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Referenced SCE-36
"SCE-36 Testimony Of SCE Responding To Certain Issues Identified In July 
1, 2013 Ruling"

SCE Proposes 
1. full 5-year amortization of all unamortized investments, CWIP and M&S 
(Materials and Supplies) inventory to start June 1, 2013.
2. Delay amortizing nuclear fuel inventory

"reasonable under established commission policy

"Same terms as in Unit 1"

"SCE plans to request access to decommissioning trusts"

http://www3.sce.com/sscc/law/dis/SongsOIIDocLibrary.nsf/0/904C741349DF920988257BB10000F9E6/$file/I.12-10-013%20et%20al_SONGS%20OII%20-%20SCE-36%20Testimony%20of%20SCE%20Responding%20to%20Certain%20Issues%20Identified%20in%20July%201,%202013.%20ALJ%20Ruling.pdf




Supreme Court Case "Bluefield Water Works v. Public Service Comm'n - 262 
U.S. 679 (1923)" -- 
http://supreme.justia.com/cases/federal/us/262/679/case.html 

4. Rates which are not sufficient to yield a reasonable return on the 
value of the property used at the time it is being used to render the 
service of the utility to the public are unjust, unreasonable, and 
confiscatory, and their enforcement deprives the public utility 
company of its property, in violation of the Fourteenth Amendment. 

5. A public utility is entitled to such rates as will permit it to earn a 
return on the value of the property it employs for the convenience of 
the public equal to that generally being made at the same time and in 
the same region of the country on investments in other business 
undertakings which are attended by corresponding risks and 
uncertainties, but it has no constitutional right to profits such as are 
realized or anticipated in highly profitable enterprises or speculative 
ventures. 

Supreme Court Case "PC v. Hope Nat. Gas Co. - 320 U.S. 591 (1944)" 
http://supreme.justia.com/cases/federal/us/320/591/case.html 

We held in the Natural Gas Pipeline Co. case that there was no 
constitutional requirement "that the owner who embarks in a 
wasting-asset business of limited life shall receive at the end 
more than he has put into it." 315 U.S. p. 315 U. S. 593. 

http://supreme.justia.com/cases/federal/us/320/591/case.html
http://supreme.justia.com/cases/federal/us/262/679/case.html


line 5: D0302035
http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/236
23.PDF

Entire paragraph states:
In regulating public utilities, we have broad authority to set just and 
reasonable rates and charges for utilities, as well as determine how 
costs will be recovered.  (See, e.g., Cal. Const., art. XII; Pub. Util. 
Code, §§451, et seq., 701 & 728.)  This broad authority has been 
liberally construed.  (See Consumers Lobby Against Monopolies v. 
Public Util. Comm’n (1979) 25 Cal.3d 891, 905.)  Most of our 
regulation has been based on cost-of-service principles.  Under cost-
of-service regulation, the utility is entitled to all of its reasonable 
costs and expenses, as well as the opportunity to earn a rate of return 
on the utility’s rate base, which is the original cost of the property 
devoted to public service minus the depreciation.  (See Pacific Tel. & 
Tel Co. v. Public Util. Comm’n (1965) 62 Cal.2d 634, 644.)  We 
determine reasonable depreciation for the utility and have used 
different methods for determining the amortization periods for 
depreciation expenses.  (Id. at pp. 665-666.)

11. RCL: Company investors understand that there is RISK and that is the 
reason there is a return under good conditions. When a company makes 
mistakes, then there may be no return on equity and the equity may be lost.

"Subsidizing customers" is not the case when the plant is abandoned because 
the customers get no value from the plant. In this case customers are being 
asked to subsidize a return on investment for mistakes by the company.

http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/23623.PDF
http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/23623.PDF


For the original construction of Units 2 and 3 without the subsequent RSGP, 
those units were estimated to have reached their plugging limit at about this 
time. Therefore, the depreciation of the original plant should be already nearly 
completed.

This should only be the case if the reason the asset did not live as long as was 
predicted was not due to poor decision making by the company.



