the elimination of this account.

�

Gaetano Milano��

SCE�SONGS 2&3 Sunk Costs Memorandum Account�The SONGS 2&3 ratemaking procedure provided for rate recovery of sunk costs associated with SCE’s ownership share of SONGS 2&3.  The account accumulated the monthly difference between the sunk costs revenue requirement reflected in ratio and recorded sunk costs.�

D.96-04-059

AL 1159-E��



1998 RAP�Eliminate AL1275-E�

The elimination of this account was authorized in previous ECAC, 

D.96-12-083.�

Gaetano Milano

��



SDG&E�SONGS 2&3 Incremental Cost Incentive Pricing (ICIP) Balancing Account�The ICIP mechanism became effective 4/15/96 and replaced traditional cost of service ratemaking for certain SONGS 2&3 costs.  The ICIP performance-based mechanism allowed rat recovery based on actual SONGS 2&3 net transmitted generation and adopted ICIP factors.�

D.96-04-059

AL 1159-E��1998 ECAC for 4/1/97 through 12/31/97�

Eliminate AL1275-E�ORA is in agreement with the elimination of this account as long as there is no negative impact on the ratepayers.�

Gaetano Milano��







����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��

SDG&E�SONGS 2&3 Unamortized Nuclear Fuel Inventory

�This account records by ownership (SCE and SDG&E) share of unamortized nuclear fuel inventory beginning the month following permanent closure of SONGS 2&3�D96-04-059  D97-11-074 and 

D97-12-039��Tracked in a TCBA sub account�Eliminate per 

AL983-E�ORA agrees with the elimination of this account because it will be tracked as a sub account in the TCBA.�

Gaetano Milano��

SDG&E�SONGS 2&3 Permanent Closure Non- Investment Related Expenses�This account records non-investment related expenses subsequent to permanent closure of SONGS 2&3.�D96-04-059 D97-11-074 and

D97-12-039��

As a TCBA sub-account �

Eliminate

�ORA agrees with the elimination of this account because it will be tracked as a sub account in the TCBA.�

Gaetano Milano��

PG&E















SDG&E�Transition Cost Audit (TCAMA)

�This account records share of all invoiced auditor costs associated with  the audit of the net book value of non-nuclear generation assets pertaining to the Transition Cost Audit.

�



D96-09-032��Transferred to TCBA on 1/1/98 and will be addressed in ATCP





SDG&E plans to address the following account in the Annual Transition Cost Proceeding ATCP�



Eliminate per AL1603-E and AL1733-E�



ORA is in agreement as long as the balance is zero and there is no negative effect on the consumer.�





Gaetano Milano��

PG&E�Work Force Revenue Mechanization  WRRM�Records the difference between the authorized and recorded reduction in revenue requirements associated with the net savings on  PG&E 1993 Work force Management Program.�

D93-03-025��Eliminate after a decision is rendered authorizing recovery of the balance�

Eliminate AL1706-E�ORA is in agreement with the elimination of this account as long as a decision is first rendered on recovery of the balance before the account is closed.  �

Gaetano Milano������������









����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��

PG&E�ISO/PX Implementation Delay (IPIDMA)�Records certain costs incurred due to the delay in the start-up of the ISO and PX�D.97-12-131

AL 1735-E

AL 1735-E-A��

ATCP�

Eliminate�Review account balance in ATCP and address account elimination in 1999 RAP.�

Godson Ezekwo

��

PG&E�Real Property Sales�Records the net-of-tax proceeds from the sales of real property  approved by the Commission�D.97-04-024

AL 1681-E

AL 1733-E��

ATCP�

Eliminate�Review account balance in ATCP and address account elimination in 1999 RAP.�

Godson Ezekwo��

SCE�ISO/PX Implementation Delay (IPIDMA)�Records certain costs incurred due to the delay in the start-up of the ISO and PX�D.97-12-131

AL. 1285-E��

ATCP�

Eliminate�Review account balance in ATCP and address account elimination in 1999 RAP.�

Godson Ezekwo��

SCE�Palo Verde Sunk Cost�Established to accumulate the monthly difference between the Palo Verde sunk costs revenue requirement reflected in rates and recorded sunk costs �

AL 1275-E�$22.263 million�

ATCP�

Eliminate�Review account balance in ATCP and address account elimination in 1999 RAP.�

Godson Ezekwo��



SDG&E�1993 Fed Tax Reform Legislation �Records only the changes to the revenue requirement reflected in rates due to changes in SDG&E’s Federal and State tax liability resulting from 1993 Tax Legislation passed by Congress�D.97-10-057

AL 1052-E-A�

-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account.�

Godson Ezekwo��SDG&E�PBR Consultant Services (PBRCS)�The PBRCS was authorized by D.93-06-092, dated June 23, 1993.�D.93-06-09�$255,075�RAP�Eliminate�

ORA agrees with the elimination of this account.�Godson Ezekwo��

SDG&E�Pollution Control Expense (PCEMA)�Records the additional environmental costs SDG&E is required to incur as a result of Rule 69, and the enactment of one or more environmental bills in California State Legislature�D.97-10-057

AL 1052-E-A�



-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account.�

Godson Ezekwo������������



SCE�Women, Minorities, and Disabled Veterans Business Enterprises (WMDVBE) Memorandum Account�Recorded costs allocated to SCE by the WMDVBE Board.  Effective 1/01/95 these costs became part of base rates.  Account balance w/c were incurred prior to 1/01/95 were adopted as part of SCE’s revenue requirements ordered in D.97-08-056.�Res.E-3133

General Order No. 156, Section 3�



$620,000�



RAP�



Eliminate�



Retain, see section 2-4-1 for explanation�



P.Sabino��









����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��





PG&E�





WMDVBE�Records costs associated w/the participation in the establishment and maintenance of a central clearinghouse for the sharing of WMDVBE identification and verification information, and establishment of a staff to provide WMDVBE program support.  Clearinghouse charges are currently recovered on an ongoing basis in GRC.�

D.88-04-057 and

AL 1706-E�





No data�





RAP�





Eliminate�



Retain, see section 2-4-1 for explanation�





P.Sabino��SDG&E�WMDVBE�Records costs allocated by the WMDVBE Board.  Effective 1/01/95 these costs became part of base rates.�

D.93-02-042�$457,298�RAP�Eliminate�Retain, see section 2-4-1 for explanation�P.Sabino��



SCE�El Paso Electric Bankruptcy (EPEB) Memorandum Account�Records SCE’s payments associated with the funding of a defaulting participant’s share of project costs for the Arizona Nuclear Power Project participation and the Four Corners Co-Tenancy agreements.�

Res. E-3266�

-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account.�

P.Sabino��

PG&E�Diablo Canyon Audit Memorandum Account�Records all invoiced auditor costs incurred by PG&E associated with the financial audit of its Diablo Canyon Accounts.�D.97-05-088 AL 1679-E AL 1733-E�

No data�

ATCP�

Eliminate�Review account balance in ATCP and address account elimination in 1999 RAP�

P.Sabino��



PG&E�Industry Restructuring Memorandum Account (IRMA) ISO/PX Sub-account�Records all costs for PG&E payments made to the ISO and PX for implementation costs associated w/ISO/PX development and start-up w/c have been accepted for recovery in federal rates by the FERC. Balance as of 5/31/98 is proposed to be transferred to the TRA.  Starting in June, the ISO development and start-up costs will be recorded in the TRA.�D.95-12-063 D.96-01-009 AB 1890 D.96-12-077 D.97-03-069 D.97-05-040 D.97-06-060 D.97-11-074 D.97-12-042 AL 1676-E�



No data�



RAP�



Eliminate�



Retain, see section 2-4-4 for explanation�



P.Sabino��

PG&E�IRMA, BRPU Settlement Costs Sub-account�Records the costs associated w/contracts approved by the Commission to settle issues associated with the Biennial Resource Plan Update (BRPU).  Balance as of 12/31/97 transferred to the TCBA on 1/1/98. �D.96-12-077 AL 1642-E D.97-03-069 AL 1733-E D.97-05-040 AL 1676-E�

No data�

ATCP�

Eliminate�

Review account balance in ATCP and address account elimination in 1999 RAP.�

P.Sabino��







����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��



PG&E�IRMA, QF Shareholder Savings Sub-account�Tracks the shareholder incentive portion of the benefits associated w/contract buy-outs, buy-downs, or renegotiations of Qualifying Facilities (QF) contracts signed on or after 12/20/85.  Balance as of 12/31/97 transferred to TCBA on 1/1/98.�D.96-12-077 AL 1642-E D.97-03-069 AL 1733-E D.97-05-040 AL 1676-E�

No data�

ATCP�

Eliminate�

Review account balance in ATCP and address account elimination in 1999 RAP�

P.Sabino��

PG&E�IRMA, Employee Transition Costs Sub-account�Records the employee-related transition costs incurred by PG&E associated with utility personnel directly affected by electric industry restructuring. Balance as of 12/31/97 transferred to TCBA on 1/1/98.�D.96-12-077 AL 1642-E D.97-03-069 AL 1733-E D.97-05-040 AL 1676-E�

No data�

ATCP�

Eliminate�

Review account balance in ATCP and address account elimination in 1999 RAP�

P.Sabino��

SDG&E�

AMA�Records all incremental expenses incurred by the Company w/each arbitration proceeding from challenges to auction results in the FSO4 bid process.�D.97-10-057 AL 1052 E-A Res. E-3514�

-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account�

P.Sabino��

SDG&E�Electric Vehicle Expense Memorandum Account (EVEMA)�

Account recorded certain EV expenses incurred by SDG&E.�

D.94-02-012�

-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account�

P.Sabino��

SCE�Interim Direct Access(IDA) Memorandum Account�Records costs associated with direct access implementation activities, except those being recorded in other authorized memorandum accounts.�D.97-05-040

AL. 1236-E��

RAP�

Eliminate�

ORA agrees with the elimination of this account�

P.Sabino��

SDG&E�

IDAMA�Recorded various costs incurred by SDG&E related to the implementation of direct access for a 90-day period prior to 8/6/97 approval of IRMA.�D.97-05-040 AL 1035-E�

-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account�

P.Sabino��











����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��

PG&E�Air Quality Adjust Clause (AQAC)�The AQAC records Nox control project costs and revenues�D.92-12-057 and 

AL 1423-E�



-0-�D97-09-048  D.97-12-131, and

D98-03-054�

Eliminate�

Capital additions are to be recovered through the market after March 31, 1998�

Martin Homec��

PG&E�Conservation Financing Adjustment (CFA)�Recorded costs in a Zero Interest Program (ZIP) for conservation financing and a Ceiling Insulation Loan Program (8Percent Loan Program)�D.90-08-068, D. 90-12-071,

AL 1340-E ,

AL 1418-E�



$9,155,398��Transfer to Transition Revenue Account (TRA)��

Martin Homec��

SCE�Electric and Magnetic Fields Experimental Research Program Balancing Account�Record SCE’s share of the National Energy Policy Act (NEPA) experimental research program costs.�

D.93-11-013�$235,000 plus $3,000 of FF&U�First Ratesetting Decision 

D97-06-060�Recovery through distribution rats as a PBR exclusion��

Martin Homec��

SDG&E�Electric and Magnetic Fields Experimental Research Program Balancing Account�Record SDG&E’s share of the National Energy Policy Act (NEPA) experimental research program costs.�

D.93-11-013�



-0-�

AL1052-E-A�

Eliminate�

ORA agrees with the elimination of this account�

Martin Homec��

SDG&E�Hazardous Waste Minimization Audit Memorandum Account (HWMAMA)�

Hired outside experts to review SDG&E’s processes and  waste-minimizing expenses�

D.92-12-019�



-0-�

AL 1052-E-A�

Eliminate�

ORA agrees with the elimination of this account�

Martin Homec��

SDG&E�Electric Vehicle (EV) Adjustment Clause (EVAC) Balancing Account�

This account reflects costs associated with the electric vehicle program.�



D.95-11-035�



$1,772,612 as of May 31, 1998�A98-01-014

 Cost of Service Proceeding, proposes transferring program to base rates�SDG&E proposes netting balance with other eliminated accounts�



ORA proposes reasonableness review of balance.�





Martin Homec��









����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��

PG&E�Electric Vehicle Balancing Account (EVBA)�

This account reflects costs associated with the electric vehicle program.�

D.95-11-035�$1,261,914 as of May 31, 1998�Proposes retaining account and transferring the balance to the TRA���

Martin Homec������������

PG&E�Rate Schedule Summary

�Provides average rate components that are used to record revenues to various balancing accounts.�D.97-05-088

D.97-09-055

D.97-09-047

AL 1706-E

�



-0-�



1998 RAP �



Eliminate �

ORA agrees with the elimination of this account�



Victor Ip��

SDG&E�Major Additions Adjustment Clause Balancing Account (MAACBA)

�Reflects costs of owning, operating and maintaining major capital projects prior to inclusion in rate base but after projects become used and useful.�D.97-10-057

AL 1052-E

Res. E-3514�



-0-�



RAP�



Eliminate�

ORA agrees with the elimination of this account�



Victor Ip��

PG&E�Interim Transition Charge (ICTC) Procedure�Established for departing load customers that terminate or reduce purchases of electricity from PG&E and have such load met by an alternate supplier of electricity.�D.95-12-063

D.95-01-009

D.96-04-054

D.96-11-041

AL 1631-E�



-0-�



RAP�

Eliminate in ATCP�Review account balance in ATCP and address account elimination in 1999 RAP�



Victor  Ip��

PG&E�Interim Competitive Transition Cost Balancing Account (ICTCBA)�Record retroactively all ICTC revenues received from department load customer.�D.96-11-041

AL 1660-E

AL 1733-E�



-0-�



RAP�

Eliminate in ATCP�Review account balance in ATCP and address account elimination in 1999 RAP�



Victor Ip��

SCE, 

PG&E, and

SDG&E

�Reduced ROE Memo Account (RROEMA)�Tracks the difference revenue requirements stemming from the difference in the return on equity adopted in the 1997 Cost of Capital and the reduced return on equity adopted in the CTC Phase 2 Decision.�D.96-09-092

D.97-10-057

D.96-07-059

AL 1690-E

AL 1733-E

AL 1040-E�





N/A�





ATCP�SCE: Retain. & address in ATCP.

