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�EXECUTIVE SUMMARY

A critical step in implementing direct access on January 1, 1998 is the separation of electric rates into the functions of generation, transmission, distribution, public benefit programs, and nuclear decommissioning.  The utilities, including Edison, have presented well�supported proposals to accomplish this step.  The objective of this proceeding should not be in doubt; however, some intervenors have attempted to improperly use this proceeding as a means to change, or undercut, prior Commission decisions, attempting to reduce previously authorized revenue requirements.  Some intervenors go so far as to call for further GRC�type proceedings, ignoring Edison’s recently adopted nongeneration PBR decision.  The Commission must address this threshold issue.  It should restate its directives that the purpose of this proceeding is to separate the cost elements into generation, transmission, distribution, public benefit programs and nuclear decommissioning, not to relitigate the level of previously authorized revenue requirements.  

Once the Commission resolves this threshold issue, it can deal with the real task at hand, the first stage of which is the separation of the utilities’ costs into the functions of generation, transmission, and distribution.  In developing its original PBR application, and its later generation and nongeneration PBR filings, Edison undertook a detailed cost separation study, and presented in this case a thorough analysis that fully satisfies the Commission’s requirements and the provisions of recently enacted AB 1890.  Edison’s cost separation methodology underwent numerous refinements �� in part, at the suggestion of the Commission Staff �� and was presented on several occasions to ORA and to the Ratesetting Working Group, prior to hearings in this proceeding.  The primary principle Edison used in attributing costs to functional areas has been to maximize the direct assignment of costs based on cost causation principles while continuing to conform to all existing accounting regulations and guidelines.  As a result of that effort, the majority of Edison’s costs were attributed to generation, transmission, or distribution.  Edison also determined which costs were “fixed” with regard to divestiture of its fossil generation units, and found that less than 5% of its costs were fixed.  Although intervenors did not appear opposed to Edison’s cost separation methodology (indeed, several parties expressly approved several aspects of Edison’s approach), some took issue with Edison’s proposal to not assign fixed costs to the generation units that will be divested.  Instead of challenging Edison’s function�by�function cost study, which was supported by over 2,500 pages of workpapers, they argue that Edison should attribute the fixed costs in question to generation, and that by attributing them to nongeneration, Edison gains a competitive advantage.  The record, as demonstrated in the accompanying Opening Brief, shows that the fixed costs reflect company�wide activities that will continue to be incurred even if divestiture results in changes in Edison’s assets, employment, or revenues.  No intervenor did a cost separation study establishing that any of Edison’s fixed costs have been improperly identified as fixed or improperly allocated to the nongeneration segment.  

Another issue relates to Edison’s proposed rate credit approach to determining distribution PBR rates.  The other utilities refer to this as the residual determination of the distribution revenue requirement.  The applicants’ proposals are consistent with clearly stated Commission policy, and in Edison’s case is consistent with the adoption of a PBR mechanism for our nongeneration business.  Edison’s nongeneration PBR is based on a rate index; therefore, the most reasonable approach to the derivation of the starting point for the distribution PBR rate is Edison’s proposed rate credit approach.  That one�time approach basically subtracts the FERC�adopted transmission rate from the nongeneration PBR rate beginning in 1998 to establish the starting point for a distribution PBR rate.  The Commission reviewed Edison’s nongeneration costs in our 1995 General Rate Case and adopted a revenue requirement as the starting point for the nongeneration PBR rate mechanism.  The Commission will also be reviewing our proposed cost separation methodology in this proceeding, to determine a new starting point for the nongeneration PBR rate.  Contrary to the claims of some intervenors, the subtraction of the FERC�adopted transmission rate to arrive at a starting point for the distribution PBR rate does not mean that the Commission has given up jurisdiction over distribution rates.  Far from undermining the Commission’s authority, the rate credit approach enables the Commission to maintain its jurisdiction by preserving its prior determinations with respect to the appropriate rate of return and depreciation rates for Edison’s nongeneration rate base.  In this proceeding, Edison is asking the Commission to ensure that the Company has the opportunity to recover the costs the Commission has already authorized for collection and to ensure that the Company’s customers are not overcharged.  

Intervenors also challenged aspects of Edison’s proposed Miscellaneous Adjustment Mechanism (MAM) balancing account.  In developing our cost separation proposals, it became clear that a number of previously authorized cost categories do not fit into any specific functional area.  The majority of these costs are currently collected in rates pursuant to past Commission decisions, or by law.  Most parties do not take issue with the need for a MAM balancing account.  However, several intervenors have expressed concern regarding certain specific costs �� such as the cost of maintaining SONGS 1 in a safe shutdown condition �� proposed to be collected through the MAM, in some instances suggesting that such costs be recovered through generation rates.  Recommendations to recover these costs through the PX price or CTC essentially equate to either no recovery, or partial recovery.  This would be contrary to previous Commission decisions authorizing full recovery of these costs.  

In one of several attempts to reduce Edison’s authorized revenue requirement, TURN/UCAN identify a category of costs which they characterize as “marketing” which they argue should be the responsibility of shareholders in a competitive environment or, in the alternative, charged only to customers taking generation service from the regulated utility.  TURN/UCAN quantify these “marketing” costs at $36.5 million, based in large part upon a completely arbitrary “loader.”  In fact, the costs which TURN/UCAN are attacking are neither marketing costs nor are they related to generation.  The record demonstrates that they are customer information costs that relate to responsibilities that Edison will continue to incur as a UDC, regardless of whether it owns any generation assets.  These costs support activities which are required to ensure adequate customer service, to comply with PBR customer satisfaction requirements.

Another issue that was the subject of much discussion is the calculation of CTC for customers who have hourly meters.  The utilities propose that the CTC for such customers be determined by calculating a PX energy cost based on their recorded hourly usage, rather than the average load profile for their class, and subtracting this PX energy cost and all other rate components from the frozen rate levels.  This approach eliminates cherry picking of customers with better than average load profiles by third party energy providers and, consistent with AB1890, prevents cost shifting.  It does not make sense to provide a PX energy credit to customers based on an average load profile for their class if they cost less to serve by remaining bundled service customers of the UDC.

The Commission should take the next essential step toward the timely implementation of direct access by adopting the applicants’ rate unbundling proposals and should reject intervenor attempts to avoid legitimate, previously authorized and appropriately allocated costs.

�

EXECUTIVE SUMMARY

� toc \o "1-5" �I.	INTRODUCTION	� GOTOBUTTON _Toc387037889  � PAGEREF _Toc387037889 �2��

II. 	SCOPE AND OBJECTIVES OF PROCEEDING	� GOTOBUTTON _Toc387037890  � PAGEREF _Toc387037890 �4��

A.	This Proceeding Involves The Separation Of Each Utility's Total Authorized Revenue Requirement And Associated Cost Allocation And Rate Design Issues Rather Than The Relitigation Of Each Utility's Revenue Requirement	� GOTOBUTTON _Toc387037891  � PAGEREF _Toc387037891 �4��

B.	Issues Involving The Unbundling Of The Distribution Function Or The Unbundling Of Distribution Rates Are Outside The Scope Of This Proceeding	� GOTOBUTTON _Toc387037892  � PAGEREF _Toc387037892 �6��

C.	In This Proceeding, The Only Issue That Relates To The Rate Reduction To Residential And Small Commercial Customers Is How To Implement That Reduction In Rates	� GOTOBUTTON _Toc387037893  � PAGEREF _Toc387037893 �7��

D.	Issues Relating To Specific Load Profiling Methodologies Are Outside The Scope Of This Proceeding	� GOTOBUTTON _Toc387037894  � PAGEREF _Toc387037894 �8��

E.	A Reevaluation Of Previously Adopted PBR Principles Is Outside The Scope Of This Proceeding	� GOTOBUTTON _Toc387037895  � PAGEREF _Toc387037895 �9��

F.	Line Extension Rules And Their Impacts On Utilities' Revenue Requirements Should Be Addressed In The Line Extension OIR	� GOTOBUTTON _Toc387037896  � PAGEREF _Toc387037896 �9��

G.	Cost Of Capital Issues Should Be Deferred To Later Proceedings	� GOTOBUTTON _Toc387037897  � PAGEREF _Toc387037897 �10��

III.	SEPARATION OF REVENUE REQUIREMENT/COST RECOVERY	� GOTOBUTTON _Toc387037898  � PAGEREF _Toc387037898 �11��

A.	Comments Common To All Applicants	� GOTOBUTTON _Toc387037899  � PAGEREF _Toc387037899 �11��

B.	PG&E	� GOTOBUTTON _Toc387037900  � PAGEREF _Toc387037900 �12��

C.	SCE	� GOTOBUTTON _Toc387037901  � PAGEREF _Toc387037901 �12��

1.	Cost Separation	� GOTOBUTTON _Toc387037902  � PAGEREF _Toc387037902 �12��

a)	Requirement For Functional Unbundling	� GOTOBUTTON _Toc387037903  � PAGEREF _Toc387037903 �12��

b)	The Development Of Edison’s Cost Separation Approach	� GOTOBUTTON _Toc387037904  � PAGEREF _Toc387037904 �12��

c)	Edison’s Cost Separation Methodology Is Rigorous And Unbiased	� GOTOBUTTON _Toc387037905  � PAGEREF _Toc387037905 �14��

d)	Parties Generally Agree With Most Aspects Of Edison’s Cost Separation Proposal	� GOTOBUTTON _Toc387037906  � PAGEREF _Toc387037906 �17��

e)	Edison’s Treatment Of Fossil Generation Fixed Costs Is Appropriate	� GOTOBUTTON _Toc387037907  � PAGEREF _Toc387037907 �18��

(1)	Edison Has Appropriately Determined The Level Of Its Fixed Costs And, Contrary To Several Intervenors’ Claims, Such Costs Should Not Be Arbitrarily Reduced	� GOTOBUTTON _Toc387037908  � PAGEREF _Toc387037908 �19��

(2)	TURN/UCAN’s Phase-Out Approach Is Unfounded And Should Be Rejected	� GOTOBUTTON _Toc387037909  � PAGEREF _Toc387037909 �22��

(3)	Edison’s Cost Separation Methodology Is Consistent With AB 1890	� GOTOBUTTON _Toc387037910  � PAGEREF _Toc387037910 �25��

(4)	Edison's Cost Separation Methodology Is Consistent With Economic Theory And Does Not Bestow A Competitive Advantage On Edison's Generation	� GOTOBUTTON _Toc387037911  � PAGEREF _Toc387037911 �27��

(5)	The Intervenors’ Approach To Edison’s Fixed Costs Represents An Improper Proposal To Disallow These Costs	� GOTOBUTTON _Toc387037912  � PAGEREF _Toc387037912 �29��

f)	The Revenue For All Nuclear Costs Not Recovered In The SONGS And Palo Verde Decisions Must Be Recovered Through The Nongeneration PBR	� GOTOBUTTON _Toc387037913  � PAGEREF _Toc387037913 �31��

g)	Conclusion	� GOTOBUTTON _Toc387037914  � PAGEREF _Toc387037914 �32��

�2.	The Commission Should Approve Edison's Rate Credit Proposal For Separating Its Nongeneration PBR Rate Into FERC-Jurisdictional Transmission Rate And Distribution PBR Rate	� GOTOBUTTON _Toc387037915  � PAGEREF _Toc387037915 �34��

3.	The Commission Should Approve Edison's Proposed Miscellaneous Adjustment Mechanism Balancing Account	� GOTOBUTTON _Toc387037916  � PAGEREF _Toc387037916 �40��

a)	Overview	� GOTOBUTTON _Toc387037917  � PAGEREF _Toc387037917 �40��

b)	Edison Has Properly Included Within The MAM The Costs That CLECA/CMA And CFBF Propose To Reassign To The Transmission Function	� GOTOBUTTON _Toc387037918  � PAGEREF _Toc387037918 �42��

c)	Edison Has Properly Included Within The MAM The Costs That CLECA/CMA, CFBF, And AECA Propose To Reassign To The Generation Function	� GOTOBUTTON _Toc387037919  � PAGEREF _Toc387037919 �44��

d)	Conclusion	� GOTOBUTTON _Toc387037920  � PAGEREF _Toc387037920 �46��

e)	Although The Authorized Revenue Requirement For EPTC Should Continue To Be Recovered Through Regulated Rates, Edison Agrees With TURN/UCAN’s Proposal To Recover It Through MAM	� GOTOBUTTON _Toc387037921  � PAGEREF _Toc387037921 �47��

f)	Catalina	� GOTOBUTTON _Toc387037922  � PAGEREF _Toc387037922 �48��

4.	Specific Challenges By Intervenors To Costs Previously Authorized By The Commission Should Be Rejected	� GOTOBUTTON _Toc387037923  � PAGEREF _Toc387037923 �49��

a)	Without Engaging In A Balanced Review Of Restructuring Impacts On All Activities, The Commission Should Not Adopt One-Sided Reductions In Utilities' Revenue Requirements For Activities Intervenors Claim Would No Longer Be Performed By UDCs	� GOTOBUTTON _Toc387037924  � PAGEREF _Toc387037924 �49��

b)	Edison's Proposal Correctly Allocates Non-DSM CS&I Costs	� GOTOBUTTON _Toc387037925  � PAGEREF _Toc387037925 �50��

(1)	TURN/UCAN’s Proposal Is Flawed And Should Not Be Adopted	� GOTOBUTTON _Toc387037926  � PAGEREF _Toc387037926 �51��

(2)	TURN/UCAN Have Improperly Characterized Edison’s Non�DSM CS&I Costs	� GOTOBUTTON _Toc387037927  � PAGEREF _Toc387037927 �53��

(3)	TURN/UCAN Have Grossly Overstated Edison’s Authorized CS&I Costs	� GOTOBUTTON _Toc387037928  � PAGEREF _Toc387037928 �59��

c)	TURN/UCAN's Proposal To Disallow Costs Recorded In FERC Account 561 Should Be Rejected	� GOTOBUTTON _Toc387037929  � PAGEREF _Toc387037929 �59��

d)	Edison’s Proposal To Allocate Franchise Fees To Nongeneration Is Appropriate	� GOTOBUTTON _Toc387037930  � PAGEREF _Toc387037930 �60��

5.	Edison's Resulting Unbundled Revenue Requirements	� GOTOBUTTON _Toc387037931  � PAGEREF _Toc387037931 �62��

a)	Overview	� GOTOBUTTON _Toc387037932  � PAGEREF _Toc387037932 �62��

b)	1998 Nongeneration Revenue Requirement	� GOTOBUTTON _Toc387037933  � PAGEREF _Toc387037933 �63��

(1)	1998 Transmission Revenue Requirement	� GOTOBUTTON _Toc387037934  � PAGEREF _Toc387037934 �65��

c)	1998 Public Benefits Revenue Requirement	� GOTOBUTTON _Toc387037935  � PAGEREF _Toc387037935 �66��

d)	1998 Nuclear Decommissioning Revenue Requirement	� GOTOBUTTON _Toc387037936  � PAGEREF _Toc387037936 �67��

e)	1998 Miscellaneous Adjustment Mechanism Revenue Requirement	� GOTOBUTTON _Toc387037937  � PAGEREF _Toc387037937 �68��

D.	SDG&E	� GOTOBUTTON _Toc387037938  � PAGEREF _Toc387037938 �68��

�IV.	REVENUE ALLOCATION AND RATE DESIGN	� GOTOBUTTON _Toc387037939  � PAGEREF _Toc387037939 �69��

A.	Comments Common To All Applicants	� GOTOBUTTON _Toc387037940  � PAGEREF _Toc387037940 �69��

B.	PG&E	� GOTOBUTTON _Toc387037941  � PAGEREF _Toc387037941 �69��

C.	SCE	� GOTOBUTTON _Toc387037942  � PAGEREF _Toc387037942 �69��

1.	Overview Of Edison's Proposal	� GOTOBUTTON _Toc387037943  � PAGEREF _Toc387037943 �69��

2.	Edison's Approach To Calculating The PX Energy Charge And Residual CTC Is Appropriate	� GOTOBUTTON _Toc387037944  � PAGEREF _Toc387037944 �71��

a)	CTC Should Not Be Calculated Based On A Forecast Of PX Price	� GOTOBUTTON _Toc387037945  � PAGEREF _Toc387037945 �71��

b)	Hourly Calculation of CTC For Customers With Hourly Meters is Appropriate	� GOTOBUTTON _Toc387037946  � PAGEREF _Toc387037946 �72��

c)	ISO Settlement Costs Received by UDC Should Be Reflected In The PX Energy Cost	� GOTOBUTTON _Toc387037947  � PAGEREF _Toc387037947 �78��

d)	Unaccounted For Energy Should Be Assigned To All Customers	� GOTOBUTTON _Toc387037948  � PAGEREF _Toc387037948 �79��

3.	Edison's Cents Per Kilowatt Hour Approach For Recovering Public Benefit Programs, Nuclear Decommissioning, And MAM Costs Is Appropriate	� GOTOBUTTON _Toc387037949  � PAGEREF _Toc387037949 �80��

a)	Edison’s Proposal For Collecting The Public Benefit Programs, Nuclear Decommissioning, And MAM Revenue Requirements On An Equal Cents Per kWh Basis Does Not Change The Manner In Which These Costs Are Allocated To Customers.	� GOTOBUTTON _Toc387037950  � PAGEREF _Toc387037950 �81��

b)	These Costs Have No Marginal Cost Basis, And Rates For Recovering These Costs Provide No Economic Price Signals To Customers	� GOTOBUTTON _Toc387037951  � PAGEREF _Toc387037951 �82��

�c)	Edison’s Proposal For Collecting The Public Benefit Programs, Nuclear Decommissioning, And MAM Revenue Requirements On An Equal Cents Per kWh Basis Does Not Prejudge The Eventual Revenue Allocation And Rate Design Methods For These Costs Once The Rate Freeze Ends	� GOTOBUTTON _Toc387037952  � PAGEREF _Toc387037952 �83��

d)	Edison’s Proposal Is The Simplest Method Of Accounting For The Revenues Associated With These Costs	� GOTOBUTTON _Toc387037953  � PAGEREF _Toc387037953 �84��

4.	Development Of Separate Revenue Allocation And Rates For Distribution, Non-ISO Transmission, And Customer Costs Using Embedded Costs Is Not Appropriate	� GOTOBUTTON _Toc387037954  � PAGEREF _Toc387037954 �84��

5.	10 Percent Bill Credit Implementation Procedures	� GOTOBUTTON _Toc387037955  � PAGEREF _Toc387037955 �86��

6.	Edison's Commission-Approved Domestic Seasonal Rate Adjustment Should Be Maintained	� GOTOBUTTON _Toc387037956  � PAGEREF _Toc387037956 �87��

7.	The Baseline Rate Differential Is Appropriately Reflected in CTC	� GOTOBUTTON _Toc387037957  � PAGEREF _Toc387037957 �89��

8.	Edison’s Methodology Of Converting The Escalation Of Nongeneration PBR Base Rates Entirely To Energy Charges Should Be Adopted	� GOTOBUTTON _Toc387037958  � PAGEREF _Toc387037958 �90��

9.	Edison’s Proposed Methodology Of Aligning Schedule Revenues With The Allocated Revenue Requirement Is Reasonable	� GOTOBUTTON _Toc387037959  � PAGEREF _Toc387037959 �90��

10.	Edison's Flexible Pricing Options Should Be Unbundled And Made Available To Both Bundled Utility Customers And Direct Access Customers	� GOTOBUTTON _Toc387037960  � PAGEREF _Toc387037960 �91��

11.	Interruptible Credits Should Appropriately Be Reflected In CTC	� GOTOBUTTON _Toc387037961  � PAGEREF _Toc387037961 �92��

D.	SDG&E	� GOTOBUTTON _Toc387037962  � PAGEREF _Toc387037962 �92��

V.	MASTER METER ISSUES	� GOTOBUTTON _Toc387037963  � PAGEREF _Toc387037963 �93��

A.	Increases In The DMS-2 Submetering Discount Are Not Supported By The Record And Would Violate The Rate Freeze Mandated By AB 1890	� GOTOBUTTON _Toc387037964  � PAGEREF _Toc387037964 �93��

B.	Modification To The Minimum Average Rate Limiter On Schedule DMS-2 Is Unnecessary And Would Violate The Rate Freeze Mandated By AB 1890	� GOTOBUTTON _Toc387037965  � PAGEREF _Toc387037965 �94��

VI.	BILL FORMAT	� GOTOBUTTON _Toc387037966  � PAGEREF _Toc387037966 �95��

A.	Comments Common To All Applicants	� GOTOBUTTON _Toc387037967  � PAGEREF _Toc387037967 �95��

B.	PG&E	� GOTOBUTTON _Toc387037968  � PAGEREF _Toc387037968 �95��

C.	SCE	� GOTOBUTTON _Toc387037969  � PAGEREF _Toc387037969 �95��

D.	SDG&E	� GOTOBUTTON _Toc387037970  � PAGEREF _Toc387037970 �98��

VII.	CONCLUSION	� GOTOBUTTON _Toc387037971  � PAGEREF _Toc387037971 �99��

�







�TABLE OF AUTHORITIES





California Statutes





California Public Utilities Code



367	45

367(b)	30

367(c)	25, 26

367(e)(2)	76

376	97

392(c)	95, 97

739.5(a)	93

740.4	57, 58

6001	60

6202	60

6265	61

6350-6354	62



Legislation



AB 1890	passim



Regulations





Title 20, California Code of Regulations, § 75	1

 













�

Decisions



D.97-04-067	35, 36

D.97-02-014	66

D.96-12-077	76

D.96-10-074	4, 65

D.96-09-092	passim

D.96-04-059	31

D.96-03-022	13, 31

D.96-01-011	passim

D.95-12-063, as modified by D.96-01-009	4, 12, 31, 72

D.94-11-076	10

D.94-08-023	9

D.92-06-020	88

D.88-01-063	14





Administrative Law Judge’s Rulings and Assigned Commissioner Rulings



Administrative Law Judge’s Ruling on Scheduling, Scope and Other Procedural Matters, dated January 31, 1997	8, 14

Assigned Commissioner’s Ruling, dated May 8, 1996	12, 14, 19





FERC Decisions



77 FERC ¶61,077, Docket No. EL96-48-000, dated October 30, 1996	38





�BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of Pacific Gas and Electric Company to Identify and Separate Components of Electric Rates, Effective January 1, 1998 (U 39-E)�))))�

Application 96-12-009

(Filed December 6, 1996)��Application of San Diego Gas & Electric Company (U 902-M) For Authority to Unbundle Rates and Products�)))��Application 96-12-011

(Filed December 6, 1996)��In the Matter of the Application of Southern California Edison Company (U 388-E) Proposing the Functional Separation of Cost Components for Energy, Transmission and Ancillary Services, Distribution, Public Benefit Programs and Nuclear Decommissioning, To Be Effective January 1, 1998 In Conformance With D.95�12�036 as Modified by D.96�01�009, the June 21, 1996 Ruling of Assigned Commissioner Duque, D.96�10�074, and Assembly Bill 1890�)))))))))))))�







Application 96-12-019

(Filed December 6, 1996)��OPENING BRIEF OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E)

Pursuant to Rule 75 of the Rules of Practice and Procedure of the California Public Utilities Commission (Commission) and Administrative Law Judge (ALJ) Steven A. Weissman’s directives, Southern California Edison Company (SCE, Edison, or Company) herewith submits its Opening Brief in this Consolidated Ratesetting Proceeding.

�INTRODUCTION

This proceeding addresses an essential stage in the restructuring of the electric industry:  the functional unbundling�/ of Edison’s, Pacific Gas and Electric Company’s (PG&E), and San Diego Gas & Electric Company’s (SDG&E) electric rates in accordance with, and to facilitate, the disaggregation of the vertically integrated utilities into the elements of generation, transmission, and distribution.  In order to satisfy the requirements of Commission orders and state law, the utilities’ rates are required to be further unbundled to reflect as separate elements the costs of Public Benefit Programs and Nuclear Decommissioning.  On December 6, 1996 the three utilities filed applications proposing the separation of their costs and rates; those applications were consolidated for purposes of this proceeding.

This Opening Brief is structured in conformance with a common outline which Edison, in conjunction with the other parties, developed at the request of ALJ Weissman.  Generally, Edison’s positions are set forth in the sections of the brief designated “SCE”; we address the proposals of other parties only in terms of how they relate to our own proposals.  Therefore, the headings identified “PG&E,” “SDG&E,” and “Comments Common To All Applicants” do not contain any text.

We open with a discussion of the scope and objectives of this proceeding.  Under ordinary circumstances, one would not think the objectives of a proceeding would be in doubt, or would need clarification, following over three weeks of hearings.  However, such clarification is indeed necessary, in part �� perhaps �� because the objectives of the parties to this proceeding are so polarized.  For example, the utility applicants approached the case from the perspective of separating the cost elements of their respective revenue requirements as previously found reasonable by the Commission.  On the other hand, a number of the intervenors have sought to varying degrees to use this proceeding as a basis, or to recommend further proceedings, to reduce those authorized revenue requirements, even going so far as to call for further General Rate Case (GRC)�type proceedings.�/  This perspective, and others relating to the scope of this proceeding, is discussed in Section II.

Section III addresses Edison’s approach to separating the costs which make up its revenue requirement, and shows how the record in this case strongly supports that approach over the alternatives and challenges put forth by intervenors.  Here, we also show how the record, as well as fairness and equity, call for the Commission to approve Edison’s proposed Miscellaneous Adjustment Mechanism Balancing Account (MAM), so that revenues which are already authorized for recovery (such as the costs of keeping SONGS 1 in a safe shutdown condition) may be collected through a nonbypassable rate component.  

In Section IV, we discuss Edison’s proposed revenue allocations and rate design, including our residual approach to determining the Competition Transition Charge (CTC).  Our views on issues related to master metering are set forth in Section V.  Finally, in Section VI, we discuss our recommendations with respect to the Utility Distribution Company’s (UDC) billing formats.

�SCOPE AND OBJECTIVES OF PROCEEDING

This Proceeding Involves The Separation Of Each Utility's Total Authorized Revenue Requirement And Associated Cost Allocation And Rate Design Issues Rather Than The Relitigation Of Each Utility's Revenue Requirement

The Commission has in several instances expressed the intention to limit the scope of this proceeding to unbundling the utilities’ previously authorized revenue requirements rather than relitigating the level of those revenue requirements. For example, in the context of the jurisdictional split between itself and the Federal Energy Regulatory Commission (FERC) over the utilities’ transmission and distribution facilities, the Commission stated:

In particular, we are concerned that cost-shifting from over- or under-collection of revenue could result from dividing jurisdiction over transmission and distribution. We intend to safeguard against revenue over or under collection by participating in the proceedings instituted at FERC to establish [Independent System Operator] ISO and the Power Exchange [PX].�/ 

More recently the Commission in defining the scope of this proceeding ordered that:

By November 15, PG&E, SCE and SDG&E should file their total ratebase and base rate revenue requirement based on our last authorization and should separate this total between transmission and distribution, consistent with FERC orders.�/ 

Consistent with these Commission decisions, this Consolidated Ratesetting Proceeding should not be recast into a GRC in which to review and reset the level of costs previously authorized by the Commission.�/  Contrary to the Commission’s clear intent, California Large Energy Consumers’ Association/ California Manufacturers’ Association (CLECA/CMA) argue that allowing for the recovery of previously authorized costs in this proceeding constitutes a circumvention of Assembly Bill 1890 (AB 1890) and prior Commission orders.�/  CLECA/CMA do not point to a single Commission decision to support their assertion. In addition, AB 1890 established a delicate balance of risks and rewards for the utilities and other stakeholders. The unbundling of the rate levels frozen by AB 1890 should not be used as an excuse to tip that balance.�/  California Farm Bureau Federation (CFBF) while agreeing that the Commission’s purpose in this proceeding is to separate the utilities’ currently authorized revenue requirements,�/ considers such recovery secondary to the objective of preventing cost-shifting,�/ even though CFBF admits it would be impossible to shift costs in a way that affects actual customer rates during the rate freeze.�/   These parties’ positions are without merit and should be rejected.�/ 

Issues Involving The Unbundling Of The Distribution Function Or The Unbundling Of Distribution Rates Are Outside The Scope Of This Proceeding

Several Intervenors have offered testimony in this proceeding arguing in favor of further unbundling the distribution function and/or distribution rates into subcomponents.�/  Both issues are outside the scope of this proceeding.  The unbundling of revenue cycle services has already been litigated and is the subject of a Revised Proposed Decision that is presently before the Commission in the Restructuring docket.�/  The latter issue -- further unbundling of the distribution rate component -- cannot be meaningfully addressed until after the Commission decides whether, and if so to what extent, to unbundle the distribution function.

In discussing testimony offered by the California Energy Commission (CEC), ALJ Weissman made clear that the issue of whether, and if so how, to unbundle the distribution function is outside the scope of this proceeding:

[T]he issues that go to understanding what fits in the distribution bucket as opposed to the transmission bucket or the generation bucket are relevant, critically relevant.  So those issues can and should be heard during these proceedings, okay.  And at the same time, we are not directed by the Commission to further unbundle anything at this point.  By "unbundling," I mean to spend time at this point determining how to further unbundle it.  The Commission has taken that issue on separately and is dealing with it and will give us guidance, hopefully, shortly.�/

In the context of an Edison motion to strike a portion of Utility Consumer Action Network’s (UCAN) prepared testimony, ALJ Weissman further made clear that the issue of whether, and if so how, distribution costs and rates would be unbundled is also outside this proceeding:

[I]n terms of the italicized sentence that Mr. Lehrer was referring to, that sentence may be more closely related to discussions we've been having about revenue cycle services.  However, again it doesn't concern me a whole lot, because I know what my instructions are right now.  I can't decide in this proceeding whether or not there will be a separation of costs for revenue cycle services.�/ 

Consistent with these statements, the Commission should not decide in this proceeding whether the distribution function and/or the distribution rate should be divided into subcomponents.

In This Proceeding, The Only Issue That Relates To The Rate Reduction To Residential And Small Commercial Customers Is How To Implement That Reduction In Rates

The rate reduction to residential and small commercial customers provided under AB 1890 is contingent upon successful issuance of the Rate Reduction Bonds as contemplated in AB 1890.  During the second prehearing conference held on March 18, 1997, Assistant Chief ALJ Brian Cragg indicated that the question of this contingency, or linkage, is outside the scope of this proceeding.�/  Assistant Chief ALJ Cragg further explained that although "issues of how [the bonds] get issued" are outside this proceeding, issues of the "mechanics" of implementing the rate reduction are within the scope of this proceeding.�/  Accordingly, the Commission should limit its decision in this proceeding to the technical aspects of implementing the rate reduction.  Issues concerning the Rate Reduction Bonds themselves should be addressed in connection with the applications to be filed by Edison and the other utilities later this year.  Edison believes that the Commission will clarify that the rate reduction is contingent upon issuance of the bonds in connection with Edison’s and PG&E’s petition for modification of D.96�12�077 (the Cost Recovery Plan Decision), unless this question is clarified in other Commission decisions.

Issues Relating To Specific Load Profiling Methodologies Are Outside The Scope Of This Proceeding

Edison is not opposed to implementing all cost effective measures to improve the accuracy of load profiles for assignment of cost responsibility to various customers.�/  However, as indicated in ALJ Weissman’s ruling, the discussion of specific methodologies for estimation of load profiles is outside the scope of the current phase of this proceeding.�/  This approach was further endorsed by the Proposed Decision of ALJ Wong in the Direct Access proceeding which calls for workshops to develop the specific load profiling methodologies.�/  ORA and CEC �� the two parties that presented some details on estimation of load profiles �� seem to agree with this position as long as the Commission establishes an appropriate forum for examining the load profiling methodologies.�/ 

A Reevaluation Of Previously Adopted PBR Principles Is Outside The Scope Of This Proceeding

PBR design principles are clearly outside the scope of this proceeding.  Although the Commission has consistently endorsed utility PBR mechanisms since at least 1994,�/ the Commission has also recognized that utility�specific factors may govern the choice of an individual PBR mechanism.�/ 

Edison remains perplexed with respect to the intended purpose of CEC’s proposed PBR design principles, despite the effort by CEC’s counsel to clarify and limit the purpose of this testimony.�/  If the CEC wishes to propose PBR principles, it should do so in a proceeding involving the establishment of an appropriate PBR mechanism.

Line Extension Rules And Their Impacts On Utilities' Revenue Requirements Should Be Addressed In The Line Extension OIR

The need to unbundle utility line extension allowances is an issue to be decided in the Commission’s Line Extension Order Instituting Rulemaking (OIR), R.92-03-050.�/  In light of this fact, Edison presented no testimony regarding line extension allowances except upon cross�examination by counsel for The Utility Reform Network/Utility Consumer Action Network (TURN/UCAN).  Similarly, SDG&E stated its intent to present its proposal to define line extension allowance revisions in the OIR, and PG&E notes that changes to the line extension rules are dependent upon the Line Extension OIR.�/   The Commission should examine this issue based on a complete record developed in the Line Extension OIR.

Cost Of Capital Issues Should Be Deferred To Later Proceedings

TURN/UCAN recommend that the Commission "as soon as practicable initiate a proceeding to develop and implement unbundled costs of capital" to reflect the unbundling of utility functions.�/  Although the Commission has stated that it intends ultimately to authorize distinct equity returns for the utilities’ generation, transmission, and distribution operations,�/ it has also warned against "premature" implementation of such an approach.�/  Any decision with respect to unbundling the cost of capital would clearly be premature at this juncture given the uncertainty as to whether certain aspects of the distribution function will be subject to competition.  Edison believes that in light of the many industry restructuring issues that still need to be resolved in order to achieve the Commission’s goal of implementing direct access by January 1, 1998, the issue of unbundling the cost of capital should be deferred until after January 1, 1998.�/  TURN/UCAN appear generally to agree with this position.�/ 

Although the Commission thus should not make any decisions at this time with respect to cost of capital unbundling, Edison feels compelled briefly to respond to TURN/UCAN's one-sided presentation of the issue in its testimony.  TURN/UCAN appear to suggest that unbundling will necessarily result in a reduction in the utilities' authorized rates of return and request that any rates authorized in this proceeding be made "subject to refund" to reflect such changes.�/  If the April 18, 1997 Revised Proposed Decision in the Revenue Cycle Services Unbundling proceeding is adopted, Edison's distribution operations may be subject to new risks, which could merit an increase in Edison's authorized rate of return rather than a decrease.�/  Hence, it would be improper for the Commission simply to assume at this point that cost of capital unbundling will result in a reduction in Edison's authorized rate of return.  

Therefore, if the Commission were to adopt rates subject to refund as proposed by TURN/UCAN, fairness suggests that it should expressly provide that any variance between authorized and collected rates be recorded in a memorandum account to be refunded to or collected from the customers.  Edison, however, does not believe that such a conditional approach is necessary because Edison's PBR trigger mechanism adequately protects both Edison's customers and its shareholders in the event Edison's presently approved rate of return proves ultimately to be either substantially too high or too low.�/ 

�SEPARATION OF REVENUE REQUIREMENT/COST RECOVERY

Comments Common To All Applicants

This section not used.

PG&E

This section not used.

SCE

Cost Separation

Requirement For Functional Unbundling

The requirement of functional unbundling, or cost separation, arises from the Commission’s Restructuring Policy Decision and AB 1890.  First, in the Restructuring Policy Decision,�/ the Commission generally observed that restructuring would require the disaggregation of the vertically integrated electric utility into the elements of generation, transmission and distribution.  Second, AB 1890, signed into law on September 23, 1996, contains provisions that further necessitate functional unbundling.  Finally, in a May 8, 1996 Assigned Commissioner Ruling (ACR), Commissioner Duque further indicated that the “utilities’ current costs must be unbundled . . . and allocated to each of the three functional areas of generation, transmission, and distribution.”�/   For reasons discussed below, Edison has been studying cost separation for several years.  As a result, Edison is now able to provide a careful and detailed cost separation analysis that fully meets the requirements of the Commission and AB 1890.

The Development Of Edison’s Cost Separation Approach

Edison’s original PBR application (A.93-12-029) was split into two proceedings �� generation and nongeneration �� at the Commission’s direction.  Edison filed its nongeneration PBR on August 8, 1994.  Although Edison relied on embedded cost separation principles to separate out nongeneration costs in that filing, the ORA (then DRA)�/ recommended that Edison use a different methodology that relied less on allocation formulas.  In response, Edison offered to study its records and systems in detail to address ORA’s concerns.  Since that time, Edison has continually studied and refined its cost separation methods as restructuring has moved forward on a parallel track.  

Because a July 12, 1994 ACR required Edison to file a Generation PBR sixty days after the Commission issued a restructuring decision, Edison’s cost separation methodology needed to be available at a relatively early date.  In developing its methodology, Edison took steps to insure that ORA’s concerns were addressed.  Edison presented its proposed methodologies on March 24, 1995 and October 12, 1995 to ORA staff, who generally commented favorably on Edison’s efforts.�/  Following the Commission’s issuance of its December 20, 1995 Restructuring Policy Decision, Edison was prepared to file its required generation PBR application in February 1996.  However, the subsequent Roadmap decision�/ deferred the filing of the generation PBR application until July 15, 1996.  Prior to that filing, Edison presented its cost separation methodology on June 26, 1996 to the Ratesetting Working Group (RWG), making preliminary results available and responding to participants’ questions.  Finally, nearly two years after its efforts began, Edison filed its cost separation proposal in the July 15, 1996 Generation PBR filing (A.96-07-009).  That filing was supported by over 2,500 pages of workpapers fully documenting Edison’s cost separation efforts.  Edison made another cost separation presentation, which included samples of its workpapers, to the RWG on October 8, 1996 in an effort to meet the Assigned Commissioner’s desire to “develop allocation rules.”�/  On December 6, 1996, Edison incorporated its testimony concerning its cost separation methodology into this Ratesetting Application.  This approach was later endorsed by ALJ Weissman in his January 31, 1997 ruling.�/  

At least one intervenor mischaracterizes Edison’s cost separation analysis as a “rapid�accounting effort.”�/  Nothing could be further from the truth.  Edison has not only carefully developed its cost separation analysis over a period of more than two years, but has also made every effort to engage all parties in developing the most rigorous cost separation methodology possible.  Moreover, Edison has supported its cost separation proposal with detailed workpapers that document and justify Edison’s cost separation decisions on a line-item-by-line-item basis.

Edison’s Cost Separation Methodology Is Rigorous And Unbiased

Edison’s cost separation methodology is based on principles approved by this Commission,�/ rules utilized by the Office of Federal Procurement Policy’s Cost Accounting Standards Board, the Federal Communication Commission’s Part 64 cost separation principles, and a considerable body of economic literature.�/  The primary principle in attributing costs, consistent with ORA’s original concern, is to maximize the direct assignment of costs based on cost causation principles while continuing to conform to all existing accounting regulations and guidelines.�/ 

Edison’s methodology accomplishes this goal by dividing costs into one of three cost attribution pools (direct, joint, or common) and assigning the costs within each pool to the appropriate business segment(s) based upon the attribution technique specific to that pool.�/  The direct pool contains costs that can be directly associated with a single business segment and are accordingly assigned to that segment.�/   The joint pool of costs contains those elements that are jointly consumed by multiple segments and can be attributed to those segments based upon an indirect (cause-and-effect) relationship or a special study of the costs.�/  The common pool includes the costs that have no direct or causal relationship to a single business segment or group of segments.�/  Unlike directly and indirectly attributable costs, costs in the common pool are not specific to the segments and do not vary with changes in operating expenses, employees, revenues, or other known variables associated with the business segments.�/   In other words, the common pool costs are fixed.�/  Because fixed costs do not vary with any specific factors (unlike direct and joint pool costs), they are allocated by a “multi�factor” formula rather than by cost causation drivers.�/  Through its rigorous cost separation study efforts, Edison has determined that less than five percent of its costs are fixed.�/   

Edison’s cost separation analysis is the result of an intensive company-wide effort.  Utilizing the information underlying the costs approved in Edison’s recent 1995 GRC Decision,�/ the management from each department responsible for the costs participated in the effort to assign costs to the various business segments.  For example, the Administrative and General (A&G) expenses authorized in the GRC were identified in nearly 700 functions, each of which was independently analyzed by the appropriate GRC witness or manager for cost separation.�/  The results of that effort are presented in the over 2,500 pages of workpapers which support Edison’s cost separation testimony in this proceeding.�/  These workpapers provide statements justifying the methodology for assigning costs across segments.  They also cite to the GRC chapter and workpaper, document the amount authorized across labor and non-labor categories, and show the resulting cost assignment to segments.  These detailed sheets were further summarized across department and FERC account to facilitate review of the workpapers.�/

Although several intervenors appear generally to be concerned that utility cost separation methods could be biased,�/  Edison has taken several specific steps to ensure against such bias.  First, Edison collected cost information from the departmental management who have a detailed knowledge of the costs and how they relate to various functions.  To ensure consistency and accuracy, the Controller’s Department took the lead in providing guidance to managers and carefully scrutinized the information provided.�/  Second, substantial portions of Edison’s cost separation methodology have been further reviewed for accuracy by Edison’s independent auditors.�/  Finally, Edison’s workpapers have been available for review for more than 10 months in the Company’s Generation PBR proceeding and this Consolidated Ratesetting Proceeding, as well as having been highlighted in presentation to the RWG.�/  In fact, CLECA’s witness testified to the clear and detailed manner in which Edison supported its cost separation proposal.�/  Those workpapers, which document and explain each and every cost separation decision on a line-item basis, support Edison’s methodology and provided parties the means to review Edison’s specific cost separation decisions for bias and accuracy.  The record is entirely devoid of any evidence to suggest that any of Edison’s individual cost separation decisions are tainted in any way by bias.