"Prudently Incurred" capital investments.

May earn a lesser return... or no return.

Wants a 5.54% rate of return.

19 in the case of abandoned plants, the Commission typically does not allow a 
utility to recover its stranded capital investments through rates

D0611050
http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/624
66.PDF

This doc says:
Further, they state that approval of the agreements should 

not be construed as a precedent or statement of policy of any kind for 

or against any party in any current or future proceeding.

http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/62466.PDF
http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/62466.PDF


Page 38:

Generally, utility shareholders must bear the full costs of 

abandoned projects.1  The Commission has recognized a limited 

exception to this principle when it has found that ratepayers may be 

responsible for some of the costs of an abandoned project during 

times of dramatic and unanticipated change where the utility can 

demonstrate that it exercised reasonable managerial skill.2

1   See Re Pacific Power and Light Company, (1984), 15 CPUC 2d, 118, 119 (D.84-05-097).
2   See Re Pacific Gas and Electric Company, (1984) 15 CPUC 2d 123 (D.84-05-100) and D.89-12-057, Re Pacific Gas and Electric Company (1989) 34 CPUC 2d 199, 269 

(D.89-12-057) and Re Southern California Edison Company (1996) 68 CPUC 2d 25, 31 (D.96-09-039, affirmed in D.97-01-047).



Humbolt Bay Nuclear Plant.
Seismic concerns were not due to mistakes by the company. 
[D85-08-046 - not available on line]
----------------------------
[D11-09-017] 

From A.09-08-004 

On August 6, 2009, Golden State Watter Company (Golden 
State) filed this application requesting authorization to 
implement corrective measures to address water quality 
problems in its Bay Point Customer Service Area (Bay Point 
district). Golden State states that this application is in response 
to (1) a California Public Utilities Commission (Commission or 
CPUC) directive in its last general rate case (GRC) decision, 
Decision (D.) 08-01-043, to propose a means to fluoridate its 
water, and (2) an order from the California Department of 
Public Health in early 2008 to cease violating the total 
trihalomethanes (TTHM) Maximum Contaminant Level (MCL) 
in its drinking water. Recognizing that the method selected to 
address the TTHM issue in Bay Point district would impact the 
decision on how to address fluoridation, Golden State combined 
its analysis of the best options and on June 6, 2009 submitted 
Advice Letter (AL) 1295-W to the Commission’s Division of 
Water and Audits (DWA). In its disposition of AL 1295-W, 
DWA stated that the relief requested went substantially beyond 
the directives of D.08-01-043 and Golden State must submit its 
request by formal application. 

Pg 7
[Dr. Brunner] states that in Golden State’s last GRC in 2007, the 
customers already paid more for their drinking water than did 
customers in neighboring communities, and Golden State’s 
drinking water was of poorer quality and contained higher levels 
of potentially cancer-causing disinfection byproducts. Now that 
Golden State is connected to the CCWD, it does not have to 
operate its existing water treatment plant and, because Golden 
State is instead purchasing treated water from CCWD, there 
should be economies of scale for both Golden State and CCWD. 
Due to the high poverty rate in the Bay Point area, Dr. Brunner 
considers it unjust that Bay Point families should be asked to 
pay disproportionately more for just bringing their drinking 
water quality up to the same level that neighboring communities 
already receive, with no added benefit. 

http://docs.cpuc.ca.gov/PublishedDocs/WORD_PDF/FINAL_DECISION/119896.PDF


... 

Pg 5
DRA recommends the following ratemaking treatment for Hill 
Street and the Contra Costa agreement. First, the Commission 
should take the remaining undepreciated balance for Hill Street 
out of rate base, and amortize this amount in rates over 10 years, 
because Hill Street is no longer used or useful, provides no 
benefit to ratepayers, and therefore does not qualify for rate base 
treatment (including earning a full rate of return). 