PG&E: Eliminate after ATCP.

SDG&E: Retain.�

Review account balance in ATCP and address account elimination in 1999 RAP�





Victor Ip

��SCE,

PG&E, and

SDG&E�Interim Transition Cost Balancing Account (ITCBA)�The ITCBA reflected the recorded balances in the ECAC and ERAM balancing accounts as of 12/31/96 and 12/31/97.�AB 1890

D.96-12-077

AL 1189-E

AL 1212-E�



-0-�

RAP�

Eliminate�

ORA agrees with the elimination of this account.�

Victor  Ip

��

����Estimated �Proposed�Utility�ORA���Utility Name�Account Name�Current

Function/Purpose�Authority or Reference�Account Balance�Review Proceeding�Proposed Treatment�Recommendation�Witness��

PG&E�Incremental Tax Memo Account (ITMA)�Records extraordinary governmental taxes and fees paid by PG&E which exceed those included in its most recent GRC-authorized revenue requirement.�Pending CPUC Approval���

Retain�ORA recommends the elimination of this account.  See section 2-4-6 for explanation.�

Victor Ip������������

�2-2		Discussion

	In Resolution E-3514�, the Commission ordered the utilities to eliminate all balancing and memorandum accounts which are no longer useful or active, and which have zero balances.  A Balancing Account is an account established by a utility to record, for recovery through rates, certain authorized amounts and to ensure that the revenue collected is neither less than nor more than those amounts.�  A Memorandum Account operates similarly to a balancing account except that the amount captured may or may not be recoverable through rates and are subject to further scrutiny by the Commission.  Memorandum accounts are generally not recorded on the company’s balance sheet, unless it is probable that balances will be recoverable.� 

2-3		Balancing Accounts

2-3-1	Electric Vehicle Adjustment Clause Balancing Account (EVACBA) - (M. Homec)

	This balancing account reflects the Electric Vehicle Program costs which were authorized in 1995 by the Commission. (D. 95-11-015).  SDG&E requests that this account be eliminated.  In the 1998 Cost of Service Proceeding, ORA and SDG&E agreed to include these costs into the base rates and then eliminate the account.  Accordingly, ORA concurs with SDG&E’s proposal and continues to recommend that this account be eliminated. 

On the other hand, neither SCE nor PG&E proposes to eliminate their EVAC balancing accounts because the electric vehicle funding is not part of their base rates. ORA recommends that the Commission eliminate SDG&E’s EVAC balancing, but retain SCE and PG&E’s  EVAC accounts.  

2-3-2	Hazardous Substance Cleanup and Litigation Balancing Account (HSCLCBA).- (M. Homec)

	The HSCLCBA tracks the ratepayers’ share of costs of cleaning up hazardous waste contamination. In the 1998 Cost of Service Proceeding, SDG&E proposed to eliminate this account.  However, during a settlement negotiation, ORA and SDG&E agreed that this account should not be eliminated at this time.  Accordingly, SDG&E agreed to modify their RAP testimony and request that the account be retained.  Edison and PG&E does not propose to eliminate this account.  ORA does not object to Edison and PG&E’s proposals to retain their accounts. 

2-4	Memorandum Accounts

2-4-1	Women, Minorities, and Disabled Veterans Business Enterprises Memorandum Account (WMDVBE) - (P. Sabino)

Contrary to the utilities’ proposals, ORA recommends retention of this account.  In D.93-02-042, the Commission stated “utilities which do not already have such costs in rates are authorized to establish a memorandum account, subject to prudence review by the Commission for possible future recovery in rates, those costs and expenses incurred to implement and comply with the WMDVBE program”� because the Commission recognized the possibility that the utilities may be situated differently with respect to the costs already being in rates, or being tracked in a memorandum account with possible future recovery.  ORA understands from the Utilities filings that, since January 1995, the costs to establish and maintain the WMDVBE Clearinghouse as directed by General Order156, which are recorded in this account are already being recovered in SDG&E, SCE and PG&E’s base rates.  For this reason, the utilities argue a separate tracking of costs is not necessary.

However, D.95-12-063 (as modified by D.96-01-009) states that PG&E, SDG&E, and SCE shall continue to be held to the goals established by General Order 156.  (Ordering Para.35, p.227).  Thus, in keeping with Commissions Decisions 95-12-063 and 93-02-042, ORA needs to verify that these utilities have indeed already reflected the WMDVBE program costs in their rates as asserted in their applications that the account currently has a zero balance or that any remaining non-zero account balance has already been previously authorized by the Commission for recovery in rates.

SDG&E’s cost of administering the WMDVBE program were authorized to be recovered through SDG&E’s base rates by the Commission in D.92-12-019�, but its base rate only included administrative costs.  It did not include the clearinghouse costs of the program.  Subsequently, each year since the issuance of D.92-12-019, SDG&E has been granted PBR adjustments to its base rate revenue requirement with the 1993 requirement escalated each year during 1994-1998.  It is noted, however, that SDG&E still has about half a million dollars remaining in this account which it proposes to net out into the TRA along with other accounts for elimination.  It appears that the remaining account balance for SDG&E recorded therein have not yet been subject to reasonableness review nor authorized by the Commission for recovery.  

On the other hand, SCE has about $620,000 in this account which, unlike SDG&E’s balance, were previously adopted as part of SCE’s revenue requirements in D.97-08-056.  (Ordering Para.3, p.67).  Hence, the SCE balance had been authorized for recovery beginning January 1, 1998 as part of the SCE’s Public Purpose Program revenue requirement.  These remaining costs in SCE’s WMDVBE account balance represent costs incurred in 1993 and 1994, including accrued interest on the account.  While this may be the case for SCE’s WMDVBE costs prior to 1995, SCE’s submission is insufficient to establish that the WMDVBE charges starting January of 1995 are already reflected in its rates.  PG&E’s submission is likewise insufficient to show that WMDVBE program costs are already in their rates.  Moreover, from PG&E’s Advice Letter filing (AL.1706-E), ORA understands that two actions will still need to be taken by PGE to have a zero balance in its WMDVBE account.  Reasonableness reviews are required for any remaining WMDVBE account balances sought for recovery.  Therefore, until further submissions are made by SCE and PG&E to substantiate the request for elimination, and pending the reasonableness review of SDG&E and PG&E balances, ORA recommends retention of the account for SDG&E, PG&E, and SCE.

2-4-2	Arbitration Memorandum Account (AMA). - (P. Sabino)

For SDG&E and SCE, the AMA is one of several accounts previously ordered by the Commission for elimination based on its findings that the account is no longer active or useful and which have zero balances.  (Findings 30 & 28, p.23, Resolution E-3514)  Since both SDG&E’s and SCE’s AMA satisfy the Commission’s criteria of being no longer active or useful and having zero balances, ORA finds SDG&E’s proposed elimination acceptable.  SCE has already eliminated the AMA account pursuant to the Streamlining Decision in SCE’s previous advice letter filing (AL 1255-E) which sought elimination of the AMA from SCE’s Preliminary Statement beginning January 1, 1998.

PG&E proposes that its AMA account be reviewed in the Annual Transition Cost Proceeding (ATCP).  Similar to ORA’s recommendation for SCE and SDG&E’s AMA, ORA recommends that PG&E’s AMA be eliminated once it is verified that the account is no longer useful or active and that it has zero balance.  However, since  it is unclear at this time whether PG&E’s AMA is no longer useful or active or has a zero-balance, ORA recommends that this account be retained at this time. The Commission has made it clear why it cannot allow the elimination of accounts with non-zero balances.  Resolution E-3514 states that “If the accounts with non-zero balances were closed on January 1, 1998, the balances would be transferred to the Transition Cost Balancing Account (TCBA) without reasonableness review and without being functionally allocated.  While these amounts could be reviewed later for reasonableness, they would already have been “upgraded” from memo to balancing accounts, as discussed earlier, thus inappropriately decreasing the utilities’ risk of non-recovery.  Furthermore, it is not clear how they would be ever be functionally allocated.” (Para.28, p.17)

2-4-3	Diablo Canyon Audit Memo Account (DCAMA) - (P. Sabino)

This account only applies to PG&E, which proposes to eliminate this account in the ATCP review.  ORA recommends retention of this account until the transfer of the account balance to the TCBA is authorized by the Commission.  PG&E has a pending Advice Letter (AL 1733-E filed January 16, 1998) to the Commission requesting authority to transfer certain fund balances into the Transition Cost Balancing Account (TCBA), including this Diablo Audit Account.  Further, ORA does not want to preempt the results of an ongoing audit on the account balances transferred to the TCBA.  The Commission ordered an independent audit to be performed on the balances transferred to TCBA and headroom revenues pursuant to D.97-11-074 (Order 19, p. 210).  The audit report shall be filed by December 31, 1998.  ORA’s recommendation is consistent with  the CCR, which also pointed out that transfers of account balances to the TCBA are inappropriate because these costs have never been authorized for recovery as transition costs.  (Para.1, p.7).

2-4-4	IRMA Sub-accounts - (P. Sabino)



BRPU Settlement Costs

QF Shareholder Savings

Employee Transition Costs

ISO/PX Implementation Costs



The foregoing IRMA sub-accounts are proposed for elimination by PG&E, with the first 3 sub-accounts proposed for review in the ATCP, and the last sub-account for review here in the RAP.  All four sub-accounts have balances as of December 31, 1997 transferred to the TCBA.  ORA recommends to retain these sub-accounts until the audit of account balances transferred to the TCBA are completed and the amounts are authorized for recovery by the Commission.

In conclusion, ORA recommends elimination of  accounts which have zero balances and which are found by the Commission to be no longer active or useful.  However, the zero balance of the account should not have come about as a result of account transfer of balances not authorized or still being considered for authorization by the Commission.  In particular, ORA recommends retention for accounts with the balances being transferred into the TCBA, the TRA, or to such other account that would ultimately go into any of these two accounts without reasonableness review or prior Commission authorization.  ORA found that there are non-zero balances in the memorandum accounts presently proposed for elimination which appear to still require both reasonableness reviews and Commission authorization for recovery.  For specific program accounts such as the WMDVBE, the costs and expenses for program implementation and compliance to requirements must be shown to be already reflected in rates.  WMDVBE account balances are subject to reasonableness review.  Until then, ORA recommends retention of the said accounts. 

4-4-5	Reduced Rate of Return on Equity memorandum account (RROEMA) - (V. Ip)

ORA generally agrees with SCE and SDG&E’s proposals that the account be addressed in the ATCP or PG&E’s proposal to eliminate it after ATCP.  ORA believes that the balance of this account should be reviewed in the ATCP  the elimination and/or retention review be conducted in the 1999 RAP.

2-4-6	Incremental Tax memorandum account (ITMA).- (V. Ip)

ORA disagrees with PG&E’s proposal to retain this account in order to seek future cost recovery.  ITMA was established to record extraordinary governmental taxes and fees paid which exceed those included in the GRC-authorized revenue requirement (PG&E, RAP Application, page 3-18TURN recommends elimination of ITMA) because (1) this account is a remnant of the past and (2) this account offers no basis for protecting the utility. (See TURN’s Protest to Application, p.2.)   ORA supports TURN’s recommendation based on the following reasons.  First, PG&E has no authority from the Commission to establish this account.  As such, this account cannot be retained since it was never authorized by the Commission Second, there are not facts to support that  extraordinary tax measures will be imposed on PG&E in the near future.  The Commission should not allow PG&E to establish a cost recovery account without knowing the probability that PG&E will incur these costs.  Third, all foreseeable taxes and fees have been properly included in rates either during the GRC or the PBR proceedings.  Lastly, it is not unusual for governments from time to time to impose taxes on utilities, however, PG&E can request for recovery of unusual and significant new taxes in the future through existing procedures and under performance-based ratemaking as a “Z” factor.  ORA does not see the necessity of setting up such a memorandum account. Thus, ORA recommends that the Commission eliminate PG&E’s ITMA.

2-5	Account Balances Should Not Be Aggregated and Netted

SDG&E requests that it be allowed to net all of the accounts and then transfer the net amount to the TCBA. (SDG&E’s Application, SDG&E-I, p. 28, lines 17-18)  ORA believes the  balancing account and memorandum account balances should not be aggregated because memorandum accounts have a higher threshold review process.  In other words, utilities should not be allowed to recover costs captured in the memorandum accounts prior to reasonableness reviews.  Furthermore, even balancing account balances should not be aggregated because some of the accounts might have to be audited.  Lastly, it is possible that account balances might be allocated at different percentages for different accounts.  Netting the balances against each other might make this difficult.  Thus, ORA recommends that balancing and memorandum account balances not be aggregated or netted.



�CHAPTER 3

REVENUE ALLOCATION AND RATE DESIGN



3-1	Introduction and Overview

This chapter presents ORA’s recommendations concerning the utilities’ revenue allocation and rate design.  ORA recommends certain revisions to the revenue allocation proposed by the utilities for major functions based on its interpretation of current Commission policy.  Specifically, ORA recommends revisions to PG&E’s and SDG&E’s allocation methodology for distribution revenues, and a minor revision to PG&E’s and SCE’s allocation of nuclear decommissioning and public purpose costs.  ORA also provides recommendations concerning certain tariff revisions proposed by SDG&E.  Finally, ORA provides its recommendations on Post-Real Time Settlement Costs, Allocation of Minimum Charge, and PX pricing.