Parties Generally Agree With Most Aspects Of Edison’s Cost Separation Proposal

Edison’s overall three�pool approach to cost separation appears generally to meet with the approval of the parties to this proceeding.  Indeed, several parties explicitly approve of important aspects of Edison’s approach.  The CFBF, for example, expressly agrees with Edison’s efforts to “assign[ ] joint costs using cost causation factors where possible” and to “minimize the use of allocation factors.”�/  Similarly, CLECA/CMA agree with Edison’s general approach to allocating A&G costs to the direct and joint pools.�/  ORA appears to agree with the amounts of A&G costs and common plant that Edison has allocated through the direct and joint pools.�/  Finally, Cogeneration Association of California/Energy Producers’ and Users’ Coalition (CAC/EPUC) agree that a multi�factor allocation like Edison’s would be appropriate for costs that cannot be causally attributed.�/ 

Although no party directly challenges any of Edison’s line�item specific showings as to the level of costs that are fixed, many parties do take issue with Edison’s general proposal to assign to the nongeneration segment fixed costs that otherwise could have been allocated to the fossil fuel generation segments through the multi�factor allocator.   Edison addresses these challenges in the following Sections and demonstrates that they lack merit and should be rejected.  

Edison’s Treatment Of Fossil Generation Fixed Costs Is Appropriate

Edison has defined fixed costs as costs that “by their nature reflect activities that are company�wide and will continue to be incurred even if divestiture results in changes in Edison’s assets, employment or revenues.”�/  Thus, by the very definition utilized in Edison’s study, any costs that are properly characterized as fixed costs are not related to its generation segment.  Accordingly, Edison has proposed to assign to the nongeneration segment fixed costs that otherwise could have been allocated to the fossil fuel segments through the multi�factor allocator.�/ 

As a threshold matter, it must be noted that there can be no serious question as to whether Edison has at least some costs that are fixed over a period of time.  Indeed, Commissioner Duque, in his May 8, 1996 Assigned Commissioner’s Ruling explicitly recognized the existence of fixed A&G costs incurred by utilities:

The vertically integrated utility undertakes many activities which have no unique relationship to any of the three functional areas.  As the most prominent example, the utility undertakes administrative and general activities with substantial fixed and variable costs to manage its operations.�/ 

Moreover, some intervenors have conceded that, for at least some extended period of time, certain of Edison’s costs are fixed regardless of divestiture of any of its assets.�/  

Edison Has Appropriately Determined The Level Of Its Fixed Costs And, Contrary To Several Intervenors’ Claims, Such Costs Should Not Be Arbitrarily Reduced

As discussed above, Edison has undertaken an extensive line-by-line study of its expenses and assets in an effort to identify those costs that are fixed.  Notwithstanding their failure specifically to identify any of the fixed costs identified by Edison’s study as variable, ORA, California Industrial Users (CIU), Department of Defense (DOD), and CAC/EPUC argue that the recovery of fixed costs should be limited to reflect downsizing, outsourcing, and other vaguely referenced cost saving measures.  These arguments are inappropriate and unfounded as demonstrated below.

ORA argues that the Commission should limit Edison’s fixed costs since these costs are “subject to downward adjustment by careful management to reflect the reduced need for relevant resources.”�/  Edison agrees with ORA that there exist costs that can be reduced after divestiture through “careful management.”  Indeed, Edison has appropriately characterized such costs as variable, and has attributed them through the direct and joint pools in part to Edison’s generation segments.�/  The fixed costs identified through Edison’s study, however, are by definition, costs that will continue to be incurred regardless of whether, and to what extent, Edison divests itself of generation assets.  

It is evident that, in developing its proposal, ORA ignored Edison’s intensive study.  For example, ORA asserts that the staff required to file an income tax return can be reduced to “reflect reduced scope of the tax return” after divestiture, and on that basis criticizes Edison’s cost separation study.�/  As ORA’s witness conceded during cross�examination, Edison’s study does indeed reflect that the expenditures required to file an income tax will be reduced to “reflect the reduced scope of the tax return.”�/  In fact, the record indicates that according to Edison’s study, 25% of the costs recorded in function 3701, the function to which Edison records its expenditures associated with the tax department, are variable.�/  Therefore, the A&G costs associated with Edison’s tax department would, in fact, be reduced with divestiture just as ORA suggested.

The problem with ORA’s “careful management” argument is that it fails to recognize the difference between costs that are fixed and costs that are variable.  Indeed, ORA’s witness during cross�examination appeared to extend this position to the patently insupportable conclusion that through “careful management” a utility could ultimately avoid any and all costs, regardless of whether they are technically fixed or variable.�/  This conclusion, of course, is only correct insofar as a business can avoid costs by completely exiting the market, a possibility that obviously does not exist for a UDC.  Edison will continue, for example, to incur most income tax costs regardless of the divestiture of certain generation assets.  Edison has amply supported its determination as to the amount of this function’s cost that is fixed.  ORA cannot circumvent Edison’s showing simply by wishing fixed costs away through “careful management.”

CIU and DOD make similarly unsupported arguments.  CIU argues that many activities “could be outsourced to other companies that could provide the service more efficiently.”�/  DOD recommends approaches such as outsourcing as well as “operating in a more cost conscious manner.”�/  The record shows that neither party has done a formal study, or for that matter submitted any evidence at all, to support the conclusory statement that Edison can gain efficiencies through outsourcing.�/  Similar to ORA, neither CIU nor DOD have pointed to a single line item of Edison’s detailed cost study that they believe Edison may have improperly characterized as fixed.

CAC/EPUC imply that the level of fixed costs determined by Edison’s study is inappropriate by stating that “only time will tell whether these A&G expenditures will remain unchanged in a competitive market place or when the Utilities divest their generation resources.”�/  CAC/EPUC fail to understand that the very purpose of Edison’s extensive cost separation study has been to identify those expenditures that will remain unchanged with respect to generation divestiture and market changes.  Notwithstanding Edison’s detailed showing, CAC/EPUC did not produce a shred of evidence that would suggest that any portion of the more than 700 functions that Edison studied has been inappropriately identified as fixed.  To accept CAC/EPUC’s suggestion that Edison’s detailed showing that identifies fixed costs is inaccurate on the basis that “only time will tell” whether these costs could be avoided would be arbitrary and capricious.

TURN/UCAN’s Phase-Out Approach Is Unfounded And Should Be Rejected

Although TURN/UCAN recognize that fixed costs do exist, they assert that “it is reasonable to expect that even if these costs may be fixed in the short run (e.g., one year), they are more likely to be variable in the longer run (e.g., five years).”�/  Based on this premise, TURN/UCAN recommend that the fixed costs that might theoretically be allocated to generation through the use of a multi-factor should be phased-out annually in 25% increments.�/ 

Edison’s cost separation study identified those costs that will be fixed throughout the duration of its nongeneration PBR mechanism.�/  In sharp contrast to Edison’s 2,500�page function�by�function cost study, TURN/UCAN’s phase-out argument is not founded on any specific study.  As the basis for their phase�out approach, instead, TURN/UCAN inappropriately consider cost reductions already reflected in Edison’s study.  Specifically, in response to an Edison data request that has been entered into the record in this proceeding, TURN/UCAN have cited eight examples where Edison might realize cost reductions with respect to its fixed costs.�/  Edison agrees with TURN/UCAN that cost reductions as a result of divestiture exist within all of the eight examples provided by TURN/UCAN.  However, Edison has already identified these costs as variable and thus avoidable upon divestiture.�/   To adopt TURN/UCAN’s recommendation to further reduce fixed costs that Edison has identified would inappropriately result in double counting these cost reductions.  TURN/UCAN’s recommendation fails to realize that such cost reductions have already been incorporated into Edison’s cost separation methodology.

Moreover, TURN/UCAN offer the exact same 25% phase�out proposal for all three utilities and fail to consider the specific cost structures of each of the three utilities.  The flaws of this generic phase�out approach become evident when one considers the practical application of such a proposal.  Consider Edison’s A&G Function 4526 (Periodic SEC Reports) to which Edison records its expenditures associated with its Securities and Exchange Commission (SEC) reporting requirements.�/  TURN/UCAN witness Marcus, on cross�examination by ALJ Weissman, stated that quarterly reporting costs are “costs that are absolutely fixed.”�/  Although TURN/UCAN recognize that reporting costs will continue to be incurred regardless of divestiture, they advocate an approach that would nevertheless treat these costs as variable by the end of the phase�out period.  Edison questions the propriety of such a proposal considering that the proposed phase�out period is not only unsupported with respect to Edison’s actual costs but also appears to have been designed to be completed at the end of Edison’s nongeneration PBR or AB 1890�mandated transition period.  The Commission would be entirely justified in viewing TURN/UCAN’s proposal as an inappropriate way to limit Edison’s ability to recover its fixed costs.

Unlike TURN/UCAN’s proposal, Edison’s cost separation study considers each and every cost function specific to Edison’s authorized costs.  In fact, one of the purposes of Edison’s study was to identify those costs that absolutely do not vary with respect to divested fossil fuel generation.  Moreover, Edison’s study resulted in conservative levels of costs that are “absolutely” fixed.�/  For example, despite TURN/UCAN’s recommendation that expenditures would be absolutely fixed, Edison’s study identifies as variable $219,000 of the total $878,000 recorded to Function 3145.�/ 

The Commission should resist the temptation to adopt TURN/UCAN’s approach on the basis that it appears to be a compromise between Edison’s position and that of other intervenors.  As discussed below, TURN/UCAN’s approach, like that of the other intervenors discussed above, could effectively result in a disallowance of a substantial portion of Edison’s fixed costs over a period of several years.  TURN/UCAN’s proposal is unsubstantiated, and thus cannot be accepted in light of Edison’s detailed showing to the contrary.  The Commission should instead adopt Edison’s well-supported proposal to assign the fixed costs that could theoretically be allocated to fossil-fueled generation via the multi-factor allocator to the nongeneration segment.�/  

Edison’s Cost Separation Methodology Is Consistent With AB 1890

CAC, CIU, and ORA argue that Edison’s treatment of fixed administrative and general costs for fossil generation operations is inconsistent with AB 1890.�/  This assertion is incorrect and should be rejected by the Commission.  Section 367(c) of AB 1890 states:

All “going forward costs” of fossil plant operation, including operation and maintenance, administrative and general, fuel and fuel transportation costs, shall be recovered solely from independent Power Exchange Revenues or from contracts with the Independent System Operator.

Consistent with this mandate, Edison’s study attributes approximately $68 million of A&G to its fossil fuel operations based on direct and joint pool assignments.�/  These costs are considered to vary with changes in Edison’s fossil generation output and thus are fossil plant “going forward costs.”�/  Edison has assigned these costs to the fossil-fueled generation segments.  Such an assignment ensures that these costs will be subject to PX or ISO recovery in the event that Edison still owns any part of its fossil-fueled generation operations after January 1, 1998.  No party has opposed this treatment.

Edison’s study also identifies fixed costs that could only be assigned to the fossil fuel generation operations through the theoretical application of a multi-factor allocator.  These costs could be assigned only through the application of a multi-factor allocator because they occur independent of fossil fuel generation.  These are costs that, based upon Edison’s cost study, will continue to exist regardless of whether, or the extent to which, Edison continues to “go forward” with fossil plant operation.�/  Thus, it cannot be said that these are “‘going forward costs’ of fossil plant operation” within the meaning of section 367(c) of AB 1890.  This point is especially clear when one considers those fossil segments that Edison has formally decided to divest.  Edison cannot incur going forward costs of fossil generation it no longer owns.  Such an interpretation by intervenors demonstrates not only a lack of understanding of Edison’s proposal, but an attempt to expand the horizons of AB 1890 to limit Edison’s ability to recover Commission-authorized expenditures for costs Edison has demonstrated it will continue to incur in the future regardless of its generation activities.  The Commission therefore should reject this overreaching and unfounded interpretation of AB 1890.

Edison's Cost Separation Methodology Is Consistent With Economic Theory And Does Not Bestow A Competitive Advantage On Edison's Generation

Several intervenors suggest that Edison’s approach to recovering fixed costs through nongeneration rates would enable Edison to cross�subsidize its generation activities improperly.�/  As discussed below, such an allegation is incorrect both with respect to fossil generation operations that Edison divests and with respect to those Edison operations that may be retained after January 1, 1998.

Divested Fossil Generation

As discussed earlier, the fixed costs identified through Edison’s study are independent of divestiture and thus will continue to be incurred to support ongoing operations.  Edison has assigned these costs to the nongeneration segment to ensure ongoing ratepayer support and to avoid a disallowance of fixed costs that will continue to be incurred after divestiture. Such treatment cannot be construed as a cross�subsidy with respect to divested operations.  Since Edison will no longer retain these operations, it cannot possibly cross�subsidize them.�/  The witness for CFBF agreed with this point in a response to an Edison data request:

Divested plants will not gain a free ride.  If and when Edison divests itself of generation plant, we will not expect Edison to continue to allocate any cost to those plants.�/ 

Fossil Generation That May Be Retained

The intervenors' argument with respect to fossil generation operations that may be retained by Edison after January 1, 1998 are also unfounded and inconsistent with economic theory.  As economists testifying for both CIU and PG&E observed, the fixed or common costs incurred by a multi-product firm will have no bearing on its decision as to whether to enter into the generation marketplace.�/  This is true regardless of whether the firm already exists or is newly created at the time of entry into the generation market.�/  Because market entrants will not be considering such common costs as they enter into the generation marketplace, it cannot be reasonably argued that an unfair competitive advantage would result absent the allocation of Edison’s common costs to all of the generation facilities that Edison will retain.  Moreover, based on the Gross Incremental Cost Test for evaluating potential cross-subsidies,�/ there is no potential for an improper cross-subsidization of Generation from Non-Generation revenues because Edison has, through its Direct and Joint Pools, properly assigned all of its generation-related incremental costs to the Generation segments.�/ 

The Intervenors’ Approach To Edison’s Fixed Costs Represents An Improper Proposal To Disallow These Costs

Edison recommends that the Commission adopt its proposal to assign to the nongeneration segment the fixed costs that theoretically could be allocated to fossil-fueled generation via the multi-factor.  This should occur as of January 1, 1998, independent of divestiture.�/  ORA, CAC, DOD, CLECA/CMA, CFBF, and CIU advocate the use of a multi-factor or a similar method to allocate these costs to fossil-fueled generation segments.  TURN/UCAN support a phase�out approach.  It is important for the Commission to understand that the implication of these recommendations would be to disallow Edison’s recovery of most, if not all, of these costs.  Although for different reasons, a disallowance would result if Edison divests all of its fossil generation facilities or retains a portion of its fossil generation facilities and sells energy into the PX.  Both cases are described below.

Divested Fossil Generation

For any and all fossil generation facilities that are divested, it is quite clear that allocation of fixed A&G costs would result in a complete disallowance of such costs.  For such facilities, the intervenors’ recommendation that fixed costs be allocated to generation assets means that the costs would be allocated out of the Company when those assets are divested.  As discussed above, Edison has substantiated that it will continue to incur these costs regardless of generation divestiture.  Although Edison will continue to incur these costs and Edison’s ratepayers will continue to benefit from them, the intervenors would have the Commission deny Edison recovery of them.  This recommendation is completely unsubstantiated and confiscatory in nature.  Moreover, as discussed above, the intervenors’ attempts to rely upon AB 1890 and economic theory to support their positions are completely unfounded.  Accordingly, the Commission should reject such proposals.

Fossil Generation That May Be Retained

For those fossil generation assets that may not be divested by January 1, 1998, the intervenor’s proposal to allocate fixed costs to fossil generation through the multi�factor approach would also amount to an improper disallowance of appropriately incurred costs.�/ 

The intervening parties generally recommend that the fixed A&G costs that might theoretically be allocated to Edison’s fossil generation stations be recovered solely through the PX energy price.  This means that Edison must either collect its fixed A&G costs through the PX price or forego their recovery.  Such a proposal not only ignores the dynamics of a competitive market but also the fact that these fixed costs were adopted by the Commission to support the utility function as a whole, and not simply generation.  The intervenors have failed to provide any study or analysis that would suggest that fixed costs not related to generation but allocated to fossil generation through the application of a multi-factor could be recovered in a competitive market.  If the Commission adopts the intervenors’ position, Edison’s ability to recover these costs will be non-existent or at the very least drastically reduced.  No party has put forth a valid reason as to why Edison’s ability to recover these costs should be eliminated or even limited.  This is an improper attempt to relitigate Edison’s revenue requirement and to disallow costs without evidentiary basis.  Such actions are confiscatory and should be rejected by the Commission.  

The Revenue For All Nuclear Costs Not Recovered In The SONGS And Palo Verde Decisions Must Be Recovered Through The Nongeneration PBR

In the SONGS 2&3 Decision,�/ the Commission authorized Edison to recover a portion of A&G expenses through Edison’s Incremental Cost Incentive Pricing (ICIP) mechanism.  Specifically, Edison was authorized to recover A&G expenses equating to 29% of SONGS 2&3 O&M costs in ICIP.  The decision also stated that “the revenue for all other A&G expenses not recovered in the 29.0% of SONGS 2&3 O&M costs will continue to be recovered in Edison’s future general rate cases or superseding recovery mechanism, during the 8�Year Period.”�/  Therefore, the difference between the A&G expenses which otherwise would have been attributed to the SONGS segment and the A&G expenses recovered through the SONGS ICIP are assigned to nongeneration and will be recovered through the nongeneration PBR mechanism.  Edison proposes similar treatment for Palo Verde A&G expenses.�/ 

TURN/UCAN state that “[b]ecause of the provisions of the SONGS and Palo Verde settlements adopted by the Commission and the Diablo Canyon allocation methodology costs that would be otherwise allocated to nuclear plants (beyond those costs currently included in ICIP) should remain with the distribution utility through the end of the nuclear settlements.”�/  Other than TURN/UCAN, no party addresses Edison’s proposal regarding A&G costs allocated to the nuclear segment.

Edison proposed similar treatment to recover costs associated with depreciation and ratebase.  No party took issue with this proposal.  Edison’s proposal is consistent with prior Commission decisions and should be adopted.

Conclusion

Edison has made three primary recommendations with regard to cost separation:  (1) the Commission should approve Edison’s general approach to allocating costs between generation and nongeneration; (2) the fixed costs that otherwise could be allocated to Edison’s fossil generation through the multi�factor test should be assigned to nongeneration; and (3) the costs allocated to the nuclear plants not recovered in the SONGS or Palo Verde Decisions should be recovered through nongeneration rates.

Edison’s Cost Separation Methodology Should Be Adopted

Edison’s cost separation methodology attributes costs to the direct, joint and common pool costs and allocates common pool costs using the multi�factor approach.  Edison has demonstrated that this method is rigorous, unbiased, and meets all relevant functional unbundling requirements.  Moreover, while intervenors take issue with Edison’s decision not to assign fixed costs to fossil generation, they otherwise agree with Edison’s methodology.  The Commission should approve Edison’s methodology effective January 1, 1998.

