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DECISION APPROVING PRE-DEPLOYMENT FUNDING FOR SOUTHERN
CALIFORNIA EDISON COMPANY’S ADVANCED METERING
INFRASTRUCTURE PROJECT

1. Summary

This decision approves pre-deployment funding in the amount of
$45.22 million for Southern California Edison Company’s (SCE) Advanced
Metering Infrastructure (AMI) Project. The approved amount will cover SCE’s
expenditures for its pre-deployment activities in the categories of AMI product
management, information technology, business process and organizational
readiness, field deployment, customer tariffs and programs, systems integration,
and program management and organization. The funding of these activities will
further the development of the details of SCE’s final AMI proposal, provide
information to develop or refine the associated cost-benefit analysis, and assist
parties and the Commission in analyzing SCE’s final AMI deployment business
case. Furthermore, these activities will incur minimal risk of stranded costs.

Other activities for which SCE requests funding in this application are
considered as deployment, and as such it will be more appropriate to review
them as part of the company’s deployment application, expected later this year.
This decision adopts specific ratemaking and cost recovery treatment for the
authorized funds and continues SCE’s existing memorandum account to enable

SCE to record costs for activities that are not authorized in today’s decision.

2. Background
On December 21, 2006, SCE filed Application 06-12-026, seeking

authorization to spend up to $67 million in 2007 for pre-deployment costs for its
proposed AMI Project. The application also requested approval of specific

ratemaking and cost recovery treatment for its pre-deployment expenditures.
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The Utility Reform Network (TURN) and the Commission’s Division of
Ratepayer Advocates (DRA) filed protests of this application on January 25, 2007.
A prehearing conference (PHC) was held on February 1, 2007, to determine the
issues and schedule for resolving this application. In accordance with the
schedule developed in that PHC and contained in the Scoping Memo for this
proceeding, TURN and DRA served their opening testimony on March 30, 2007,
and TURN, DRA, and SCE all provided rebuttal testimony on April 6, 2007. Two
days of evidentiary hearings were held on April 17 and 18, 2007. SCE, TURN,
and DRA all filed Opening and Reply Briefs. The proceeding was submitted on
May 10, 2007.

3. Outstanding Procedural Matters
We affirm all rulings made by the AL]J up to this point in the proceeding.

To the extent that any motions remain outstanding, all such motions are denied.

4.  Minimum Functionality Criteria

In a May 18, 2005 Ruling in the Commission proceeding on Pacific Gas and
Electric Company’s (PG&E) application for approval of funding for its own AMI
pre-deployment activities (A.05-03-016), President Peevey set forth six minimum
functionality criteria that a proposed AMI metering and communications system
must meet in order for the Commission to consider approving ratepayer funding
of pre-deployment activities. The six minimum functionality criteria described
in the ruling indicated that the AMI system should:

e Dbe capable of supporting a wide range of price responsive tariffs;

e collect data at a detail level that supports customer understanding of
hourly usage patterns and their relation to energy costs;

e allow access to personal usage data such that customer access frequency
does not result in additional AMI system hardware costs;
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e be compatible with customer education, energy management,
customized billing, and complaint resolution applications;

e be compatible with utility system applications that promote and enhance
system operating efficiency and improve service reliability, such as
remote meter reading, outage management, reduction of theft and
diversion, improved forecasting, workforce management, etc.; and

® be capable of interfacing with load control communication technology.!

Unlike in the pre-deployment applications of PG&E and SDG&E, no party
disputes that SCE’s proposed AMI technology meets these minimum
functionality requirements. Therefore, the main issues to be resolved in this
proceeding are whether any ratepayer funding beyond that provided during
Phase 1 should be granted to support SCE’s additional pre-deployment activities,

and if so, what activities and amount of funding are appropriate.

5. Summary of Party Positions

The parties take positions on the appropriateness of funding
pre-deployment activities and the appropriate activities to fund based on both
their different interpretations of Commission policy and precedent, and their
differing assessments of the likelihood of future approval of some version of
SCE’s AMI project.

SCE believes that Commission policy, as expressed in the state Energy
Action Plan, Energy Action Plan 2, and elsewhere, considers AMI to be an
important element in reaching state energy goals, including the implementation
of dynamic pricing. SCE points to the Commission’s goals for price-responsive

demand response, adopted in D.03-06-032, as supporting its position. In

1 This list is a condensed summary of the list in Appendix A of the May 18, 2005 ACR in
A.05-03-016.
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particular, SCE cites the Commission’s acknowledgement in D.05-09-044 that
“while the EAP II does not commit [the Commission] to approving any
particular proposal on AMI full deployment, it does strongly suggest an inclination
for the Commission to adopt some form of AMI deployment, perhaps only partial, on the
basis of a further cost-effectiveness analysis.”2 SCE’s justifications for many of its
proposed Phase 2 activities rely heavily on the precedent set in D.05-09-044,
which approved PG&E’s request for funding of pre-deployment activities as well
as additional activities intended to keep PG&E’s momentum towards full
deployment.

TURN states that Commission precedent and regulatory procedures
require that the Commission thoroughly review any project before approving
ratepayer funding of related activities. TURN urges the Commission not to
depart from what it describes as the Commission’s “normal regulatory process.” 3
TURN further contends that if the Commission authorizes funding before a final
determination on the proposed AMI system is made, that ratepayer funding of
any Phase 2 pre-deployment activities should be limited to product confirmation
and testing that will inform the final regulatory review.* Though TURN does not
provide a detailed analysis of SCE’s proposed pre-deployment expenditures, it
suggests that certain broad categories of the requested funding do not meet this
criterion. Like SCE, TURN cites D.05-09-044 in support of its position, stating
that the relevant lesson to take from that decision is that the Commission

evaluates AMI systems in large part on their anticipated operational (not

2 SCE Opening Brief, p. 6, emphasis in original.
3 TURN Opening Brief, p. 1.
4 TURN Opening Brief, p. 2.
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demand response) benefits.> Based on this reading of D.05-09-044, TURN
suggests that before allowing funding for any activities beyond product
confirmation and testing, the Commission should require SCE to show that their
business case is likely to meet a cost-effectiveness threshold comparable to that
met by PG&E in its pre-deployment application.t

DRA, like TURN, takes the position that “ratepayers should only be
committed to funding projects once they have been fully reviewed by this
Commission and found reasonable from the ratepayers’ point of view.””