3-2	Revenue Allocation and Rate Design

	As part of electric industry restructuring, the Commission unbundled the three utilities’ revenue requirements into major functions in A.96-12-009 et al. (the unbundling proceeding).  Those major functions include distribution, transmission, public purpose programs (PPP), nuclear decommissioning and generation.  On August 1, 1997, the Commission issued D.97-08-056 in the unbundling proceeding.  By that order, the Commission adopted transition period revenue allocation and rate design policy for each major electric service function. 

The Commission unbundled revenue requirements in a manner consistent with the requirements of AB 1890.  In particular, AB 1890 mandates that no cost shifting will result from the separation of rate components, and it requires that total customer rates remain frozen at June 6, 1996 rate levels.  Pursuant to AB 1890, total electric rates for each customer class must remain at the June 10, 1996 level until the earlier of March 31, 2002, or until the utility recovers generation related transition costs.  To comply with this constraint, utilities residually calculate the generation� related revenue requirement after making any revenue adjustments to other functions.  Utilities may revise revenue allocation to reflect new billing determinants or for changes to functional revenue requirements provided that customers’ total rates do not change.

3-2-1	Distribution Revenue Requirement

	ORA reviewed each utilities’ revenue allocation testimony and workpapers for distribution costs.  SCE’s PBR governs its distribution rates pursuant to D.96-09-092.  In SCE’s PBR decision, the Commission adopted a rate index for updating SCE’s nongeneration rates by a CPI-X escalation factor.  The PBR decision also adopted guidelines for a distribution-only PBR because the Commission anticipated that the FERC would assume jurisdiction of setting transmission rates.  ORA recommends no changes to SCE’s distribution rates.

	ORA disagrees with PG&E’s and SDG&E’s revenue allocation methodology for distribution.  PG&E’s and SDG&E’s methodology allocates only distribution revenue by EPMC and is inconsistent with D.97-08-056.  The utilities’ methodology is also functionally inconsistent because it allocates distribution costs by marginal transmission revenues.  This does not follow cost causation principles.  The Commission’s adopted methodology requires that utilities apply equal percent of marginal cost (EPMC) to total revenues rather than by individual functions.  The Commission determined that applying EPMC to individual functions was equivalent to applying embedded cost allocation.  While the Commission may want to revisit functional revenue allocation methodologies as part of the future post-transition period ratemaking, at this time Utilities must allocate distribution by the methodology prescribed in D.97-08-056.  See D.97-08-056 at pages 6 and 35.  Utilities must allocate the sum of total system distribution� and transmission embedded revenue to customer classes by EPMC.  The utilities must then calculate embedded distribution revenue for each class by subtracting the embedded transmission for the class, as allocated by FERC, for the total embedded class revenue.  The algebraic description of this allocation methodology is as follows:



Class RRd = [System RRd,t * (Class MRd,t / System MRd,t)] - Class RRt

where,

Class RRd is the embedded distribution revenue allocated to the class;



System RRd,t is the sum of the total embedded distribution and transmission revenue for the system;



Class MRd,t is the marginal distribution and transmission revenue allocated to the class;



System RRd,t is the total marginal distribution and transmission revenue for the system; and 



Class RRt is the embedded transmission revenue allocated to the class by FERC.



	PG&E’s and SDG&E’s filings illustrate distribution revenue allocation using the revenue requirements that they recommended in their ongoing distribution rate proceedings (A. 97-12-020 and A.98-01-014).  ORA recommends using the most recent Commission adopted distribution revenue requirement at the time the Commission issues an order in this RAP proceeding.

3-2-2	Transmission Revenue Requirement

	Transmission rates are under FERC’s jurisdiction.  ORA accepts each utilities’ proposal regarding transmission revenue allocation.

3-2-3	Nuclear Decommissioning Revenue Requirement

	Pursuant to D.97-08-056, utilities must allocate nuclear decommissioning revenue requirement by the system average percent (SAP) methodology.  That is; utilities allocate nuclear decommissioning to each customer class based on the percentage share of the class’s revenue requirement relative to the total revenue requirement.  Each utility allocated nuclear decommissioning cost using SAP.  PG&E and SCE, however, allocated cost before adjusting residential and small commercial rates by the required 10% discount.  ORA recommends applying SAP after utilities make their required rate adjustments.

3-2-4	Public Purpose Revenue Requirement

	Utilities must allocate the California Alternative Rates for Energy (CARE) portion of the public purpose program on a cent per kilowatt-hour basis.  Utilities allocate the remaining public purpose program revenue requirement by SAP.  As with nuclear decommissioning, ORA recommends that PG&E and SCE apply SAP after making required rate adjustments.

3-2-5	Rate Design

	ORA accepts the rate design methodology proposed by each utility.  Each utility should only rerun its rate design model to reflect ORA’s revenue requirement changes.

	SDG&E also proposes the following electric tariff revisions.  ORA describes and provides its recommendations to SDG&E’s tariff proposal as follows:

	SDG&E proposes to add a cancellation date, coinciding with the end of the rate freeze, to several optional rate schedules that it classifies as generation related.  These rate schedules include A-V1, A-V2, A-V3, I-3, A-TOU, DR-TOU, DR-TOU-2, AY-TOU, AO-TOU, PA-TOU, PA-T-2 and RTP-2.  Each of these schedules provides an optional time-of-use rate.  ORA does not support SDG&E’s proposal to add a termination date to these rate schedules at this time.  No provision of electric industry restructuring prevents utility distribution companies from providing bundled service with time differentiated rate options.  Therefore, ORA recommends that SDG&E submit proposed replacement tariffs before requesting a termination date for existing rates.�

	SDG&E proposes to replace the monthly facilities charge applicable to the A-V1, A-V2 and A-V3 tariffs with a new one-time facilities charge for all new customers requesting service under these tariffs.  SDG&E requests that the Commission make this change effective as of July 1, 1998.  In theory, ORA does not object to this proposal provided that the Commission authorizes SDG&E’s request to cancel these tariffs at the end of the rate freeze.  However, ORA raises the question as to whether this proposal violates the rate freeze imposed by AB1890.  During the rate freeze, every customer, demand and energy charge must remain at the June 10, 1996 level.  ORA does disagrees with SDG&E’s proposal to make this change retroactively effective as of July 1, 1998.  State law prohibits retroactive ratemaking.  



	SDG&E proposes to immediately cancel its unused rate schedules A-V6-C, AL-TOU-C, RTP-1, I-2 and the Signaled Period option of AL-TOU.  According to SDG&E, there are currently no customers taking service under these rate options and it can cancel them with no customer impact.  ORA has no objection to this proposed tariff revision.�

	SDG&E proposes to add a new lighting option for 100-watt metal halide lamps within rate schedules LS-1 and LS-2.  According to SDG&E, it designed unit generation charges for the 100-watt lamp in proportion to the unit charges for the 175-watt lamp.  ORA does not object to SDG&E offering an option for 100-wat metal halide lamps.�

	Finally, SDG&E seeks conditional approval of new meter service options for default utility distribution company service.  SDG&E would offer this new service only to bundled service customer who remain with SDG&E all energy service needs.  The service would allow customers hourly load data without electing direct access or virtual direct access.  Customers could also choose to provide their own meter provided that it’s compatible with SDG&E’s meter reading system.  ORA does not object to SDG&E offering optional metering services to its bundled service customers provided that SDG&E passes the cost of providing these optional services on to only those customers that request the service.  That is; SDG&E should design these rates on an incremental basis.



3-3	Consolidation of 1999 Revenue Requirement

This section discusses the consolidated 1999 revenue requirements for PG&E, SDG&E, and SCE.  According to the CCR, one of the purposes of the RAP is to verify that inputs from other proceedings are properly reflected in the annual revenue requirements.  All three Utilities use the unbundled revenue requirement adopted in the “Unbundling Decision”� for each respective company as the starting point and then effect revenue requirement changes to reflect changes in sales and incorporate pending or recently approved revenue requirements.  The consolidated 1999 revenue requirements (in $000) for each utility is as follows:



PG&E                             $7,375,884

SDG&E                            1,606,589

SCE                                   ________









3-3-1	Sources for Revenue Requirements and Unbundled Components

The unbundled components of the revenue requirements for each company, along with its sources of pending revenue requirement changes, and changes due to sales adjustments are shown in Table 4-A, 1-A, and II-1 for PG&E, SDG&E and SCE, respectively.

3-3-2	Other Issues

Within the boundaries of the scoping memo, ORA has reviewed the consolidated 1999 revenue requirements for PG&E, SDG&E, and SCE and has found no factual disagreements with the revenue requirements filing presented by each utility.  ORA does not offer challenges to the starting point for each revenue requirement; these have been already approved by decisions on the unbundling proceedings.  In addition, changes to the revenue requirements approved in the unbundling proceeding reflect either subsequent Commission decisions or pending decisions and thus, are not the subject of factual dispute by ORA.  It is ORA’s understanding, however, that the revenue requirements being presented by the three utilities in this RAP proceeding are illustrative and that these estimates will be adjusted as the Commission rules on various proceedings and which decisions will be used to produce the final 1999 revenue requirement estimates for each utility.

As utilities plan on presenting an updated estimate for the 1999 consolidated revenue requirements, ORA requests the opportunity to review the updated 1999 revenue requirements for each utility in order to verify that the latest Commission decision on each RAP-related item are properly reflected.

3-4	ISO/PX Credit And Allocation

This section addresses issues affecting the calculation of the PX credit (except for allocation of electric restructuring implementation costs, which are addressed in Chapter 4), and allocation of the transition costs that are residual after the PX credit and other rate components are subtracted from total rates.  Costs proposed by PG&E’s Advice Letters 1781-E and 1781-E-A for inclusion in the PX credit are found to already be covered by the existing tariff language, except for the PX start-up costs that Chapter 4 recommends should not be part of the PX credit.  However, PG&E has proposed a useful clarification of the existing tariff language.  Issues of PX price forecasting and of averaging periods exceeding one month should be left open for consideration in next year’s RAP proceeding.  Regarding the rate group tracking memorandum accounts, the Commission should clarify which set of marginal costs it intends for the utilities to use in tracking CTC.

3-4-1	PX Credit Calculation

The current composition of Schedule PX was established by D.97-08-056 and its implementing Resolution E-3510.  Resolution E-3510 specified the following items as part of the PX credit:  1) weighted average, day-ahead, hour-ahead PX price, 2) settlement imbalances, and 3) uplift charges, including ancillary services, congestion fees, ISO/PX administration fees, and miscellaneous ISO/PX charges for bundled customers, and 4) distribution line losses adjustments and uncollectibles.  ORA’s review of each utility’s tariffs supports the supplemental testimony filed by SCE and SDG&E, which state that these items are all included in their filed tariffs.  In other words, any amounts billed to the utilities by the PX (except the PX start-up costs, addressed in Chapter 4) should have already been reflected in the utilities’ PX credit methodologies.  A working group meeting of the “Rule 22” Direct Access Tariff Review Group, on October 27, 1998, is reviewing each utility’s implementation of these tariff provisions, and ORA may supplement this testimony to reflect results from this workshop.

Supplemental testimony filed in response to the ALJ’s Supplemental Scoping Memo, dated September 24, 1998, reveals that PG&E has a different interpretation from SCE’s and SDG&E’s as to what costs are clearly covered by the existing tariff language.  Although ORA believes that the existing tariff language should result in reflecting any amounts billed to the utilities by the PX (except the PX start-up costs) in the PX credit, the language proposed by PG&E in its Advice Letters 1781-E and 1781-E-A is an appropriate clarification.  The language of SDG&E’s Schedule PX is identical to PG&E’s, except for differences such as the mechanics of calculating distribution loss factors, and this consistency should be maintained.  Non-substantive language differences are found in SCE’s Schedule PX, but it would be beneficial to reduce these differences.

Resolution E-3510 also lists several additional costs that were requested by Enron to be included in the PX credit, including costs related to scheduling and purchasing of wholesale power, customer service costs, and any other ISO related charges incurred by the utility for its bundled service customers, as well as credit for any other items included in current rates which are duplicated by direct access providers.  The possibility of allocating costs requested by the utilities for rate recovery related to electric industry restructuring as part of the PX credit is addressed in Chapter 4.  To the extent that other items are identified in the October 27 workshop or in the context of this proceeding, the criteria discussed in Chapter 4 and factors such as whether they are uniquely related to procuring power for bundled-service customers, and/or must be duplicated by direct access providers, should be applied in determining whether their costs should be placed in the PX credit or charged to all ratepayers.

3-4-2	PX Credit Averaging and Forecasting

In addition to determining the composition of the PX credit, D.97-08-056 established a methodology for averaging the varying hourly PX prices in a way that retains opportunities to achieve cost savings by shifting their load from high cost to low cost hours, and ensures that customers pay equitably for costs incurred in all hours of the year even though their bills cover different billing periods.  D.97-08-056 left open the issues of whether ex-post averaging should be replaced with a forecasting methodology and whether prices should be averaged over a period exceeding one month, and asked the parties for further input on these issues:

“The series of resulting approximately one-month averages of  PX energy costs is used to calculate residually the corresponding averaged CTC on a billing-cycle basis.  We believe that a month is the minimally-acceptable period for calculating the averaged CTC.  However we are open to proposals for longer averaging periods and for proposals that use forecasted PX energy costs.  We invite parties to collaborate in a workshop format to reach consensus on a proposal that would have a longer averaging period, and/or use a forecast of PX energy costs, and submit such a proposal to us for our consideration no later than October 1, 1997.”  (D.97-08-056, p. 41 mimeo)

Pursuant to a joint proposal filed by ORA and other parties to wait until actual market experience was available to use in formulating such proposals, D.97-11-026 deferred these issues to this Revenue Adjustment Proceeding.  ORA has reviewed the experience to date in California’s newly competitive electric market, and asks the Commission to again defer these issues, to next year’s Revenue Adjustment Proceeding.  As ORA has previously stated, there can be merit in both forecasting the PX price instead of calculating an ex-post price, and in averaging over a longer period.  However, the initial months of market operations have been too volatile to provide good benchmarks for formulating proposals.  Both the ISO and PX have been phasing in full market operations, and experienced a three-month delay in initial market operations.  Since market start-up, average monthly prices have varied between about 1.5 cents per kWh and 4.5 cents per kWh, a range that exceeds California’s pre-competition experience regarding marginal energy costs.  Other competitive markets have also experienced volatile prices during their initial months of operations, but these variations later settled down to predictable levels.  Futures markets and indexes may prove to be useful forecasting instruments, but mature futures markets have not developed in California, and price variations relative to market locations with existing indexes (e.g., California-Oregon Border and Palo Verde) have not been stable.  If the Commission leaves this issue open for future consideration, however, useful proposals could be formulated.