The Commission Should Adopt Edison’s Treatment Of Fixed Costs Otherwise Allocated To Fossil Generation

Edison has undertaken an extensive line�by�line study that fully supports Edison’s determination as to the appropriate level of its fixed costs.  No party can specifically identify any of Edison’s fixed costs as variable.  Although parties attempt to fill this breach by relying upon AB 1890 and cross�subsidization arguments, Edison has demonstrated that those arguments are baseless.  Moreover, this treatment is reasonable considering that Edison will continue to incur these costs to support ongoing UDC operations.  Accordingly, the Commission should adopt Edison’s ratemaking treatment of fixed costs.  This treatment should be adopted both for fossil generation that has been divested by January 1, 1998 and for fossil generation that is not divested by that time.

Costs Allocated To Nuclear Generation Not Recovered In The SONGS Or Palo Verde Decision Should Be Recovered Through Nongeneration Rates

Consistent with the SONGS decision, the Commission should adopt Edison’s proposal that the revenue for all nuclear costs not recovered in the SONGS and Palo Verde decisions must be recovered through the nongeneration PBR.

The Commission Should Approve Edison's Rate Credit Proposal For Separating Its Nongeneration PBR Rate Into FERC-Jurisdictional Transmission Rate And Distribution PBR Rate

Edison’s proposed rate credit approach ensures that Edison recovers the same nongeneration revenue requirement associated with its Commission approved nongeneration PBR rates after the jurisdiction over the ISO transmission revenue requirement is transferred to FERC.�/  As discussed in Section II.A, above this is consistent with the position articulated by the Commission in its Restructuring Policy Decision.

Several parties criticize Edison’s proposal and make alternative proposals that are fraught with logical and implementation problems. In the following discussion we address these parties’ criticisms and point out the deficiencies of their alternative proposals based on the evidence presented in this proceeding. 

CAC/EPUC argue that Edison’s rate credit approach results in FERC effectively establishing both the transmission and distribution revenue requirements�/ and that separate and accurate identification of these revenue requirements would result in a greater amount of frozen rate revenues being assigned to the Competition Transition Charge (CTC) collection.�/  These assertions ignore the fact that the Commission found Edison’s nongeneration revenue requirement reasonable after a detailed review of all relevant costs in Edison’s 1995 GRC.  CAC/EPUC’s arguments would make sense only if it could be proven that authorization of separate revenue requirements for transmission and distribution in that GRC would have resulted in a different outcome than the currently adopted nongeneration revenue requirement for Edison.�/  The record is devoid of evidence supporting CAC/EPUC’s assertions. 

CAC/EPUC propose the novel approach of subtracting the utilities’ proposed FERC transmission revenue requirement from the adopted nongeneration revenue requirement to derive the distribution revenue requirement.�/  During cross�examination, CAC/EPUC’s witness was unable to explain how his proposed alternative would be implemented in conjunction with the Commission adopted nongeneration PBR rate for Edison. He admitted that his approach could only be used to establish Edison’s 1998 distribution revenue requirement and a full bottom�up review for establishing a new distribution PBR starting point should take place at a later date.�/  CAC/EPUC’s alternative is inconsistent with Edison’s nongeneration PBR decision where the Commission envisioned that its adopted nongeneration PBR rate mechanism for Edison would be transformed to a distribution-only PBR rate after FERC determined the ISO transmission revenue requirement.�/  The Commission reaffirmed its intent to adopt Edison’s nongeneration PBR to a distribution�only PBR in D.97�04�067 issued on April 23, 1997:

The requirement that Southern California Edison Company (Edison) file a new distribution PBR application is vacated, since Decision (D.) 96�09�092, dated September 20, 1996, adopted a transmission and distribution PBR for Edison and provided for its adaptation to a distribution�only PBR. �/ 

CLECA/CMA, CIU and DOD use the potential adoption of a lower rate of return for transmission assets by FERC and potential differences in the Commission and FERC ratemaking policies concerning depreciation of transmission assets as arguments against Edison’s rate credit approach.�/  The record in this proceeding indicates that the Commission has not previously adopted separate rates of return for transmission and distribution assets and it would be impossible to determine whether the FERC-adopted rate of return for the transmission assets is lower or higher than that adopted by the Commission.�/  With respect to the differences between the FERC and CPUC policies on depreciation, Edison submits that this is not a new phenomenon. The appropriate methods of recording depreciations can be implemented to ensure that no under- or over- recovery of revenues results from such differences in ratemaking between the Commission and FERC.�/ 

To remedy this illusory problem, CIU advances a similar proposal to that of  CAC/EPUC for establishing the distribution revenue requirement for 1998 (i.e., the subtraction of the utilities’ proposed revenue requirements at FERC from the nongeneration revenue requirement adopted by the Commission).�/  This approach contravenes sound public policy, which calls for the appropriate regulatory authority to evaluate the utility’s application and adopt such changes as it determines are necessary.�/  CIU further proposes that in 1998 a GRC style bottom-up determination of the distribution revenue requirement be undertaken to establish a new starting point for Edison’s distribution PBR. Due to Edison’s nongeneration PBR being a rate PBR mechanism, CIU then proposes to establish a distribution PBR rate based on a 1999 sales forecast.�/  CIU ignores the fact that in adopting Edison’s nongeneration PBR, the Commission eliminated the Electric Revenue Adjustment Mechanism (ERAM) in order to assign the risks and rewards of variations in sales to Edison.�/  CIU’s approach deprives Edison of the benefits of any increase in sales between 1996 and 1999 and is inconsistent with the Commission’s objectives of adopting a rate PBR for Edison and eliminating the ERAM for Edison’s nongeneration business.

The other two alternatives to the residual determination of utilities’ distribution revenue requirements or rates were advanced by CLECA/CMA and DOD.  CLECA/CMA propose to separate the transmission and distribution revenue requirements at the time each utility makes its filing with the FERC followed by a review to determine why a difference emerged between the utility-proposed and FERC-adopted transmission revenue requirements. CLECA/CMA’s proposal would allow modifications to the distribution revenue requirement if such differences were caused by, for instance, FERC excluding a set of accounts from its jurisdictional revenue requirement. Changes in transmission revenue requirement resulting from such factors as differences in the rates of return and depreciation rates would not be reflected in the final distribution revenue requirement.�/  As explained above, there is no stand-alone rate of return for transmission assets at this time and it would not be appropriate to compare the FERC-adopted rate of return for transmission with that adopted by the Commission for all of Edison’s nongeneration assets. Furthermore, differences between the FERC and CPUC depreciation policies have existed in the past and have been handled when resetting the utilities’ rate bases. In addition, during cross�examination, CLECA/CMA’s witness was unable to explain how and in what forum the differences between the utility-proposed and FERC-adopted transmission revenue requirements would be analyzed.�/  The CLECA/CMA�proposed method of settling these differences runs afoul of the Commission’s reliance on “cooperative federalism” to achieve a smooth transition to the restructured environment�/ and the Commission’s intention to participate in FERC proceedings to ensure such an outcome.

Finally, DOD proposes to calculate a distribution revenue requirement by applying the Commission methodology and findings to those facilities which FERC determines are not transmission in nature.�/  FERC has already determined the facilities that are ISO transmission�related,�/ and the utilities have made proposals with the FERC on the level of revenue requirements for these facilities.  In addition, DOD’s witness, on cross�examination, alluded to an extrapolation process to determine the revenue requirement for distribution facilities. In response to a question on whether a GRC�type process is necessary to set a revenue requirement for those facilities that FERC finds as local transmission and distribution�related, he stated:

The same principles, but I guess my point is it doesn’t have to be a relitigation. Let’s say that you go to FERC with a certain case and FERC says there’s $50 million worth of assets here that are not our jurisdiction. These are really local T&D. I don’t think you have to have a whole rate case to figure out what the revenue requirement on $50 million worth of transmission and distribution assets are in the context of the $2 billion company. You can pretty well extrapolate I think and get a reasonable result.�/ 

The original DOD proposal advocated a bottom-up calculation of distribution revenue requirement based on the separation of all T&D assets.�/  Under such a separation a significantly larger portion of Edison’s T&D assets will be classified as distribution related, unlike the relation between $50 million and $2 billion stated in the above response.  It does not make any sense for the Commission to establish the distribution revenue requirement based on an extrapolation where about $1.8 billion of the revenue requirement of the $2 billion company is distribution-related.  In addition, there is no evidence in the record that indicates such an extrapolation is superior to the rate credit approach proposed by Edison.  Most importantly, DOD’s proposed method must be rejected because it cannot be implemented in conjunction with the adopted nongeneration PBR mechanism for Edison.�/ 

The Commission Should Approve Edison's Proposed Miscellaneous Adjustment Mechanism Balancing Account

Overview

Edison is proposing to eliminate the current Energy Cost Adjustment Clause (ECAC) and ERAM balancing accounts as of January 1, 1998.  Costs currently recovered through the ECAC and ERAM mechanisms in 1997 will generally be recovered through the market or CTC.  However, some items will remain after January 1, 1998 that are not subject to either market or CTC recovery and have either been adopted as exclusions to the nongeneration PBR mechanism or are appropriate for pass-through balancing account ratemaking beginning in 1998.�/ 

Therefore, effective January 1, 1998, Edison proposes to establish the MAM balancing account. The forecast MAM revenue requirement will be collected through a separate, nonbypassable MAM Billing Factor (MAMBF).�/  The items to be collected in the MAM are generally all currently authorized for recovery and should be collected from or returned to customers through this nonbypassable rate component.

Costs proposed to be collected in the MAM include: (1) items currently recovered through the ECAC such as Department of Energy (DOE) Decontamination and Decommissioning (D&D) fees and nuclear spent fuel storage costs, (2) items currently recovered through the ERAM such as Low Emission Vehicles and Hazardous Waste Costs, and (3) items currently reflected in base rates such as SONGS 1 shutdown O&M expenses and gain on Yuma Axis sale.�/  A complete listing of items that Edison has proposed to be reflected in the 1998 MAM revenue requirement is contained in Exhibit 12, Appendix A.�/ 

No party has taken issue with the proposed establishment of the MAM balancing account.�/  Some parties, however, take issue with certain costs that Edison has proposed to be recovered through the MAM.  CLECA/CMA, CFBF, and Agricultural Energy Consumers Association (AECA) suggest that the proposed MAM costs be functionalized to either generation, transmission, public benefits, nuclear decommissioning, or distribution.�/  Under their proposals, the only costs that should be collected in the MAM are those assigned to the distribution function.

The fact is, however, that for many of these costs, there is simply no clear functional assignment.�/  For some costs (such as intervenor compensation) it would be very difficult, if not impossible, to make a functional assignment except through some arbitrary methodology that splits the costs across functional areas according to predetermined ratios.�/  Edison originally stated that the MAM costs were to be collected in a non-PBR component of distribution rates. However, the MAMBF really represents a separate, nonbypassable UDC rate component that should collect any cost (be it generation�, transmission� or distribution-related) that has been fully authorized for recovery by the Commission, and that, if assigned to another rate component, would not be fully recovered.�/ 

The reassignment of some proposed MAM costs to the Public Benefits or Nuclear Decommissioning functions, as CLECA/CMA and CFBF have proposed, would be acceptable to Edison as long as the revenue requirements associated with these items are also reflected in the Public Benefits and Nuclear Decommissioning functions in addition to the levels set forth in AB 1890. CLECA/CMA witness Yap confirmed, that by proposing to reassign some costs to the Public Benefits category, she is not suggesting that the funding for these costs be terminated in any way.�/ 

However, there are fundamental problems with the reassignment of proposed MAM costs to either the transmission or generation functions as discussed below.

Edison Has Properly Included Within The MAM The Costs That CLECA/CMA And CFBF Propose To Reassign To The Transmission Function

Both CLECA/CMA and CFBF propose to recover the costs associated with the abandonment of the Devers-Palo Verde No. 2 (DPV2) transmission line in transmission rates, in addition to allocating portions of the Big Bear-Landers 1992 Earthquake Catastrophic Event Memorandum Account (CEMA) expenses and Hazardous Wastes costs to the transmission function.�/ 

A Joint Motion submitted by Edison and ORA for the disposition of approximately $6.7 million of DPV2 regulatory and project development costs is currently pending before the Commission for decision.  The Joint Motion recommended recovery of the DPV2 costs through ERAM.�/  The Joint Motion has now been pending before the Commission for over one year and no protests have been received.  The Commission is expected to address the Joint Motion, including disposition of the $6.7 million of DPV2 costs, in a decision later this year. 

Edison included $3.7 million of CEMA expenses related to recovery of the 1992 Big Bear/Landers earthquake in its 1998 MAM revenue requirement forecast.  The CEMA mechanism is a CPUC�jurisdictional ratemaking mechanism that allows for the recovery of CEMA expenses incurred in prior years after a reasonableness review is complete.  Edison’s request for recovery of the Big Bear/Landers earthquake expenses is currently pending before the Commission in Edison’s 1996 ECAC Reasonableness Application No. 96-05-045.  If  the Commission decision on that application is issued in 1997, recovery of these expenses will occur through the ECAC balancing account; if a Commission decision is issued after 1997, Edison proposes recovery through the MAM.  Since these expenses were incurred in the 1992-1994 time period to repair earthquake damage to facilities used to provide service to retail customers, it is appropriate that these expenses be recovered from retail customers through the MAM.�/  

Similarly, the Hazardous Waste Clean-Up ratemaking procedure is a CPUC�jurisdictional ratemaking mechanism that allows for the assignment of 90% of hazardous waste program expenses to utility customers and 10% to utility shareholders, recognizing that utilities may be able to recover certain cleanup expenses from insurance carriers or third parties.�/  Because of the CPUC-adopted 90/10 sharing mechanism and the complications of  assigning insurance recoveries to a particular function, the recovery of 90% of all allowable hazardous waste program expenses through the Hazardous Waste balancing account in the MAM is reasonable and should be adopted.

It is important to note that in the context of Edison’s rate credit approach, CLECA/CMA and CFBF argue that jurisdictional problems may arise from subtracting the FERC�adopted ISO transmission rate from the Commission�adopted nongeneration PBR rate to arrive at a distribution PBR rate.  These parties never explain how they expect the FERC to add to Edison’s ISO transmission revenue requirement costs authorized by the Commission based on various settlements filed with the Commission.�/ 

Edison Has Properly Included Within The MAM The Costs That CLECA/CMA, CFBF, And AECA Propose To Reassign To The Generation Function

CLECA/CMA, CFBF, and AECA identified costs that Edison proposes to recover through the MAM that they believe should be recovered through generation rates.�/  The majority of these costs are currently collected in rates pursuant to past Commission decisions or by law and have cost recovery periods that extend past 2001.  For the most part, the Commission has authorized their continued full recovery, and functionalizing these costs to generation rates (i.e., CTC) would preclude recovery of these costs after 2001.�/  

Furthermore, Edison believes that, as a matter of statutory interpretation, these costs are more properly recovered through the MAM rather than through CTC.  Public Utilities (PU) Code § 367 identifies as CTC certain generation�related assets and obligations “that may become uneconomic as a result of a competitive generation market.”  Items in the MAM, such as SONGS 1 Shutdown O&M or DOE D&D expenses, do not “become uneconomic as a result of a competitive generation market.”  These obligations arise from the simple fact that utilities, in order to operate responsibly, necessarily incur certain obligations that could never have been “economic” in the first place.  Hence, PU Code § 367 has no bearing on whether the costs within the MAM are recoverable in the manner proposed by Edison.

AB 1890 does not specifically prohibit recovery of these types of expenses and the Commission has authorized their full recovery; therefore, it is reasonable to recover them through the MAM.  In fact, TURN witness Marcus, during cross-examination, confirmed this same point.  He stated that the Commission’s decisions on Edison’s nuclear ratemaking proposals authorized full recovery of Edison’s proposed nuclear MAM items, which means they must be recovered through a nonbypassable charge and not generation rates.�/  

CLECA/CMA state that after the transition period, Edison, like every other power generator, will have to deal with the problem of recovering costs associated with generation though competitively set generation prices.  They further argue that while the CPUC, in past decisions, has authorized recovery of the various generation-related items, this does not mean the CPUC has guaranteed recovery of them.�/  However, during cross-examination, CLECA/CMA witness Yap appeared to back away from CLECA/CMA’s original position.  She stated that a number of these generation-related items may be appropriately handled as CTC during the transition period, but at the end of the CTC period, the Commission, depending on circumstances at the time, could reevaluate, and if it deems appropriate, create a surcharge that would collect these expenses going forward.�/  The ratepayer impact as a result of this proposal would be equivalent to collection throughout the entire authorized recovery period through the MAM.  Hence, it appears that CLECA/CMA also agrees with Edison’s basic premise that unbundling should not serve as a pretext for denying Edison the opportunity to recover from ratepayers the costs that Edison has previously been authorized to recover and that are associated with obligations that Edison will continue to incur beyond the end of the transition period.  

Conclusion

For the reasons discussed above, the Commission should find reasonable and adopt Edison’s proposed elimination of the ECAC and ERAM balancing accounts. The Commission should also find reasonable and adopt the establishment of the MAM balancing account for collection of costs as proposed by Edison.

Although The Authorized Revenue Requirement For EPTC Should Continue To Be Recovered Through Regulated Rates, Edison Agrees With TURN/UCAN’s Proposal To Recover It Through MAM

EPTC raises complicated regulatory issues.  Edison’s fuel oil facilities provide a reliable source of fuel oil delivery capability that would allow in�basin fossil generation owners to gain effective access to a source of backup fuel in an emergency when natural gas is not available.�/  Edison has also invested shareholders resources to enable the sale of delivery capability to others, with revenues shared with ratepayers.�/ 

Eventually, the ISO will need to determine whether EPTC should continue to provide reliable access to fuel oil in the new market structure.  If it is to provide such service, how to recover EPTC costs becomes an issue.  If not, disposition of the current EPTC revenue sharing mechanism and inclusion of EPTC in the CTC recovery mechanism will be the issue.  However, these are not critical path issues �� at this time, status quo recovery of EPTC costs in utility rates should continue.�/ 

If Edison’s MAM proposal is adopted, we concur with TURN’s recommendation to recover EPTC costs in the MAM account.  Otherwise, EPTC base rate costs should be recovered in nongeneration base rates.  The issue of whether EPTC is “generation�related,” which was the subject of hearing testimony,�/ is really immaterial.  In the future, if the ISO determines that EPTC is needed for reliability, it could require in�basin generation to buy EPTC services, and such costs would be passed on to consumers as generation costs.  Alternatively, the ISO could seek the Commission’s action to support EPTC�related costs through UDC rates, which would be passed on to consumers as distribution costs.  In either case, the result is the same �� consumers pay for the cost of services which are provided on their behalf.

Catalina

Currently Santa Catalina Island customers receive average rates which are rolled in with mainland rates.  Because of the high cost of Catalina generation, Catalina customers benefit from this average ratemaking.�/  

There is no reason why direct access or restructuring necessitates a change in this current ratemaking practice, since Edison’s ratemaking proposals continue status quo ratemaking and revenue recovery for Catalina ratemaking and the utility.  Since changes to Catalina ratemaking are not a critical path item, there is no need to consider changes at this time.�/  CLECA/CMA’s proposals to modify Catalina ratemaking should be rejected without prejudice to their opportunity to raise similar issues at a later time.�/ 

Specific Challenges By Intervenors To Costs Previously Authorized By The Commission Should Be Rejected

Without Engaging In A Balanced Review Of Restructuring Impacts On All Activities, The Commission Should Not Adopt One-Sided Reductions In Utilities' Revenue Requirements For Activities Intervenors Claim Would No Longer Be Performed By UDCs

UCAN proposes that a number of “obvious categories of costs” should be removed from each UDC’s authorized costs because they will be duplicated by other entities in the restructured market.�/  TURN/UCAN take on this theme and engage in identification of the costs of some activities that they assert will not be performed by the UDCs or whose costs should be the responsibility of UDCs’ customers or their shareholders.�/  These parties’ proposals should be rejected at this stage of the restructuring process because they only propose premature cuts in the UDCs’ revenue requirements while entirely ignoring the additional costs the implementation of restructuring imposes on the utilities.�/  

The costs of activities Edison would not perform in a restructured environment should only be removed from base revenues as long as additional costs are added to base revenues for activities that Edison did not perform under the traditional regulatory framework.�/  The quantification of such costs should await a better definition of the activities that will not be performed by the UDCs.�/ 

Another factor that the Commission must keep in mind is that it is very likely that some of these removed costs will have to be paid by the UDC to other market entities, such as the ISO, on behalf of its customers.�/  Therefore, the appropriate uplift charges covering congestion fees, ISO/PX management fees, and ancillary services’ costs need to be designed before these costs are removed.  TURN/UCAN’s witness agreed that the costs removed from Edison’s base rate PBR will likely reappear as ISO/PX uplift charges.�/ 

Edison's Proposal Correctly Allocates Non-DSM CS&I Costs

In Edison’s 1995 GRC, the Commission authorized Edison to recover $13.778 million for non�DSM Customer Service and Information (CS&I) costs.  These costs, which were authorized in FERC accounts 907�909, are incurred as “customer service activities, the objective of which is to encourage safe, efficient and economic use of the utility’s service.”�/  The costs are also incurred for “activities which primarily convey information as to what the utility urges or suggests customers should do in utilizing electric service to protect health and safety, to encourage environmental protection, to utilize their electric equipment safely and economically, or to conserve electric energy.”�/  

Because non�DSM CS&I costs are not generation�related,�/ and because Edison will continue to perform the activities associated with these costs as a UDC,�/ Edison has requested that these authorized rates be functionalized as nongeneration.  TURN/UCAN, however, have requested that nearly all of these costs be removed from the authorized revenues, and in the process has both improperly characterized and artificially inflated them.  For the reasons discussed below, the Commission should reject TURN/UCAN’s proposal.

