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OPINION AUTHORIZING RATEMAKING TREATMENT OF
SOUTHERN CALIFORNIA EDISON COMPANY’S EARLY
ACQUISITION OF THE CITY OF ANAHEIM’S OWNERSHIP SHARE
OF SAN ONOFRE NUCLEAR GENERATING STATION UNITS 2 & 3
I. Summary
By this order, we approve the application of  Southern California Edison Company (SCE) for ratemaking treatment of its early acquisition of the City of Anaheim’s (Anaheim) ownership share of San Onofre Nuclear Generating Station Units 2 & 3 (collectively SONGS, separately Unit 2 or Unit 3), and related matters to the following extent.
  Specifically, we authorize SCE to:
· file an advice letter ten days after the effective date of this decision, to revise its Base Revenue Requirement Balancing Account (BRRBA) to reflect its acquisition of Anaheim’s ownership share of SONGS.  The advice letter shall be effective on the effective date of this decision or on the day the transfer of ownership resulting from the acquisition takes place (transfer date), whichever is later.

· file an advice letter ten days after the effective date of this decision to record its actual nuclear fuel expenses resulting from the acquisition in its Energy Resource Recovery Account (ERRA).  The advice letter shall be effective on the effective date of this decision, or on the transfer date, whichever is later.

· file an advice letter ten days after the effective date of this decision or a final decision in it’s 2005 Nuclear Decommissioning Cost Triennial Proceeding (NDCTP) (A.05-11-008), whichever is later, to record in its Nuclear Decommissioning Adjustment Mechanism (NDAM) the additional revenue requirement resulting from the acquisition.  The advice letter shall be effective on the effective date of a final decision in A.05-11-008, or on the transfer date, whichever is later.

This proceeding is closed.

II. Background

SONGS is a nuclear power plant jointly owned by SCE, San Diego Gas & Electric Company (SDG&E) and the Cities of Anaheim and Riverside.
  It has a capacity of approximately 2,150 megawatts.  It is located on the California coast 62 miles southeast of Los Angeles, in San Diego County, near the City of San Clemente.  The site is located within the boundaries of the Camp Pendleton Marine Corps Base.  Each of the two units has two steam generators, in which the heat from water circulated through the reactor is used to turn another stream of water into steam to power turbines that turn electric generators.  SONGS is currently licensed by the Nuclear Regulatory Commission (NRC) to operate until 2022.  By D.05-12-040 in Application (A.) 04-02-026, we approved SCE’s application to undertake the SGRP.

Anaheim decided not to participate in the SGRP.  As a result, and pursuant to the SONGS Operating Agreement between the owners, Anaheim’s ownership share would be reduced to zero after the SGRP is completed in 2010.  By this application, SCE seeks approval to acquire Anaheim’s ownership share as soon as possible before the SGRP is completed.  The acquisition requires the approval of the Federal Energy Regulatory Commission (FERC) and the Nuclear Regulatory Commission (NRC).  These approvals were granted on April 24, 2006 and September 27, 2006, respectively.

III. Procedural Background

On April 13, 2006, the Commission’s Division of Ratepayer Advocates (DRA) filed a protest to this application.  The protest did not identify specific issues DRA wished to address.  On April 20, 2006, Anaheim filed a response to the application stating its support.  On May 8, 2006, the assigned Administrative Law Judge (ALJ) issued a ruling requiring DRA to indicate the issues for which hearings would be required.

On June 9, 2006, DRA responded to the ruling stating that it believes the acquisition “can present net benefits to ratepayers.”  DRA withdrew its protest with the understanding that SCE would modify its testimony to reduce the amount requested for nuclear decommissioning trust contributions by 50%.  On June 15, 2006, SCE complied with its agreement with DRA by serving revised testimony reducing its requested decommissioning trust contributions by 50%.  SCE did not file a revision to its application.

IV. SCE’s Request

In this application, SCE requests that the Commission approve its proposed ratemaking treatment for costs resulting from its early acquisition of Anaheim’s ownership share.  The key terms of the agreement between SCE and Anaheim for the acquisition are:

· Anaheim will transfer its 3.16% ownership share to SCE upon receipt of the necessary regulatory approvals.
· SCE will purchase all of Anaheim’s SONGS assets.