3-4-3	Rate Group Tracking Memorandum Account

Among the purposes of the PX credit calculation is the calculation and tracking of CTC.  Following past Commission decisions that stated the intent of allocating CTC obligations among customer groups, D.97-06-060 required the utilities to track transition cost obligations and payments, and recognized the “rate group” as the level at which the tracking of CTC obligations should occur, since that is the level at which marginal cost revenue responsibility and allocated revenue are determined.  This tracking occurs through the utilities’ Rate Group Tracking Memorandum Accounts, which consist in turn of a Rate Group Transition Cost Obligation Memorandum Subaccount and a Rate Group CTC Revenue Memorandum Subaccount (the titles vary slightly between utilities).  Related issues regarding the mechanics of tracking revenues� and costs credited or charged to the CTC revenue and obligation accounts, and the disposition of the account balances, are related to these accounts but will be the subject of future proceedings.  The allocation factors used in the utilities’ tariffs reflect the marginal costs in effect on June 10, 1996, and ORA agrees with this treatment.

Revenues are tracked as they are received through the billing and accounting processes, while an EPMC allocation of obligations is recorded.  Although the Commission has required the creation of these accounts, and the utilities have complied by filing the corresponding tariffs, an open issue in the Commission’s decisions is whether it intends for the EPMC factors to be the total of all marginal cost components (as the utilities have filed) or to reflect the foundation of transition costs as primary generation costs, or costs incurred to create competition in generation markets, by using only generation marginal costs.  ORA recommends that the Commission should take the opportunity of considering this proceeding’s review of these accounts, to clarify which set of marginal costs it intends for the utilities to use in tracking these costs.  To provide a basis for resolving this issue, ORA presents below the allocation factors appearing in the Utilities tariffs and the allocation factors that would result from using only generation costs.



RGTCO ALLOCATION FACTORS - PG&E

Rate Group�EPMC Factor

All components�EPMC Factor

Generation��Residential�41.24%�34.76%��Schedules A-1, A-6, A-10 (< 20 kW), E�19V (< 20 kW)�12.24�10.46��Schedules A-10 (> 20 kW), E-19V (> 20 kW), E-36, E-37�20.80�23.17��Schedules E-19, A15�4.94�5.78��Schedule E-20�14.53�20.39��Agriculture�5.25�4.35��Schedules TC-1 and Streetlights�0.74�0.82��Standby�0.26�0.28��Total�100.00%�100.00%��

RGTCO ALLOCATION FACTORS - SCE

Rate Group�EPMC Factor

All components�EPMC Factor

Generation��Domestic�39.93%�33.99%��GS-1�7.71�6.43��TC-1�0.19�0.23��GS-2�25.62�26.18��TOU-GS-2�3.66�5.85��TOU-8/ Secondary�9.10�10.26��TOU-8/ Primary�7.75�9.89��TOU-8/ Subtransmission�2.56�3.79��PA-1�1.41�1.39��PA-2�0.77�0.80��AG-TOU�0.72�0.62��TOU-PA-5�0.13�0.10��Streetlight�0.44�0.46��Total�100.00%�100.00%��

RGTCO ALLOCATION FACTORS - SDG&E

Rate Group�EPMC Factor

All components�EPMC Factor

Generation��Residential�41.69%�35.62%��A�14.57�13.61��TC-1�3.96�4.15��GS-2�35.62�41.64��TOU-GS-2�2.73�3.77��TOU-8/ Secondary�1.10�0.93��TOU-8/ Primary�0.32�0.27��Total�100.00%�100.00%��



3-5 	CARE Discount and CARE Surcharge

	On December 16, 1997, the Commission adopted Resolution E-3510, implementing the requirements of D.97-08-056 as to the allocation of costs between various electric functions.  In its review of the Utilities’ compliance advice letter filings, the Energy Division found that each utility allocated the CARE discount and the CARE surcharge to different functions.  The advice letter procedure does not provide an appropriate forum in which to resolve the issue of appropriately allocating the CARE discount and surcharge.  Therefore, the Energy Division subsequently issued Proposed Resolution E-3534 seeking comments with respect to allocation of the CARE discount and surcharge.  On September 24, 1998, the assigned Commissioner issued a Supplemental Scoping Memo requesting applicants in the instant proceeding to propose, among other things, a method to allocate the CARE discount and the CARE surcharge among unbundled components.

	The Utilities filed Supplemental Testimony on October 9, 1998.  Each Utility recommends applying the CARE discount and the CARE surcharge to different functions of the eligible customers’ unbundled rates:



	SDG&E proposes that CARE-eligible customers pay the same PPP charge as non-CARE customers, but receive a discounted distribution rate as compared to non-CARE customers.  The amount of the distribution rate discount would be equal to the CARE discount and the CARE surcharge.  That is SDG&E applies both the CARE discount and the CARE surcharge to the distribution function.



	PG&E proposes to apply the CARE discount to the distribution function of CARE-eligible customers, but to apply the CARE surcharge to the PPP function.  PG&E would discount the distribution rate by the amount of the CARE discount and discount the PPP rate by the amount of the CARE surcharge for CARE customers. 



	SCE proposes to apply the CARE discount and CARE surcharge to the PPP function for all CARE eligible customers.



3-5-1	CARE Discount

	Resolution E-3510 set forth a methodology that allocates the CARE discount to the distribution rate component.  However, the methodology creates an accounting problem that results in a distribution revenue under-collection and a PPP revenue over-collection in the same amount.  The Energy Division proposed a remedy to this accounting problem in Proposed Resolution E-3534.  The Energy Division’s proposed remedy would  maintain the methodology adopted in Resolution E-3510, but would also establish an accounting mechanism that would tie the PPP account with the distribution account for purposes of CARE discount ratemaking.  The accounting mechanism would allow the utilities to transfer the funds for CARE from the PPP account to the distribution account.  This proposal is consistent with PG&E’s and SDG&E’s proposed methodology.  ORA supports the Energy Division’s proposal for allocating the CARE discount.

3-5-2	CARE Surcharge

	CARE customers and streetlighting customers are exempt from paying the CARE surcharge.  SDG&E proposes to reduce the distribution rate for all CARE-exempt customers by the CARE surcharge amount.  PG&E and Edison propose to reduce the PPP rate component of all CARE-exempt customers by the CARE surcharge amount.  The Energy Division believes that PG&E’s and SCE’s proposal to discount the PPP is inconsistent with D.97-09-047 because the PPP is non-bypassable.  In Proposed Resolution E-3534, the Energy Division recommends SDG&E’s method that would discount the CARE-exempt customers’ distribution rate by the CARE surcharge amount.  This methodology would work for PG&E and SDG&E, but it’s incompatible with SCE’s distribution PBR mechanism.  Under the Energy Division’s proposal, the exemption of the CARE surcharge for CARE exempt customers would understate SCE’s distribution PBR revenues.  SCE argues that it would require another accounting mechanism between PPP and distribution functions.

	The Energy Division argues against discounting the PPP function because the PPP surcharge is non-bypassable.  While the PPP surcharge is non-bypassable, certain customers are exempt from the CARE surcharge.  The CARE surcharge is a component of the PPP surcharge.  To argue that a customer is exempt from a component of a non-bypassable charge is internally inconsistent.  ORA recommends that the Commission consider PG&E’s and SCE’s proposal to discount the PPP surcharge by an amount equal to the CARE surcharge for CARE-exempt customers.  However, should the Commission adopt the Energy Division’s recommendation to discount distribution rates by the CARE surcharge, then ORA recommends that the Commission adopt an accounting mechanism for SCE to make its distribution and PPP revenues whole.�3-6	Allocation of Residential Minimum Charge

	The Commission did not address allocation of the minimum charge among unbundled electric functions in Resolution E-3510.  The Assigned Commissioner’s Supplemental Scoping Memo also requested parties to propose how to allocate the minimum charge among unbundled components in the instant proceeding.  As with the allocation of the CARE discount and the CARE surcharge, the utilities proposed different approaches:



SDG&E currently has a minimum charge of $0.17 per day.  SDG&E allocates the  charge completely to distribution.  According to SDG&E, the minimum charge is intended to recover the costs of providing basic distribution services including local distribution facilities, billing meter reading and customer service;



PG&E’s minimum charge is $5.00 per month, tariffed as a fixed daily charge of $0.16427 per meter per day.  PG&E allocates this charge among all unbundled rate components.  According to PG&E, the daily rate for each component is unbundled in the same proportion as was established for each function for the rate schedule; and



SCE minimum charge consists of a fixed component that it allocates entirely to the distribution function, and a variable component that it spreads across all functional categories including the Trust Transfer Amount, except for transmission.



	ORA recommends that minimum charges be spread across all functional components.  Because the minimum charge predominantly recovers the fixed costs of providing service, the Utilities should allocate a greater proportion of distribution.  While PG&E allocates its minimum charge across all functions, it allocates too much to the generation function because it designed its minimum rate components proportionally to base energy charges.  Those base charges most likely represent average usage and are not a good representation of the cost to serve very low use customers.  SCE’s approach recognizes that minimum charges predominately recover the  fixed costs of providing electric service.  In the example provided by SCE on page 20 of its Supplemental Testimony, approximately 91% of the minimum charge is allocated to distribution as recovery of fixed charges.  By contrast, PG&E allocates only about 28% of the minimum charge to distribution.  ORA recommends that the Commission adopt SCE’s approach for allocating minimum charges.  ORA also recommends that the Utilities allocate a portion of the variable component to transmission.





�Chapter 4



ALLOCATION OF 

ELECTRIC RESTRUCTURING 

IMPLEMENTAION COSTS

Witnesses: Sean Casey and Scarlett Liang-Uejio



4-1	Summary, Background, and Overview - -(S. Liang-Uejio)

This chapter provides ORA’s recommendations on the allocation of electric restructuring transition costs (referred as “restructuring costs” herein) for  programs proposed by  PG&E, SCE, and SDG&E in their Section 376 applications (A.98-05-004 et al.).  ORA recommends that most of these program costs be allocated to all customers on an equal cents per kilowatt hours basis ($/kWh) and that some of the programs costs be included in the PX price or credit.  Allocation of Direct Access and other restructuring transition costs are addressed in Section 4-2-1 through 4-2-5, ISO/PX related implementation costs are addressed in  Sections 4-2-6 through 4-2-11. 

It is important to note that the allocation of restructuring costs does not matter if the Commission decides that the rate freeze is to end at the same time for each customer class (or rate group).  Any allocation schemes proposed will merely reallocate the headroom between different customer classes.  ORA believes that as a matter of policy, the rate freeze can end at different times for different customer classes or rate groups.

In their Section 376 applications, the Utilities have requested that these programs be found Section 376 eligible and have proposed cost recovery mechanisms.  Because the Utilities proposed to recover these program costs mostly through Transition Revenue Account (TRA), headroom calculation, or other proceedings, allocation of restructuring costs to customer classes was not explicitly addressed by the utilities’ in their proposed recovery mechanisms.

Early in the Section 376 proceeding, The Utility Reform Network (TURN) raised the issue of allocation of the utilities’ proposed program costs to different customer classes.  An Assigned Commissioner’s Ruling (ACR), dated July 10, 1998,  set the scope for the Section 376 proceeding.  Phase 1 would address the Section 376 eligibility and some cost recovery issues.  The ACR deferred the allocation issues to this proceeding.  The final decision on  Phase 1 of the Section 376 applications is scheduled to be issued on April 15, 1999.  Phase 2 will address the reasonableness of the utilities’ 1997 and 1998 restructuring costs.  Depending on the outcome of Phase 1 and Phase 2, the program costs proposed in the Utilities Section 376 applications may  be determined ineligible for Section 376 treatment, but recoverable from  ratepayers (referred to as “non-376 restructuring costs”) presumably in the Phase 2 of the Section 376 proceeding�.  In this Chapter, both Section 376 eligible and non-376 restructuring costs are referred to as restructuring costs.

ORA believes cost recovery deals with what, when, where, and how the utilities should recover the restructuring costs.  As discussed in Chapter 4 of ORA’s Section 376 testimony�, ORA believes that cost recording, tracking, unbundling, and class allocation are part of a cost recovery mechanism.  In the section 376 proceeding, ORA separated the issues of cost recovery into:1) cost recording and tracking, 2) cost recovery (e.g., for program costs which belong to other proceedings),  and 3) allocation (including unbundling and class allocation).  Consistent with the ACR, ORA addressed cost recording and tracking in the Section 376 testimony.  ORA also addressed cost recovery for programs that do not require allocation should ORA’s recommendations on Section 376 eligibility and restructuring costs recoverability issues be adopted.  ORA deferred all allocation issues to this proceeding.