TURN/UCAN’s Proposal Is Flawed And Should Not Be Adopted

At a general level, TURN/UCAN recommend that “marketing costs should be unbundled from rates immediately”�/ and define marketing costs as “costs related to selling optional utility services or positioning the utility better in a competitive market.”�/  TURN/UCAN build up their “marketing” figure through three steps.  First, TURN/UCAN propose extracting the “non�DSM O&M” amounts authorized in Edison’s 1995 GRC which are recorded in the Customer Service and Informational Expense Accounts (FERC Accounts 907, 908, and 909).�/  Second, TURN/UCAN propose to increase this amount by an additional 70% or $9.3 million to reflect Administrative and General costs associated with Customer Service and Information Expenses.�/  Finally, TURN/UCAN add an arbitrarily determined loader that adds more than $12.6 million to the total, explaining that this mark�up is justified because there has been no “detailed and comprehensive study which would specifically assign A&G costs as marketing�related.”�/  Table III�1 below quantifies TURN/UCAN’s recommendation. 



Table � STYLEREF 1 \n �III�-� SEQ Table \* ARABIC \r 1 �1���Costs TURN/UCAN Propose to be Removed�From Nongeneration�(Thousands of 1996 Dollars)��Customer Service and Informational Expenses�13,349 �/ ��Administrative and General Expenses�9,388 �/ ��Arbitrary Loader�12,673 �/ ��	Total�35,410 �/ ��TURN/UCAN’s proposal is seriously flawed in several aspects and therefore should not be adopted.  First, TURN/UCAN have improperly characterized the costs at issue.  The costs TURN/UCAN propose to move out of nongeneration are neither marketing costs nor are they related to generation.�/  Moreover, they are costs that relate to responsibilities that Edison will continue to incur as a UDC, regardless of whether it owns any generation assets.�/  Second, TURN/UCAN have arbitrarily overstated Edison’s authorized CS&I costs.

TURN/UCAN Have Improperly Characterized Edison’s Non�DSM CS&I Costs

When asked why TURN/UCAN recommend recovering costs associated with safety services through nongeneration rates, TURN/UCAN witness replied that he “believe[s] trying to keep kites out of power lines is not marketing.”�/  Edison agrees with this conclusion.  However, as a more careful review of Edison’s non�DSM CS&I expenses makes clear, the other line items that TURN/UCAN seek to remove are also not properly characterized as marketing. 

In Edison’s 1995 GRC, Edison was authorized approximately $13.7 million in non�DSM CS&I costs.  These funds were authorized to recover costs associated with customer activities, economic development, and safety.  Table III�2 quantifies the amounts.



Table � STYLEREF 1 \n �III�-� SEQ Table \* ARABIC �2���Non-DSM CS&I Costs Authorized in Edison’s 1995 GRC �/ �(Thousands of 1996 Dollars)��Description�Amount��Customer Activities�10,103��Economic Development�3,246��Safety Services�     380��	Total�13,728��As previously noted, Edison will not be marketing generation; therefore, as with safety services, the activities associated with Customer Activities and Economic Development cannot be generation�related.

Customer Activities Are Not Generation “Marketing”

Table III-3 lists each category of customer activity authorized in Edison’s 1995 GRC.



Table � STYLEREF 1 \n �III�-� SEQ Table \* ARABIC �3���Categories of Customer Activities�Authorized in Edison’s 1995 GRC�(Thousands of 1996 Dollars)��Category�Amount  �/ ��Rate Design and Billing�1,195��Market research�2,170��Market segmentation�869��Bypass coordination�978��Customer analysis�435��Major customer contact�1,739��Field Representatives�2,174��Outreach activities�    543��      Total�10,103��None of the activities listed in Table III-3 are properly characterized as generation “marketing.”  In fact, all of these activities will be continued by the regulated UDC because no matter who supplies a customer’s energy, each customer will remain connected to the utility’s wires and will require continued service and assistance on issues such as regulated tariff options, assistance on power quality, market research on customer satisfaction with service, and outreach activities that educate customers on electrical safety and environmental issues.�/ 

Rate Design and Billing

No party has argued that the UDC’s role with regard to rate design and bill comparisons for customers will decrease as a result of industry restructuring.  The costs associated with Rate Design and Billing should continue to be recovered through nongeneration rates.

Market Research and Segmentation

After January 1, 1998, Edison, in its role as a UDC, will continue to perform research to determine which regulated UDC products and services (such as tariffs, billing options, etc.) are most beneficial to its customers.�/  In order to ensure adequate customer service, and comply with PBR customer satisfaction survey requirements, the UDC will also need to continue market research on customer satisfaction.  These costs are associated with ongoing utility operations, and will be incurred for the benefit of all utility customers regardless of the source of their generation.  Because these costs are not for generation marketing, Edison should be allowed to continue recovering them from all customers.  

Bypass Coordination

The Bypass coordination function provides information and analyses to assist Edison’s customers in identifying and implementing cost�effective alternatives to uneconomic bypass.  Because uneconomic bypass can be defined as a customer leaving the electric system (transmission and distribution), not choosing an alternative energy supplier, bypass coordination is a responsibility that Edison will continue to face as a UDC.�/  Accordingly, bypass coordination should be funded through nongeneration rates.

Customer Analysis

The UDC will continue to have responsibility for performing analyses and providing technical support to all UDC customers, whether bundled or unbundled, regarding technologies used in conjunction with utility operations.�/   Customer Analysis activities are neither marketing nor generation�related.

Major Customer Contact and Field Representatives

In its decision in Edison’s 1995 GRC, the Commission specifically:

. . .evaluate[d] the funding requests [for Major Customer Contact and Field Representatives] based on the need for ongoing funding and whether the activities relate to the provision of utility service.�/ 

The Commission then granted funding so that the utility could address “specific customer needs” such as providing assistance on power quality, alternative rates, and facility expansion.�/  These are not marketing costs.  Because the UDC will need to continue to provide customer assistance, regardless of the customer’s generation provider, these costs should continue to be recovered through UDC rates.

Outreach Activities

Outreach activities are focused on disseminating information to utility customers.  This information typically educates customers on issues including electrical safety, efficient usage, and environmental matters.�/  These costs, which are similar to the safety services costs that TURN/UCAN concede are not generation marketing expenses, also cannot properly be characterized as generation marketing expenses.  These activities are an important aspect of customer information and will need to be continued by the UDC, and they should continue to be recovered through utility rates.

Economic Development Should Remain In Nongeneration Rates

Economic Development is a utility function expressly authorized by statute.�/  PU Code § 740.4 authorizes ratepayer funding of utility economic development programs to the extent of ratepayer benefit.�/  In Phase I of our 1995 GRC, the Commission found that Edison demonstrated a level of ratepayer benefits and authorized a commensurate level of funding for economic development activities through rates.�/  

TURN/UCAN have proposed to treat Edison’s economic development activities as generation “marketing,” although they acknowledge that re�classification of economic development was “a close call.”�/  The Commission should act consistently with the legislation and its prior funding authorization and not adopt TURN/UCAN’s proposal.

Edison’s witness explained that economic development is improperly included by TURN/UCAN with other non�DSM O&M CS&I costs.�/  Moreover, the Commission has previously assigned economic development costs to nongeneration, due to the extensive customer contact required for these activities.�/  Therefore, economic development costs should be shared by all distribution customers, not only by those who purchase generation from Edison, as proposed by TURN/UCAN.�/  Under PU Code § 740.4, ratepayer�funded economic development activities are not intended to “induce” customers to purchase Edison generation, as TURN/UCAN claim in reclassifying economic development as “marketing costs.”�/  

No provision of AB 1890 supersedes or is inconsistent with the activities authorized by PU Code Section 740.4.  Consistent with the 1995 GRC decision and the subsequent nongeneration PBR decision,�/ these activities should continue to be funded through nongeneration rates.  Edison’s Economic Development funds have been accorded one�way balancing account treatment by the Commission.�/  To ensure appropriate expenditure of these funds, this accounting should also be retained.

TURN/UCAN Have Grossly Overstated Edison’s Authorized CS&I Costs

After adding approximately $9.4 million as an estimate of A&G that is associated with marketing generation, TURN/UCAN add approximately $12.7 million more apparently to account for unidentified “common plant” and because “Edison has not conducted a detailed and comprehensive study which will specifically assign A&G costs as marketing�related.”�/  Thus, by stacking one estimated adder onto another, TURN/UCAN manage to transform approximately $12 million in authorized non�DSM CS&I costs into a disallowance of approximately $35 million.  TURN/UCAN perform this without any meaningful evidentiary support for their estimates.  Accordingly, TURN/UCAN’s unsupported and arbitrary “mark�up” should be rejected.

TURN/UCAN's Proposal To Disallow Costs Recorded In FERC Account 561 Should Be Rejected

TURN/UCAN propose to remove $9.9 million in load dispatching costs in FERC Account 561 together with the associated A&G costs (approximately $7 million) and general plant from Edison’s revenue requirement.�/  A close examination of this proposal demonstrates that TURN/UCAN made unfounded judgments about the nature of the activities reflected in that account and their associated costs without even reviewing the utilities’ filings with the FERC and prior to the ISO/WEPEX protocols being finalized.�/  The evidence in this case points to a gross overestimation of these costs by TURN/UCAN. First, there are a number of activities whose costs are recorded in Account 561 that will not be transferred to the ISO and will continue to be performed by the UDC.�/  Second, the amount of revenue requirement related to the dispatching activities that will be transferred to the ISO as filed by Edison in its March 31, 1997 filing with FERC is only about $1.6 million.�/  Therefore, TURN/UCAN’s proposal is premature and should await the final ISO/WEPEX protocols and an accurate determination of the activities in Account 561 that will be transferred to the ISO.�/ 

Edison’s Proposal To Allocate Franchise Fees To Nongeneration Is Appropriate

Edison pays franchise fees to municipal and other governmental authorities as compensation for the right to install and use transmission and distribution facilities along public rights�of�way.�/  The Franchise Act of 1937 makes clear that the fees Edison pays for such franchises relate directly to its distribution and transmission functions.  For example, the Act, states that:

Every electric franchise so granted confers upon the grantee thereof the rights to use, or to construct and use, poles, wires, or conduits and appurtenances for the purpose of transmitting and distributing electricity for all purposes, under, along, across, or upon the public streets, ways, alleys, and places as they now or hereafter exist within the municipality.�/ 

Thus, in applying cost causation principles, it is appropriate to attribute franchise fee costs to nongeneration.

In testimony that was not introduced until ORA’s witness took the stand in these proceedings, ORA argued that Edison’s assignment of these costs entirely to nongeneration is improper and that some unspecified amount of such costs should be assigned to the generation functions.�/  Due to this last�minute inclusion of the testimony, Edison was deprived of the opportunity to fully develop the record with regard to ORA’s proposal.  Nevertheless, it is clear from the record that the concerns that motivated ORA’s proposal are fully addressed by legislation that has already been enacted to address the recovery and payment of franchise fees after electric restructuring takes place.

In oral testimony, ORA indicated that its recommendation is premised upon the possibility that direct access providers would be required to directly charge their customers franchise fees based upon generation provided.�/  Indeed, ORA expressly stated that it would no longer offer its proposal if there were legislation that required the UDC to collect franchise fees from direct access customers based upon an imputed calculation of the customer’s usage.�/  The legislature, in contemplation of electric restructuring, enacted precisely such a provision in SB 278.�/  Accordingly, ORA’s concern is moot.

For purposes of determining franchise fees for a customer selecting direct access, Section 6353 of SB 278 requires Edison to multiply the customer’s energy usage by the “weighted average cost” of the energy and then to multiply that figure by a franchise fee factor.  For purposes of this calculation, Edison proposes that the “weighted average cost” of electricity be defined as the average cost of energy billed to Edison’s bundled service customers in the same customer class.  During the transition period, this would be the weighted average cost of energy purchased from the PX by Edison for that customer class and would be identical to the energy credit given to direct access customers in that class.

Edison's Resulting Unbundled Revenue Requirements

Overview

Pursuant to AB 1890, rates are frozen for all customers at the adopted June 10, 1996 levels.�/  Edison will subtract the adopted PBR distribution rates, transmission rates, Public Benefits charges, nuclear decommissioning charges, MAMBFs, and rate reduction repayment charges (for residential and small commercial customers only) from the rate levels in effect as of June 10, 1996 to residually determine generation rates.�/  CTC will further be residually determined by subtracting Edison’s cost of procuring energy and other services from the ISO/PX from this generation rate.  This ratesetting methodology is not in dispute in this proceeding.  Some parties, however, disagree with Edison’s proposed methodology for developing the unbundled revenue requirements; for example, there are disagreements with how they are determined or what costs are included in them.

Because generation rates will be determined residually, 1998 forecast revenue requirements are only necessary for the determination of: (1) PBR distribution rates, (2) transmission rates, (3) Public Benefits charges, (4) nuclear decommissioning charges, and (5) the MAMBF.�/  In this Application, Edison is requesting that the Commission adopt the forecast revenue requirements, and associated ratemaking, for each of these components as discussed below.

1998 Nongeneration Revenue Requirement

The Commission approved Edison’s nongeneration PBR in Decision No. 96-09-092 effective January 1, 1997.  As described in Section III.C.2. of this brief, Edison proposes a rate credit approach for determining the starting point for the distribution PBR in 1998.  Under this approach, the appropriate portion of the FERC adopted 1998 transmission revenue requirement, which is currently included in Edison’s nongeneration PBR, will be converted into transmission rates and subtracted from the nongeneration PBR rates, resulting in distribution PBR rates.  These distribution PBR rates will then be escalated based on CPI-X for the years 1999 through 2001.�/ 

However, before the rate credit methodology is applied to derive the distribution PBR rates, Edison is proposing to adjust the 1998 nongeneration PBR starting point to facilitate functional unbundling and divestiture (see Section III.C).  The nongeneration PBR starting point will be reset on January 1, 1998. Edison will redesign its nongeneration PBR rates to collect this updated nongeneration PBR revenue requirement based on the same rate design methodology approved in designing the 1997 nongeneration PBR rates.  These redesigned rate levels will then be adjusted by CPI-X for 1997 and 1998, and adopted 1998 transmission rates will be subtracted, resulting in the 1998 distribution PBR rates.�/ 

In Exhibit 12, Edison developed a proposed 1998 nongeneration PBR revenue requirement starting point of $2,027,881,000 based on its proposed cost separation.�/  This proposed 1998 nongeneration PBR revenue requirement starting point was developed in mid-1996. Since then, various Commission decisions have been issued that impact this amount (e.g., 1997 Cost of Capital).  Edison will update the final 1998 nongeneration PBR revenue requirement starting point to reflect the ultimately adopted methodology in this Application, as well as for other Commission decisions that have an impact on the revenue requirement, in the implementation Advice Filing which will be made after the Commission issues its decision in this proceeding.

As described elsewhere in this brief, both the adjustment to the 1998 nongeneration PBR revenue requirement starting point and the rate credit approach to derive the 1998 distribution PBR rates are reasonable and should be adopted.

1998 Transmission Revenue Requirement

In D.96-10-074, the Commission directed Edison to file a separation of its rate base and revenue requirement into generation, transmission, and distribution components, reflecting the October 30, 1996 FERC decision in Docket EL96�48 which identified the FERC jurisdictional facilities.

At the time Edison filed its Ratesetting Application, Edison had not yet developed its estimate of the transmission revenue requirement.  However, for illustrative purposes, Edison provided an estimate of its transmission revenue requirement based on its Open Access Transmission (OAT) rate filing made before FERC in Docket No. OA96�76�000 on July 9, 1996.  The OAT transmission revenue requirement is based on the traditional definition of transmission, and therefore includes generation�related transmission facilities and local distribution facilities which, pursuant to FERC’s October 30, 1996 decision, will not be included in Edison’s FERC transmission revenue requirement.  Consistent with that decision, Edison adjusted the transmission revenue requirement to reflect only those facilities that will be under the operational control of the ISO.  The “illustrative” transmission revenue requirement was $237,537,000.�/ 

On March 31, 1997, Edison filed with FERC its estimate of the 1998 ISO transmission revenue requirement.  This amount is $211,054,000.�/  FERC may accept this amount in 1997, subject to refund, on an interim basis.  However, FERC may not render a final decision until sometime after January 1, 1998.  If this occurs, a mechanism such as a tracking account must be implemented at the CPUC to adjust the transmission and distribution rates at that time to reflect the final FERC decision.�/ 

1998 Public Benefits Revenue Requirement

AB 1890 mandates the establishment of a separate nonbypassable rate component to collect the revenues to fund: (1) cost-effective energy efficiency and conservation activities, (2) research and development not adequately provided by the competitive and regulated markets, (3) in-state operation and development of existing and new and emerging renewable resource technologies, (4) low-income energy efficiency (LIEE) services, and (5) the California Alternative Rate for Energy (CARE) Program. AB 1890 set certain minimum revenue requirement levels for each of these activities and Edison developed a proposed 1998 Public Benefits revenue requirement of $178,033,000�/  based on these minimum funding levels.�/ 

In the Interim Opinion On Public Purpose Programs D. 97-02-014, the Commission adopted these minimum AB 1890 levels as the funding amounts for 1998.�/  Therefore, the Commission should adopt a Public Benefits Revenue Requirement of $178.033 million for Edison effective January 1, 1998.�/  

Edison is proposing to maintain the current CARE surcharge in 1998 as a separate component of rates (i.e. not include it in the Public Benefits charge). A separate CARE surcharge must be maintained because the 15% discount provided to eligible low-income customers is billed to non-CARE customers through the CARE surcharge to make up the revenue deficiency. Because the CARE surcharge will remain at its current 1997 levels, a forecast 1998 CARE revenue requirement is not required, with one exception. Edison has proposed to remove the revenue requirement associated with the CARE program administrative costs from the current nongeneration PBR rates and to include it in the Public Benefits charge effective January 1, 1998.�/  This proposal was not disputed by any Party and should be adopted.

1998 Nuclear Decommissioning Revenue Requirement

AB 1890 requires nuclear decommissioning costs to be recovered in a separate nonbypassable charge until such costs are fully recovered. Effective January 1, 1998, Edison has proposed the establishment of  a separate nuclear decommissioning charge to collect the 1995 GRC authorized nuclear decommissioning revenue requirement of $103.847 million.�/ 

In addition, Edison has proposed the establishment of a Nuclear Decommissioning Balancing Account (NDBA) to track, on a monthly basis, the authorized nuclear decommissioning revenue requirement as compared to the recorded nuclear decommissioning charge revenues. Accumulated balances in the NDBA would accrue interest based on the monthly 3-month commercial paper rate.�/  The NDBA will ensure that no more and no less than Edison’s authorized nuclear decommissioning revenue requirement will ultimately be collected from customers. 

Both the 1998 proposed nuclear decommissioning revenue requirement and the NDBA were not contested by any Party, are reasonable, and should be adopted.