In recognition of the possibility that investments in research related to AMI
might benefit ratepayers by assisting the state in meeting future energy policy
goals, DRA proposes that the Commission consider approving ratepayer funding
for approximately $15 million of proposed activities that DRA determines on the
basis of its analysis may inform SCE'’s final business case and the Commission’s
ultimate decision on whether AMI will benefit ratepayers and should be
approved.

Overall, TURN and DRA believe that the scope and scale of SCE’s
proposed pre-deployment efforts is overbroad and unjustified without a finding
that moving forward with AMI is cost-effective. They argue that if the
Commission decides that ratepayer funding is not appropriate for SCE'’s
proposed AMI project, ratepayers will have paid up to $64 million for activities

that have little or no value to ratepayers.

> TURN Opening Brief, p. 3.
¢ TURN Opening Brief, pp. 3 - 4.
7 DRA Opening Brief, p. 2.
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6. Should Ratepayers Fund Any AMI Pre-Deployment
Activities?

The Commission encouraged utilities to initiate research into the AMI
technology, and repeatedly has expressed an interest in supporting research into
its development, in the belief that it may further state policy goals.’
Nevertheless, the Commission has not committed to approving any particular
AMI technology, and has stressed that approval of deployment is dependent on
research showing that the AMI technology is cost-effective. In fact, the quote
that SCE uses in support of its assertion that the Commission is likely to approve
some form of AMI also states that any future approval ultimately will be
determined “on the basis of a further cost-effectiveness analysis.”?

To the extent that the proposed activities inform the business case and
assist the Commission in evaluating the ultimate application, however, the
proposed expenditures have value to the Commission and to the state of
California, whether or not AMI deployment is ultimately approved. DRA
testimony describes this as “option value,” that research and report writing can
be a “prudent investment” if they assist in making an informed decision on
whether to proceed with the final project.’? We agree that funding for certain
research and testing-related activities may be a prudent investment rather than a
sunk cost, and approving such funding and activities does not prejudge the

outcome of the expected deployment application.

8 For example, see D.03-06-032 Appendix A: California Demand Response: A Vision for the
Future (2002-2007) and July 21, 2004, ACR in R.02-06-001.

9 D.05-09-044, p. 13.
10 Exhibit 100, p. 1-9.
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We conclude that it is reasonable to authorize ratepayer funding for a set
of activities designed to 1) test meter functionality, communications technology
and equipment, or 2) develop and refine estimates of costs and benefits
associated with its AMI project prior to committing to full scale deployment.
These costs are reasonable for ratepayers to fund, given the Commission’s past
directives to explore the cost-effectiveness of installing AMI. In addition, we find
it reasonable to authorize ratepayer funding for activities that will result in a
product that will be useful to SCE and provide value to its ratepayers regardless
of the Commission’s ultimate decision on SCE’s not-yet filed application for its
AMI deployment.

This is not to say that the activities SCE has proposed within its definition
of pre-deployment are unreasonable per se. SCE argues that it would be
reasonable to fund these activities given its perception that there is a high
probability that the Commission will ultimately adopt some form of AMI in its
territory, and therefore there is a low risk of stranded costs from beginning early
deployment activities. This may be a sufficient justification for SCE to spend
shareholder funds completing these activities. However, it would be
unreasonable for the Commission to commit ratepayer funding to these activities
at this time without having a record on the full project. We note that SCE already
has authorization to record costs associated with all of these activities in a
memorandum account approved on January 5, 2007, in SCE Advice Letter (AL)
2063-E, which preserves the company’s ability to seek future cost recovery.

We find that there is no legal impediment to authorizing funding for pre-
deployment activities and we will consider the scope of the proposed activities

on the merits. Having made this finding, the rest of DRA’s and TURN's
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arguments go to the proper definition and scope of pre-deployment activities to

be funded.

7. Definition of Pre-Deployment

The scoping memo in this proceeding provided initial guidance on how to
define pre-deployment and categorize various proposed activities of SCE for the
purposes of this proceeding. Parties were asked to comment on the
appropriateness of the standard described in the scoping memo and suggest
alternative standards if necessary.

TURN does not address these criteria in its testimony nor does it offer
other specific standards for evaluating the appropriateness of SCE’s proposed
expenses, instead making a general statement that some categories of proposed
expenses are more “legitimately associated with predeployment activities” than
others, which it classifies as early deployment.!! DRA states its support of the
guidance suggested in the scoping memo, and interprets the guidance to mean
that only activities and costs associated with preparation for the filing of SCE’s
business case (so-called “research and reports”) and completed before the
deployment application is filed should be considered pre-deployment.’2 DRA
uses this interpretation of the guidance throughout its analysis of SCE’s
proposed activities and expenses.

In its rebuttal testimony, SCE defines pre-deployment broadly to
encompass: 1) the research and reports needed to develop its initial business

case and file that case as an application before the Commission; 2) continuing

11 Exhibit 200, p. 6.
12 Exhibit 100, p. 1-2.
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activities whose primary value is to validate and refine that business case and
ensure the feasibility of the chosen options; and 3) preparation activities intended
to ensure that SCE is ready to proceed with AMI deployment in early 2008 or
when the Commission makes a final decision on its deployment application.
SCE disagrees with DRA’s contention that activities can inform the
business case only if they are completed before the deployment application is
expected to be filed. SCE proposes that activities should be considered
pre-deployment if they will determine or validate the accuracy of cost-benefit
assumptions,’® even if they are completed after the deployment application is
filed, as long as they may become part of the record of that case before a
Commission decision is issued. In addition, SCE cites D.05-09-044 in PG&E’s
AMI pre-deployment application in arguing that activities that may be more
logically associated with deployment may be considered “reasonable” under the
Commission’s standard for approving pre-deployment activities and costs,5 if
those activities would be necessary for any full or partial AMI deployment in its
service territory and are necessary to meet SCE’s current timeline for beginning
deployment in early 2008.1¢ As discussed above, SCE explicitly states its
assumption that the Commission is likely to approve some form of AMI and
argues that because the activities within this application would generally be
necessary for any full or partial deployment of its anticipated AMI system, the

risk to ratepayers of sunk costs is minimal.