· Anaheim will retain all liabilities arising before the closing of the acquisition transaction and liabilities arising after the closing related to decommissioning and used fuel.

· The estimated purchase price is $10.4 million.

· Anaheim will retain its nuclear decommissioning trust fund and a reduced portion of decommissioning liability, based on a pro-rata portion of the life of SONGS (estimated at 1.91% for Unit 2 and 1.86% for Unit 3).  The balance of the decommissioning liability will be acquired by SCE.

· Anaheim will retain its interest in its used nuclear fuel and all liabilities associated with storage of the fuel.

· Anaheim will pay its share of marine mitigation costs up to a total of $2.3 million.
   In exchange for a $1 million purchase price reduction, SCE will pay Anaheim’s share of marine mitigation costs in excess of $2.3 million up to $7.3 million. Anaheim will pay its share in excess of $7.3 million.
Anaheim will remain a party to the SONGS Operating Agreement for the purpose of being able to vote on key decisions involving its retained assets or liabilities.

V. SCE’s Cost-Effectiveness Evaluation

In its cost-effectiveness evaluation, SCE calculated the net present value of the revenue requirement associated with the total net benefits and costs resulting from the early acquisition of Anaheim’s share from 2007 through 2010.  The principal inputs to the calculation are as follows.

A. Discount Rate

SCE utilized the 10.5% discount rate adopted in D.05-12-040.  We approved this discount rate in D.05-12-040 and find it reasonable for use herein.

B. Ownership Share
SCE assumed its ownership share after the acquisition would be 78.21%.  No acquisition of any part of SDG&E’s share was assumed.  Whether SCE ultimately acquires all or part of SDG&E’s ownership share does not affect the incremental costs or benefits of the acquisition, and we find SCE’s assumption reasonable.

C. Operations and Maintenance (O & M) Costs

SCE assumed O&M costs of $10.639 million for 2007, $10.900 million for 2008, $11.169 million for 2009, and $5.723 million for 2010.
  SCE used its 2006 general rate case (GRC) estimate, and intervenor proposed changes accepted by SCE, to derive this estimate.  The estimate also includes one refueling and maintenance outage per year and Anaheim’s continued liability for used nuclear fuel O&M costs.  SCE escalated O&M costs to nominal dollars using the escalation rate included in its 2006 GRC to derive 2007 and 2008 estimates.  SCE used the 2008 escalation rate to derive the 2009 and 2010 estimates.
  SCE’s methodology is reasonable.  However, we decided SCE’s 2006 GRC in D.06‑05‑016, and base our analysis on that decision.  This yields O&M costs of $10.427 million for 2007, $10.685 million for 2008, $10.951 million for 2009, and $5.612 million for 2010.

D. Capital Expenditures
SCE assumed capital expenditures of $4.506 million for 2007, $2.654 million for 2008, $2.433 million for 2009, and $1.248 million for 2010.  SCE used its 2006 GRC requests for 2007 and 2008 capital expenditures, and its SGRP forecast for 2009 and 2010.
  These estimates exclude marine mitigation and used fuel dry storage facility expenditures for which Anaheim retains liability.  SCE’s 2007 estimate includes reimbursement for Anaheim’s undepreciated 2006 capital expenditures included in the purchase price.  We find SCE’s methodology reasonable.  However, we use the capital expenditures adopted in D.06-05-016 for 2007 and 2008 in our analysis.  This yields capital expenditures of $4.656 million for 2007, $2.486 million for 2008, $2.433 million for 2009, and $1.248 million for 2010.

E. Administrative and General (A&G) Participant Credits

Participant credits are payments SCE would have received from Anaheim that will not be received as a result of the transfer.  SCE assumed A&G participant credits of $4.244 million for 2007, $4.337 million for 2008, $4.482 million for 2009, and $2.316 million for 2010.
  SCE used its 2006 GRC estimate, and intervenor proposed changes accepted by SCE, to derive this estimate.  SCE escalated A&G participant credits to nominal dollars using the escalation rate included in its 2006 GRC to derive 2007 and 2008 estimates.  SCE used the 2008 escalation rate to derive the 2009 and 2010 estimates.  We find SCE’s methodology reasonable, and base our analysis on D.06-05-016.  This yields A&G participant credits of $4.204 million for 2007, $4.310 million for 2008, $4.454 million for 2009, and $2.302 million for 2010.