1998 Miscellaneous Adjustment Mechanism Revenue Requirement

As discussed in Section III.C.3. of this brief, Edison has proposed the establishment of a MAM balancing account to collect the revenue requirement associated with miscellaneous Commission�authorized costs. The MAM revenue requirement would be collected in a separate, nonbypassable MAMBF. Edison’s proposed 1998 MAMBF revenue requirement is a negative $22.244 million.�/  For the reasons set forth earlier in this brief, the 1998 MAM revenue requirement and the MAM balancing account are reasonable, and should be adopted.
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Overview Of Edison's Proposal

Edison proposes to unbundle rates into separate components consisting of charges for PX energy, transmission, distribution, CTC, Public Benefit Programs, Nuclear Decommissioning, the MAMBF, PUC Reimbursement Fee, and California Alternate Rates For Energy (CARE) Surcharge.�/  The CTC should be determined residually by subtracting all other charges from the total charges frozen at June 10, 1996 levels with the exception of residential and small commercial customers whose rates will reflect a 10% decrease from June 10, 1996 levels contingent on the issuance of Rate Reduction Bonds.�/  Edison’s nongeneration PBR rates are proposed to be separated into FERC jurisdictional ISO transmission rates and CPUC jurisdictional distribution rates using a rate credit approach.�/  The revenues for Public Benefit Programs, Nuclear Decommissioning, and the MAM should be accounted for by establishing equal cents per kWh billing factors applicable to the usage of all customers.�/  Finally, Edison recommends that the rate reduction for residential and small commercial customers be implemented by providing a 10% bill credit to all customers served on rate schedules in the Domestic and GS-1 rate groups.  Separate charges should be established for each rate group to recover the repayment and other costs associated with the Rate Reduction Bonds.  These charges should be designed by allocating the revenue requirement associated with the Rate Reduction Bonds to each rate group in proportion to their total revenues and then dividing the allocated bond revenue requirement by the kWh sales forecast for each rate group.�/ 

Edison’s rate proposals in this proceeding follow four basic principles:

Rates for utility services that have a marginal cost basis should be designed using existing EPMC methods.

Charges for recovery of costs that have no marginal cost basis should be designed in the simplest and most straightforward manner during the rate freeze period, since cost shifting cannot occur during the rate freeze.

The appropriate revenue allocation and rate design methods for the period following the rate freeze should be evaluated in a future rate proceeding given the circumstances existing at that time.�/ 

The separation of Edison’s nongeneration PBR rates into transmission and distribution components should not change the total nongeneration PBR rates.�/ 

Edison's Approach To Calculating The PX Energy Charge And Residual CTC Is Appropriate

CTC Should Not Be Calculated Based On A Forecast Of PX Price

Enron and Southern Energy Retail Trading and Marketing (Southern) originally proposed that the CTC be fixed over some period of time such as a quarter or a year by forecasting the PX price and truing-up that forecast after the actual prices become known.�/  Realizing the difficulty with forecasting the PX price and the conflicts between future true-ups of that PX price and various provisions of AB 1890 as described in the utilities’ rebuttal testimony, these parties modified their original positions.�/  Despite the change in these parties’ positions and the fact that currently there are no primary proposals in this proceeding that call for forecasts of PX price and subsequent true-ups, Edison notes that it continues to oppose a CTC determination mechanism that relies on a market price forecast.  Forecasting the future PX price is a difficult task and is complicated by lack of experience with the new market structures.�/  The Commission itself realized such difficulties when it stated its preference for the determination of utilities’ transition costs on the basis of a “market-based” approach rather than an “administrative” approach that, among other things, requires long-term forecasts of market prices.�/  Furthermore, neither of the parties advocating forecasting the PX price followed by true-ups spelled out how the true-ups will be accomplished and administered.  Southern, dismissed these difficult issues as “implementation details.”�/  Edison disagrees.  The manner in which true-ups are implemented could have significant cost shifting implications.�/ 

Hourly Calculation of CTC For Customers With Hourly Meters is Appropriate

ORA, CEC and Southern argue that utilities’ proposals to calculate CTC for customers with hourly meters renders the Virtual Direct Access (VDA) option as envisioned by the Commission in its Restructuring Policy Decision meaningless.  On this basis they urge the Commission to reject the utilities’ proposals and present alternatives for calculation of CTC for customers with hourly meters.�/ 

ORA and Southern present an alternative proposal that calculates an average CTC for customers in a particular class or on a particular rate schedule based on the actual (ex-post) average PX price for those customers over the billing cycle.�/  Before discussing the fundamental problems with this proposal in terms of potential violations of AB 1890 and cherry picking problems they cause, it is important to point out two technical problems with this proposal.  First, customers on the same rate schedules have different billing cycles and even different meter read times.  Therefore, a large number of calculations need to be performed to determine the class or schedule average PX price for all combinations of billing cycles and read times.  Southern’s witness conceded that he has not given this issue a lot of thought and even stated that his proposal does not require the use of load profiles.�/  Edison is puzzled how a class average PX price for a billing period can be calculated based on hourly PX prices without the use of some load profile when not everyone in the class has an hourly meter.  Southern’s witness tried to mask this difficulty by stating that the utilities’ proposal requires many more calculations for individual customers on an hourly basis.�/  What is not recognized here is that under utilities’ proposals, a customer with an hourly meter is charged the utilities’ generation rate based on its total kWh or kW demand during the billing cycle, much in the same fashion as the total bill is calculated today, and then is provided a PX energy credit.  This credit is calculated by multiplying the customer’s hourly usage values by the hourly PX prices and then adding over all hours in the billing cycle.�/  This is the same calculation that is performed today for utilities’ customers on real�time pricing rates.  Therefore, there is nothing in this process that is difficult to implement unlike the calculation of an average PX price for a large number of rate schedules and various combinations of meter read times and billing cycles as ORA and Southern’s proposal requires.  Second, as was noted by the ALJ during cross examination of Southern’s witness, calculating CTC based on actual prices at the end of each billing cycle  would not provide the necessary information to the customers when they are making their decisions about how much energy to use.�/ 

CEC makes an alternative proposal that is predicated on hourly calculation of CTC; however, anytime a customer responds to the hourly PX price by shifting to low PX energy price hours, CEC presumes that there is additional CTC recovery and a portion of that additional CTC revenue should be shared with the customer.�/  There are three  problems with this logic:

1)	Customers electing options such as Virtual Direct Access (VDA) generally benefit by their existing load profiles being better than that of the average customer in the class and without any additional shift from their existing load profiles.  No additional CTC recovery is realized when such customers install hourly meters and take service on VDA.�/ 

2)	It is impossible without making some assumptions about the customers’ behavior to determine what a potential VDA customer’s load profile would have been absent the availability of the VDA option to calculate the additional CTC recovery arising from the customer electing to take service on a VDA option.�/ 

3)	The additional CTC recovery is realized only if the customer who shifts load is on a rate with flat energy charges.  Customers on Time-Of-Use (TOU) rates do not necessarily contribute more CTC by shifting their load to the off-peak period.�/ 

In addition to the above technical problems with the ORA, Southern and CEC proposals, these parties’ proposals would result in cherry picking of the customers with better than average load profiles by the marketers.�/  Edison agrees with the CEC witness’s observation�/ that if all customers were aware of their load shapes as compared to the average customer in the class, efficiency would be achieved by the utilities’ offering a VDA option in competition to direct access offerings under a non-hourly CTC calculation.  History of customer interest in TOU and real time pricing options, however, indicates that the inefficiencies arising from lack of information by customers about their load profiles and what Edison refers to as cherry�picking far outweigh the efficiencies that would be gained by few customers electing the VDA option.  It is not at all clear that with more expensive hourly meters and with potentially flatter PX prices than the current TOU and RTP prices, the customers will be any more interested in a VDA option than they are currently interested in TOU options.�/ 

These parties also dismiss, inappropriately, the potential conflict between various provisions of AB 1890 and a non-hourly calculation of CTC.  First, a simple examination of  Table 3 on page 5 of Exhibit 39 demonstrates why a non-hourly CTC can result in violation of the rate freeze mandated by AB 1890.  In that table the VDA customer always pays a price higher than the tariff energy rate.  Therefore, regardless of how that customer shifts its load, it would end-up paying a higher than tariff energy rate.  Edison realizes that this is a hypothetical example, but even one example that demonstrates a violation of state law and the Commission’s Costs Recovery Decision (D.96�12�077) is sufficient to invalidate the VDA option.�/  Second, a non-hourly calculation of CTC based on  a class average load profile results in shifting of CTC responsibility from the customers with better than average load profiles to other customers.�/ 

Edison would like to make two additional observations with respect to the record in this proceeding as it relates to calculating CTC on a non-hourly basis.  ORA originally criticized the utilities’ proposal based on a hypothetical example where the PX energy cost during a system peak hour reaches 25¢/kWh.  Under the ORA’s hypothetical, the hourly CTC value for that hour became a net -17 c/kWh and ORA raised a concern that such a negative CTC value when added to other nongeneration charges and the ESP’s energy price does not provide the appropriate price signal to the direct access customers.�/  Edison responded by indicating that the occurrence of such an outcome does not invalidate the hourly calculation of CTC because the average monthly PX price credited to the direct access customers is calculated based on the PX price in all hours and the individual customers’ load profiles.�/  It is interesting that when faced with the same hypothetical but in terms of a direct access customer’s expectation of seeing a rate during this hour that is 5¢/kWh lower rather than 17.6¢/kWh higher, ORA’s witness reached the conclusion that the customer would make a choice of an alternative supplier based on the savings over a longer period of time rather than a particular hour.�/ 

Our second observation relates to Southern’s motivation in proposing a non-hourly calculation of CTC.  During the hearings, Southern consistently tried to present its proposal as one that promotes response to hourly price signals.�/  Southern’s real intentions can be seen in the following response by its witness:

I should note that many of our customers, many of Southern’s customers are very adamant about being quite interested in getting a fixed energy price for the energy that they’re purchasing from their supplier and feel that there’s value to that.�/ 

Southern can easily fulfill the desire of its customers by providing them a fixed generation price (CTC + PX price) in competition with utilities’ frozen tariff rates as Enron has agreed to do under certain conditions.�/  If Southern’s customers desire to have a fixed generation price, Southern can negotiate one with them.  Bundled UDC customers should not pay for the cost of such a hedge.

ISO Settlement Costs Received by UDC Should Be Reflected In The PX Energy Cost

Edison is the only utility that made detailed proposals on how the PX energy price should be trued-up after the ex-post settlements from the ISO/PX are received and how the result should be reflected in customers’ bills.  These proposals were based on Edison’s understanding of the ISO/WEPEX protocols at the time.�/  The ISO/WEPEX filing of March 31, 1997 does not alter Edison’s understanding that there will be some ex-post settlements that are received by the UDC after customers’ initial bills are rendered.  Therefore, Edison continues to support its original proposal and as stated in its testimony would make the appropriate modification to the extent that in actual operations of ISO/PX it becomes clear that the magnitude of ex-post settlements are large enough to warrant modification to Edison’s method of reflecting the settlements in customers’ bills.�/ 

Charging UDC customers and crediting direct access customers a weighted average PX energy price including the true-ups for ex-post settlements is appropriate because: (1) it provides the UDC with an incentive to accurately forecast its energy needs and minimize the settlement costs as a higher PX energy price results in a lower CTC level; (2) direct access customers are expected to pay their own settlement costs through their schedule coordinators and should not be credited only with the weighted average of the day-ahead and hour-ahead PX energy prices excluding the UDC’s settlement costs; (3) residual determination of CTC based on the weighted average of the day-ahead and hour-ahead PX prices and a separate charge to recover the settlement costs from UDC customers would violate the rate freeze provision of AB 1890.�/ 

Some parties such as CFBF consider Edison’s proposed method of reflecting these settlement costs in customers’ bills complicated,�/ while others do not think that it is accurate enough.�/  CFBF’s witness during cross examination, however, stated that her raising concerns about Edison’s method does not mean that it should not be used.�/  With respect to the other parties’ desire for more accuracy, Edison has continuously stressed the position that it is willing to take all cost-effective and customer-preferred measures to improve the accuracy of the process after some experience with the magnitude of these settlements is obtained.�/ 

Unaccounted For Energy Should Be Assigned To All Customers

As described in Exhibits 12 (see pages 38-40 and 48), even after all ex�post settlements have been rendered, there may be unaccounted for energy in the UDC system in any particular hour due to errors in the estimation of load profiles and losses, theft and meter malfunctions.  Edison believes that all cost-effective measures for reducing the amount of unaccounted for energy should be undertaken; however, the cost of the remaining unaccounted for energy should then be paid by all customers, including direct access customers.�/  ORA, the other party who made detailed proposals on the issue of settlements agrees with this position.�/ 

Edison's Cents Per Kilowatt Hour Approach For Recovering Public Benefit Programs, Nuclear Decommissioning, And MAM Costs Is Appropriate

Edison has proposed to collect the revenue requirements for Public Benefit Programs, Nuclear Decommissioning, and the MAM on an equal cents per kWh basis from all customers during the rate freeze period.�/  It is uncontested that this proposal will not change the total rates paid by any customer during this period and is the most straightforward method of accounting for these revenues.  Criticisms of Edison’s proposal essentially boil down to three unfounded claims: 

(1)	these costs are not currently reflected in rates on an equal cents per kWh basis, so Edison’s proposal allegedly results in cost�shifting; 

(2)	an equal cents per kWh charge does not reflect cost causation nor send appropriate price signals to customers; and

(3)	Edison’s proposal will establish precedent for the post�rate freeze period.

These criticisms are discussed in the following sections.

Edison’s Proposal For Collecting The Public Benefit Programs, Nuclear Decommissioning, And MAM Revenue Requirements On An Equal Cents Per kWh Basis Does Not Change The Manner In Which These Costs Are Allocated To Customers.

Various parties have claimed that by collecting the revenue requirements for Public Benefit Programs, Nuclear Decommissioning, and the MAM on an equal cents per kWh basis, Edison would be changing the way these costs are allocated to customers.�/  These claims are incorrect.  The rate freeze prevents cost shifting from occurring by locking in the allocation of all costs as they existed as of June 10, 1996.�/  Prior to this proceeding, these costs were part of the total revenue requirement which was allocated to customers and reflected in rates by EPMC.�/  Since these costs were never separately allocated and identified in rates, it is impossible to determine how these costs were reflected in rates other than as part of the total bundled revenue requirement.�/  Therefore, there is no basis for claiming that Edison is changing the manner in which these costs are reflected in rates.  Indeed, according to CLECA/CMA’ witness, based on her definition, any method for separately allocating costs which were previously allocated on a bundled basis would result in cost�shifting.�/  Parties’ unfounded claims that Edison is changing the way in which the costs of Public Benefit Programs, Nuclear Decommissioning, and costs associated with the MAM balancing account are allocated to customers should be rejected. 

These Costs Have No Marginal Cost Basis, And Rates For Recovering These Costs Provide No Economic Price Signals To Customers

The costs Edison proposes to collect on an equal cents per kWh basis -- Public Benefit Programs, Nuclear Decommissioning, and expenses recoverable through the MAM -- are not marginal costs, and unlike transmission and distribution costs, there are no economic price signals associated with these costs.�/  CIU believes that the way in which these costs are collected during the rate freeze period provides information to customers regarding the level of rates they can expect following the rate freeze.�/  However, the allocation of these costs in the post rate freeze period will be different than the system average percentage (SAP) allocation CIU advocates in this proceeding.�/  Because the more complicated SAP method would not provide customers with accurate information regarding the level of their rates once the rate freeze ends, it offers no advantages over Edison’s simpler equal cents per kWh approach.�/  It should also be noted that many intervening parties who advocated a SAP allocation of these costs, at the same time criticized PG&E’s method of recovering these and other unbundled rate components as a percent of the total bill.�/  They have asked PG&E to show charge factors based on the SAP method.  This would require showing on a schedule such as Schedule TOU�8 for Edison 11 charge factors for recovery of each category of cost or 33 charge factors in total for recovery of Public Benefit Programs, nuclear decommissioning and MAM costs.  These parties’ proposals are unduly complicated and would lead to customer confusion without any impact on customers’ bills during the transition period.

Edison’s Proposal For Collecting The Public Benefit Programs, Nuclear Decommissioning, And MAM Revenue Requirements On An Equal Cents Per kWh Basis Does Not Prejudge The Eventual Revenue Allocation And Rate Design Methods For These Costs Once The Rate Freeze Ends

Edison is not changing the way these costs are allocated from what was in effect as of June 10, 1996, but simply proposes to establish billing factors so that these revenues can be tracked for revenue accounting purposes.�/  Concerns regarding establishment of precedent for the allocation of these costs to customers are misplaced.  Edison’s proposal is consistent with the present practice of allocating the total revenue requirement by EPMC and establishing the ERAM Billing Factor on an equal cents per kWh basis for revenue accounting purposes.  Although ERAM revenues are recorded on an equal cents per kWh basis, they are allocated to rate groups by EPMC as part of the total bundled revenue requirement.�/  Once the rate freeze ends, the revenue requirements for Public Benefit Programs, Nuclear Decommissioning, and MAM will have to be allocated to rate groups and rates designed.  The Commission will need to determine the appropriate revenue allocation and rate design methods for these costs given the circumstances existing at that time.  In the meantime, Edison’s straightforward cents per kWh recovery proposal should be adopted.

Edison’s Proposal Is The Simplest Method Of Accounting For The Revenues Associated With These Costs

Edison’s proposal for collecting these costs on an equal cents per kWh basis taken together with the nongeneration PBR rate indexing mechanism and the residual determination of generation rates eliminates the need for litigating detailed billing determinant forecasts for each of Edison’s rate schedules on an annual basis.�/  Allocation methods based on percentage of total revenue would require rate group revenues to be calculated based on billing determinant forecasts each year.  Litigating annual billing determinant forecasts for purposes of accounting for what amounts to about 3.5% of total revenues is an inappropriate use of resources during the transition period when rates are frozen.�/ 

Development Of Separate Revenue Allocation And Rates For Distribution, Non-ISO Transmission, And Customer Costs Using Embedded Costs Is Not Appropriate

Edison developed its nongeneration PBR rates according to the EPMC method authorized by the Commission, and then separated the nongeneration PBR rates into FERC jurisdictional transmission and CPUC jurisdictional distribution rates.�/  CLECA/CMA advocate establishing separate rates for sub-functions within the CPUC jurisdictional distribution function which would be established at the embedded costs of these sub-functions rather than at marginal cost.�/  This proposal is unnecessary and inappropriate.  Rates must be unbundled to enable competitive supply of generation services and to accommodate the different ratemaking mechanisms applicable to the various revenue requirement components.�/  As Edison’s witness explained, “each of these functions or components have different ratemaking treatment:  Some are subject to balancing accounts, some are subject to FERC ratemaking, some are subject to PBR, and some are subject to transition costs mechanisms.”�/  CLECA/CMA would separately allocate the revenue requirements of non�ISO transmission, distribution, and customer�related services which are all subject to the same PBR ratemaking mechanism.�/  This proposal is nothing more than an embedded cost allocation long ago rejected in California in favor of the EPMC revenue allocation method.�/  Where the Commission has unbundled components of the base revenue requirement in the past, it has done so on a marginal cost basis rather than an embedded cost basis.  For example, power factor charges have been unbundled and established based on the marginal cost of capacitors installed to correct for poor power factor.  Power factor charges have not been designed to recover the embedded cost of these capacitors.�/  For ongoing utility services, Edison has maintained the Commission adopted EPMC approach which provides the appropriate marginal cost based price signals for these services.  CLECA/CMA’s embedded cost allocation and rate design would provide inappropriate price signals and deviate from long standing Commission policy.�/ 

DOD’s proposal to allocate the distribution revenue requirement based on marginal distribution costs does not account for the differences between how distribution was defined for marginal costing purposes and how FERC has defined it for purposes of establishing the transmission revenue requirement.�/  When asked about the need to establish new cost drivers for allocating the newly defined transmission revenue requirement, DOD’s witness referenced a stipulation on ISO transmission revenue allocation and rate design and stated that he didn’t think “anything further is required.”�/  He did not explain how a settlement on transmission rate design can be relied upon to allocate revenues and design rates for the distribution revenue requirement.  DOD’s proposal is inappropriate because it does not recognize the cost responsibility of subtransmission customers for the subtransmission system and results in distribution rates well below marginal cost.�/ 

10 Percent Bill Credit Implementation Procedures

Edison’s proposal for implementing the 10% rate reduction via a bill credit applicable to customers served on rate schedules in the Domestic and GS-1 rate groups is uncontested and should be adopted.  The only contested issue is provisions for customers who receive the rate reduction and subsequently change to a rate schedule not subject to the Rate Reduction Bond repayment charge.�/   ORA recommends that customers who change rate schedules because they no longer meet the applicability criteria for a rate schedule subject to the bond repayment charge should repay the discounts they received.�/  ORA’s proposal would be difficult to administer.�/  Customers who are mandatorily switched to a rate schedule not subject to the Rate Reduction Bonds (for example due to load growth) should no longer receive the bill credit nor should they be required to pay the bond repayment charges.�/  In its Rate Reduction Bond application or by Advice Letter, Edison will propose measures to prevent voluntary migration of customers who receive the discount to rate schedules that do not carry responsibility for repayment of the Rate Reduction Bonds.