ORA recommends that costs of most of these programs be allocated among all customers based on equal cents per forecast kilowatt hour ($/kWh).  ORA notes that the testimony of Enron Corporation (“Enron”) in A.98-05-004 et al. regarding the functionalization of electric restructuring costs is effectively a method of allocating those costs to customers on other than an equal cents per kWh basis.  ORA disagrees with some aspects of Enron’s proposals for functionalization in that proceeding.  For example Enron calls some of these costs - “new costs for distribution service” which presumably would become part of distribution revenue requirement.

ORA recommends the recovery of generation related program costs be determined in the Capital Addition Proceeding and that ISO/PX assessment charges for existing wholesale contracts not be recoverable from retail customers. 

Tables 4-1 and 4-2 provide a summary of ORA’s recommended cost allocation for the Utilities proposed restructuring costs.

Except for certain externally managed programs defined in ORA’s Section 376 testimony�, such as the ISO/PX start-up and development costs which are approved by the Federal Energy Regulatory Commission (”FERC”), no recovery of restructuring costs should occur until the Commission’s final decision on the adopted revenue requirements for utilities’ restructuring costs in the Section 376 proceeding, or other proceedings.

4-1-1	Summary of Utilities’ Proposed Cost Recovery - (S. Liang-Uejio)

The following table summarizes the utilities’ proposals on cost recovery of the restructuring costs:

�PG&E�SCE�SDG&E��Cost Recovery Mechanism�TRA

1999 GRC

Capital Addition Proceeding

FERC�TRA�Headroom Calculation��

PG&E proposes to recover its Section 376 costs through the following mechanisms: 1) Transition Revenue Account (TRA), 2) Base Rates in its 1999 GRC proceeding, 3) Capital Addition proceeding and Transition Cost Balancing Account (TCBA), and FERC.  PG&E requests recovery of its 1997 recorded Section 376 costs through the TRA by a debit entry equal to the amount authorized by the Commission.  

SCE proposes to recover its 1997 and future Section 376 costs through the TRA by a debit entry equal to the monthly revenue requirements computed from the authorized annual Section 376 costs.

SDG&E proposes to amortize 1997 and 1998 authorized Section 376 costs over a 12-month period  and recover them through the headroom calculation.  Authorized Section 376 costs in 1999-2001 will be recorded in the Consolidated Section 376 Balancing Account and recovered through headroom calculation on a monthly basis.  As described in Section III.B.2, the recovered Section 376 revenues will also be tracked in the Consolidated Section 376 tracking account for the purpose of determining CTC displacement.  The recorded Section 376 costs will be subject to SDG&E’s proposed account validation audit (AVA).

It should be noted that SDG&E had included 1999 restructuring program costs in its 1999 Distribution Performance Base Ratemaking (PBR) proceeding (A.98-01-014).  SDG&E proposed to remove the Section 376 costs from its Distribution PBR once the Commission issues a decision on Section 376 cost recovery in this proceeding.  After the filing of the Section 376 application, SDG&E removed all the proposed Section 376 eligible program costs from its PBR filing as part of the settlement agreement in the PBR proceeding�.

4-1-2	Summary of ORA’s Recommended Cost Allocation Principles for Restructuring Costs - (S. Casey)

ORA believes that a fundamental goal of electric restructuring, that is the creation of the institutions of the ISO and PX, and the availability of Direct Access, was to give customers a choice of either a competitively determined “wholesale” price of the commodity via the PX and the UDC or to allow customers to choose electricity as a commodity from any Energy Service Provider (“ESP”) with which it chooses to do business.  In section 330 (d) of AB 1890 the Legislature found that,

The commission has found, after an extensive public review process, that the interests of ratepayers and the state as a whole will be best served by moving from the regulatory framework existing on January 1, 1997, in which retail electricity service is provided principally by electrical corporations subject to an obligation to provide ultimate consumers in exclusive service territories with reliable electric service at regulated rates, to a framework under which competition would be allowed in the supply of electric power and customers would be allowed to have the right to choose their supplier of electric power.

Hence the major goal of the Commission and the Legislature was to provide customers with alternative choices about generation of electricity.  ORA believes this major goal which in turn should determine the allocation of the costs of the programs which directly or indirectly promote this goal.  Therefore these electric restructuring costs should be examined not for the nature of the expenditure itself, (e.g. how would expenditures on television advertising for the Consumer Education program be functionalized?) but for the goal and intent of the program.  Most restructuring costs should be allocated on a $/kWh basis.

4-1-3	ORA’s Recommendations on the Allocation of Restructuring Costs - (S. Liang-Uejio)

Tables 4-1 and 4-2 provides a summary of ORA’s recommendations on the allocation of the restructuring costs.  These principles are further explained below:

All customers should pay for the DA related costs and other restructuring costs, except for ISO/PX and Other Wholesale Market Interface costs based on $/kWh.

All customers should pay for the PX start-up and development costs� on a $/kWh basis.

ISO start-up and development costs should be included in the PX Price.  Direct Access (DA) customers will pay their share of the costs through the ISO’s Grid Management Charge (“GMC”) passed on by their energy service providers (ESP’s).

On-going costs related to energy procurement from the PX by the utilities on behalf of non-DA customers (bundled and virtual DA) should be recovered through PX Price.  The DA customers should be given a credit for these costs.  The start-up and development costs of Utilities bidding, forecasting, and settlement systems should be paid by all customers on a $/kWh basis.

Retail customers should not pay for the ISO/PX assessment charges (volumetric) imposed on the wholesale contract customers that the utilities can not pass through to wholesale customers.  This issue should be dealt in the Federal Energy Regulatory Commission (FERC).  If the Commission finds these costs are recoverable from the ratepayers, ORA recommends they shall be allocated to all customers on $/kWh basis.  The same principle should apply to the other ISO/PX related non-jurisdictional costs for the existing wholesale contracts.

The transmission related restructuring cost allocation is under FERC jurisdiction.  If FERC defers the allocation of transmission costs to the Commission, or these program costs are deemed recoverable as part of the restructuring costs, ORA recommends these costs be allocated to all customers based on $/kWh consistent with ORA’s allocation principles.

The utilities should recover the generation related costs (Generation Revenue Quality Meter and Generation ISO/PX Settlement, Billing, and Bidding Systems) in the Capital Addition Proceeding. Depending on the outcome of the Section 376 proceeding, ORA recommendation is to revisit the allocation issue in either the 1999 RAP, or Phase 2 of Section 376 proceeding.

The utilities should seek recovery of Western Power Exchange Project costs at FERC.  If the Commission determines that any of the past costs are recoverable as part of the restructuring costs, ORA recommends the costs be allocated to all customers on a $k/kWh basis consistent with ORA’s allocation principles.

4-1-4	ORA’s Ratemaking Proposal for Accomplishing Recovery and Class Allocation of Restructuring Costs - (S. Liang-Uejio)

ORA recommends the utilities recover the restructuring costs through a new debit entry� in the TRA to reflect the revenue requirement for restructuring cost (referred as “restructuring revenue requirement” herein).  These costs should exclude the program costs that the utilities recover through the PX Price.  Allocation of restructuring revenue requirement to all customer classes would be accomplished by adding a new column to the  utilities’ Revenue Subaccount in the Rate Group Transition Cost Obligation Memorandum Account (referred as “CTC obligation memo account” herein).  Thus, the headroom share of the allocation for each customer class in this subaccount will be the net of their residual CTC revenues� and their restructuring revenues.  This will require a modification of the current CTC obligation memo account for the allocation of CTC revenues for the customer classes.  Table 4-3 illustrates the required changes.

An alternative method is to create a new rate component called “Restructuring Implementation Rates” based on the allocation to classes of restructuring costs excluding the costs in the PX Price on $/kWh.  This new rate would not be shown on the utilities’ rate schedules but rather be combined with the CTC rate and PX Price as the current generation rate.  However, ORA is concerned that the creation of a new rate component would require it to be shown in customer’s bills.  Simultaneously,  the TRA would be modified to incorporate the revenue requirement as one of the debit entries.  The creation of the new rate would automatically reduce the revenues captured in the CTC obligation memo account in a manner which reflects the allocation of restructuring costs to customer classes.

Both methods will achieve the same goal of allocation of  restructuring costs to different customer classes.  Both methods will also require a new entry to utilities’ TRA similar to utilities’ proposals in order to determine the net CTC revenue to be transferred to the Transition Cost Balancing Account (TCBA) for transition cost recovery.  ORA’s proposal differs from the utilities’ proposal.  The utilities provide no explicit allocation of restructuring costs and no PX credit will be given to the Direct Access (DA) customers for these programs related to doing business on behalf of the bundled customers.  However, the utilities’ proposals implicitly allocate the restructuring costs to all customers in proportion to their CTC headroom which is determined residually.  This alternative may incur additional costs for implementation of further unbundling a customer’s bill.  Therefore, ORA does not recommend the use of this alternative for the implementation of restructuring cost allocation.  ORA believes that implementing the allocation of restructuring costs by modifying the Utilities CTC obligation memo account is the simplest and most cost effective alternative.

4-2	Cost Allocation Principles (Direct Access Implementation Costs) - (S. Casey)

ORA takes it as self-evident that the costs of direct access implementation are directly and clearly related to providing customers with an alternative source of generation.  Hence all of the program costs related to direct access implementation, whether or not the Commission provides a 376 designation to the expenditure, should be charged to some measure of generation cost.  The Commission drew a distinction between the costs incurred by Utility Distribution Company’s (UDC’s) to establish the systems, that is the non varying costs to process and track direct access requests, with the recurring or variable costs that could be clearly and easily assigned to each Direct Access Service Request (DASR).  This distinction was developed in D. 97-10-087.  For example, the UDC’s reported that the recurring costs to process a DASR varied from $5 to $24, however, the Commission ultimately decided not to institute such a variable charge during the start up of direct access.  The Commission did however state that this issue could be revisited and ORA believes now is the time to place UDC’s and ESP’s on notice regarding the beginning of a variable charge for processing a DASR.  ORA’s proposal is that UDC’s charge a variable cost for each DASR (at the same dollar rate for each customer class or rate schedule, which may differ for each UDC whether the customer is changing to an ESP, among ESP’s, or returning to the utility) beginning January 1, 2001 or within 30 days of the end of the rate freeze whichever occurs earlier.

4-2-1	Hourly Interval Meter Installation and Reading Costs -(S. Casey)

The Commission has made it abundantly clear that the unbundling of revenue cycle services - metering, meter data management, and billing is intended to foster the development of a more competitive generation market.  In D.97-05-039� the Commission stated that:- “In our judgment, today’s decision is an action needed to facilitate direct access.  By allowing the competitive offering of revenue cycle services, we will increase both customer’s and supplier’s options.  Further, it is appropriate for us to consider incipient supplier’s comments that many would, in fact, not choose to enter the market (at least the small customer market) at all if they could not provide revenue cycle services.  We cannot facilitate direct access if we do not take actions to allow the necessary players to enter the market.  Facilitating the competitive offering of revenue cycle services, as described in this decision, is a fair and appropriate action that is fully consistent with Section 366(a).”  Section 366(a), one section of AB1890, directs the Commission to “take actions as needed to facilitate direct transactions between electricity suppliers and end use customers”.  Hence, dollars expended on this item which flow from the 376 proceeding, or other proceedings, should be allocated by a measure of generation cost, i.e., $/kWh.

4-2-2	UDC Billing System Modifications Costs - (S. Casey)

ORA believes , depending upon utility, that a significant percentage of the costs of these modifications are related to either decision making or settling of accounts related to direct access, however an equally significant percentage (perhaps 50%) are unrelated to direct access and represent the provision of general information to electricity consumers.  For example, the cost of the calculation of PX credit and displaying this credit on the bill is vital for direct access, however notifying ratepayers of the unavoidable cost for nuclear decommissioning appears a tangent at best to making a direct access decision.  The Commission unfortunately has not yet distinguished, between these two components of the provision of a greater amount of information to consumers.  ORA recommends that 50% of the amount spent by UDC’s under this general heading should be allocated across customers based on generation costs and 50% based on distribution costs.  Should the Commission find in the 376 proceeding that the entire costs of UDC billing system modifications are linked to the success of direct access then ORA would remove its 50% treatment of these costs and the entire amount would be allocated across all customers on a $/kWh basis.

4-2-3	Customer Information Release Costs - (S. Casey)

Pursuant to D.97-10-031 all three major UDC’s have created systems  which allow for the release of customer information to ESPs.  This is obviously again related to providing ESP’s with information about prospective or actual customers so ESPs can better target marketing materials or serve the customer.  ORA regards these costs as directly related to customers making decisions about direct access, hence the costs of the programs should be allocated on an $/kWh basis.

4-2-4	Consumer Education Program and the Electric Education Trust Costs - (S. Casey)

ORA believes that the overall goal of the education effort is to increase the information available to, and raise the awareness of, electric ratepayers so that they will be able to make informed choices about electricity supply.  ORA believes that clearly establishing for ratepayers that they have a choice regarding electricity supply was the key the Commission chose to reimburse utilities for funds expended on this program.  For example, in D.97-08-064 the Commission stated in Finding of Fact No. 36, that “The CEP’s (Customer Education Program) purpose is not to make the subject matter of electricity more appealing to consumers, but rather to educate consumers about what electricity restructuring means to them, and what choices and options they have in the new regulatory environment”.  On page 2 of the same decision the Commission stated that “The CEP is to inform customers of the changes in the electric industry, so that customers have the information necessary to help them make appropriate choices with respect to electric service options”.  The electric service option that customers have available to them is a decision about source of generation.  Hence it follows that the costs of these programs should be allocated based on electricity supply and the simplest way to do this is on a $/kWh approach.  

4-2-5	PX Start-Up and Development Costs, or PX Initial Charge - (S. Casey)

The PX start-up and development costs are included in the PX initial charge assessed by the PX to the utilities annually over a four-year period.  The first PX initial payments, paid by the utilities in April 1998, were recorded in the utilities Industry Restructuring Memorandum Accounts (IRMA). 