F. Nuclear Fuel Expense

SCE assumed nuclear fuel expenses of $2.041 million for 2007, $2.092 million for 2008, $2.146 million for 2009, and $1.100 million for 2010.  SCE bases its forecast on the 2006 ERRA forecast adopted in D.06-01-035, using updated actual costs and generation, and an 88% capacity factor, and we find it reasonable.

G. Nuclear Fuel Inventory Carrying Costs

SCE assumed nuclear fuel inventory carrying costs of $0.194 million for 2007, $0.226 million for 2008, $0.252 million for 2009, and $0.138 million for 2010.  SCE bases its forecast on the 2006 ERRA forecast adopted in D.06-01-035 assuming an 88% capacity factor, and we find it reasonable.
H. Decommissioning Trust Contributions

SCE estimated its annual nuclear decommissioning trust contributions based on the methodology used in D.03-10-015 in its last NDCTP.  This is the same methodology SCE used in A.05-11-008, its current NDCTP application. We find SCE’s methodology reasonable.

Anaheim’s ownership share of SONGS is 3.16%.  It will remain liable for 1.91% of Unit 2 decommissioning costs and 1.86% of Unit 3 decommissioning costs based on a pro-rata portion of the SONGS life, and will retain its decommissioning trusts.  Therefore, SCE estimated its contributions assuming its liability associated with the early acquisition will be 1.25% for Unit 2 and 1.30% for Unit 3.

In this application, SCE’s estimated contributions are $3.870 million for 2007, $3.870 million for 2008, $3.870 million for 2009, and $2.124 million for 2010.  These are based on the contributions requested by SCE in A.05-11-008.  In A.05‑11-008, an all-party settlement has been proposed.  Calculating the contributions based on the settlement yields contributions of $3.666 million for 2007, $3.666 million for 2008, $3.666 million for 2009, and $2.009 million for 2010.  We find it reasonable to utilize both of these levels of contributions in our cost-effectiveness analysis in order to incorporate the range of likely outcomes of A.05-11-008.

I. SGRP Removal and Disposal Depreciation Costs
SCE assumed depreciation expenses for removal and disposal of the original steam generators of $0.131 million for 2007, $0.136 million for 2008, $0.141 million for 2009, and $0.147 million for 2010.  These expenses were estimated based on the amount of depreciation included in Advice Letter 1951-E (filed in compliance with D.05-12-040), and we find them reasonable.

J. Capacity Factor
SCE assumed a capacity factor of 88% for 2007 through 2010.  This is the same as the capacity factor adopted in D.05-12-040 for 2010 through 2022, and we find it reasonable.

K. Marginal Power Cost

SCE valued the Anaheim’s share (68 megawatts) of SONGS generation capacity and energy using the cost of marginal power.  SCE based its marginal power costs for 2006 (February 1, 2006 through January 31, 2007) and 2007 on third-party SP 15 marginal energy prices and annual deferral value of incremental firm capacity.
  The 2010 estimate was based on a methodology consistent with its 2004 long term procurement plan adopted in D.04-12-048.  For 2008 and 2009, SCE used a weighted average of its forecasts for 2006-2007 and 2010 and we find its estimates reasonable.

VI. Cost-Effectiveness Conclusion

The following table shows the net present value (2006 dollars) of the revenue requirements associated with the total net benefits and costs resulting from the early acquisition of Anaheim’s share from 2007 through 2010 for three scenarios.  Scenario 1 is SCE’s original estimate.  Scenario 2 is SCE’s original estimate updated to reflect D.06-05-016.  Scenario 3 is the same as Scenario 2 except that it includes nuclear decommissioning cost contributions based on the proposed settlement in A.05-11-008.  The term “Electricity Costs” refers to the costs that would be incurred if the early acquisition does not take place.  The term “Ownership Costs” refers to the costs that would be incurred if the early acquisition does take place.  The term “Net Benefit” is the difference between Electricity Costs and Ownership Costs and represents the net present value of the savings to ratepayers that will result from the early acquisition.