DRA also argues the Contra Costa agreement is neither a true 
capitalized lease nor an intangible asset as the Commission has 
analyzed those concepts in prior decisions. (DRA Opening Brief 
at 8–9.) Thus, DRA argues the agreement should not be 
included in rate base but instead should be treated as a rental 
agreement, and as with any other rental agreement, Golden State 
should recover the cost as an operating expense. (Id . at 9-10.) 

Discussion We will allow Golden State to recover its 
undepreciated investment in Hill Street and allow as a 
reasonable carrying cost the company’s incremental cost of 
debt. We will also allow Golden State to amortize the 
prepayment of the capacity charge in the water purchase 
agreement and allow the same carrying cost. Golden State is not 
entitled to earn an equity return on either transaction. 

RCL comment:

The Hill Street Water Facility could have been improved to eliminate 
the existing contaminants and add fluoridation. However, the 
cost/benefit analysis weighed toward getting water from the larger 
district, which it was recently combined with. Thus, there was no 
decision by Golden State that instigated the closure, no bad decision to 
install new pumps, for example, that were faulty and thus the closure. 
This fact should be brought out in cross examination. 

We reject Golden State’s rate base proposal for both Hill Street 
and the Contra Costa agreement because it is unreasonable to 
burden ratepayers with a rate base treatment for two facilities 
performing or intended to perform the same function. Hill Street 
must be abandoned, and while it is reasonable to return the 
undepreciated balance, it is not reasonable for ratepayers to pay 
a return on equity as if Hill Street were still used and useful or 
capable of providing adequate service. Hill Street is neither. 



From Wikipedia:

Trihalomethanes are formed as a by-product predominantly when chlorine is 
used to disinfect water for drinking. They represent one group of chemicals 
generally referred to as disinfection by-products. They result from the reaction 
of chlorine and/or bromine with organic matter present in the water being 
treated. The THMs produced have been associated through epidemiological 
studies with some adverse health effects. Many governments set limits on the 
amount permissible in drinking water. However, trihalomethanes are only one 
group of many hundreds of possible disinfection by-products—the vast 
majority of which are not monitored—and it has not yet been clearly 
demonstrated which of these are the most plausible candidate for causation of 
these health effects. In the United States, the EPA limits the total concentration 
of the four chief constituents (chloroform, bromoform, 
bromodichloromethane, and dibromochloromethane), referred to as total 
trihalomethanes (TTHM), to 80 parts per billion in treated water. 

 



The failures at San Onofre were unprecedented. Therefore, it is appropriate for 
the Commission to deny SCE rate-recovery of the capital investment in the 
SGRP despite no precedent to guide this decision.

Line 6: Out of Scope, this is for Phase 3. We disagree that the investments in 
SONGS was prudent.

The RSGP investment and the related High Pressure Turbine investment, 
which relied on the RSGP project to be viable, should both not be recoverable. 
These are risks that investors take when they make an investment in a 
company. The company did not use the money wisely, and thus the money is 
lost, just like in the real world.

The original investment in SONGS 2 & 3 should be already completely 
depreciated. (Q: what is the remaining undepreciated investment in the 
original construction of the plant?)

Just because the original construction is largely already recovered and likely 
not in dispute, this does not mean the investment in the RSGP and the related 
High Pressure Turbine project should also be recovered.



Units 2 and 3 did NOT provide reliable service. Their design was defective 
from the day they were installed, and it was just a matter of time before they 
would fail. Thus, this plant was never operating reliably after the SGRP and 
suffered unprecedented wear in the SG tubes in both units.

Furthermore, SCE decided to shut down the two units rather than attempt to 
restart them after discovering that the design errors were so significant that 
there was no other feasible course of action.

Therefore, the SGRP and related High Pressure Turbine project (which was 
never put into service) should be treated in the same manner as an abandoned 
plant that was never put into service.

Commission policy in this regard is that:

Generally, utility shareholders must bear the full costs of 

abandoned projects.3

It is unfortunate that the Commission apparently has a set policy that if an 
asset is put into service and the utility decide to pull the plug for any reason 
after only a small fraction of the intended life of the investment, that the utility 
then assumes it can recover its entire investment plus a return on equity. This 
will encourage a rush to start plants, like San Onofre, which the utility may 
actually know is faulty, so they can run for a while, such that then they can 
claim that the entire investment should be returned. This is bad policy.