13 Exhibit 5, p. 16.
14 Exhibit 5, p. 15.
15 Exhibit 5, p. 16.
16 Exhibit 5, p. 17.

-10 -
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7.1 Discussion and Conclusion

As discussed in Section 6, above, certain pre-deployment activities have
value for the Commission whether or not full deployment is approved, and can
reasonably be approved before a full cost-effectiveness analysis is conducted.
Therefore, arguments about the likelihood of the final business case being cost-
effective are misplaced at this time; the Commission’s concern here, as described
in the scoping memo for this proceeding, is whether the proposed activities will
inform that business case and make it more accurate, to assist the Commission in
making the ultimate determination about whether SCE should proceed to full
deployment.

Based on this and on the interpretations espoused by DRA and SCE, we
adopt the guidance found in the scoping memo to determine what activities are
properly considered pre-deployment. That is, we find that pre-deployment
includes activities whose primary purposes are: 1) to determine the equipment,
technology, and approach to be included of SCE’s full deployment proposal; and
2) to gather and refine data that will improve estimates of the costs and benefits
to be included in the cost-benefit analysis of the full AMI deployment proposal,
to ensure that the final deployment application contains accurate data and
reasonable estimates.

This does not mean, however, that pre-deployment includes only work
that can be completed before the Phase 3 application is initially filed; such a
definition would result in the loss of information that could play an important
part in the Commission’s review of the costs and benefits of AMI. Deployment
of AM]I, if approved, would be an important investment, both in terms of the
funding required to make it possible and in its potential impact on energy use in

California, and may further state policy goals such as increasing demand

-11 -



A.06-12-026 COM/DGX/jt2

response. It makes sense for this Commission to get as much information as
reasonably possible on which to base its final decision in that proceeding, and
activities that may refine the business case and related cost effectiveness
calculations should not be arbitrarily excluded simply because they may be
completed after the Phase 3 deployment application is expected to be filed. It
also does not make sense to specifically exclude funding for activities that could
provide information after the date that that case is filed but before a decision is
likely to be made in the deployment proceeding.

We expect SCE to file its AMI deployment application when sufficient
information is available to develop a complete and accurate business case; this
will enable parties to analyze SCE’s proposal and ensure that the Commission’s
record contains sufficient information to make an informed decision on the
merits of deployment. SCE expects to file its Phase 3 application in late summer
2007. If relevant information becomes available during the Commission
proceeding on Phase 3, however, we expect SCE to provide updated or amended
testimony and supporting information to other parties to ensure a complete and
accurate record in that proceeding and an opportunity for full participation by all

parties.

8. Which Proposed Activities Should be Funded?

The burden of proof rests on SCE to show that its proposal is reasonable
and in the public interest. SCE provides information in support of its application
in its associated testimony, specifically Exhibit 2 and Exhibit 5. SCE argues on
the grounds described above that all of its proposed activities are appropriate for
ratepayer funding at this time and should be approved.

TURN’s primary position, that no further pre-deployment funding should

be granted, does not assist us in defining the appropriate scope of

-12 -
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pre-deployment activities, but TURN does address this question in response to
specific guidance in the scoping memo. TURN suggests that pre-deployment
activities may include “developing AMI technology and ensuring it actually
works properly,”17 and identifies certain large categories of SCE’s proposed
activities as being more logically related to pre-deployment, and others as more
related to early deployment. TURN suggests that “[s]Jome... cost categories
appear to be legitimately associated with pre-deployment activities — AMI
Product Management, Information Technology, Field Deployment, and System
Integrator. The remaining cost categories appear to be less associated with pre-
deployment activities and more related to the full deployment of the AMI
system.”18 Within these broad categories, TURN neither endorses the cost
categories as a whole nor specifically analyzes most of the activities and costs
proposed by SCE. TURN'’s opening testimony “pointed out certain cost
categories that it found to be unreasonable, but its final funding recommendation
is actually based on Edison’s original filing in A.05-12-026.”19

TURN also requests that additional pre-deployment funding should be
provided only if SCE commits to developing a final AMI proposal with a higher
level of operational benefits than the current proposal, and suggests a minimum
level of 85%.20 TURN bases this request on SCE’s preliminary business case
included with this application, which estimates operational benefits covering

approximately 57% of the cost of the project, with additional demand response

17 Exhibit 200, p. 10.

18 Exhibit 200, p. 6.

19 Exhibit 201, p. 2.

20 TURN Opening Brief, p. 3.

-13 -
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accounting for the remaining benefits claimed. TURN suggests that the
Commission should direct SCE to meet a pre-determined threshold of 85%, and
require SCE to report on its progress and desist in development of its AMI plan if
it fails to accomplish the 85% goal within eight months.2? TURN does not specify
whether this additional research should be supported by shareholder funds, nor
the activities or amount of ratepayer funding that might be reasonable to adopt
for such a plan.

DRA provides a much more systematic examination of SCE’s proposed
activities and costs, and explains its categorizations of cost areas as
pre-deployment and deployment. Consistent with its interpretation of the
scoping memo guidance, DRA specifically excludes any activities that could
result in information after SCE is expected to file its business case, and excludes
most capital expenditures because they could result in stranded costs.22 Using
these definitions, DRA argues that proposed activities in the following categories
may be funded as pre-deployment: AMI product management; customer tariff,
programs, and services; program management organization; and a small portion
of the information technology costs. DRA considers additional costs to be early

deployment.