Table of Net Present Value Results

	Scenario
	Electricity Costs

(millions)
	Ownership Costs

(millions)
	Net Benefit

(millions)

	1
	$100.530
	$71.040
	$29.490

	2
	$100.530
	$70.337
	$30.193

	3
	$100.530
	$69.870
	$30.660


Based on the above analysis, we find SCE’s early acquisition of Anaheim’s ownership share cost-effective.

VII. Ratemaking

The acquisition requires approvals from the FERC, the NRC, and this Commission.  As a result, the acquisition can take place shortly after the effective date of this decision.  SCE proposes to update its revenue requirement through the following ratemaking treatment after receipt of the necessary approvals.

Through GRC’s, SCE recovers O&M expenses, capital-related costs, and A&G-related participant credits.  SCE proposes that it be allowed to file an advice letter ten days after the effective date of this decision to revise its BRRBA, authorized in D.06-05-016, to reflect the acquisition including the additional depreciation expense for removal and disposal of the original steam generators authorized in D.05-12-040.  Since such changes would only reflect the acquisition discussed herein, we authorize SCE to make the filing.  The advice letter will be effective on the effective date of this decision or on the transfer date, whichever is later.

Through ERRA proceedings, SCE recovers fuel and purchased power expenses.  SCE proposes to file an advice letter ten days after the effective date of this decision to record its actual nuclear fuel expenses resulting from the acquisition in its ERRA.  Since such changes would only reflect the acquisition discussed herein and the reasonableness of SCE’s expenditures will be reviewed in subsequent ERRA Reasonableness of Operations proceedings, we authorize SCE to make the filing.  The advice letter will be effective on the date of this decision, or the transfer date, whichever is later.

Through NDCTPs, SCE recovers nuclear decommissioning trust fund contributions.  SCE’s NDAM records the difference between the authorized nuclear decommissioning trust fund revenue requirement and recorded revenues.  SCE requests authority to file an advice letter ten days after the effective date of this decision to revise its NDAM to record its additional contributions resulting from the acquisition.

On June 15, 2006, SCE served revised testimony reducing its requested annual contribution increase from $3.3 million to $1.6 million until rates change pursuant to a decision in its 2008 NDCTP.  SCE stated that its only reason for the reduction is its agreement with DRA to do so.  The agreement between DRA and SCE to reduce the requested contribution increase to $1.6 million was not filed as a settlement pursuant to Rule 12.1 of our Rules of Practice and Procedure, and we do not treat it as such.
  The reasonableness of the $1.6 million contribution increase agreed to by SCE and DRA is unsupported in the record except for the fact that it is a compromise between SCE and DRA.

The increase in contributions due to the acquisition can be calculated on the same basis as the amount to be authorized in A.05-11-008 by changing the ownership percentage.  Any issues of fact or policy will have been dealt with in that proceeding where a decision is pending.  As a result, we find it reasonable to base the increase in contributions on the final decision to be reached in A.05‑11‑008.  Therefore, we authorize SCE to file an advice letter 10 days after the effective date of the final decision in A.05-11-008 to record the additional revenue requirement resulting from the acquisition in its NDAM.  The advice letter will be effective on the effective date of a final decision in A.05-11-008, or the transfer date, whichever is later.

VIII. California Environmental Quality Act (CEQA) Review

In this application, SCE is not seeking our authorization of the acquisition.  Instead, it is requesting ratemaking treatment of the costs associated with the transfer.  This application does not involve any direct or reasonably foreseeable indirect physical change to the environment.  Thus,  this application is not a project under CEQA.