The useful life of the Steam Generators was supposed to be 40 years. They 
lasted for an average of about 18 months, thus providing about 3.75% of their 
intended life. 

At present, the utility is trying to be compensated for every aspect of the 
SGRP despite the project being an utter failure. Assuming they may have 
known the faulty nature of the replacement steam generators, they may have 
made a calculated risk to install them anyway, run them for as long as they 
could, and when they failed, argue that they should not only get all the 
investment returned to them and their shareholders from the ratepayer, but all 
the other costs associated with rushing these defective SGs into server.

Even if SCE did not know of the failed design of the RSGs, they acted 
imprudently in their effort to "supercharge" the design so they would produce 
more steam and thus the HPT project would be viable. Therefore, the HPT 
project in CWIP should not be recovered from rate base.

3   See Re Pacific Power and Light Company, (1984), 15 CPUC 2d, 118, 119 (D.84-05-097).



Now that the plant is moving toward decommissioning, the projects in CWIP 
should be moved to the decommissioning funds accounts.

Those projects are part of an abandoned plant, and should not provide any 
return on equity.

No return on equity should be provided.

Traditional cost of service principles do not apply to this unprecedented 
retirement of the plant an abandonment of the replacement steam generators 
due to faulty design errors.

This is in fact more like an abandoned plant than one that is being 
systematically retired.



M&S inventory that is no longer needed should be booked as a loss if it 
cannot be salvaged or sold.

When will SCE be "in a position to know" what portion of the inventory will 
be needed to support the decommissioning activities?

So SCE is not going to lift a finger to try to minimize the amount of M&S 
inventory, and they want to amortize the entire inventory starting in 2015.



What obligations exist to purchase nuclear fuel? 
Since this is like an "abandoned plant" shareholders should cover the 
cancellation charges.

How much fuel is in the "nuclear fuel inventory?"

Nuclear fuel should be immediately removed from rates.

SCE knew that the plant could not reasonably return to service as soon as the 
root-cause analysis showed that the RSGs were severely misdesigned. The 
delay until June 1 is unbelievable. The utility is required to notify the 
Commission when the plant is not being used for nine months. Any 
amortization should start no later than that date.

No part of SONGS is used and useful. It is all "dead wood" which is moving 
toward the decommissioning process. Therefore, all assets should be 
converted to assets within the decommissioning fund.



SCE likely knew that the replacement steam generators were faulty prior to 
installation. They gambled that they could get these dangerous SGs working 
long enough to qualify to allow the investment to be recovered, plus all the 
other costs related to shutdown. 

Because of the unprecedented misdesign of these plants and that SCE likely 
knew they would not last, the SGRP should be deemed unreasonable and the 
plant abandoned when the old steam generators were removed.

We can't continue to allow these utilities to continue to make bad decisions 
and put the population at severe risk just because they know they will make 
more money if they can have a failed project than a good one.

The Commission should remove the plant from ratebase retroactive to the 
installation of the defective steam generators.

Absolutely not true. SCE knew that Unit 3 would not return to service in this 
timeframe, and after the root cause analysis showed that there was such severe 
problems in the design, any prudent manager would have concluded that the 
plant would not ever restart. The statements that it would restart were simply 
to allow this argument to be made for recovery from ratebase.



The plant is not "used and useful" unless it is generating power.



Accelerated amortization is one incentive for utilities to make bad decisions, 
and then get their return faster. Since this shutdown was due to design errors 
and other mistakes inside SCE and its suppliers, the ratebase should not be 
asked to subsidize these errors. The RSGP and HPT projects and all costs 
related to determining the reason for failure should be booked as losses to 
shareholders.

However, since shareholders do not hold stock in this specific asset, they will 
likely see no loss, but reduced profits, and this is as it should be to discourage 
SCE management from making similar bad decisions in the future.
