PG&E  recovered its first PX initial payment in June 1998 as a debit entry to the TRA�.  For SCE and SDG&E, these costs remain in the IRMA.  In Advice Letters (ALs) 1781-E and 1781-E-A�, PG&E also proposed to include the PX initial charge in the PX calculation as part of the post real-time settlement costs.

In response to the ACR Supplemental Scoping Memo dated September 24, 1998, SCE filed its supplemental testimony on the recovery of the PX initial charge as well as the ISO’s GMC among other issues.  In its supplemental testimony (Page 13), SCE disagrees with PG&E’s proposal to include this charge in the PX credit.  SCE argues: 

The PX is a necessary and important component of California’s restructuring program and it has a unique mandate from the State to create transparent and competitive pricing information for the benefit of all electric consumers…  

ORA agrees with SCE that all customers should pay for the start up and development costs of the PX.  The argument of SCE is clearly persuasive, the start up and development costs of the PX are analogous to the start up and development costs for Direct Access.  If Direct Access system start up costs are to be borne by all customers, and ORA agrees they should be, then PX start up and development costs should also be borne by all customers.  The PX was created for all customers, indeed most, if not all Energy Service Providers (ESP’s), are doing business with their customers by explicitly adding to or deducting from the PX price.  ORA believes that these PX start up and development costs should be allocated among customers based on $/kWh.

ORA also agrees with SCE’s argument that unlike the ISO’s GMC, DA customers do not pay any PX administrative costs to their Scheduling Coordinators (SC’s).  The PX initial charge is billed only to the three utilities. DA customers can switch back as the UDC bundled customers.  Since the PX is also a Scheduling Coordinator (SC) , everyone in the market, including ESP’s could potentially use the PX or the PX information.  It would be unfair if only the bundled customers paid for the start-up and development of the PX.

4-2-6 	ISO Start-Up and Development Costs - (S. Liang-Uejio)

The ISO start-up and development Costs are bundled with the ISO’s Grid Management Charge (GMC) on  a $/kWh basis.  The 1998 ISO’s GMC was approved by FERC subject to refund.  The ISO’s GMC is charged to scheduling coordinators, including the PX, who pass the costs on to utilities and ESP’s.

Currently, SCE and SDG&E� have included the ISO’s GMC (a portion of which is the ISO Start-Up and Development costs) in the calculation of the PX Price as the part of the ISO/PX administrative costs.  The PX Price is a credit to DA customers.  Therefore, currently, SCE and SDG&E have been recovering the ISO start-up and development costs through the PX Price.  PG&E is currently recovering these costs through a monthly debit entry to its TRA.  PG&E filed ALs 1781-E and 1781-E-A which  proposes to include the ISO’s GMC in the Post real-time Settlement Costs  calculation of the PX Price.  In the ACR dated  September 24, 1998, the Commission ruled that  issues relating to these ALs be addresses in this proceeding and directed the utilities to file supplemental testimony.  

SCE’s supplemental testimony dated October 9, 1998, states there is no need to modify its Schedule PX to implement PG&E's proposed A.L. proposal.  The utilities have different interpretations of the adopted tariff languages for the calculation of PX Price (or credit for DA customers).  ORA believes the recovery of these costs should be consistent for all utilities.  ORA agrees with the utilities that the ISO’s GMC, which includes the start-up and development costs, should be included in the PX credit because the DA customers pay their share through the ESP’s.  Otherwise, DA customers will pay the ISO’s GMC twice also through the UDCs.  As discussed in Chapter 3, Section 3-3-1, ORA believes the utilities’ existing PX tariff languages have already provided for the inclusion of the ISO’s GMC in the PX credit.  

4-2-7	Energy Procurement Related Costs for Bundled Customers - (S. Liang-Uejio)

ORA makes two companion recommendations.  First, ORA recommends allocating the costs for utilities to develop the systems in order to bid customer demand into the PX to all customers.  Secondly, ORA recommends reflecting the on-going costs of bidding into the PX in the PX credit. 

In crafting these recommendations, ORA acknowledges that there are good arguments on both sides of the issue of allocation of system start-up and development costs: to allocate to all customers and to allocate those start-up and development costs only to bundled customers.  On balance, ORA finds allocation to all customers to be more reasonable.  The remainder of this section explains ORA’s analysis of the underlying costs, and ORA’s recommendations.

Most of the program costs recorded under the following IRMA Subaccounts that are for the start-up and development of the UDC’s internal computer systems to interface with and meet the PX requirements to bid their load into and buy power on behalf of their bundled customers: 

ISO/PX and Other Wholesale Market Interface

Electric Supply Settlement System

Utility Energy Supply Forecast

The utility’s bidding systems are within its PX demand forecast, bidding, and settlement programs which allow the utilities to bid the default load (net of DA customers) into the PX, provide settlement ready meter data to the PX, and settle with the PX.  These costs are mostly capital related for PG&E and SCE; and almost all of these costs were incurred in 1997 and 1998.  There are no on-going costs for PG&E after 1998 proposed in its Section 376 application.  SCE has a small percentage of the total five-year forecast that appears to be on-going.  SDG&E has forecasted program costs to further refine and enhance its system from 1999 to 2001.

In the Section 376 proceeding, ORA has recommended that the costs to implement utility bidding of customer demand into the PX be eligible for 376 treatment.  Generally, the costs of implementing restructuring were undertaken to benefit all customers, and it is therefore appropriate to allocate such costs to all customers.  Furthermore, the specific costs to develop customer demand bidding are part of what makes restructuring work.  There could be no PX price without utility capability to bid into the PX.  In turn, CTC could not be calculated.  These are central elements of restructuring and affect all customers.

On the other hand, energy service providers have also needed to develop systems and spend money in order to implement similar capabilities.  Recovering such costs from all customers places energy service providers at a relative competitive disadvantage.  This is a good argument to allocate such costs to bundled customers.

Why then does ORA favor allocation to all customers over allocation to bundled customers?  It is largely a matter of weighting and judgment.  In addition, the utilities were mandated by this Commission not merely to develop this capability, but to act as the default service provider for all customers if customers so choose, and to do things that energy service providers need not necessarily do (for example, bid demand net of direct access customers, whereas ESPs can focus solely on their own load).  The creation of the PX as a fully functionary entity required that the UDC’s create systems of bidding, forecasting, and settlement to integrate with the PX.  This was both a regulatory requirement of the Commission and indeed a necessity to ensure that the PX functioned as a viable market from its beginning.

ORA concurs with Enron that the on-going costs of maintenance, refinement, and enhancement of utilities’ systems should be part of the PX credit.  On-going costs are reasonably attributable to PX customers.  While the PX is a feature of restructuring, post-development costs should be attributed to the causers of those costs, which are bundled customers.

There are other costs recorded in the above IRMA Subaccounts that ORA believes should be recovered pursuant to Sections 367 and 368, e.g., PG&E’s costs associated with QF purchases and other contractual purchases.  Costs attributable to Diablo Canyon should be recovered in accordance with D.97-05-088.

4-2-8	ISO/PX Related for Existing Wholesale Contracts - (S. Liang-Uejio)

In the Section 376 proceeding, ORA and intervenors argue that the utilities should not recover the ISO/PX implementation costs for the existing wholesale contracts (non-jurisdictional costs) through their retail customers.  These costs include:

Existing Contract Obligations Scheduling and Settlement (PG&E only)

Management of Existing Transmission Contracts (SCE only)

Existing Wholesale Contracts - ISO/PX Assessment Charges (PG&E only)

Above program 3) is the ISO/PX assessment charges (volumetric) imposed on the wholesale contract customers and the utilities can not pass through the wholesale contract.  This issue should be dealt in the Federal Energy Regulatory Commission (FERC).  ORA argues that the retail customers should not pay for any non-jurisdictional costs.  However, If the Commission finds these costs are recoverable from the ratepayers in the Section 376 proceeding, ORA recommends they shall be allocated to all customers on $/kWh basis.  The same principle should apply to the other two programs as well.

4-2-9	Transmission Related Costs Interface with ISO - (S. Liang-Uejio)

ORA agrees with Enron that the following programs are transmission service related to enable the utilities to fully interface and with ISO and satisfy its requirements:

Power System Control Modification

Meter Certification

After the restructuring, utilities’ transmission services are under FERC jurisdiction.  ORA believes in theory, if these programs are deemed recoverable, the allocation issues should be dealt at FERC as part of the transmission rates.  However, if FERC defers the allocation of transmission rates to the Commission or the Commission decides to address the allocation of these costs as part of the restructuring implementation costs, ORA recommends to allocate these costs to all customers based on a $/kWh basis consistent with ORA’s allocation principles.

4-2-10	Restructuring Costs Recovered in Capital Addition Proceeding and FERC - (S. Liang-Uejio)

Generation Related Restructuring Costs

In the Section 376 proceeding, ORA and intervenors argue that the utilities should recover the generation related costs: 1) Generation Revenue Quality Meter, and 2) Generation ISO/PX Settlement, Billing, and Bidding Systems in the Capital Addition Proceeding.  In its Section 376 application, PG&E has proposed to defer the recovery of the generation related capital costs to the Capital Addition Proceeding.  Both programs are the incremental expenditures incurred by PG&E for its power plants.  ORA recommends in the Section 376 proceeding that the generation related expense be treated as “going forward” costs.  Because this issue is being decided in the Section 376 proceeding and, there is great uncertainty on cost recovery of these program costs in the Section 376 proceeding, ORA recommendation is to revisit the allocation of these costs in either the 1999 RAP, Phase 2 of Section 376 proceeding, or the Capital Addition proceeding depending on Commission’s decision in Phase 1 of Section 376 proceeding.

2) Western Power Exchange Project

This program involves the actives of the utilities to participate and help the implementation of the ISO and PX.  Some of the activities include: inter-control center protocol date links, line name changes to PG&E’s operating maps, project transmission and ancillary service rules and protocol support, project cost management support, etc.  ORA believes the utilities should seek cost recovery of these activities at FERC�.  If the Commission determines any of the past costs to be recoverable as part of the restructuring costs, ORA recommends these costs be allocated to all customers on a $/kWh basis consistent with ORA’s allocation principles for the restructuring costs. �TABLE 4-1

ALLOCATION OF RESTRUCTURING COSTS 

Line No.�Program Category�Cost Recovery & Allocation�Witness��1�Direct Access (DA):����2�	DA Implementation ����3�	Hourly-Interval Meters�All Customers�Casey��4�	UDC Billing System Modifications�($/kWh)���5�	Customer Information Release Sys.����6�	ISO/PX & Other Wholesale Market 

	Interface�PX Price (on-going) and All Customers (PX Bidding, etc.) on $/kWh.�

Liang-Uejio��7�ISO/PX:����8�	ISO Implementation ����9�		ISO Start-up & Development�PX Price

���10�		PX Start-up & Development�All Customers

($/kWh)�Casey��11�		Power System Control 				Modifications�

FERC Rates (Transmission)���12�		Meter Certification

����13�	Electric Supply Settlement System����14�	Utility Energy Supply Forecast�PX Price and All Customers (PX Bidding, ect.) on $/kWh.���15�	Existing Contractual Oblig. Sch. 	and Settlement�FERC Jurisdiction

or

All Customers ($/kWh)�Liang-Uejio��16�	Generation Revenue Quality Meters�Capital costs: through Cap. Add. Proceeding.���17�	Generation ISO/PX Settlement, 	Billing, and Bidding Systems�Expense: going forward costs.

Revisit if above not adopted.���18�	Existing Wholesale Contracts-	ISO/PX Assessment Charges�FERC Jurisdiction 

or All Customers

($/kWh) if Deemed Recoverable���19�	PX Volumetric Charge�PX Price���20�	Western Power Exchange Project�FERC Jurisdiction

or All Customers

($/kWh) if Deemed Recoverable���21�Other:����22�	Environmental Impact Report�All Customers���23�	Consumer Education Program�($/kWh)�Casey��24�	Electric Education Trust����25�	ISO/PX Memorandum Accounts�����table 4-2

Summary of Restrucuring costs allocation



Line No.�Restructuring Implementation Program Category�ORA’s Recommended Allocation��1

2

3

4

5



6

7

8

9



10

11�DA Related & Other Restructuring Costs:

 	DA Related Costs:

		DA Implementation

		Hourly-Interval Meters

		UDC Billing System Modifications



	Others:

		Environmental Impact Report

		Consumer Education Program

		Electric Education Trust



PX Start-up and Development

PX Demand Forecast, Bidding, ect. - Start-up & development. �







All Customers

($/kWh)��12



13

14

15

16



17

�Demand and Energy Procurement Related Costs: 

	ISO/PX & Other Wholesale Market Interface - ongoing.

	Electric Supply Settlement System - ongoing

	Utility Energy Supply Forecast - ongoing

	PX Volumetric Charge



ISO Start-up & Development

�







PX Price (or Credit)��18

19

20



21

22

23

24�FERC or Other CUPUC Proceedings:

	Generation Revenue Quality Meters

	Generation ISO/PX Settlement, Billing, and 	Bidding Systems

	Existing Wholesale Contracts-ISO/PX 	Assessment Charges

	Existing Contractual Oblig. Sch. and Settlement

	Power System Control Modifications

	Meter Certification

	�

N/A 

or 

($/kWh, FERC transmission rates, or revisit allocation issue)���Table 4-3

Implementation of Cost Allocation



Changes in the TRA:





Add the following in the TRA tariff, Section 5:



m.	A debit entry equal to the annual applicable Electric Restructuring Implementation TRA Separated Revenue Requirement Amount divided by twelve. 