IX. Motion to File Under Seal and for a Protective Order

Concurrent with this application, SCE filed a motion to keep its unredacted versions of the exhibit titled “SCE-1 Appendices A thru H” dated March 14, 2006 (identified in the record as Exhibit SCE-1AC), and the exhibit titled “Anaheim Settlement Agreement Workpapers” dated March 2006 (identified in the record as Exhibit SCE-1WC) under seal.  The motion also requested a protective order regarding confidential information provided during discovery.  The unredacted versions of these exhibits contain SCE’s energy market price estimates through 2009.  The release of these estimates could put SCE at a competitive disadvantage.  Therefore, these exhibits should be filed under seal, per Pub. Util. Code § 583.  SCE also provided an unredacted version of the exhibit titled, “Revised Supplemental Testimony” dated August 31, 2006 (identified in the record as Exhibit SCE-2RC), which contains the same confidential information as the Exhibit SCE-1AC.  This exhibit should be filed under seal as well.  The motion for a protective order is moot because no parties other than DRA have requested or are likely to request the information covered by the proposed protective order, and the protective order would not apply to DRA.  Therefore, we grant the motion as it relates to filing under seal until January 1, 2010, and deny it as it relates to a protective order.

X. Categorization and Need for Hearings

In Resolution ALJ 176-3170, dated April 13, 2006, the Commission preliminarily categorized this application as ratesetting, and preliminarily determined that hearings were not necessary.  The only protest received has been withdrawn.  There is no apparent reason why the application should not be granted.  Given these developments, a public hearing is not necessary, and it is not necessary to disturb the preliminary determinations.

XI. Comments on Proposed Decision

The proposed decision of the ALJ in this matter was mailed to the parties in accordance with Section 311 of the Public Utilities Code and Rule 14.2(a) of the Commission’s Rules of Practice and Procedure.  Comments were filed by SCE and DRA.  All comments were considered.  Changes were made as appropriate in light of the comments and the fact that the FERC and NRC approvals have been granted.

XII. Assignment of Proceeding

Geoffrey F. Brown is the Assigned Commissioner and Jeffrey P. O’Donnell is the assigned ALJ in this proceeding.
Findings of Fact

1. SCE’s early acquisition of Anaheim’s ownership share of SONGS is cost‑effective.
2. The agreement between DRA and SCE to reduce the requested contribution increase to $1.6 million was not filed as a settlement pursuant to Rule 12.1 of our Rules of Practice and Procedure.

3. SCE’s proposed changes to the BRRBA, authorized in D.06-05-016, would only reflect the acquisition.
4. SCE’s proposal to record its actual nuclear fuel expenses related to the acquisition in its ERRA would only reflect the acquisition, and the reasonableness of SCE’s expenditures will be reviewed in subsequent ERRA Reasonableness of Operations proceedings.

5. The increase in nuclear decommissioning trust contributions could be calculated on the same basis as the amount to be authorized in A.05-11-008, in which a decision is pending, by changing the ownership percentage.  Any issues of fact or policy will have been dealt with in that proceeding.

6. This application does not involve any direct or reasonably foreseeable indirect physical change to the environment.

7. The unredacted versions of Exhibit SCE-1AC, Exhibit SCE-1WC and Exhibit SCE-2RC contain SCE’s energy market price estimates through 2009.  The release of these estimates could put SCE at a competitive disadvantage.

8. Since no parties other than DRA have requested or are likely to request the information covered bythe proposed protective order, and the protective order would not apply to DRA, SCE’s request for a protective order is moot.

Conclusions of Law

1. The agreement between DRA and SCE to reduce the requested nuclear decommissioning trust contribution increase to $1.6 million is not a settlement pursuant to Rule 12.1, and should not be treated as such.
2. SCE should be allowed to file an advice letter to revise its BRRBA, authorized in D.06-05-016, including the additional depreciation expense for removal and disposal of the original steam generators authorized in D.05-12-040, to reflect the acquisition.

3. SCE should be authorized file an advice letter to record its actual costs resulting from the acquisition in its ERRA.

4. The increase in nuclear decommissioning trust contributions should be based on the final decision to be reached in A.05-11-008.

5. SCE should be authorized to file an advice letter after a final decision is reached in A.05-11-008 to revise its NDAM to record the additional revenue requirement resulting from the acquisition.  The additional revenue requirement should be calculated on the same basis as the amount authorized in that decision.

6. This application is not a project under CEQA.

7. SCE’s motion to keep its unredacted versions of Exhibit SCE-1AC and Exhibit SCE-1WC under seal and requesting a protective order regarding confidential information provided during discovery, filed concurrently with this application should be granted as it relates to filing under seal until January 1, 2010, and denied as it relates to a protective order.

