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In the Matter of the Application of SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E) for Authority to Retain Its Pebbly Beach Generating Station in the Regulated Utility Corporation.


Application 00-05-025

(Filed May 12, 2000)

OPINION

Southern California Edison Company (SCE) requests authority to retain and operate its Pebbly Beach Generating Station’s generation assets under cost-based regulation.  If the Commission concludes that a market valuation of the assets is a necessary component of operating the Generating Station under cost-based regulation, SCE requests that the Commission establish a market value for the generation-related assets equal to the net book value of those assets as of the end of the rate freeze for SCE.  The net book value as of August 31, 2000, was $11.217 million.

SCE’s Pebbly Beach Generating Station (Generating Station) generation assets (Assets or Generation Assets) consist of a diesel powered electric generation facility with a total dependable operating capacity of 6525 kilowatts (kW).  The Generation Assets include all SCE-owned land and facilities associated with the Generating Station.  The Generating Station is located on Santa Catalina island (Catalina), twenty-six miles offshore of Long Beach, California.  Both the Generating Station and SCE’s electric distribution system on Catalina are physically separated from the California electric system.

Assembly Bill (AB) 1890 provides that non-nuclear generation assets of a public utility must be assigned a market value by December 31, 2001, and may be retained by the utility after valuation if it demonstrates to the Commission that retention is in the public interest and will not confer undue competitive advantage.  (See Pub. Util. Code §§ 367(b), 377.)  In a decision subsequent to the enactment of AB 1890, the Commission concluded that those requirements did not apply to the generation assets of Kirkwood Gas and Electric Company (Kirkwood) (D.97-12-093).

SCE believes that its Pebbly Beach Generation Assets should be treated like Kirkwood’s generation assets, i.e., that such physically-isolated generation assets should be permitted to be retained by the utility under a form of cost-based regulation and should remain under the Commission’s jurisdiction.  Consistent with D.97-12-093 with respect to Kirkwood, SCE does not believe that a market valuation is possible given the lack of generation competition on Catalina; nor is such a valuation necessary to continue cost-based regulation with respect to the continued operation of those Generation Assets.

Should the Commission determine that a market valuation is required as part of SCE’s request for continued cost-based regulation, SCE proposes that the market value of the Generation Assets be deemed equal to the net book value of those assets as of the end of the rate freeze.  With the market value equal to the net book value of the assets, SCE will have no stranded costs in connection with its Pebbly Beach Generating Station to recover prior to the end of the transition period.

As to future ratemaking following the end of the transition period, SCE proposes that its Catalina electric rates continue to be equal to SCE’s rates for 

similar customers on the mainland.  In particular, SCE proposes that the current 

revenue requirement for the Generating Station as previously authorized by the Commission be removed from SCE’s Distribution Performance-Based Ratemaking (DPBR) mechanism, and that the rate recovery of the Pebbly Beach revenue requirement in the post rate freeze period be included as a DPBR exclusion using a cost-of-service methodology.  SCE will identify the variable costs of providing generation on Catalina customers’ electric bills so that if generation alternatives become available, customers can evaluate them on an informed basis.

The Office of Ratepayer Advocates (ORA) originally protested the application, but after completing discovery and receiving clarification from SCE on unclear areas in the application, ORA now supports the application as proposed by SCE.  There are no protests.  The application will be granted.  A public hearing is not needed as there are no contested issues of fact.  ORA has reviewed the application and SCE has made the modifications requested by ORA.  

We will establish the market value for the generation-related assets equal to the net book value of those assets as of the end of the rate freeze for SCE.  SCE’s situation on Catalina is comparable to the Kirkwood situation discussed in D.97-12-093 in that the Generating Station is not connected to the regional transmission grid, there is no meaningful generation competition on the island currently, nor is there an immediate prospect of such competition in the future, and, hence, no relevant market price exists against which to measure SCE’s costs of generation on Catalina.

The Commission’s Energy Division has determined that SCE’s application is exempt from the California Environmental Quality Act because SCE’s retention and continued operation of the Pebbly Beach Generating Station will not result in a direct or reasonably foreseeable indirect physical change to the environment.

This is an uncontested matter in which the decision grants the relief requested.  Accordingly, pursuant to Section 311(g)(2) of the Public Utilities Code, the otherwise applicable 30-day period for public review and comment is being waived.

Findings of Fact

1. The generation assets subject to SCE’s application include all SCE-owned land and facilities associated with the Pebbly Beach Generating Station.