8.1 Discussion
Based on the record developed, we agree with TURN and DRA that many

of the activities SCE identified in its Phase 2 application provide limited or no

value to ratepayers if the Commission ultimately decides AMI should not be

21 TURN Opening Brief, p. 4.
22 Exhibit 100, p. 1-4.

-14 -
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pursued. Many of the activities that SCE describes are necessary only if SCE
deploys a new metering and communication infrastructure. Activities
undertaken for the purpose of preparing SCE systems for deployment cannot be
expected to provide timely information to inform the evaluation of SCE’s full
business case. Approval of such costs would either be predicated on an
assumption that the Commission will approve some form of AMI (leading to the
appearance if not the actuality of prejudging SCE’s forthcoming deployment
case) or would raise the possibility of significant stranded costs. SCE’s own
preliminary analysis shows that 57% of its costs for AMI deployment would be
covered by operational benefits. This is in contrast to the preliminary analysis in
PG&E’s pre-deployment application, A.05-03-016, which estimated operational
benefits covering closer to 90% of its project costs. However, it is neither
necessary nor appropriate to make a decision on implementation in the absence
of a full and final cost-effectiveness analysis of SCE’s project at this time.

Based on SCE testimony, some of the proposed expenditures on system
integration, information technology, and organizational readiness are not
necessary to develop or validate the business case, and are primarily useful if
SCE ultimately deploys some full or partial AMI system in its territory. In
addition, the need to provide the proposed advance ratepayer funding for
contingencies is not sufficiently supported by SCE’s testimony. On the other
hand, expenditures for AMI product management, field testing, taritf
development, program management and organization, and business process, as
well as for some information technology and systems integration activities
appear to further the development of the details of SCE's final proposal or
provide information to develop or refine the associated cost-benefit analysis.

Moreover, funding of the proposed MDMS in the information technology and

-15 -
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systems integration categories appears to have value even if AMI is not

ultimately deployed, and so incurs minimal risk of stranded costs.

8.2 Funding Approved

Exhibit 2 provides a table summarizing SCE'’s full request for ratepayer
funding for this pre-deployment application.
Table 1: SCE Cost Request (in thousands)®

O&M Capital Total
AMI Product Management $4,900 $5,000 $9,900
Information Technology $3,700 $11,600 $15,300
Business Process and $1,700 0 $1,700
Organizational Readiness
Field Deployment $700 $600 $1,300
Customer Tariffs and $1,200 0 $1,200
Programs
Systems Integrator $8,500 $10,100 $18,600
Program Management and $8,000 0 $8,000
Organization
Contingency $3,300 $4,400 $7,700
Total $32,000 $31,700 $63,700

2 Information from Exhibit 2, p. 7.

-16 -
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Parties” funding recommendations vary, and may be summarized as
follows:

Table 2: Party Positions, by Cost Category (in thousands)®*

SCE DRA TURN?
AMI Product $9,900 $6,583 Yes
Management
Information Technology $15,300 $620 Yes
Business Process and $1,700 0 No
Organizational Readiness
Field Deployment $1,300 0 Yes
Customer Tariffs and $1,200 $1,170 No
Programs
Systems Integrator $18,600 0 Yes
Program Management $8,000 $8,000 No
and Organization
Contingency $7,700 0 No
Total $63,700 | $16,380 | $19,000+20%

24 Exhibit 6.

% This represents TURN'’s secondary recommendation. TURN’s primary position is
that no further pre-deployment funding should be granted. In their secondary
recommendation (if the Commission rejects their primary position), TURN provides
some discussion of which categories may be logically associated with pre-deployment,
but does not break down its total funding recommendation by category. TURN instead
recommends adopting the amount SCE requested for Phase 2 in its initial AMI
pre-deployment application, A.05-03-026, plus 20%.

-17 -
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Given the reduced scope of activities we consider to be pre-deployment, as
described above, the Commission should authorize ratepayer funding in each
category as summarized below:

Table 3: Requested and Approved Funding, by Cost Category (in thousands)

SCE Request Adopted

O&M | Capital | Total | O &M | Capital | Total
AMI Product $4,900 | $5,000 $9,900 | $4,900 | $5,000 | $9,900
Management
Information $3,700 | $11,600 | $15,300 | $3,520 | $6,700 | $10,220
Technology
Business Process $1,700 0 $1,700 $600 0 $600
and
Organizational
Readiness
Field Deployment $700 $600 | $1,300 $700 $600 |  $1,300
Customer Tariffs $1,200 0 $1,200 $1,200 0 $1,200
and Programs
Systems $8,500 | $10,100 | $18,600 | $6,600 | $7,400 | $14,000
Integrator
Program $8,000 0| $8,000 $8,000 0| $8,000
Management and
Organization
Contingency $3,300 $4,400 | $7,700 0 0 0
Total $32,000 | $31,700 | $63,700 | $25,520 | $19,700 | $45,220

The approved activities are estimated to cost $45.22 million, with the O&M
costs treated as an expense and the remaining funding, related to the 5,000 meter
field test and MDMS development, treated as capital. SCE should be authorized
to record up to $25.52 million in pre-deployment expenses and $19.7 million in
pre-deployment capital costs, with $5.6 million of that amount to be added to
rate base in 2007 or 2008. The specific funding requests and amounts approved
are discussed below. SCE may shift funds among approved activities as long as

the total approved amount for O&M expenses, the total approved amount for

-18 -
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capital costs, and the total approved revenue requirement adopted in this

decision are not exceeded.