8. The unredacted version of Exhibit SCE-2RC should be filed under seal until January 1, 2010.

9. This decision should be effective immediately so that the acquisition can take place as soon as possible.

ORDER

IT IS ORDERED that:

1. The application of Southern California Edison Company (SCE) for approval of proposed ratemaking treatment for costs resulting from its acquisition of the City of Anaheim’s (Anaheim) ownership share of San Onofre Nuclear Generating Station Units 2 & 3 (SONGS) is approved only to the extent specified below.  In all other respects, the application is denied.
2. SCE is authorized to file an advice letter ten days after the effective date of this decision to revise its Base Revenue Requirement Balancing Account to reflect the acquisition of Anaheim’s ownership share of SONGS, including the additional depreciation expense for removal and disposal of the original steam generators authorized in Decision 05-12-040.  The advice letter shall be effective on the effective date of this decision or on the day the transfer of ownership resulting from the acquisition takes place (transfer date), whichever is later.

3. SCE is authorized to file an advice letter ten days after the effective date of this decision to record its actual nuclear fuel expenses resulting from the acquisition in its Energy Resource Recovery Account.  The advice letter shall be effective on the effective date of this decision, or on the transfer date, whichever is later.

4. SCE is authorized to file an advice letter ten days after the effective date of this decision or a final decision in its 2005 Nuclear Decommissioning Cost Triennial Proceeding (A.05-11-008), whichever is later, to revise its Nuclear Decommissioning Adjustment Mechanism to record the additional revenue requirement resulting from the acquisition.  The additional revenue requirement shall be calculated on the same basis as the amount authorized in the final decision in A.05-11-008.  The advice letter shall be effective on the effective date of a final decision in A.05‑11‑008, or on the transfer date, whichever is later.

5. SCE’s motion to keep its unredacted versions of the exhibit titled “SCE-1 Appendices A thru H” dated March 14, 2006 (identified in the record as Exhibit SCE-1AC), and the exhibit titled “Anaheim Settlement Agreement Workpapers” dated March 2006 (identified in the record as Exhibit SCE-1WC) under seal and requesting a protective order regarding confidential information provided during discovery, filed concurrently with this application, is granted as it relates to filing under seal until January 1, 2010, and denied as it relates to a protective order.

6. The unredacted version of the exhibit titled, “Revised Supplemental Testimony” dated August 31, 2006 (identified in the record as Exhibit SCE-2RC), shall be filed under seal until January 1, 2010.

7. If SCE believes that further protection of the information kept under seal is needed, it may file a motion stating the justification for further withholding of the information from public inspection, or for such other relief as the Commission’s rules may then provide.  This motion shall be filed no later than 30 days before the expiration date.

8. Application 06-03-020 is closed.

This order is effective today.

Dated November 30, 2006, at San Francisco, California. 

MICHAEL R. PEEVEY
                    President
GEOFFREY F. BROWN
DIAN M. GRUENEICH
JOHN A. BOHN
RACHELLE B. CHONG

   Commissioners
�  Anaheim’s ownership share is 3.16% or 68 megawatts.  Absent the proposed acquisition, SCE would acquire Anaheim’s ownership share in 2011 as a result of Anaheim’s decision not to participate in the SONGS Steam Generator Replacement Program.


�  The current ownership shares are 75.05% SCE, 20% SDG&E, 3.16% Anaheim, and 1.79% Riverside.  


�  SCE estimates that the marine mitigation costs will be $2.3 million.


�  The SONGS Operating Agreement requires unanimous consent for key decisions.


�  SCE reduces the 2010 estimate by 50% to reflect the average SGRP completion dates of Units 2 and 3.


�  The 2008 escalation rate is the rate used in the 2006 GRC to calculate the 2008 expenditure from the 2007 expenditure.


�  The SGRP forecast is SCE’s forecast in A.04-02-026.


�  This includes A&G expenses, pensions and benefits, payroll taxes and incentive compensation called Results Sharing. 


�  SP 15 forward power prices are broker quotes, consistent and correlated with NYMEX futures power prices, from January 31, 2006.


�  Rule 12.1 was formerly Rule 51.1.
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