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In the Matter of the Application of	)


Southern California Edison Company 	)


(U 228-E) For: (1) Authority to Reduce	)


Rates Effective January 1, 1998, (2) 	)


Authority To Sell Or Assign Transition 	)			A.97-05-018


Property To One Or More Financing 	)


Entities; (3) Authority To Service Rate	)


Reduction Bonds On Behalf Of 	)


Financing Entities; (4) Authority To 	)


Establish Charges Sufficient To Recover 	)


Fixed Transition Amounts; and (5) Such	)


Further Authority Necessary For Edison	)


To Carry Out The Transactions 	)


Described In This Application.	)
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Response of the Office of Ratepayer Advocates to Utility Applications for Authority to Issue Rate Reduction Bonds








Pursuant to Rule 5 of the Financing Order Rules and Rules 44 and 44.2 of the Commission’s Rules of Practice and Procedure, the Office of Ratepayer Advocates (ORA) submits this response to the applications of Pacific Gas and Electric Company (PG&E), Southern California Edison Company (SCE), and San Diego Gas & Electric Company (SDG&E) for authority to issue up to $3.5 billion, $3.0 billion, and $800 million, respectively, in rate reduction bonds (RRBs). 


ORA concurs that the RRBs will provide net present value savings to ratepayers under a range of reasonable assumptions.  However, as discussed in detail in the enclosed testimony of ORA (Rate Reduction Bond Testimony of Robert Kinosian), several factors could potentially eliminate or unfairly minimize the expected benefits, and could even result in the RRBs increasing ratepayer costs.  For example:


If the Internal Revenue Service (IRS) rules that the proceeds from the bond issuance are taxable, the expected benefits will disappear.


If the utilities issue their full requested amount of bonds and the rate freeze mandated by Assembly Bill (AB) 1890 ends earlier than anticipated, the utilities’ proposal to reimburse small customers would in essence result in ratepayers borrowing money at a high cost in order to give the utilities a low cost loan, reducing the benefits of the RRBs.


If the utilities have insufficient existing debt with high interest rates to make it economically worthwhile to replace it with new RRB debt, ratepayers could be paying more in interest on RRBs than the interest on the debt that the RRBs would be retiring, which would again reduce the benefits of the RRBs.


If reductions in embedded debt costs resulting from RRBs are flowed through to all customers rather than just to the small commercial and residential customers who will be paying for the RRBs, the RRBs will result in cost shifting among customer classes; if the reductions in embedded debt costs are not passed on to customers at all, the benefits of RRBs will be reduced.


If the utilities are permitted to earn their full rate of return on assets whose recovery is accelerated with the bond proceeds, rather than the reduced return on equity (ROE) adopted for transition costs which earn a return, the treatment of the RRBs will be in direct conflict with the provisions of AB 1890 and Commission decisions.


In order to mitigate these results and to instead maximize the benefits of the RRBs consistent with the utilities’ stated policy goals, as well as rational ratemaking, ORA recommends that the Commission approve the utilities’ applications subject to the following modifications:


The utilities absorb any unanticipated taxes should they proceed without an IRS ruling.


The utilities specify for Commission approval the potential changes they may make to the proposed bond structure in order to obtain a favorable IRS ruling.


If the rate freeze ends early, any residual credit owed small customers due to oversizing the bond issuance should have an interest rate equal to the utilities’ authorized return on ratebase.


If the amount of RRB proceeds allocated to retire existing debt is greater than the amount of existing debt which is economic to retire, the Commission should consider allocating a greater share of bond proceeds to equity.


The utilities should specify reasons for issuing all RRBs now, as they propose.  The Commission should consider the risks and benefits of issuing all RRBs now versus issuing a portion now and a portion later.  


The Commission should state that future cost allocation and balancing account mechanisms should be designed to ensure that the RRBs do not result in shifting costs among customer classes, or increasing the amount of transition costs ultimately collected by the utilities.


The utilities should present studies of the expected impact on embedded debt costs from the RRB issuance, and specify how and when any benefits will be given to customers.


For the reasons briefed in the attached Response of ORA to PG&E’s Petition to Modify D.96-12-077 (Attachment A) and incorporated here by reference, the utilities’ proposal that AB 1890 be interpreted that the 10% rate reduction can only be implemented through use of the RRBs should be rejected.


ORA is prepared to offer the enclosed Rate Reduction Bond Testimony of Robert Kinosian into evidence in support of this response. 





Respectfully submitted,





/s/  HALLIE YACKNIN
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Staff Counsel





Attorney for the Office of Ratepayer Advocates
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