Edison's Commission-Approved Domestic Seasonal Rate Adjustment Should Be Maintained

The Domestic Seasonal Rate Adjustment should be maintained since AB 1890 has frozen in place a seasonalized rate structure based on past pricing policy.  It would be inconsistent to have Edison’s highly seasonalized rate structure frozen, but discontinue the seasonal rate adjustment that was established and continued each year to address the impact of this rate structure on Edison’s earnings.�/ 

Since its adoption in 1990, the Domestic Seasonal Rate Adjustment has consistently been found to be reasonable by the Commission in subsequent rate proceedings to mitigate seasonal earnings fluctuations resulting from highly seasonalized rates.�/  Moreover, this adjustment was authorized by the Commission in Edison’s Nongeneration-PBR decision.�/  Where previously the seasonal rate adjustment was reflected in base rates and ECABFs, it is now reflected in distribution and generation rates, respectively. 

The objective of the adjustment is to spread revenues throughout the year in order to obtain a more stable earnings flow without collecting any more or less revenues on an annual basis than those allocated to the Domestic rate group.�/  That is, the same amount of forecasted annual distribution revenue is collected from Domestic customers with or without the seasonal rate adjustment.�/ 

ORA is concerned that competitors do not have the regulatory protection that Edison has through this mechanism.  ORA’s witness testified that “…nonregulated competitors in the competitive markets (would)�/ be probably also subject to seasonal earnings variations because of seasonal variations in PX and other market prices. . . .”�/  However, as Edison’s witness testified, what Edison proposed to do with seasonal adjustment is just on the distribution rates.  Edison is not proposing to adjust the energy charges which are the result of the PX price.�/  Therefore, ORA’s argument is unfounded.

The Baseline Rate Differential Is Appropriately Reflected in CTC

The rate freeze mandated by AB 1890 maintains existing total domestic rate levels, including the domestic baseline and nonbaseline rates and therefore the differential.  Historically, the differential between baseline and nonbaseline rates was reflected entirely in Energy Cost Adjustment Billing Factors (ECABFs).  However, there will no longer be an ECABF component when rates are unbundled; therefore, Edison proposes to capture this rate differential in the generation charge.  As the generation charge is unbundled into the PX energy charge, which does not vary between baseline and nonbaseline usage, and CTC, the rate differential will be reflected exclusively in CTC.�/ 

TURN/UCAN and ORA argue that the baseline/nonbaseline tier differential should be reflected in both distribution and CTC components.  However, distribution-related costs do not support an inverted block rate structure.  In the past, the Commission has consistently reflected the baseline differential in the ECABFs, and there is no portion of the ECAC component that was assigned to distribution rates.�/ 

Regardless of where the baseline/nonbaseline tier differential is reflected, all residential customers will continue to see the same baseline and nonbaseline rates since total rates will not change.  Edison’s proposal to reflect in generation rates the baseline rate differential which was previously reflected in ECABFs is simply a procedural change since ECABFs will no longer exist.�/  Thus, the baseline/nonbaseline tier differential is appropriately reflected in CTC until the end of the rate freeze period when rates are expected to be re�designed.  The Commission would need to reevaluate this issue at that time.

Edison’s Methodology Of Converting The Escalation Of Nongeneration PBR Base Rates Entirely To Energy Charges Should Be Adopted

Edison’s methodology of converting the escalation of nongeneration PBR base rates entirely into energy charges, even for schedules with demand and customer charges, is consistent with current adopted methodology and should be adopted.  Due to the rate freeze mandated by AB 1890, Edison was prohibited from escalating customer and demand charges above their June 10, 1996 levels.  Therefore, in the PBR filing, all escalation amounts were converted to a cents�per�kWh basis and added entirely to base energy charges where the ECABFs could be reduced equal and opposite so that total rates remained frozen.  The PBR decision specifically authorized all rates to be escalated by CPI�X.�/  In order to comply with the PBR decision while conforming with AB 1890, the escalation was applied to the energy charges.�/

Edison’s Proposed Methodology Of Aligning Schedule Revenues With The Allocated Revenue Requirement Is Reasonable

In instances where Edison’s development of nongeneration marginal cost-based customer and demand charges produce more revenue than the allocated revenue requirement for a particular schedule, Edison has reduced the nongeneration time-related demand charges to align schedule revenues with the allocated revenue requirement.  Without this adjustment, nongeneration energy rates would become negative.  Therefore, it is reasonable to reflect this adjustment in the next most variable charges.�/ 

In instances where marginal cost-based customer and demand charges for a schedule do not collect the allocated revenue requirement, the imposition of an energy charge is appropriate.  

CLECA/CMA suggested using an EPMC factor to increase all transmission and distribution components.  This is inconsistent with how the nongeneration PBR base rates, which are escalated to arrive at 1998 rates, are established.  Also, adjusting transmission and distribution components would result in prices that deviate from marginal costs.�/ 

Edison's Flexible Pricing Options Should Be Unbundled And Made Available To Both Bundled Utility Customers And Direct Access Customers

Edison has presented testimony in this proceeding on two aspects of its Flexible Pricing Options. The first aspect is the unbundling of these rate options to make them compatible with the availability of a PX price and the Commission’s desire to have the PX price be reflected in customers’ rates without any mark-up or modification by the UDC.�/  The second issue relates to making these options available to direct access customers. From a policy point of view customers who may elect to take service on these options should not be precluded from engaging in direct access transactions.�/  From a technical and ratemaking point of view, there are no impediments to making these options available to direct access customers except for two minor modifications to the terms and conditions for two of these pricing options. Edison plans to present the revised tariffs to accomplish this objective in the tariff phase of this proceeding.�/ 

Interruptible Credits Should Appropriately Be Reflected In CTC

Edison has proposed to reflect the interruptible credit in a lower CTC charged to interruptible customers.�/  CLECA/CMA made an alternative proposal to reflect some of this credit in a lower transmission charge,�/ and then clarified its proposal in its rebuttal testimony.�/  Even with CLECA/CMA’s clarification, CLECA/CMA’s proposal to reflect some of the interruptible credit in transmission charges is inconsistent with Commission ratemaking policy and should be rejected.

SDG&E
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�MASTER METER ISSUES

Increases In The DMS-2 Submetering Discount Are Not Supported By The Record And Would Violate The Rate Freeze Mandated By AB 1890

Western Mobilehome Association (WMA) has proposed that the utilities increase the submetering discount to fund any increased costs incurred by mobilehome park owners to provide direct access to their customers.�/  This proposal would change the Schedule DMS-2 rate from the level in effect on June 10, 1996 in direct violation of the rate freeze required by AB 1890.�/  Furthermore, the submetering discount is based on the utility’s average cost of providing service to customers in directly served mobilehome parks, not the costs incurred by mobilehome park owners.�/  Section 739.5(a) of the Public Utilities Code states that the cost which forms the basis of the submetering discount “shall not exceed the average cost that the corporation would have incurred in providing comparable services directly to users of the service.”  Therefore, any review of these discounts should take into consideration all relevant costs allowed by this section.�/  WMA witness Hairston agreed that if there is no increase in the average cost of serving the directly served mobilehome parks then there should be no increase in the submetering discount.�/  Even if a change to the submetering discount were possible during the rate freeze period, WMA has not presented any study which demonstrates such an increase in Edison’s average cost of serving directly served mobilehome parks.

Modification To The Minimum Average Rate Limiter On Schedule DMS-2 Is Unnecessary And Would Violate The Rate Freeze Mandated By AB 1890

The minimum average rate limiter (MAR) is an approved provision in Edison’s tariffs.�/  Its purpose is to ensure that DMS-2 customers pay at least the average costs of fuel and purchased power.�/  WMA initially proposed elimination of the MAR on Schedule DMS-2.�/  WMA modified its proposal during hearings, proposing to reduce but not entirely eliminate the MAR in response to Edison’s rebuttal testimony that some of the purchased power costs included in the MAR are for uneconomic payments to Qualifying Facilities authorized to be recovered through the CTC.�/  Changes to the MAR would change the Schedule DMS�2 rate from the level in effect on June 10, 1996 in direct violation of the rate freeze required by AB 1890.�/  In addition, changes to the MAR are unnecessary.  WMA’s rationale for modifying the MAR is so that direct access customers are not charged the costs for generation services they do not use.�/  Edison’s method for crediting direct access customers with an amount equal to the cost of PX energy will ensure that DMS-2 customers who choose direct access are not charged for generation-related costs not incurred.�/ 

�bill format

Comments Common To All Applicants

This section not used.
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SCE

The participants in this proceeding agree that the UDCs’ billing formats must provide adequate information to ensure that consumers can make informed choices among the competing energy providers in the restructured market.�/  Most parties also agree that customer bills should not be unduly confusing, but should instead provide the needed information to facilitate customer choice, in the most straightforward manner possible.�/  Edison’s proposal for modifying its billing format meets both of these objectives, and it does so in a manner that is cost effective, and more importantly, that is achievable by January 1, 1998.

Edison believes that its bill should provide sufficient information to enable its customers to understand the basis for their monthly charges, and to compare energy prices from the PX with those of other competing energy suppliers.  Consistent with this objective, and with the requirements set forth in Public Utilities Code § 392(c), Edison proposes to add three line items to its customers’ bills:  (1) total nongeneration charges to the customer; (2) the total generation charge, which will include the Competition Transition Charge (“CTC”); and (3) the Power Exchange energy price paid by the UDC during the billing cycle, based upon the customer class load profile.�/  For direct access customers the bill would include line items (1) and (2), plus additional line items showing the credit for customer-specific avoided UDC energy costs based on the PX energy price and the total charge due the UDC by the customer.  

Edison recognizes that some customers may desire a more detailed bill, and a number of parties have submitted billing proposals that would provide more detailed information, either to all customers or as a customer option.�/  At this time, however, it is simply not feasible for Edison to undertake such an ambitious redesign of its billing system.  First, as some parties have noted, there is not sufficient time to implement a more detailed bill format by January 1, 1998.�/  Technical constraints prevent Edison from providing detailed billing information in the short term.�/  The detailed billing formats suggested by other parties would require significant modification to existing billing systems, including hardware and software, and business process changes.�/  Edison currently is in the midst of updating its billing system and migrating its existing customers to the new system.  This work will not be completed until late in 1997 and precludes any other significant redesign of the billing system.�/  

Second, Edison believes that avoiding customer confusion is a critical factor in its bill design.�/  Customer confusion can generate additional costs, such as costs incurred in answering customer queries and complaints about billing information.  Edison recommends the Commission to begin by providing simple, straightforward information to enable customers to participate in the competitive market.  Then, before undertaking any further costly enhancements to its billing system -- and incurring costs that would be recoverable under PU Code § 376 -- Edison would determine through customer focus groups that its customers really do want and need the additional information.�/  

Some of the participants in this proceeding have proposed inclusion of very detailed billing information that is not necessary to allow customers to function effectively in the competitive market.  For example, TURN and UCAN propose that CTC charges be listed in a separate line item, and broken down into subcategories including “uneconomic nuclear generation, uneconomic fossil fuel generation, uneconomic purchased power contracts, and ‘other.’”�/  The record does not demonstrate how this information would facilitate customers’ participation in the competitive market, or whether customers actually desire this information at all.  At this time, the record does not justify expending the resources necessary to add such items to the UDCs’ bills, even assuming these changes are achievable in the time remaining for implementation of direct access.

The Commission should be concerned about the cost, practicality, and value of implementing some of the bill format proposals suggested by other parties.  Consequently, we propose that the Commission adopt a bill format requirement that will provide the minimum sufficient information needed to allow customers to participate in the competitive market, as required by PU Code Section 392(c), without unduly confusing customers, or unduly burdening the UDCs’ ability to meet these requirements by January 1, 1998.  Addition of further details to its billing format could then be left to each UDC’s discretion, consistent with the desires of its customers. 

We recognize that as the restructured market develops, customers may require additional information in order to adequately assess competing energy providers.  To meet this demand Edison intends to conduct customer focus groups later this year or early part of 1998, to gather input from our customers as to their billing information needs.  At that time, Edison would consider input from those organizations intervening in this proceeding that are interested in further defining the bill format.�/ 

SDG&E
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�conclusion

For the reasons stated above, Edison requests the Commission approve the functional rate unbundling proposed in its Application, and authorize Edison to make such changes to its tariffs as are consistent with those proposals.

Respectfully submitted,
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�/	“Unbundling” has several meanings in the parlance that has evolved in the restructuring proceedings.  In this instance, it refers to the separation of costs and rates into the functional elements of generation, transmission and distribution.  In other contexts, “unbundling” may refer to the opening to competition of previously bundled utility distribution, or revenue cycle services, such as metering or billing, or the further separation of the distribution rate component into sub�components related to such services as metering or billing.  This distinction is discussed further in Section II.B., below.

�/	This is particularly onerous for Edison, in light of the fact that the Commission only recently adopted a nongeneration Performance�Based Ratemaking (PBR) mechanism under which we are now operating.

�/	D.95-12-063, as modified by, D. 96-01-009, p. 46.

�/	D.96-10-074, Ordering Paragraph 1 (emphasis added). 

�/	Ex. 12, p. 5.

�/	Ex 73, p. 11.

�/	Ex. 12, p. 5.

�/	CFBF, Illingsworth, Tr. 14/1744-1745.

�/	Ex. 60, p. 5. 

�/	CFBF, Illingsworth, Tr. 14/1744.

�/	We discuss other proposals that would have the effect of reducing the previously authorized revenue requirements, such as those advanced as alternatives to Edison’s proposed rate credit approach to the determination of a distribution PBR rate and TURN/UCAN’s proposals to selectively reduce the authorized revenue requirements for activities that allegedly will not be performed by the utilities in the restructured environment, in later sections of this Opening Brief.

�/	Ex. 56, pp. 16-18; Ex. 63, pp. 5-6; Ex. 49, p. 4.

�/	R.94-04-031/I.94-04-032.

�/	ALJ Weissman, Tr. 6/724.

�/	ALJ Weissman, Tr. 9/1255.  During the first and second prehearing conferences, ALJs Weissman and Cragg, respectively, made additional statements clarifying that issues related to revenue cycle services unbundling are outside the scope of this proceeding.  See January 14, 1997 Prehearing Conference, ALJ Weissman, Tr. 14-15; March 18, 1997 Prehearing Conference, ALJ Cragg, Tr. 121-122. 

�/	March 18, 1997 Prehearing Conference, ALJ Cragg, Tr. 100-101.

�/	Id., p. 101.

�/	Ex. 7, pp. 74-75.

�/	Administrative Law Judge’s Ruling On Schedule, Scope, And Other Procedural Matters, January 31, 1997, p. 3.

�/	Proposed Decision of ALJ Wong, p. 36.

�/	ORA, Price, Tr. 12/1615-1616; CEC, Jaske, Tr. 13/1644.  

�/	See for instance OIR 94-04-031/OII 94-04-032, pp. 35-36.

�/	D.94-08-023, p. 9.

�/	CEC, Jubien, Tr. 6/713, et seq.

�/	Ex. 63, p. 16; Ex. 1, p. 4-15; Ex. 8, p. V-4.

�/	Ex. 1, p. 4-16; Ex. 8, p. V-4.

�/	Ex. 63, pp. 17-18.

�/	D.96-09-092, p. 42.

�/	D.94-11-076, pp. 23-24.

�/	Ex. 7, p. 38.

�/	Ex. 63, p. 17.

�/	Id., pp. 17-18.

�/	Ex. 7, p. 39.

�/	Id.

�/	D.95-12-063, as modified by, D.96-01-009, p. 29.

�/	May 8, 1996 ACR, p. 6.

�/	For convenience, this brief refers to DRA by its present name (i.e., ORA).

�/	Ex. 12, App. C, p. 12; Edison, Calabro, Tr. 5/643.

�/	D.96-03-022, p. 46.

�/	May 8, 1996 ACR, p. 7.

�/	ALJ’s Ruling on Schedule, Scope, and Other Procedural Matters, January 31, 1997, pp. 2-3.

�/	Ex. 47, p. 3.

�/	D.88-01-063.

�/	Ex. 77; Ex. 12, App. C, p. 7; Edison, Calabro, Tr. 5/653.

�/	Ex. 12, App. C, p. 7.

�/	Edison has established the following six business segments for cost separation purposes:  Nuclear Generation (SONGS), Nuclear Generation (Palo Verde), Oil and Gas Generation, Coal Generation, Hydro Generation, and Nongeneration.  Ex. 12, App. C, pp. 7-8.

�/	Ex. 12, App. C, p. 8-9.  

�/	Ex. 12, App. C, p. 9.

�/	Ex. 12, App. C, p. 10.  

�/	Ex. 12, App. C, pp. 10-11.

�/	Ex. 12, App. C, pp. 10-11.  The reason that these costs are fixed is that they are common for activities that support Edison’s business as a whole.  Thus the discussion in this proceeding has tended to use “fixed” and “common” interchangeably, and we follow that practice in this brief.

�/	Ex. 12, App. C, pp. 10-11.

�/	Ex. 12, App. C, p. 11. 

�/	D.96-01-011.

�/	Ex. 12, App. C, pp. 21-22.

�/	Edison’s cost separation workpapers are contained in Exhibits 23 through 27.

�/	Ex. 23, pp. 173-226; Edison, Calabro, Tr. 5/642.

�/	Ex. 46, p. 3; Ex. 45, p. 3; but see, Edison, Calabro, Tr. 5/644.

�/	Edison, Calabro, Tr. 5/642; Ex. 12, App. C, p. 15.  

�/	Edison, Calabro, Tr. 5/642.

�/	Exs. 23-27.

�/	CLECA/CMA, Yap, Tr. 15/1838.

�/	Ex. 60, p. 18.

�/	Ex. 73, p. 6.

�/	Ex. 41, p. 14, lines 4-5; Ex. 55, p. 1, lines 8-9 (errata).

�/	Ex. 57, p. 4.

�/	Ex. 12, App. C, p. 12.

�/	As discussed in the subsequent sections, such a proposal is consistent with AB 1890 and economic principles, does not bestow a competitive advantage to Edison, and is reasonable in light of the fact that these costs will continue to be incurred to support ongoing UDC operations.

�/	May 8, 1996 ACR, pp. 6-7.

�/	Ex. 63, p. 12; Ex. 73, p. 7.

�/	Ex. 41, p. 13.

�/	Ex. 7, p. 15; Edison, Calabro, Tr. 5/650.

�/	Ex. 41, p. 13; ORA, Clemons, Tr. 12/1584.

�/	ORA, Clemons, Tr. 12/1594-1595.

�/	Ex. 24, pp. 397-398.

�/	“Here I’m talking about cost that can certainly be regarded as fixed by analysts on the Edison staff, but can be changed by management decisions in the short term or long term.”  ORA, Clemons, Tr. 12/1590.  See also Ex. 4, pp. 13-14.

�/	Ex. 40, p. 11.

�/	Ex. 45, p. 14.

�/	CIU, Chalfant, Tr. 10/1322; DOD, Brubaker, Tr. 11/1422.

�/	Ex. 57, p. 15.

�/	Ex. 63, p. 11.

