UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Pecific Gas And Electric Company, )

San Diego Gas & Electric Company ) Docket No. EL96-48-000
and Southern CdiforniaEdison Co. )

)
SUPPLEMENTAL COMMENTS OF THE
PUBLIC

UTILITIES COMMISSION OF THE
STATE OF CALIFORNIA

On April 29, 1996, Pacific Gas and Electric Company ("PG&E"), San Diego Gas & Electric Company
("SDG&E"), and Southern Cdifornia Edison Company ("Edison™) (jointly "the Companies®) filed a
Petition for a Declaratory Order, requesting that the Federal Energy Regulatory Commission ("FERC")
confirm the delinegtion of certain facilities as "locd digtribution” (subject to Sate regulation and certain
other facilities as "transmisson” (subject to FERC jurisdiction) based on their existing uses. The petition
requested the FERC to darify that thisinitia deineation can change as the uses of the facilities change
and that fadilities may have multiple uses.

On June 3, 1996, Public Utilities Commisson of the State of Cdifornia ("CPUC") Commissioner
Fesder issued a Coordinating Commissoner Ruling, scheduling a Technical Workshop on the
Transmisson/Didribution ("T&D") split proposed by each utility and caling for comments to befiled
with the CPUC. A copy of the Coordinating Commissioner's Ruling is

provided to the FERC as Attachment A to these comments. On June 13, 1996, the CPUC intervened
in this proceeding and represented to the FERC that the CPUC would submit our commentsin early
Augug, 1996, after the CPUC had conducted the T& D split Technical Workshop. The T&D split
Technical Workshop was convened on July 10, 1996. On June 26, 1996, interested Parties filed
comments with the CPUC regarding the T&D split and filed reply comments on July 15, 1996. A copy
of the transcript from the CPUC's July 10, 1996 T&D Technical Workshop is provided to the FERC
as Attachment B to these comments. A copy of the June 26 and July 15, 1996, comments filed with the
CPUC is provided to the FERC as Attachment C to these comments.

As gated in our intervention, the CPUC believes that the T& D split Technical Workshop and review of
the comments filed with the CPUC addressing the Companies filingsis a reasonable and efficient means
to provide for consultation between the utilities and the CPUC in a publi now conducted the July 10,
1996, T&D Split Technical Workshop and reviewed the parties comments, the CPUC submits the
following supplemental comments regarding the Companies Petition for Declaratory Order and the
three separate appendices.

In Order No. 888, the FERC stated that it would not attempt to draw a transmission/distribution "bright
lineg" for unbundled retall transmission by a utility that previoudy provided bundled retail service to the
end user. Promoting Wholesale Competition Through Open Access Non-Discriminatory Transmission
Services by Public Utilities; Recovery of Stranded Costs by Public Utilities, Recovery of Stranded
Cogs by Public Utilities and Tranamitting Utilities, Docket Nos. RM 95-8-000 and RM94-7-001,
Order No. 888, 75 FERC |61,080, mimeo at pp. 435-436; Fed. Reg. Vol. 61 21540, (April 24,
1996) ("Order 888"). Ingtead, FERC dtated that such determinations should be made using seven loca
distribution factors. In addition, in ingtances of unbundled retall wheding, the FERC stated that it will
defer to recommendations by state regulatory authorities concerning where to draw the jurisdictiond line
under the FERC's technical test for loca distribution facilities, and how to alocate the costs for
transmission and distribution between state and FERC-regulated rates. 1d., Order 888, Mimeo at pp.
437-438. To give deference, the FERC expects Sate regulators to specificaly evauate the seven locd
digtribution indicators that the FERC is adopting as its technical test for locd digtribution facilities, and



any other rdlevant facts (including other technical factors that the State believes are appropriate in view
of historica uses of particular facilities). 1d.

The seven indicators are;

(1) Locd digribution facilities are normdly in close proximity to retall cusomers.

(2) Locd digribution facilities are primarily radia in character.

(3) Power flowsinto locd digtribution systems; it rardly, if ever, flows out.

(4 When power entersalocd digtribution system, it is not reconsigned or transported on to some
other market.

(5 Power entering aloca digtribution system is consumed in a comparatively restricted geographical
area

(6) Metersare based at the transmission/loca distribut measure flowsinto the loca distribution system.
(7) Locd digribution sysemswill be reduced voltage.

Id., Order 888, Mimeo at p. 402.