��





Illustration of Changes in Calculating of CTC Allocation Factor in the Revenue Subaccount of the CTC Obligation Memo Account to Reflect the Allocation of the Restructuring Costs:



Pacific Gas and Electric - (Example Only)



Current�:��Rate Group�Residual CTC Revenues��Factor (%)���Residential

Commercial

Large Industrial

Agriculture

Street lighting



Total�             (a)

$102,130

89,550

43,450

9,620

    1,250

$246,000�(b)

41.52

36.40

17.66

3.91

  0.51

100.00

���Table 4-3

(Continued)

Implementation of Cost Allocation



Pacific Gas and Electric - (Example Only)





To be Modified:��Rate Group Allocation�Residual CTC Restructuring�Net CTC���Revenues

(a)�Revenue�

(b)�Revenues

= (a)-(b)�Factor���Residential

Commercial 

Large Industrial

Agriculture

Street lighting

Total�$102,130

89,550

43,450

9,620

1,250

$246,000�$ 2,958

2,001

3,393

311

37

$8,700�$ 99,172

87,549

40,057

9,309

1,213

$237,300�41.79%

36.89

16.88

3.92

0.51

100.0%

���CHAPTER 5

RATEMAKING TREATMENT FOR

SANTA CATALINA ISLAND



5-1	Summary of Recommendations

	The Office of Ratepayer Advocates is recommending that Southern California Edison design an appropriate generation rate-making “market price” for its Santa Catalina Island customers, representing the direct access credit, and prepare bills for them during the rate freeze period which reflect the true cost of the commodity upon which they are currently dependent for their energy supply, diesel fuel. Without an accurate indication of the diesel fuel market pricing, Island customers will not be able to prepare prudently for their energy requirements after the rate freeze period ends, a situation made more acute by the fact that competitive alternatives for them are severely limited. 

5-2	Background

	As ORA noted in its Protest to the RAP application of SCE (A.98-07-26), the issue of ratemaking for Santa Catalina Island (“Catalina”) requires separate treatment.  SCE claims that the Commission’s Second Ratesetting Decision (D.97-11-073) authorizes a separate rate recovery mechanism for Catalina, which SCE sought in Advice Letter 1316-E.  With this Advice Letter, SCE asked the Commission to allow it “to establish the Santa Catalina Island Diesel Fuel (SCIDF) Memorandum Account,” the purpose of which, according to SCE’s testimony in this proceeding (p. 90), is “to record the diesel fuel expenses incurred for electric generation purposes” on Catalina subsequent to April 1, 1998.  The latter date is when the Independent System Operator and the Power Exchange began operations. Earlier, the Commission had rejected (in D.97-11-073) SCE’s proposal to recover Catalina diesel fuel expenses in excess of the PX price under the rubric of distribution; such recovery would have been inconsistent with the stipulations of Assembly Bill 1890.  That legislation does not allow the allocation of generation-related costs to distribution even if the specific generation segment is not subject to a competitive market. Edison recognized in Advice Letter 1316-E that even with Commission approval of the SCIDF Memorandum Account, they would not be authorized to recover Catalina diesel fuel expenses without subsequent approval of such recovery is a future rate recovery proceeding.

5-3	Catalina Rate Issues

	In the course of asking for Commission approval of the recovery of the amounts credited to the SCIDF Memorandum Account in the Transition Revenue Account mechanism, Edison argues that a separate “generation rate” for Catalina, as proposed by ORA, is unnecessary.  SCE contends that “such a rate in isolation does not alleviate the overstatement of the residually determined CTC revenues.” (Testimony, p. 93)  Nor, SCE maintains, would a separate generation rate for Catalina “provide the most practical solution for cost recovery of Catalina diesel fuel related expenses during the rate freeze period.” (ibid.)  SCE defends its recovery recommendation to the Commission on the grounds that using the TRA mechanism “provides a simple method of cost recovery, similar to the recovery of the ISO/PX charges from SCE’s mainland customers, and provides an accurate means to determine residual CTC revenues without the need for billing format and system modifications.” (ibid.)  

	Recovery of diesel fuel-related expenses is thus one issue in this proceeding respecting Santa Catalina Island, perhaps the chief one for Edison, as it involves recovery of expenses.  ORA has no quarrel with SCE’s recommendation for such recovery.  But the issue of a separate rate for Catalina Island residents has another aspect. 

As SCE’s testimony goes on to argue: “If a separate generation rate were to be established for Catalina, the amount of CTC shown on those same customers’ bills could be negative during the rate freeze period. In addition, those same customers’ rates could increase significantly following the end of the rate freeze period.” (Testimony, pp. 93-94, emphasis added)  We have two issues here.  First there is the matter of a negative CTC figure shown on Catalina Island customers’ bills.  The second is the matter of a significant rate increase after the rate freeze period ends. 

ORA believes that the point should be to make explicit to SCE’s isolated island customers the full scope of the “subsidy” they are currently benefiting from during the rate freeze.  The bill should reflect the current charged price for energy and also convey information about the true commodity-based price of that energy for Island residents were the freeze not prevailing. In D.97-12-093, the Order Addressing the Application of AB 1890 to Smaller and Multi-Jurisdictional Electric Utilities, the Commission set forth a useful principle relevant to the present case.  It observed that “In order to understand the risks and benefits of direct access, customers must be fully informed of the charges that they stand to avoid and those that they cannot avoid.”  (D.97-12-093, Electronic version, p. 4 of 31)  While the Commission deferred requiring Kirkwood Gas & Electric Company (Kirkwood) to submit a direct access plan, the principle of fully informing customers of charges they cannot avoid applies as well to Catalina.  The rate freeze only temporarily protects customers; its impact on Catalina customers is proportionately greater because of the degree to which they are isolated and dependent upon the price of one commodity, diesel fuel. Like Kirkwood customers, Catalina customers “do not have immediate prospect for alternative providers” (ibid., p. 15 of 31)  Unlike Kirkwood customers, their utility encompasses much more than their service area.  Yet, even so, their isolation means that the advantages of direct access and the benefits of competition are going to be harder in coming to them and more expensive in the arrival.

Thus, the other side of the full disclosure issue is the problem of competition and a competitive market.  While Catalina Island is unlikely to become an area for competitive energy marketing, especially during the rate freeze period, competitors deserve to know, as do Catalina residents, what the economic realities are on the Island. There may well be competitive alternatives to diesel fuel if the pricing cues are visible through the veil of the prize freeze.  Certainly, no competition can develop if residents and potential competitors are left in the dark.  Moreover, facing a significant increase in prices following the rate freeze, Catalina residents deserve the opportunity to plan ahead for such an eventuality.

5-4	ORA’s Recommendation for Santa Catalina Island

	According to SCE (ORA Data Request RAP-ORA-2), there are some 3,400 full-time residents and 2340 electric customers on Catalina and they all subscribe to Edison’s electric service. “There are no other providers of electric service on the Island.” (ORA Data Request No. RAP-ORA-2, p. 2) Nor is there any other electric generation on Catalina beyond what some individual customers may have provided for themselves in case of emergencies. Edison has 14 tariffed rate categories for Catalina. In terms of number of customers, the great bulk of these fall into three categories:

		D	1,616

		GS-1	   425

		GS-2	   115

These three groups represent 2,156 customers out of SCE’s total on the Island of 2,340 (ibid., p. 1).

	

As ORA wrote in its September 22, 1997, response to SCE’s Petition to Modify D.97-08-056, “Edison has the burden of proposing an appropriate generation rate-making treatment for its Catalina generation costs” (p. 4). As ORA put it, until SCE does establish such a market price for Catalina, the Commission should assume that the “market price” is equal to SCE’s full unbundled generation cost per kWh as determined for its overall service area.  This “market price” would be the direct access credit (instead of the PX credit) for direct access customers on the Island.  This would mean that there would be no residual charge to be recoverable through CTC. 

Furthermore, ORA recommends that SCE prepare bills for its Catalina customers which reflect the commodity pricing of the diesel fuel on which they are currently dependent.  Absent real market pricing indications, this kind of notification is the only one available to Catalina residents in making provision for their future energy generation. Unless SCE proposes to subsidize Island residents (that is, have mainland ratepayers subsidize them) indefinitely, it will have to devise a bill for these customers for the period following the rate freeze.  The number of customers involved is small, and not likely to increase significantly over the next several years.  While a negative CTC amount on customers’ bills might sow some initial confusion, this could be addressed in bill inserts, and the commodity pricing information about their likely energy cost obligations post-rate freeze would provide countervailing enlightenment. 

	SCE separately identifies its Island accounts in its database and should be able to design a billing invoice and commodity-based tariff for them alone, one which makes apparent what is to be charged now under terms of the rate freeze but also shows what the charge would be if the market price of diesel fuel were directly reflected in the billing.

The duration of the freeze itself provides insulation against the immediate impact of significant rate increases, but the commodity-based billing information would allow for financial planing, energy conservation steps, and the search for alternative means of electric generation on the island. 

ORA is not recommending that the Catalina subsidy be eliminated at this time. But the reality is that any subsidy is difficult to maintain in a competitive area unless (1) all the producers support a separate  fund, an unlikely scenario, or (2) the subsidy is funded through distribution rates, a scenario that would violate the principles of the Commission’s unbundling decision (D.97-08-056).

The present circumstances of a rate-freeze are artificial. Catalina residents, without the likelihood of alternatives in the foreseeable future, deserve to know what the non-competitive character of their isolated situation is likely to result in once they are thrown into the new statewide competitive market for energy which electric restructuring will create after the rate freeze comes to an end.



�















APPENDIX     A





WITNESS QUALIFICATIONS

��QUALIFICATIONS

OF

CHRISTOPHER J. BLUNT



Q.1	Please state your name and business address.

A.1	My name is Christopher J. Blunt.  My business address is 505 Van Ness Avenue, San  Francisco, California 94102.



Q.2	By whom are you employed and in what capacity?

A.2	I am employed by the California Public Utilities Commission (CPUC) as a Public Utilities Regulatory Analyst in the Market Development Branch of the Office of Ratepayer Advocates.



Q.3	Please describe your educational and professional experience.

A.3	I have a Bachelor of Science Degree in accounting.  I have been employed by the Commission since 1980.  I have completed numerous policy, financial, and economic analyses on a variety of California industries and have testified before the Commission on my recommendations.  I am currently ORA’s assistant PM on CTC.



Q.4	What are your areas of responsibility in this proceeding?

A.4	I am responsible for the overall coordination of the 1998 RAP, and Chapter 1 of ORA’s opening testimony.



Q.5	Does this complete your testimony?

A.5	Yes. 



�QUALIFICATIONS

OF

VICTOR IP



Q.1	Please state your name and business address.

A.1	My name is Victor Ip.  My business address is 505 Van Ness Avenue, San Francisco, CA 94102.



Q.2	By whom are you employed and in what capacity?

A.2	I am employed by the California Public Utilities Commission as a Regulatory Analyst in the Utility Performance and Analysis Branch of the Office of Ratepayer Advocates.



Q.3	Please describe you educational and professional qualifications.

A.3	I have a bachelor’s degree from the School of Economics from St. Mary's College of California, majored in Business Administration and Accounting.  I am also a Certified Public Accountant in the state of California. 

	

Q.4	What is the purpose of your testimony?

A.4	The purpose of my testimony is to present ORA's analysis and opinion on the regulatory treatment of SDG&E’s 1996 capital additions, which are in Chapter 4.

	

Q.5	Does this complete your prepared testimony at this time?

A.5	Yes, it does.



�QUALIFICATIONS

OF

PEARLIE Z. SABINO







Q.1.�Please state your name and business address.��A.1.�My name is Pearlie Z. Sabino.  My business address is 505 Van Ness Avenue, San Francisco, California 94102.��Q.2.�By whom are you employed and in what capacity?��A.2.�I am employed by the California Public Utilities Commission (CPUC) as a Regulatory Analyst in the Office of Ratepayer Advocates (ORA).��Q.3.�Please describe your educational background and professional experience.��A.3.�I have an M.A. in Economics from Ateneo de Manila University and a B.S. in Business Economics from the University of the Philippines.  I graduated from the Executive Training Program in Energy Planning and Policy of the University of Pennsylvania.  I have worked for 19 years with the largest electric utility in the Philippines in various professional capacities.  I joined the CPUC in 1997.  In the past few months, I have worked on a number of electric matters.

 ��Q.4.�What is your area of responsibility in this proceeding?��A.4.�I am sponsoring a sections 2-4-1, 2-4-2, 2-4-3, and 2-4-4 in Chapter 2. ��Q.5.�Does this complete your testimony?��A.5.�Yes, it does.��





�QUALIFICATIONS



OF GEORGE GUIM





Q.1.	Please, state your name and business address.

A.1.	My name is George Guim.  My business address is 505 Van Ness Avenue, San

Francisco, California 94102.



Q.2.	By whom are you employed and in what capacity?

A.2.	I am employed by the California Public Utilities Commission as a Public Utility Regulatory Analyst in the Market Development Branch of the Office of Ratepayer Advocates.



Q.3.	Briefly describe your educational background and professional experience.

A.3.	I have  a master’s degree in education from Stanford University; a M.S. degree in environmental management, and M.A. and B.A. degrees in economics, all from the University of San Francisco.  I joined the California Public Utilities Commission in 1986.  I have worked and testified on pricing and sales forecast issues in gas, electric and water proceedings.  I have also participated in telecommunications (the unbundled network element (UNE) costing proceeding).



Q.4.	What is the purpose of your testimony in this proceeding?

A.4.	I am sponsoring Section 3-3 of Chapter 3, which discusses the consolidated 1999 revenue requirements for PG&E, SDG&E and SCE.



Q.5.	Was this section prepared by you or under your direction?

A.5.	Yes, it was.



Q.6.	Does this complete your testimony?

A.6.	Yes, it does.

�QUALIFICATIONS

OF

SCARLETT C. LIANG-UEJIO



Q.1.	Please state your name and business address.

A.1. 	My name is Scarlett Liang-Uejio.  My business address is the State Building, 505 Van Ness Avenue, San Francisco, CA 94102.