8.2.1 AMI Product Management

SCE includes several different engineering and design activities in its AMI
Product Management category.2> These include some evaluation and field
testing of metering and telecommunications systems, evaluation of the results of
requests for proposals (RFP), and procurement and quality assurance for
equipment to be used in the 5,000 meter field test.2” All of these activities,
including the 5,000 meter field test, will provide information that helps to
develop or validate SCE’s final business case and deployment application, and

therefore the $9.9 million requested in this category should be approved in full.

8.2.2 Information Technology

SCE describes the activities in its Information Technology (IT) category as
preparation for the automation of its meter reading from the meter to back office
systems that will read and record the meter data, for use in SCE’s planned
“Release 1,” which SCE envisions as the beginning of its actual AMI deployment
process.28 IT activities in this category include the development and testing of
SCE’s proposed Meter Data Management System (MDMS) and Data Center
Aggregator (DCA) with “[t]he largest single element ... the development and
implementation of the MDMS.”29 The AMI IT systems will be used to process

and access the data generated by the AMI meters and in-home devices

26 Exhibit 2, p. 17.
27 Exhibit 2, p. 18.
28 Exhibit 2, p. 17.
29 Exhibit 2, p. 18.
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supporting future AMI-enabled programs.?* SCE does not make a compelling
case that the DCA, and some of the other work in this category would provide
information that can be used in SCE’s final AMI proposal. In addition, it is not
clear that work on systems other than the MDMS would have any use in the
absence of AMI deployment. SCE witness DeMartini acknowledged that most
work on the DCA (with the possible exception of some work on privacy and
security of the AMI system) would have no real value unless the Commission
ultimately approves, and SCE deploys an AMI system.?! For this reason, funding
for activities other than the MDMS and RFP-related work should be considered
as part of SCE’s Phase 3 application for AMI deployment.

Unlike the other IT systems described in SCE testimony, funding MDMS
activities can be useful to inform SCE’s AMI proposal and it appears that even in
the absence of any AMI deployment, SCE might be able to use the MDMS
system. SCE witness DeMartini stated in hearings that the work in this area
would inform the business case and cost-benefit analysis by allowing the
company to understand the scope of development needed for the meter data
management system over the entire project duration.’? SCE witness DeMartini
also stated in hearings that the MDMS could be used to replace the company’s
existing Customer Data Acquisition System (CDAS). This makes MDMS
activities valuable, independent of AMI deployment, and lowers the likelihood
of stranded costs from associated work. Therefore, we find that it is reasonable

to approve $9.6 million in MDMS-related IT costs. In addition, we accept DRA’s

30 Exhibit 2, p. 20.
31 April 17, 2007 RT 99: 1-10.
32 April 17, 2007 RT 82: 23-28.
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position on this cost category and approve the $620,000 related to IT activities
that support the evaluation of the RFP on telecommunications systems, an
activity that is likely to affect the specifications and cost estimates of SCE’s final
AMI proposal.

We approve a total of $10.22 million of funding for activities in this
category related to RFP work and development of the MDMS. The remaining
$4.78 million in proposed IT activities, and specifically those associated with IT
testing and system development work on the DCA, will not be approved at this

time.

8.2.3 Business Process and Organizational Readiness

As described by SCE, the Business Process and Organizational Readiness
category includes two different types of activities: those relating to business
process mapping and those relating to communication activities intended to
prepare SCE stakeholders for AMI deployment. Business process mapping
includes the identification of current processes and the design of alternative
processes that will be needed to support a new AMI system. These activities
seem likely to inform SCE’s business case by clarifying the process and possibly
also the staffing changes that would be needed if AMI were implemented. For
this reason, we approve the $600,000 in SCE’s business process category.

In contrast, the Organizational Readiness programs SCE describes
primarily focus on educating company employees, customers, and others in the
utility industry about SCE’s AMI proposal. SCE witness DeMartini describes

internal and external elements of their organizational readiness program.* SCE

3 April 17, 2007 RT 86: 4-25.
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makes a strong case that some of these costs would ease a transition from current
metering through deployment of AMI by preparing customers and employees
for changes in equipment and business processes, and would be especially
helpful for current meter readers whose positions would be eliminated with AMI
deployment. The activities in this sub-category, however, do not meet our
criteria for pre-deployment activities because they do not provide information
that will assist in the analysis of the business case. In addition, these activities do
not have value if AMI deployment is not approved, and so we cannot justify
ratepayer funding for these activities on the basis of independent value. SCE'’s

requested $1.1 million for Organizational Readiness is denied.

8.2.4 Field Deployment
Most activities included in SCE’s Field Deployment category relate to the

company’s proposed 5,000 meter field test. This project will “[i]nstall and deploy
AMI Field Test meters..., oversee the telecommunications network installation
and select the Phase III deployment vendor.”?* DRA’s main objection to this cost
category is that information from this field test will not be available until after
SCE is expected to file its application on AMI deployment. As discussed in
Section 8.2.1 above, we believe that the 5,000 meter test will provide information
that could refine aspects of SCE’s proposal and assist the Commission in
analyzing associated costs and benefits. The purpose of field deployment is to
establish the vendor and SCE’s processes and technology to reliably scale for the
AMI deployment.?> We approve the full $1.3 million requested in this category.

34 Exhibit 2, p. 17.
35 Exhibit 2, p. 25.
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8.2.5 Customer Tariffs and Programs

Under the Customer Tariffs and Programs category SCE proposes
$1.2 million for activities related to developing tariffs and customer programs
that would take advantage of the capabilities of their proposed advanced
metering infrastructure. SCE argues that AMI allows dynamic pricing and other
tariff options for customers, and that many of the benefits it anticipates from the
deployment of its AMI system may come from demand response and innovative
programs.

The Commission set out a template for cost-effectiveness analysis of IOUs
AMI applications in a July 21, 2004 ruling in R.02-06-001, the Commission’s
original rulemaking proceeding on demand response. This template specifies
five basic tariff structures that the utilities must include in the final cost-benefit
analysis within their AMI deployment applications.?¢ In addition, this ruling
provides that “[u]tilities may also develop other tariff structure scenarios that
they believe make the most sense for economic or other reasons.”% In its
testimony, SCE describes some possible future tariff structures that would utilize
its proposed AMI system,? and in testimony and hearings, SCE witness
DeMartini acknowledged that the company expects to propose yet another tariff
structure in its final application.?