�/	Ex. 63, pp. 12-13.  TURN/UCAN do concede, however, that “[b]ecause of the provision of the SONGS and Palo Verde settlements adopted by the Commission and the Diablo Canyon allocation methodology, costs that would be otherwise allocated to nuclear plants (beyond those costs currently included in ICIP) should remain with the distribution utility through the end of the nuclear settlements.”  Id., p. 13, fn. 8.

�/	Ex. 12, App. C, p. 12.

�/	These examples include the number of top executives and executive salaries, the number of members of the board, legal and regulatory Commission expenses, tax preparation, audit functions, payroll processing, leasing and sale of unused space, and fees for bank lines of credit.  Ex. 67, Response to Data Request.

�/	The amounts of these reductions can be found in Edison’s workpapers, Exhibits 23�27.  For example:  executive salaries (Ex. 26, pp. 1379-1380); legal and regulatory expense (Ex. 24, pp. 627�628); tax preparation expense (Ex. 24, pp. 397-398); audit expense (Ex. 24, pp. 347�360); payroll expense (Ex. 26, pp. 1251-1252); leasing and sale of unused space (Ex. 27, p. 1674); and bank fees (Ex. 24, pp. 461-462).  In its most recent GRC, Edison was not authorized to recover costs related to Director’s fees and pensions.

�/	Ex. 24, pp. 463-464.

�/	TURN/UCAN, Marcus, Tr. 14/1827-1828 (emphasis added).

�/	Edison, Calabro, Tr. 5/615.

�/	Ex. 24, pp. 463-464.

�/	This assignment should take place as of January 1, 1998.  Because these costs are fixed with respect to generation divestiture, it is appropriate to assign them to the nongeneration segment independent of the exact date of generation divestiture.

�/	Ex. 57, p. 12; Ex. 40, p. 10; Ex. 41, p. 12.

�/	Ex. 7, pp. 17-19; Edison, Calabro, Tr. 5/606.

�/	Edison, Calabro, Tr. 5/617.

�/	Edison, Calabro, Tr. 5/620.

�/	Ex. 60, p. 3; Ex. 41, p. 13; Ex. 63, p. 13.

�/	Ex. 7, pp. 17-18.

�/	CFBF, Illingsworth, Tr. 14/1740.

�/	CIU, Chalfant, Tr. 10/1324-25; PG&E, Parsons, Tr. 8/1016; Ex. 3, p. SGP-6.

�/	PG&E, Parsons, Tr. 8/1016-1017.  Moreover, the issue of allocating common costs has no meaning in the context of a single-product firm because, by definition, a single-product firm has no common costs to allocate.   Id., p. 1017.

�/	Ex. 3, pp. SGP- 1-6.

�/	Ex. 7, p. 14.

�/	Ex. 12, App. C, p. 2; Edison, Calabro, Tr. 5/635.

�/	In November 1996, Edison filed an application seeking Commission approval to divest by January 1, 1998 all of its 12 gas�fired generating stations (A.96-11-046), which comprise the substantial majority of Edison’s total fossil assets.  That application is pending Commission approval.  Edison is still contemplating whether to divest coal generation.  However, pursuant to § 367(b) of AB 1890, remaining generation assets requiring market valuation will be market�valued by December 31, 2001.

�/	D.96-04-059.

�/	The Commission envisioned that a PBR mechanism would supersede the traditional cost of service General Rate Case, D.95-12-063, as modified by, D.96-01-009, p. 82.  See also Roadmap D.96�03�022, p. 37.

�/	Ex. 12, App. C, pp. 22-23.

�/	Ex. 63, p. 13.

�/	Ex. 12, p. 9; Ex. 7, p. 2; Edison, Fielder, Tr. 2/171. 

�/	Ex. 57, p. 9.

�/	Id., p. 10.

�/	Ex. 7, p. 4.

�/	Ex. 57, p. 11.

�/	CAC/EPUC, Ross, Tr. 13/1687-1688.

�/	D.96-09-092, mimeo, p. 18.

�/	D.97�04�067, mimeo, p. 1.

�/	Ex. 73, p. 9; Ex. 40, p. 6; Ex. 45, p. 15.

�/	DOD, Brubaker, Tr. 11/1424; CAC/EPUC, Ross, Tr. 13/1686.

�/	Ex. 47.

�/	Ex. 40, p. 8.  

�/	Ex. 7, p. 6.

�/	CIU, Chalfant, Tr. 10/1315-1316.

�/	D.96-09-092, mimeo, pp .34-35.

�/	Ex. 73, p. 9.

�/	CLECA/CMA, Yap, Tr. 15/1846-1850. 

�/	See CLECA/CMA, Yap, Tr. 15/1847.  “I assume the utility would, you know, bring this up on appeal with both of the Commissions and argue that it’s caught in the middle and try to get it reconciled at that point.”  

�/	Ex. 45, p. 16.

�/	77 FERC ¶ 61,077 (Docket EL96-48).

�/	DOD, Brubaker, Tr. 11/1426.

�/	Ex. 45, p. 17. 

�/	Ex. 7, p. 6.

�/	Ex. 7, p. 19. 

�/	Id.

�/	Ex. 12, p. 22.

�/	The Major Additions Adjustment Clause (MAAC) balancing account was incorrectly included in Edison’s list of items to be recovered through the MAM; this account should be eliminated effective January 1, 1998.

�/	It should be noted that Edison stated its belief that CFBF completely opposed the establishment of the MAM.  See Ex. 7, p. 20.  However, during cross-examination of Edison witness Letizia, CFBF clarified that this was not the case.  Edison, Letizia, Tr. 6/820.

�/	Ex. 73, p. 11; Ex. 60, p. 14; Ex. 46, p. 4.

�/	Ex. 7, p. 20.

�/	Edison, Letizia, Tr. 6/824.

�/	This nonbypassable charge is applicable to all customers taking non�ISO transmission and distribution service.  Therefore, the claim by CFBF and AECA that these costs are only applicable to smaller customers taking service at distribution voltages is entirely baseless.  As Edison has pointed out on several occasions, the fact that Edison originally identified the MAMBF as a non�PBR distribution rate is, therefore, a matter of semantics.

�/	CLECA/CMA, Yap, Tr. 15/1867.

�/	Ex. 73, pp. 13-14; Ex. 60, pp. 14-16.  The other items identified by CLECA/CMA and CFBF that would potentially have transmission-related components are items that result in ratepayer credits (e.g., Non-Utility Affiliate Credit, and RD&D Royalties memorandum account).

�/	Ex. 7, pp. 27-28.

�/	Ex. 7, p. 29.

�/	Id.

�/	CLECA/CMA, Yap, Tr. 15/1865-1866.

�/	Examples of these costs include SONGS 1 Shutdown O&M, DOE D&D fees, Spent Nuclear Fuel Storage, and Catalina Diesel Fuel. 

�/	Ex. 7, p. 21.

�/	TURN/UCAN, Marcus, Tr. 14/1813.

�/	Ex. 73, p. 12.

�/	CLECA/CMA, Yap, Tr. 15/1860-1861. 

�/	Ex. 7, p. 31.

�/	Ex. 7, pp. 25-26.

�/	Ex. 7, p. 31.

�/	Edison, Silsbee, Tr. 5/706-708.

�/	Ex. 7, pp. 32-33.

�/	Edison, Silsbee, Tr. 5/695-696.

�/	Edison, Silsbee, Tr. 5/696.

�/	Ex. 49, p. 9.

�/	Ex. 63, p. 47.

�/	Ex. 7, p. 10.

�/	Edison, Fielder, Tr. 2/236.

�/	See the discussions in Section III.4.c, below.

�/	Edison, Fielder, Tr. 2/237-238.

�/	TURN/UCAN, Marcus, Tr. 14/1790.

�/	FERC Uniform System of Accounts (USOA), 18 CFR, Part 101.

�/	Id.

�/	Edison, Ziegler, Tr. 6/753.

�/	Id.

�/	Ex. 63, p. 1.

�/	Ex. 63, p. 7.

�/	TURN/UCAN recommend costs associated with safety advertising be recovered in nongeneration rates.  Ex. 63, p. 47.

�/	Ex. 63, p. 48.

�/	Ex. 63, p. 48.

�/	See Ex. 64, p. 47, difference resulting from escalation confirmed with TURN/UCAN.

�/	Id.

�/	TURN/UCAN based this loader on Edison’s 1997 sales forecast.  To determine this amount in 1996 dollars for comparison purposes, Edison calculated this amount residually ($35,410 - $13,349 - $9,388).

�/	Calculated by reducing proposed 1997 amount, $36,506,000 by 3% for the PBR formula (see Ex. 63, pp. 47�48).

�/	Ex. 7, pp. 36-37.

�/	Id.

�/	TURN/UCAN, Marcus, Tr. 14/1782.

�/	D.96-01-011.

�/	Edison, Ziegler, Tr. 6/755; D.96-01-011.

�/	Ex. 7, pp. 36-37.

�/	Edison, Ziegler, Tr. 6/778-780.

�/	Edison, Ziegler, Tr. 6/780-781.

�/	Edison, Ziegler, Tr. 6/759-760.

�/	D.96-01-011, mimeo, p. 85.

�/	D.96-01-011, mimeo, p. 96.

�/	Ex. 7, p. 36.

�/	PU Code Section 740.4.

�/	PU Code Section 740.4(a) and (b).

�/	D.96-01-011, mimeo, p. 270 (Findings of Fact No. 41).

�/	TURN/UCAN, Marcus, Tr. 14/1782.

�/	Edison, Ziegler, Tr. 6/752.

�/	D.96-09-092, mimeo, p. 20.

�/	Ex. 63, p. 10.

�/	Ex. 63, p. 47.

�/	D.96-09-092, mimeo, Ordering Paragraph 1(c).

�/	D.96-01-011, mimeo, Ordering Paragraph 34.

�/	Ex. 63, p. 48.

�/	Ex. 63, p. 47.  

�/	TURN/UCAN, Marcus, Tr. 14/1792-1794, 1825.

�/	Edison, Jazayeri, Ex. 7, p. 35, Tr. 5/684-685; PG&E, Benevides, Tr. 4/546-548.  

�/	Ex. 76.

�/	In its March 31, 1997 WEPEX filing, Edison forecasted $7.7 million of operation expenses in FERC Account 561 in 1998.  These expenses are associated with the operation of those facilities (non�ISO) that will remain under the operational control of the UDC.

�/	See PU Code §§ 6001, 6202.

�/	PU Code § 6265.

�/	Ex. 53.

�/	ORA, Tan, Tr. 12/1560.

�/	ORA, Tan, Tr. 12/1559-1560.

�/	Chapter 233, Statutes of 1993, codified at PU Code §§ 6350-6354.

�/	Edison will reduce residential and small commercial customer rates by not less than 10% for 1998 through March 31, 2002 subject to the issuance of Rate Reduction Bonds.

�/	Ex. 12, p. 14. In addition, the PUC Reimbursement Fee and CARE surcharge will be subtracted from the total June 10, 1996 rate levels before generation rates are residually determined.

�/	Ex. 12, p. 16.

�/	Ex. 12, p. 16.

�/	Ex. 12, p. 18.

�/	Ex. 12, p. 18, Table IV-1.

�/	Ex. 12, p. 20.

�/	Edison, Escamilla, Tr. 5/688.

�/	Ex. 12, p. 21.

�/	Excludes the CARE discount; includes CARE administrative costs as discussed below.

�/	Ex. 12, p. 26, Table IV-3. Due to a typographical error, an amount of $178.003 million was shown in Table IV-3. The $178.003 million should read $178.033 million.

�/	D.97-02-014, Ordering Paragraph 2, pp. 90-91.

�/	Additional Public Benefits ratemaking (e.g. balancing account structure) is not the subject of this proceeding, and will be handled in the Public Benefits Restructuring forum (see the ALJ’s Ruling dated March 19, 1997, Implementation of Decision (D.) 97-02-014 (Public Purpose Programs)).

�/	Edison’s proposed 1998 Public Benefits revenue requirement of $178.033 million includes $757,000 for the CARE program administrative costs.

�/	Ex. 12, p. 28.  Due to a typographical error, an amount of $103.897 million was included in Ex. 12.  The $103.897 million should read $103.847 million.

�/	Ex. 12, p. 28.

�/	Ex. 12, App. A.  This MAM revenue requirement is, in part, based on certain costs that may or may not be authorized in separate pending CPUC applications.  In addition, this MAM revenue requirement is, in part, based on balancing account and memorandum account balances as estimated in December 1996.  Therefore, the MAM revenue requirement should be updated in the implementation Advice Filing which will be made after the Commission issues its decision in this proceeding.

�/	Ex. 12. p. 30.

�/	Ex. 12, pp. 32-33.

�/	Ex. 12, pp. 47-48.

�/	Ex. 7, p. 53.

�/	Ex. 12, pp. 51-53.

�/	Edison, Dalessi, Tr. 8/1144.

�/	Ex. 12, p. 47.

�/	Ex. 37, pp. 11-12; Ex. 39, p. 4. 

�/	Enron, Tabors, Tr. 9/1156; Southern, Muller, Tr. 10/1258-1259.  

�/	Ex. 7, p. 71. 

�/	D.95-12-063, as modified by D.96-01-009, p. 125.

�/	Southern, Muller, Tr. 10/1278-1279.

�/	Ex. 7, p. 71.

�/	Ex. 41, pp. 27-29; Ex. 56, pp. 6-8; Ex. 39, pp. 2-4.  Enron originally advocated fixing the CTC for a period of time to provide direct access customers more certainty regarding their energy prices to allow them to make better economic decisions (see Ex. 37, pp. 11-12). However, Enron modified its position and now believes that subject to certain conditions, the marketers should provide the price certainty that direct access customers desire by marketers themselves assuming the risk of the variability in the CTC (Enron, Tabors, Tr. 9/1156).

�/	ORA, Price, Tr. 12/1618-1619; Southern, Muller, Tr. 10/1259.  

�/	Southern, Muller, Tr. 10/1270.

�/	Id., Tr. 10/1272

�/	Ex. 12, p. 36.

�/	Southern, Muller, Tr. 10/1292.

�/	Ex. 56, p. 7.

�/	Edison, Jazayeri, Tr. 11/1467-1470.

�/	Id.; CEC, Jaske, Tr. 13/1658.

�/	Edison, Jazayeri, Tr. 11/1473-1474.

�/	Ex. 7, p. 69; Southern, Muller, Tr. 10/1288-1289; CEC, Jaske, Tr. 13/1652-1658.  (Dr. Jaske did not consider such an outcome as cherry�picking but agreed that customers with worse than average load profile will likely stay with the UDC while disagreeing with the no cost�shifting goals of the Commission and the utilities during the transition period.)  

�/	See CEC, Jaske, Tr. 13/1656.

�/	Ex. 7, p. 67.

�/	PU Code § 367(e)(2) requires that “Individual customers shall not experience rate increases as a result of the allocation of transition costs.”

�/	Ex. 7, pp. 68-69.

�/	Ex. 41, p. 29. 

�/	Ex. 7, p. 70.

�/	ORA, Price, Tr. 12/1623.

�/	For example, see Southern, Muller, Tr. 10/1258,1268, and 1272. 

�/	Southern, Muller, Tr. 10/1282.

�/	Enron, Tabors, Tr. 9/1156. 

�/	Ex. 12, pp. 33-37.

�/	Ex. 7, p. 74; Edison, Jazayeri, Tr. 11/1446. 

�/	Ex. 12, p. 37.

�/	Ex. 60, p. 8.  

�/	CLECA/CMA, Yap, Tr. 15/1874. Also in examining Edison’s witness on this issue Enron seemed to be concerned about potential inaccuracies (see Tr. 11/1443-1445). 

�/	CFBF, Illingsworth, Tr. 14/1748-49.

�/	Ex. 7, p. 75; Edison, Jazayeri, Tr. 11/1446-1447.

�/	Ex. 7, p. 75; Edison, Jazayeri, Tr. 11/1440. 

�/	ORA, Price, Tr. 12/1629-1630.

�/	Ex. 7, p. 41; Edison, Dalessi, Tr. 8/1144.

�/	Ex. 73, p. 21; CLECA/CMA, Yap, Tr. 15/1858; Ex. 57, p. 17; Ex. 40, p. 14, CIU, Chalfant, Tr. 10/1297.

�/	Ex. 7, p. 42, Edison, Dalessi, Tr. 9/1230; CLECA/CMA/Yap, Tr. 15/1872.

�/	Edison, Dalessi, Tr. 9/1230-1231.

�/	 Edison, Dalessi, Tr. 9/1232.

�/	CLECA/CMA, Yap, Tr. 15/1872.

�/	Ex. 7, p.41; Edison, Dalessi, Tr. 9/1239.

�/	CIU, Chalfant, Tr. 10/1327-8.

�/	CIU, Chalfant, Tr. 10/1327; Ex. 7, p. 44.

�/	Ex. 7, p. 44.

�/	Ex. 40, pp. 17-18; Ex. 45, pp. 22-23; Ex. 57, pp. 20-21; Ex. 73, pp. 28-29.

�/	Edison, Dalessi, Tr. 9/1197-1198.

�/	Ex. 7, p. 53.

�/	Ex. 12, p. 48.

�/	Ex. 7, pp. 42-43.

�/	Ex. 7, p. 46.

�/	Ex. 73, Table 1.

�/	Ex. 12, p. 30.

�/	Edison, Dalessi, Tr. 9/1237.

�/	Ex. 73, pp. 18-20.

�/	Ex. 7, p. 46.

�/	Edison, Dalessi, Tr. 9/1212.

�/	Ex. 7, pp. 47-48.

�/	Ex. 7, p. 48.

�/	DOD, Brubaker, Tr. 11/1429.

�/	Ex. 7, p. 48.

�/	Issues of this nature will be considered in the utilities’ Rate Reduction Bonds applications within the broader context of how the bond repayment charge will be made nonbypassable.

�/	Ex. 41, pp. 21-22.

�/	Ex. 7, p. 50-51.

�/	Ex. 12, p. 53.

�/	Ex. 7, p. 56.

�/	Ex. 7, p. 55.

�/	D.96-09-092.

�/	D.92�06�020, mimeo, p. 6.

�/	Ex. 7, p. 55.

�/	Written as “won’t” in the transcript; however, Edison later confirmed with the witness that he said “would.”

�/	ORA, Price, Tr. 12/1621.

�/	Edison, Gunsalus, Tr. 10/1350.

�/	Ex. 12, p. 50.

�/	Ex. 7, p. 57.

�/	Ex. 7, p. 57.

�/	D.96-09-092.

�/	Edison, Gunsalus, Tr. 10/1357.

�/	Ex. 7, p. 60.

�/	Ex. 7, p. 61.

�/	Ex. 12, p. 55; Ex. 7, pp. 63-64.

�/	Ex. 7, p. 8, Edison, Fielder, Tr. 2/184-185.    

�/	Ex. 7, p. 64.

�/	Ex. 12, pp. 53-54. 

�/	Ex. 73, p. 33.

�/	Ex. 74, pp. 1-2.

�/	Ex. 51, p. 6.

�/	Ex. 7, p. 51; Ex. 3, p. DRP-18.

�/	WMA, Hairston, Tr. 12/1534.

�/	Ex. 3, p. DRP-18.

�/	WMA, Hairston, Tr. 12/1534-1535.

�/	WMA, Hairston, Tr. 12/1534.

�/	Ex. 7, p. 52.

�/	Ex. 51, p. 5.

�/	WMA, Hairston, Tr. 12/1525.

�/	Ex. 7, pp. 51-52.

�/	Ex. 51, p. 5.

�/	Ex. 7, p. 52.

�/	Ex. 7, p. 78; Ex. 56, p. 21; Ex. 63, pp. 18-19.

�/	Ex. 7, p. 78; Ex. 8, p. V-11; Ex. 56, p. 21.

�/	Ex. 6, p. 10; Edison, Jazayeri, Tr. 1/93 and 105.

�/	Ex. 8, p. V-11; Ex. 63, pp. 19-20; Ex. 56, p. 24; Ex. 41, p. 40.

�/	Ex. 7, p. 78; Ex. 56, p. 22.

�/	Edison, Jazayeri, Tr. 1/94-95, 107.

�/	Ex. 7, p. 78.

�/	Edison, Jazayeri, Tr. 1/115.

�/	Edison, Jazayeri, Tr. 1/92.

�/	Edison, Jazayeri, Tr. 1/92.

�/	Ex. 63, p. 19.

�/	Edison, Jazayeri, Tr. 1/101-102.
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