The FERC dated that it will take advantage of Sate regulatory authorities knowledge and expertise
concerning the facilities of the utilities that they regulate by deferring to where states draw the line based
on the seven factors. Utilities may file classfications and/or cost dlocations for transmission and
digribution facilities only after consulting with their state regulatory authorities. 1f supported by the state
authorities and consstent with the principles in Order 888, FERC will defer to utility- specific
classficaions and dlocations that the utility may file at FERC. Id., Order 888, Mimeo at p. 438.

As discussed above, there is no objective "bright line" approach to these seven factors. Indeed, thereis
afair amount of judgment involved in their gpplication and reasonable people may gpply the same seven
factors and come out with different, yet supportable results. The CPUC has carefully reviewed the
filings of the Companies with reference to the FERC's seven factors. Thisreview has included due
consderation of the positions reflected by the Companies and other parties at the July 10, 1996, T&D
Split Technica Workshop as well as the commentsfiled by dl the parties. With two minor exceptions,
the CPUC supportsthe T& D split proposed by the Companies. The CPUC review finds that overal,
the Companies T&D split reflects a supportable application of the FERC's seven factors, particularly in
light of the hitoricd facts rdaing to the unique design of each utility’sintegrated transmission system.
The different results reached by Edison, PG& E and SDG& E in gpplying the FERC seven factors reflect
those differences.

The first exception to the CPUC's support of the Companies proposed T&D split relates to Edison's
classfication as "transmisson” the step-up transformers and switchyard equipment at San Onofre
Nuclear Generating Station ("SONGS"), i.e the SONGS 2& 3 generator step-up subgtations, which
connect to the transmisson grid. The CPUC believes that these facilities are generation-tie and should
be classfied as generation. It isthe CPUC's position that al generation and generation-tie facilities
should not be classified as transmission. Inits July 15, 1996, reply comments (at p. 9) to the CPUC,
Edison "readily acknowledges that generator step- up transformers generaly should be reclassified as
generation rather than transmission facilities™

Edison gpparently has chosen to seek to classify these assets as transmission related because of a
mistaken impression that if it did otherwise it may not be able to recover the cost of these assets. In
CPUC decisions D.96-01-011 athe CPUC established the ratemaking treatment and cost recovery of
al of the generation-related assets of the SONGS power plant excluding the step-up transformers and
switchyard equipment. Edison appearsto believe that if it does not recover the costs of these assetsin
transmission rates it will be unable to collect them from the CPUC. Thisisincorrect. These assats
should be classified as generation and Edison should seek recovery of these costs in the same manner as
all other SONGS related generation costs. Accordingly, the CPUC encourages and will dlow Edison
to petition to reopen D.96-01-011 and D.96-04-059 for the limited purpose of including these assets
for cost recovery. There are several advantages to this approach, including: consistent gpplication of
FERC guiddines, ensuring a"levd playing fidd" between dl generators in terms of cost responghbility;
and promoting efficiency by ensuring that transmission rates reflect only actud transmisson-related
costs. For these reasons, Edison's SONGS related generation costs should not be included in the
facilities designated as transmission.

The second exception is that Edison appears to have classified some radia generation-ties as part of the



trangmisson network. These lines should be classifed as generation lines and not as part of the
transmisson network. If theselines are utilized to serve load at some future time, the ISO can then ask
the FERC for achangein classfication. Aswe have stated above, al generation and generation-tie
should not be classfied astranamisson. We urge the FERC to carefully scrutinize generation facilities of
the Companies that may have been misclassfied as transmission.

On balance, the CPUC views the Companies T&D split asthe best first cut of the facilities proper
classfication. After the Independent System Operator (“1SO") is up and running, and after some
practica experience with the restructured industry, adjustments may need to be made, as appropriate.
Thus, the CPUC dpetition's request that the FERC dlarify that thisinitial delinegtion can change asthe
uses of the facilities change and that the facilities may have multiple uses. To conclude, a thistime, the
CPUC is prepared to support the Companies proposed T& D split as discussed above.