As discussed above, the cost-benefit analysis that SCE prepared and
included in Exhibit 3 of this proceeding shows that approximately 57% of costs

3 July 21, 2004, ACR in R.02-06-001, Appendix A, p. 11.
37 July 21, 2004, ACR in R.02-06-001, Appendix A, p. 11.
38 Exhibit 3, pp. 17-18.

39 Exhibit 3, pp. 16 and 34; April 17, 2007 RT 59: 4-15.
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are offset with operational benefits. The remaining benefits, almost half of the
total benefits in this early analysis, are expected to come from demand response
and programs enabled through AMI deployment. The detailed development of
tariffs and programs will provide information that will assist the Commission
and parties in assessing the possible benefits of AMI. Therefore, we approve the
requested $1.2 million of proposed costs related to the development of tariffs and
programs. We also order SCE to consult with Energy Division staff in
determining the scope of research and types of work products that should result
from its expenditures on customer tariffs and programs, in order to ensure that

the work conducted in this area informs future analyses of AMI.

8.2.6 Systems Integrator

SCE proposes a budget of over $18 million for systems integration work,
which is technical consulting work performed by a systems integration
consultant in support of its other proposed activities.#0 The majority of costs in
this category would support SCE’s AMI deployment, including integration of the
DCA, development of the MDMS, and SCE'’s core back office systems. SCE
divides its proposed Systems Integration work into the following categories:
MDMS development, Network Operating Center, system architecture, testing,
business process, organizational readiness, field deployment, and Program
Management and Organization.#? These categories to a large degree mirror the
major categories SCE proposes, and the rationales for their approval or

disapproval are generally consistent with these related larger categories.

40 Exhibit 2, p. 17.
4 Exhibit 2, p. 32.
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As SCE describes them, costs related to the Network Operating Center and
testing subcategories appear related to preparation for Release 1. These costs
must be excluded for the reasons that other Release 1 costs are denied, as
explained in the Information Technology Section (8.2.2) above. Also,
Organizational Readiness costs should be denied, for the reasons described in
Section 8.2.4, above.

Consistent with Section 8.2.2 above, we approve funding here for activities
in the MDMS subcategory ($2.4 million) because we expect the MDMS to have
value even if AMI deployment is not ultimately approved. Costs related to
development of system architecture ($5.0 million) are approved, because they
could provide information that assists in estimating the costs of the final AMI
project. Field Deployment ($600,000), Business Process ($3.0 million), and
Program Management Organization ($3.0 million) costs within the system
integrator category should be approved for the reasons described in
Sections 8.2.4, 8.2.4 and 8.2.7, respectively. In total, we approve $14.0 million in
the system integrator category; the remaining $4.6 million is not approved at this

time and should be reviewed as part of SCE’s future deployment application.

8.2.7 Program Management and Organization

The Program Management and Organization costs of $8.0 million are
primarily related to the overall management of the AMI pre-deployment process,
including staffing and related support costs. It is reasonable to approve these
costs as proposed, to support the activities approved above. Though some of the
costs in this category may be related to activities excluded from ratepayer
funding by this decision, we believe it is in the ratepayers’ interests to approve
this category in full to ensure that SCE can develop its final proposal and to help

provide some continuity in case the final deployment is approved.
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8.2.8 Contingency

SCE describes this category as a sort of safety net of funds, in case certain
of their Phase 2 activities cost more than expected.#2 SCE does not provide a
detailed justification for the amount requested ($7.7 million), and to the extent
that the company has shown that its cost estimates in the other seven categories
are reasonable, it does not seem necessary to provide additional funding for the
same activities at this time. Because we are leaving SCE’s existing memorandum
account in place, if SCE finds that the costs approved for the above activities are
insufficient, the company can record additional costs related to its approved
Phase 2 activities, and may be able to recover them, subject to a future
reasonableness review. All costs in this category are excluded from the

approved amount.

8.3 Associated Revenue Requirement
SCE asks that its capital expenditures approved in this proceeding should

be included in rate base in 2007 or 2008 as Electric Plant-in-Service. TURN
objects to this request, contending that the capital expenditures would be more
properly classified as Construction Work in Progress (CWIP) and added to rate
base only when the associated equipment comes into service.#* In support of its
position, TURN requests that the Commission take judicial notice of PG&E’s
response to similar concerns in its own pre-deployment proceeding, A.05-03-016.
Because the Commission did not specifically address this point in A.05-03-016,
the record of that case is not relevant here, and TURN's request for official notice

is denied.

42 Exhibit 2, p. 3.
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The $5.6 million of the capital costs approved in this decision are
associated with the purchase and installation of meters and telecommunications
equipment. SCE’s proposal to include such costs in rate base is consistent with
industry practice. The additional $14.1 million in approved capital costs are
associated with the development of the system architecture for the MDMS and
DCA, which may assist SCE in developing its final proposal and accurately
estimating its costs, and the development of the MDMS, which we expect to be
used at some point in the future, whether or not AMI is eventually deployed.
SCE asserts that FERC USOA Electric Plant instructions support its position that
all capital costs should be added to rate base by providing that capital costs for
work that is completed but part of an unfinished larger project should be
immediately included in rate base. We do not believe that this principle is
relevant to the proposed development of systems architecture because the
systems architecture expenditures are approved here as a planning tool and not
as a part of a larger capital project such as the development of the full DCA. The
capital associated with development of the MDMS should be reviewed in an
appropriate proceeding to determine whether any or all of the expenditures
should be included in rate base, and if so, when. We approve the addition of
only the $5.6 million in capital costs associated with the AMI Product
Management and Field Deployment categories to SCE’s rate base at this time,
and not the remaining $14.1 million approved for systems architecture work or
MDMS development. Depending on the outcome of SCE’s Phase 3 application,

the Commission may consider adding some or all of the remaining $14.1 million

43 TURN Opening Brief, p. 11.
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in capital costs to rate base in the future. According to SCE’s calculations, the
costs approved in this decision translate into a revenue requirement of
$26,054,000 in 2007 and $713,000 in 2008.44 No party offered an alternative
methodology of translating expenses and capital additions to a revenue

requirement.

