EXECUTIVE SUMMARY


The Proposed Decision (PD) attempts to accomplish the stated purpose of this proceeding:  to unbundle the utilities’ existing rates into the components (energy, transmission, distribution, public purpose programs and nuclear decommissioning) necessary to implement direct access by January 1, 1998.  It begins that task by stating four governing principles:


(1)	unbundling must be consistent with AB 1890 and other law;


(2)	costs associated with one function should not be allocated to another;


(3)	this proceeding should not modify utilities’ revenue requirements; and


(4)	this proceeding should not change the amount of risk faced by the utilities.


Edison wholeheartedly agrees with those principles; however, no sooner does the PD begin deciding the issues in this case, than it departs from the very principles it claims to follow.  In a text remarkable for its virtual absence of reasoned discussion of the extensive record in this proceeding, the PD merely recites some of the parties’ positions (without coming to grips with the evidence presented by Edison), then leaps to conclusions, leaving everyone, including the Commission, bereft of any idea how, or whether, the record supports the PD’s findings.  


Once the evidence on the record is taken into consideration, however, it becomes all too clear that the results of the PD’s effort are diametrically opposed to the governing principles articulated at the outset.


THE PD WILL RESULT IN SUBSTANTIAL REDUCTIONS IN EDISON’S PROPOSED NONGENERATION PBR REVENUE REQUIREMENT


With little or no weighing of the evidence, and contrary to substantial (and in some cases, unrebutted) showings by Edison, the PD eliminates recovery of some costs, and shifts the recovery of other costs from Edison’s nongeneration PBR revenue requirement to recovery through market or CTC.  These reductions in Edison’s proposed nongeneration PBR revenue requirement are illustrated in the following figure.


�
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As Edison’s Opening Comments on the PD show:


The PD simply slices $17 million per year from Edison’s nongeneration revenue requirement for load dispatching activities on the ground that these activities will be shifted from Edison to the ISO.  However, the PD ignores Edison’s evidence that most of those activities will continue to be provided by Edison, not the ISO, leaving Edison with no way to recover the full costs of those activities.


The PD’s $25 million annual reduction in nongeneration revenue requirement caused by shifting fixed A&G costs to recovery through market revenues completely ignores Edison’s unrebutted, detailed analysis in which Edison examined hundreds of individual cost functions to identify any and all costs that vary with respect to the fossil generation.  It also dodges the issue of how Edison’s divestiture plans affect these costs, and it misinterprets the provisions of AB 1890 (thus violating another of the guiding principles it purports to follow).  These costs are properly recovered through nongeneration rates.  Because Edison is divesting all of its oil and gas plants, we cannot recover these costs through PX sales from those plants.


In reducing Edison’s nongeneration revenue requirement for SONGS 2&3 and PV 1, 2 & 3 A&G costs, the PD errs both in its failure to honor a prior Commission decision, and in its misunderstanding of the evidence, in the process more than doubling �� incorrectly �� the amount at issue from $25 million to $57 million.  The PD suggests that these costs may be recoverable through CTC.  However, since the costs will continue to accrue beyond the CTC recovery period, Edison’s risk of recovery nonetheless would be increased.


The PD’s slashing of $23 million per year for CS&I costs is based on an utterly arbitrary and grossly overstated loading methodology, and a mischaracterization of Edison’s evidence.  Edison will continue to provide these services as part of its UDC function, and allocating recovery of these costs to generation improperly increases Edison’s risk of nonrecovery.


The PD errs in allocating costs for franchise fees to generation after acknowledging that the fees are related to distribution and transmission activities.  Moreover, the PD’s $7 million annual reduction in Edison’s nongeneration revenue requirement for this cost item is inconsistent with existing law.  By shifting recovery of this cost to generation, the PD without any support increases Edison’s risk of nonrecovery.


In denying Edison’s MAM proposal and re�assigning certain costs to generation, the PD effectively abrogates several prior Commission decisions.  Items such as SONGS 1 shutdown O&M costs �� which are incurred to maintain SONGS 1 in a safe condition �� are obviously attributable to past generation activities, the benefits of which Edison’s customers have already received.  These costs were expressly authorized for recovery, yet instead of honoring that regulatory commitment, the PD cavalierly implies CTC recovery of these costs.  This ignores the fact that some of these costs will extend beyond the transition period.


THE PD SUBSTANTIALLY INCREASES EDISON’S RISK


As the foregoing shows, the PD not only clearly reduces Edison’s revenue requirement, it also significantly increases the level of risk Edison faces, now and in the next several years, again in contravention of the PD’s asserted governing principle.  The following figure illustrates the magnitude and duration of this increased risk.
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This figure shows how the PD’s reduction of $65 million for CS&I, fossil fixed A&G, and dispatching costs persists for each year through the end of the transition period.  The PD simply disallows $23 million for CS&I and $17 million for load dispatching from recovery altogether.  Shifting $25 million in fixed A&G costs to generation simply assumes �� incorrectly �� that Edison’s market revenues will support those costs, an assumption that is completely unsupportable given that Edison has stated its intention to divest its oil and gas generation facilities.


The above figure also illustrates the risk of recovery of costs �� ranging from $153 million to $142 million �� which the PD implied are recoverable through CTC or other means.  Some other reallocations (such as some MAM items which the PD transferred to recovery through the Public Benefits Charge) recommended by the PD do not place Edison at increased risk.  However, the costs shown above, if treated as CTC as the PD suggests, would not be recoverable beyond the transition period and this would increase Edison’s risk.


In sum, it is indisputable that, if the PD is adopted, Edison will be at significantly greater risk, and will have incurred reductions in revenue requirement, contrary to Commission policy as recognized in the guiding principles cited by the PD.  Our cost recovery position will be manifestly, and substantially, different after rate unbundling than it was prior to that process.


Further exacerbating the risk picture faced by Edison and the other utilities, is the PD’s rejection of the residual method of determining their distribution rates (in Edison’s case, the “rate credit” approach).  Consistent with prior�stated Commission policy, Edison’s proposal to calculate distribution rates by subtracting the FERC�adopted transmission rates from the Commission�adopted nongeneration PBR rates would avoid over� or under� collection of revenue as a result of unbundling.  The PD incorrectly asserts that Edison’s proposal would constitute an abrogation of the Commission’s ratemaking authority.  On the contrary, the PD’s approach, in which Edison’s proposed transmission revenue requirement is used rather than the FERC�adopted one �� may indeed constitute such an abrogation.  This is because the Commission will have had no input at all regarding that element of the equation.  The PD’s illogical rejection of the rate credit approach again violates its own principles by shifting to Edison all risk of disparate ratemaking by the state and federal authorities, with no corresponding opportunity for benefit.


Finally, the PD is almost as noteworthy for what it fails to decide, as for what it does decide.  As outlined in Edison’s Opening Comments, the PD does not rule at all on several important issues, placing Edison in the position of being unable to implement unbundled rates on January 1, 1998.  For example, the PD does not rule on most of Edison’s rate design proposals, nor does it rule on Edison’s proposal on how to reflect the settlement costs in the PX energy.


The PD is replete with errors and in avoiding meaningful discussion of the evidence fails to meet the necessary standards for a legally sustainable Commission decision.  Edison urges the Commission to investigate the record and render a decision consistent with its prior decisions and policies.
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