Q.2.	What is your position in the Commission?

A.2.	I am a Public Utilities Regulatory Analyst in the Consumer Issues Branch of the Office of Ratepayer Advocates.



Q.3.	Briefly summarize your educational and professional background.

A.3.	I received a Bachelor of Science degree in Mechanical Engineering from South China University of Technology in 1983.  I also received a Masters degree in Mechanical Engineering from the University of California, Davis in 1989.  I joined the Commission in 1989.  I have worked on energy matters since 1990.  I transferred to ORA from the Energy Division in April 1998.  My current assignments include the Section 376 applications.  I am the ORA witness sponsoring Chapter 3, Section 376 Cost Recovery Mechanism of ORA’s Phase I Report on Section 376 Eligibility and Cost Recovery Issues for PG&E, SCE, and SDG&E.  

Prior to joining ORA,  I have had a number assignments in the Energy Division in energy ratemaking proceedings: electric rate unbundling, PBR, GRC, and ECAC in the Energy Division.  My primary responsibilities were to provide technical and policy support to the Administrative Law Judges and Commissioners in ratemaking applications and advice letter filings.  I have worked on SCE’s 1992 GRC, SDG&E’s 1993 GRC, PG&E’s 1996 GRC, and SoCal Gas’ 1996 PBR, etc.  My assignments included developing methodology and models forecasting the utility’s operating costs, calculations of  revenue requirements and marginal costs, revenue allocation, and rate design for the ALJ’s proposed and Commission’s final decisions.    

My last assignments were SDG&E’s electric rate unbundling application and the compliance A.L. filing.  My responsibilities included reviewing and analyzing issues relating unbundling of utilities’ revenue requirements and rates, class allocation and rate design, methodology for the transition costs calculation, PX cost calculation, and implementation of Direct Access.  I also worked on the resolution for SDG&E’s unbundling compliance advice letter.   



Q.5.	What is the purpose of your testimony in this proceeding?

A.5.	I am sponsoring Sections 4-1, 4-1-3, 4-1-4, 4-2-6, 4-2-7, 4-2-8, 4-2-9, and 4-2-10 of Chapter 4.



Q.6.	Does this complete your prepared testimony at this time?

A.6.	Yes, it does.

�Prepared Testimony Of

William E. Gibson





Q1.	Please state your name and business address.

A1.	My name is William E. Gibson.  My business address is 505 Van Ness Avenue, San Francisco, California  04102-3298.



Q2.	By whom are you employed and in what capacity?

Q2.	The California Public Utilities Commission (CPUC) employs me as an Associate Utilities Engineer in the Office of Ratepayer Advocates.



Q3.	Please describe your educational background and professional experience.

A3.	In 1983, I received a BS in Mechanical Engineering from the University of Maine.  I attended NERA’s “Marginal Cost Ratemaking in a Competitive World” course in April of 1995.  I am a registered Professional Engineer.  The CPUC has employed me for nearly 11 years.  I first joined the CPUC staff in May of 1984 and worked on numerous electric, gas and water utility proceedings.  I performed cost analyses for a number of utility functions including plant, rate base, and depreciation; operational, maintenance, administrative and general expenses; fuel related expenses; marginal costing of electric services; and demand-side management costs.  I held increasingly responsible positions within the CPUC and the CPUC promoted me to Senior Utilities Engineer in January of 1992.  In July of 1994, I resigned from the CPUC and joined the Maine Public Utilities Commission (MPUC) as a Technical Analyst.  I served the MPUC as an electric utility advocate and as a Commission advisor on gas and water utility issues.  While at the MPUC, I worked primarily in the areas of electric resource planning and production cost modeling; marginal costing of electric services; revenue allocation and rate design; flexible pricing; service quality; and electric industry restructuring.  I have testified on numerous occasions before both the CPUC and the MPUC.  In March of this year, the CPUC reinstated me to my current position. 



Q4.	What is the purpose of your testimony?

A4.	I am sponsoring Sections 3-1, 3-2, 3-5, and 3-6 of Chapter 3.



Q5.	Does this complete your testimony?

A6.	Yes, it does.

�Qualifications 

of

William E. Johnston, Jr.



Q.1.	Please state your name and business address.

A 1.	My name is William E. Johnston, Jr. My business address is 505 Van Ness Avenue, San Francisco, California 94102.



Q.2. 	By whom are you employed and in what capacity?

A.2.	I am employed by the Office of Ratepayer Advocates of the California Public Utilities Commission as a Public Utilities Regulatory Analyst I in the Market Development Branch.



Q.3.	Briefly state your education qualifications and work experience.

A.3.	I am a graduate of the University of California at Santa Barbara with a B.A. in political science. My Ph.D. is from the Government Department of the Claremont Graduate School (now called the Public Policy and Economics Program of the Claremont Graduate University). I joined the Office of Ratepayer Advocates last year and have worked mainly in telecommunication issues. 



Q.4. 	What is the scope of your responsibility in this proceeding?

A.4.	I was responsible chiefly for ORA’s testimony in Chapter 5 which deals with the status of Santa Catalina Island in Southern California Edison’s application.



Q.5. 	What  is the purpose of your testimony in this proceeding?

A.5.	The purpose of my testimony is to demonstrate why Santa Catalina Island residents should be given a full disclosure of their energy costs based on the commodity price of diesel fuel so that any subsidy they are currently receiving through the mechanism of the Transition Revenue Account is made explicit on their Edison bills.



Q.6. 	Does this complete your prepared testimony at this time?

A.6. 	Yes, it does.

�QUALIFICATIONS OF



GAETANO R. MILANO



Q.1.	Please state your name and business address for the record.

A.1.	My name is Gaetano R. Milano and my business address is Room 4102, 505 Van Ness, San Francisco, California 94102.



Q.2.	Briefly describe your present responsibilities at the California Public Utilities Commission (CPUC).

A.2.	I am a Regulatory Analyst I and my current assignment is to review the Revenue Adjustment Proceedings (RAP) accounts for SONGS 1, SONGS 2&3, Palo Verde, Transition Cost Audit (TCAMA) and Work force Reduction Revenue Mechanization (WRRM) that various utilities want to eliminate.



Q.3.	Briefly describe you educational back ground and professional background

A.3.	My academic training includes a Bachelor of Arts degree in Economics from San Francisco State University with a minor in Business;  a degree in Contracting and Procurement from University of Berkeley and several advanced technical courses.  I have twenty-nine in the telecommunications industry.  My job assignments have included development of 911 costs, designing Multi-Element Service Connection Charges and Forecasting Business Gain and Movement.



Q.4.	What is the purpose of your testimony in this proceeding?

A.4.	The purpose of my testimony in this proceeding is to sponsor the portions if Exhibit No.______ Entitled __________ as identified of contents thereto.



Q.5.	Was this material prepared by you or under your supervision?

A.5.	Yes, it was.

Q.6.	Insofar as this material is factual in nature,  do you believe it to be correct?

A.6.	Yes I do.



Q.7.	Insofar as this material is in the nature of opinion or judgment, does it represent your best judgement?

A.7.	Yes it does.



Q.8.	Does this conclude your qualifications and prepared testimony?

A.8.	Yes, it does.



�QualificationS

of

GODSON EZEKWO



Q.1.	Please state your name and business address.

A.1.	My name is Godson Ezekwo.  My business address is 505 Van Ness Avenue, San Francisco, California 94102.



Q.2.	By whom are you employed and in what capacity?

A.2.	I am employed by the California Public Utilities Commission as a Public Utilities Regulatory Analyst.



Q.3.	Briefly state your educational and professional background.

A.3.	I received a Bachelor of Science degree from Cleveland State University in 1976, majoring in Chemical Engineering.  I received a Master of Science degree from Columbia University in the City of New York in 1978, majoring in chemical engineering.  I also received an M.B.A in project management and an M.B.A in general management in 1986 and 1987 respectively from Golden Gate University.  I am a certified pipeline safety inspector (certified by the Department of Transportation).

Before joining the Commission in 1987, I was employed as a process engineer by Bechtel Corporation, San Francisco.  I have twelve years experience in process design, and startup assistance for petroleum refining, nuclear waste processing and natural gas utilities maintenance and operations.  

Since joining the Commission in 1987, I have performed economic and technical analysis on complex issues relating to natural gas and electric plants. I have been responsible for the administration of General Orders 112D, 128 and 95.  I sponsored testimony for DRA in San Diego Gas & Electric and Southern California Edison rate proceedings.  The testimony involved marginal customer, marginal generation, marginal streetlighting costs, revenue allocation and rate design. Additionally, I was a project manager for the 1995 and 1996 Edison ECAC proceedings.



Q.4.	What is your responsibility in this proceeding?

A.4.	I am responsible for some memorandum accounts of this proceeding.



Q.5.	Does this complete your prepared testimony?

A.5.	Yes, it does.

�QUALIFICATIONS OF

JAMES E. PRICE



Q.1	Please state your name and address.

A.1	My name is James Price.  My business address is 505 Van Ness Avenue, San Francisco, CA  94102.



Q.2	By whom are you employed and in what capacity?

A.2	I am employed by the California Public Utilities Commission, in its Office of Ratepayer Advocates, Market Development Branch, as a Public Utilities Regulatory Analyst V.



Q.3	Briefly state your educational background.

A.3	I received a B.S. degree from the California Institute of Technology (Caltech) in 1974, majoring in Engineering and Applied Science.  I received a M.S. in 1975 and a Ph.D. in 1979 from Stanford University, completing the M.S. in the Environmental Engineering program and the Ph.D. in the Infrastructure Planning & Management program of the Dept. of Civil Engineering.  My education included economics and social science in addition to public works planning.



Q.4	Briefly describe your professional experience.

A.4	I was an engineering associate for Los Angeles County Sanitation Districts in 1975, performing economic and social impact assessments of a 25-year master plan.  I was employed by the Calif. Public Utilities Commission from 1978 to 1981, as Asst. Utilities Engineer and Research Analyst II (Economics), working on numerous aspects of applications for nuclear, coal and hydroelectric power plants.  From 1981 to July 1984, I was a Research Program Specialist I (Economics) in the Office of Economic Policy, Planning, and Research, part of the Calif. Department of Economic and Business Development, performing research on industrial trends, natural resources, energy, benefit/cost analysis and fiscal impacts.

	In July 1984, I returned to the California Public Utilities Commission as a Regulatory Program Specialist.  I have since testified before the Commission on electric and gas revenue allocation and rate design issues of Pacific Gas and Electric Co., Southern California Edison Co., Southern California Gas Co., San Diego Gas & Electric Co., Sierra Pacific Power Company, and Bear Valley Electric District, including rate and revenue cycle unbundling related to electric industry restructuring.

	I have also worked independently as a consultant on environmental impact assessment and as a registered Civil Engineer in the State of California.



Q.5	What is your responsibility in this proceeding?

A.5	I am responsible for Chapter 3-3 and of ORA’s opening testimony.



Q.6	Does this complete your testimony?

A.6	Yes.







�  In October of 1998, ORA, PG&E, SDG&E, SCE, TURN and Enron entered into an agreement to narrow the scope of the “elimination of balancing and memorandum accounts” issue.  The agreement is to consider in this proceeding only those accounts recommended for elimination by any or all of the utilities or the intervenors.  With respect to the remaining accounts, the balances in these remaining accounts will be analyzed in the Annual Transition Cost Proceeding and the elimination/retention review of these accounts will be conducted in the 1999 RAP.

� SDG&E also submitted this proposal in the Cost of the Service Proceeding (A98-01-014), which is now pending before the Commission.    

� See pg. 28, lines 17-18 of  SDG&E-I’s Testimony.

� Resolution E-3514 adopted on December 16, 1997.

� Resource, 2nd Edison, pg. 37, PG&E 1992.

� Resource, 2nd Edition, p. 39, PG&E, 1992.

� Ordering Para.2, p.4

� As of January 1, 1993.

� Power exchange costs and competitive transition costs (CTC) comprise generation revenues.

� For purposes of this chapter, the term “distribution” includes both distribution and customer related costs.

� D.97-08-056.

�  For example, AB 1890’s rate reduction for small customers and the associated Rate Reduction Bonds.

� The Commission has not set a schedule for Phase II of the Section 376 proceeding.

� Titled “Phase 1 Report on Section 376 Eligibility and Cost Recovery Issues for Pacific Gas and Electric Company, Southern California Edison Company, and San Diego Gas and Electric Company.”

� Page 4-12.

� Joint Motion for Adoption of Settlement Agreement, A.98-01-014.

� Also referred as the PX initial charge.

� In addition to the existing entries such as distribution and transmission revenue requirements, etc.

� Residually calculated from customers’ total bills.

� See pg. 19-20.

� PG&E’s 1998 RAP testimony (A.98-07-003), Pages 2-9 and 2-10

� PG&E has incorporated these ALs into the supplemental filing in this proceeding per the ACR dated September 24, 1998.

� Although SDG&E did not explicitly state so in its Additional Opening Testimony in this proceeding (Page IX-2), ORA has confirmed this with SCE and SDG&E’s witness in verbal discussions. 

� PG&E stated it has included part of 1998 and 1999 costs in PG&E’s 1999 FERC Transmission Tariff Filing in its testimony (Page 3-43).

� The numbers are based on PG&E’s May, 1998 CTC data from the CTC obligation Memo account and are for illustration only.

� This column is the residual CTC revenues from customers’ bills.

� Driven from Col. (a) and to be used to allocate the total CTC revenue transferred to TCBA to different customer classes (to determine the headroom share of each rate group).

� = restructuring implementation rate x recorded sales.  The restructuring implementation rate is approximated based on PG&E’s ’97 & ’98 restructuring revenue requirement.

� The increase or decrease in this factor compared to the residual CTC revenue factor above shows the change in contribution to CTC headroom by class.
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