9. What Ratemaking Accounts Need to be Modified or
Created?

SCE proposes to modify its existing Advanced Metering Infrastructure
Balancing Account (AMIBA) to create two sub-accounts, one to record any
additional Phase 1 costs, and a second for approved Phase 2 costs. SCE requests
that upon approval of this application and the changes to its AMIBA, it be
allowed to transfer expenditures approved in this decision that are already
recorded in its Advanced Metering Infrastructure Memorandum Account
(AMIMA) to the modified AMIBA. Costs for approved activities would then be
recorded in the AMIBA as they are incurred, and would be transferred each
month to SCE’s Base Revenue Requirement Balancing Account (BRRBA). SCE
proposes recovering these amounts through its distribution rates, consistent with
the current process for recovering Phase 1 costs. The needed change in
distribution rates to collect approved costs would be initiated either through an
advice letter or on January 1, 2008, along with other rate changes authorized in

SCE'’s Energy Resource Recovery Account proceeding.

4 Comments of Southern California Edison Company on Proposed Decision of
Administrative Law Judge Hecht and Alternate Proposed Decision of Assigned
Commissioner Grueneich on SCE’s Application for Approval of Advanced Metering
Infrastructure Pre-Deployment Activities and Cost Recover, July 16, 2007, Appendix A.
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DRA does not object to this proposed cost-recovery mechanism, but TURN
recommends applying one-way balancing account treatment to Edison’s request,
or approving two-way balancing account treatment to TURN’s lower
recommendation of $19 million, with an absolute cap for recovery in Phase 2 at
20% above that amount.*> TURN’s underlying concern appears to be ensuring
that no costs beyond those approved by this Commission are recorded and

recovered from ratepayers.

9.1 Discussion and Conclusion

We believe that SCE’s proposed cost recovery mechanism is reasonable
and should be adopted for the costs approved here. The proposed mechanism
will only allow approved costs to be recorded in the AMIBA, and therefore only
the actual expenditures associated with approved activities will be collected from
ratepayers.

In order to record the costs authorized in this decision, SCE will need to
modify the definition of pre-deployment costs currently set forth in its AMIBA.

It is reasonable to authorize SCE to make modifications to the language of its
AMIBA account to provide for recording of the costs authorized today. SCE
shall file an Advice Letter with the Energy Division within 10 days of the
effective date of this decision that updates its AMIBA tariff sheets consistent with
the limitations on costs described in this decision. Because we have reviewed
these categories of costs in this application and found them reasonable,
subsequent review of these costs should be limited to verification that the costs

recorded are consistent with the limitations set forth in this decision.

4 TURN Opening Brief, p. 11.
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On January 5, 2007, the Commission approved SCE’s request in Advice
Letter 2063-E to create an Advanced Metering Infrastructure Memorandum
Account as of December 22, 2006, to record certain types of costs while this
application was pending. SCE may transfer any recorded costs that are
consistent with the activities and dollars authorized in this decision from the
AMIMA to its AMIBA. SCE should file an Advice Letter to affect the transfer.
SCE may continue to utilize the existing AMIMA account to record the costs of
activities described that do not receive pre-approved ratepayer funding in this
decision. SCE may request that the Commission review the reasonableness of
the costs recorded in the AMIMA in a subsequent proceeding and authorize

recovery of such costs as are determined to be reasonable.

10. Comments on Alternate Proposed Decision

The alternate proposed decision of the assigned Commissioner was mailed
to the parties in accordance with Pub. Util. Code § 311(d) and Rule 14.3 of the
Rules of Practice and Procedure. Comments were filed by SCE, TURN, and DRA
on July 16, 2007, and reply comments were received from DRA, SCE, and PG&E
on July 23, 2007. In their comments, TURN and DRA supported the ALJ’s
proposed decision over the Assighed Commissioner’s alternate, and SCE
advocated for adoption of the alternate with minor modifications to clarify SCE’s
ability to shift funds among approved activities and authorize SCE to share
technical and business requirements and testing results with other California
utilities for limited purposes. In reply comments, DRA did not object to the
changes suggested in SCE’s opening comments. Several clarifications have been
made in the text of this decision, as well as in its Findings and Conclusions, in

response to these comments.
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11. Assignment of Proceeding

Dian M. Grueneich is the assigned Commissioner and Jessica Hecht is the

assigned ALJ in this proceeding.

Findings of Fact

1. SCE’s proposed AMI Project will meet the minimum functionality criteria
established by President Peevey.

2. The Commission has encouraged utilities to research the feasibility and
cost-effectiveness of AMI technology.

3. Approval of AMI deployment by this Commission is dependent on
research showing that the technology is cost-effective.

4. There has been no record developed through the evidentiary process to
test, rebut, or verifty SCE’s AMI business case assumptions or results.

5. Funding proposed Phase 2 activities and costs that do not provide
information that will assist in Commission’s determination of whether SCE
should proceed with AMI deployment requires the Commission either to assume
that AMI deployment will occur, resulting in prejudgment of a future
deployment application, or to leave ratepayers at risk of significant stranded
costs.

6. Research related to a new technology can be a “prudent investment” if it
assists in making an informed decision on whether to proceed with
implementation of the project.