The vast mgority of the parties commentsfiled at the CPUC focused on issues relating to transmisson
pricing and not on the application of the FERC criteriato evduate the T& D split. Whilewe
acknowledge the importance of these issues, transmission pricing issues will be necessarily addressed in
FERC Docket No. EC96-19-000, and not in the instant docket. Furthermore, it isthe CPUC's
position, that regardless of how the T& D split is made, that split in no way predetermines how
transmission pricing, cost alocation or other rate design issues are determined either at the FERC or at
the CPUC. The CPUC expects that a variety of rate desgn and pricing issues will bevigoroudy
debated at both federd and Sate levels. Again, the T&D split isin no way dispositive of such issues.
The other substantive issues discussed by the parties a the July 10, 1996, T&D Technical Conference
and raised in their comments related to how much of the transmission system must be under 1ISO
Control in order for the 1SO to do itsjob, which sets of facilities under federd jurisdictiona, must by
necessity, be under 1SO control, and how much of the system must be under state control in order to
insure recovery of trandtion costs.

It isthe CPUC's position that the T& D split does not predetermine which facilities must be under 1SO
control. 1S0O control issueswill be necessarily addressed in FERC Docket No. EC96-19-000.
Furthermore, the CPUC expects that 1 SO control issues will be determined more by practical
operational necessities that will become gpparent after the ISO is up and running than by any fixed
determination made at thistime. It isthe CPUC's position that the facilities under control of the 1SO,
may or may not include al FERC jurisdictiona facilities and that the ISO's ability or need to control
facilitiesmay change over time. Asin the case of tranamisson pricing and rate design issues, the T&D
gplit isin no way dispositive of such issues.

With respect to the issue of how much of the systlem must be under tate control in order to insure
recovery of trangtion costs, the CPUC relies heavily on Order 888's definitive language regarding the
dtates authority over the service of delivering dectric energy to end users. The FERC dated that:
[f]irst, even when our technica test for loca digtribution facilities identifies no loca digtribution facilities
for aspecific transaction, we bdieve that states have authority over the service of ddivering dectric
energy to end users. Second, through their jurisdiction over retall delivery services, sates have authority
not only to assess stranded costs but also to assess charges for stranded benefits, such aslow-income
assistlance and demand- side management. Because their authority is over services, not just the facilities,
n stranded costs and benefits based on usage (kWH), demand (kW), or any combination or method
they find gppropriate. They do not have to assign them to specific fadilities.

Id., Order 888, Mimeo a p. 436. Thus, delinegting the T& D split does not in any way limit the states
ability to assess stranded costs or to assess charges for stranded benefits.

Finaly, the FERC has stated that dthough it has asserted jurisdiction over unbundled retail transmission
in interstate commerce by public utilities, it in no way is asserting jurisdiction

to order retail transmission directly to an ultimate customer. 1d., Order 888, Mimeo & p. 431. The
FERC darified that nothing in itsjurisdictiond determination changes historical Sate franchise areas or
interferes with state laws governing retail marketing areas of dectric utilities. 1d., Order 888, Mimeo at
pp. 431-432. The FERC further clarified that the its jurisdiction over the rates, terms, and conditions of
unbundled retail transmission is no broader than its authority over transmission used for wholesale
transactions and will not affect matters otherwise | eft to the states by Congress. Id., Order 888, Mimeo
at pp. 432-433. The FERC gave as examples, the states authority under the Federal Power Act



("FPA") to regulate generation and transmission Siting. In Order 888, the FERC made clear that the
Fina Rulewill not affect or encroach upon state authority in such traditiona areas as the authority over
local serviceissues, including reliability of loca service. Id., Order 888, Mimeo at p. 434, fn 544.
Accordingly, the states current authority over safety and reliability issues within the state has not
changed in any way asaresult of Order 888. For example, the CPUC exercisesits jurisdiction over al
overhead and underground dectric linesin Cdifornia as to congtruction standards as well asfor generd
safety and reliability. Thus, it isthe CPUC's position that the States retain their authority to enforce
congruction sandards for dines and substations to insure system rdiability and the safety of workers
and the public.

V.

In conclusion, the CPUC supports the Companies delinegtion of the T& D split as set forth in their
applications with the exception of Edison's SONGS 2& 3 generation step-up substation, and radia
generaion ties, which should not be classified as transmisson. Furthermore, rate design issues such as
cost alocation and transmission pricing and 1SO control issues are not decided in this docket and the
T&D split in no way determines the resolution of theseissues. Findly, the T&D split in no way limitsthe
states authority to assess stranded costs or to assess charges for stranded benefits, nor doesthe
jurisdictional split in any way ater the ates current authority under the FPA to regulate generation or
for trangmisson sting or for enforcing the safety and rdiability of the transmission system within the
dtate.
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