2. The situation on Catalina Island is similar to the Kirkwood situation discussed in D.97-12-093, in that there is an absence of competition on the island now and, therefore, no relevant “market price” exists for SCE’s cost of generation on Catalina.

3. In D.97-12-093, the Commission found that Kirkwood should retain and operate its generating assets under cost-of-service regulation.

4. SCE should retain and operate the Pebbly Beach Generating Station’s generation assets under cost-of-service regulation.

5. To implement cost-based regulation for the Pebbly Beach Generating Station, the current revenue requirement of the Pebbly Beach Generating Station as previously authorized by the Commission should be removed from SCE’s Distribution Performance Based Ratemaking (DPBR) mechanism, and SCE’s mainland electric rates should be adjusted accordingly.

6. The recorded revenue requirement for the Pebbly Beach Generating Station should be recorded in the Performance-Based Ratemaking Exclusion Distribution Adjustment Mechanism (PBR EDAM) and recovered as a DPBR exclusion starting on the date that SCE’s rate freeze period ends.

7. ORA and SCE, the only two active parties in this proceeding, agree that the Pebbly Beach Generating Station revenue requirement should be adjusted, effective when SCE’s rate freeze period ends, for the $10.24 million of capital additions made during the period January 1, 1994, through December 31, 1999.  We adopt this proposal.

8. SCE should implement its proposed post-rate freeze ratemaking mechanism for Pebbly Beach in the end-of-rate freeze advice filings ordered in D.99-10-057.

9. SCE’s post-rate freeze recorded Pebbly Beach Generating Station revenue requirement and the Pebbly Beach Generating Station capital additions made subsequent to 1999 should be recorded in the PBR for recovery as a DPBR exclusion and reviewed for reasonableness in SCE’s modified Annual Transition Cost Proceeding (ATCP) or other proceeding.

10. SCE’s annual revenue requirement for the Pebbly Beach Generating Station includes capital costs (depreciation, return, and taxes), fuel and non-fuel operating costs such as O&M, A&G, and RECLAIM costs.

11. SCE’s post-rate freeze annual Pebbly Beach Generating Station revenue requirement changes, and associated rate consolidation should be implemented in SCE’s modified Revenue Adjustment Proceeding (RAP), or other proceeding.

12. No entries to SCE’s Transition Cost Balancing Account (TCBA) need to be made to implement this decision because the Generating Station is not now in the TCBA and, under the proposed cost-based regulation, the market value of the Pebbly Beach Generating Station will be set equal to its net book value effective on the date that SCE’s rate freeze period is determined to have ended.

13. The net book value of the Pebbly Beach Generating Station generation-related assets as of August 31, 2000, was $11.217 million.

14. Catalina Island electric rates should continue to be set equal to the electric rates for similar SCE customers on the mainland.

15. SCE should identify the variable costs of generation on the bills for Catalina customers in order to send appropriate price signals to Catalina customers who may wish to consider installing other forms of generation.  At the same time, SCE should reduce another rate component, such as the ongoing CTC, to keep the rate levels on Catalina the same as those on the mainland.

16. If SCE’s coal fired generation assets (Mohave Generating Station and the Four Corners Generating Station) are market valued prior to the end of the rate freeze period (thereby causing entries to SCE’s PX Revenue Memorandum Account (PXRMA) to be terminated), the fuel-related costs and RECLAIM credit costs incurred at the Pebbly Beach Generating Station should be recorded in its existing Santa Catalina Island Diesel Fuel (SCIDF) memorandum account.

17. If the SCIDF memorandum account is utilized to recover fuel related costs and RECLAIM credit costs, any balance in the SCIDF memorandum account should be transferred to SCE’s Transition Revenue Account (TRA) for cost recovery prior to the end of SCE's rate freeze period.

Conclusions of Law

1. The Commission’s Energy Division has determined that SCE’s application is exempt from the California Environmental Quality Act because SCE’s retention and continued operation of the Pebbly Beach Generating Station will not result in a direct or reasonably foreseeable indirect physical change to the environment.

2. SCE’s proposed retention and valuation of the Pebbly Beach Generating Station is reasonable and should be granted.

ORDER

IT IS ORDERED that:

1. Southern California Edison Company (SCE) shall retain and operate its Pebbly Beach Generating Station and the station’s generation assets under cost-of-service regulation.

2. The market value for the generation-related assets at the Pebbly Beach Generating Station is established equal to the net book value of those assets as of the end of the rate freeze for SCE.

3. SCE shall implement the requirements of the Finding of Facts in the normal course of business.

4. This application is closed.

This order is effective today.

Dated March 15, 2001, at San Francisco, California.
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