7. Pre-deployment activities are defined as activities that 1) test meter
functionality, communications technology and equipment, or 2) develop and
refine estimates of costs and benefits associated with its AMI project prior to

committing to full scale deployment.
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8. Approving funding for further research into the feasibility and cost-
effectiveness of AMI does not prejudge the outcome of a future proceeding on
whether SCE should deploy AML

9. Activities that may refine the business case and related cost effectiveness
calculations should not be arbitrarily excluded simply because they may be
completed after the Phase 3 deployment application is expected to be filed.

10. The fact that we do not pre-approve ratepayer cost recovery for certain
activities does not foreclose SCE from pursuing these activities.

11. SCE already has authorization to record costs associated with all of its
defined pre-deployment activities in a memorandum account, which preserves
its ability to seek future cost recovery.

12. SCE should be authorized to record up to $25.52 million in
pre-deployment expenses and $19.7 million in pre-deployment capital
expenditures. SCE’s proposed deployment plan and schedule will be
determined in a future Commission proceeding.

13. We approve the addition of $5.6 million in capital costs associated with the
AMI product Management and Field deployment categories, and not the
$14.1 million approved for other capital costs in the information technology and
systems integrator categories, to SCE’s ratebase.

14. SCE may shift funds among approved activities as long as the limits on
O&M expenses, capital costs, and revenue requirement adopted in this decision
are not exceeded.

15. We expect SCE to file its deployment application when sufficient
information is available to develop a complete and accurate business case.

16. If relevant information becomes available during the Commission

proceeding on Phase 3, we expect SCE to provide updated or amended
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testimony and supporting information to other parties to ensure a complete and
accurate record in that proceeding and an opportunity for full participation by all
parties.

17. It is in the public interest for utilities to share information on their AMI
technical and business requirements and testing results for the sole purpose of

informing utilities” future purchasing decisions.

Conclusions of Law
1. The finding that SCE’s proposed AMI Project meets the minimum

functionality criteria does not establish that the system proposed by SCE is the
correct or best system, or provides the best value for ratepayers. These are issues
to be decided in SCE’s future application requesting approval for deployment of
its AMI system.

2. There is no legal impediment to authorizing pre-deployment activities.

3. Itis reasonable at this time to authorize ratepayer funding for a set of
activities those activities designed 1) to test meter functionality, communications
technology and equipment, or 2) to develop and refine estimates of costs and
benefits associated with its AMI project prior to committing to full scale
deployment.

4. Itis also reasonable to authorize ratepayer funding at this time for
expenditures that will provide ratepayer value whether or not the Commission
approves ratepayer funding for AMI deployment.

5. SCE should be authorized to record up to $45.22 million in pre-deployment
expenditures, with not more than $5.6 million of this amount to be added to rate
base.

6. Itis reasonable to allow SCE to shift funding among approved activities as

long as the total amounts of funding adopted for O&M activities and capital
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expenditures and the revenue requirement described in this decision are not
exceeded.

7. SCE’s proposed approach of recovering authorized AMI pre-deployment
costs through electric distribution rates is reasonable.

8. Itis reasonable to authorize SCE to make modifications to the language of
its AMIBA account to provide for recording of the costs authorized today.

9. Itis reasonable to authorize SCE to transfer amounts associated with
activities approved in this decision from its AMIMA to its AMIBA.

10. Subsequent review of the costs recorded in AMIBA should be limited to
verification that the costs recorded are consistent with the limitations set forth in
this decision.

11. Costs recorded in AMIBA should be transferred monthly to the BRRBA for
recovery in distribution rates.

12. Itis reasonable to allow SCE to continue to utilize its existing AMIMA to
record the costs of AMI activities described in its application that are not pre-
approved.

13. It is reasonable to direct SCE to share information on its AMI technical and
business requirements and testing results with other California utilities to assist

them in making their own independent purchasing decisions.

ORDER

IT IS ORDERED that:

1. Southern California Edison Company (SCE) is authorized to spend
ratepayer funding on activities that provide value to the Commission by
providing information that will assist in the development or evaluation of SCE’s

final proposal for deployment of an advanced metering infrastructure system.
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2. SCE shall file an Advice Letter within 10 days of the effective date of this
decision to update its Advanced Metering Infrastructure Balancing Account
(AMIBA) tariff sheets consistent with the limitations on activities described in
this decision.

3. SCE may record up to $25.52 million in pre-deployment expenditures and
$19.7 million in pre-deployment capital costs in its AMIBA for activities
consistent with those approved in this decision. SCE will consult with Energy
Division staff in determining the scope of research and types of work products
that should result from expenditures in the customer tariffs and programs area.

4. SCE may include in rate base, as described above, its capital expenditures
associated with metering and telecommunications equipment, not to exceed
$5.6 million.

5. SCE may shift funds among activities approved in this decision as long as
the limits on O&M expenditures, capital costs, and revenue requirement adopted
in this decision are not exceeded.

6. SCE may file an Advice Letter to transfer any recorded costs that are
consistent with the activities and funding level authorized in this decision from
its Advanced Metering Infrastructure Memorandum Account (AMIMA) to its
AMIBA.

7. Subsequent review of the costs recorded in AMIBA shall be limited to
verification that the costs recorded and transferred to the Base Revenue
Requirement Balancing Account (BRRBA) are consistent with the limitations set
forth in this decision.

8. SCE may continue to utilize the existing AMIMA account approved on
January 5, 2007, to record costs of activities described in that account that did not

receive pre-approved ratepayer funding in this decision. SCE may request that
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the Commission review the reasonableness of the costs recorded in the AMIMA
for possible recovery in a subsequent proceeding.

9. SCE is directed to share its AMI technical and business requirements and
testing results, subject to appropriate confidentiality requirements, with other
California investor-owned utilities that agree to use this information solely to
inform their independent purchasing decisions.

10. Application 06-12-026 is closed.

This order is effective today.

Dated July 26, 2007, at San Francisco, California.

MICHAEL R. PEEVEY
President
DIAN M. GRUENEICH
JOHN A. BOHN
RACHELLE B. CHONG
TIMOTHY ALAN SIMON
Commissioners
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