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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

)
Southern California Edison Company ) Dkt. No. ER18- -000
)
SUMMARY OF THE

PREPARED DIRECT TESTIMONY OF
JEFFREY L. NELSON

(EXHIBIT SCE-1)

Mr. Nelson provides an overview of SCE’s filing in this docket, including:
1) background on SCE’s transmission system and its Base Transmission Revenue
Requirement (“Base TRR”), and to explain why SCE is filing a new formula rate at this
time, 2) an overview of the design and operation of SCE’s Formula Rate proposal, 3) an
introduction to some of the revisions to the proposed Formula Rate that SCE compared to
the currently-effective Formula Rate (“Original Formula Rate”), 4) SCE’s requested
implementation date for the Formula Rate, 5) an overview of SCE’s requested Return on
Equity (“ROE”), 6) a description of SCE’s proposed Base TRR amount for January 1,
2018 based on the proposed Formula Rate, and 7) an introduction of SCE’s witnesses and

the purpose of their testimony.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Southern California Edison Company ) Dkt. No. ER18- -000

PREPARED DIRECT TESTIMONY OF
JEFFREY L. NELSON
ON BEHALF OF
SOUTHERN CALIFORNIA EDISON COMPANY

O

Please state your name and business address for the record.

>

My name is Jeffrey L. Nelson, and my business address is 2244 Walnut Grove

Avenue, Rosemead, California 91770-3714.

Q. Please briefly describe your present responsibilities at Southern California
Edison (“SCE” or “Edison”).

A. I am the Director of FERC Rates and Market Integration at Southern California

Edison Company (“SCE”). My duties include managing engagement and

filings with the Federal Energy Regulatory Commission (“FERC” or

“Commission”) concerning California ISO market related issues, and with the

preparation of revenue requirement, rate, tariff, and contract filings. This

includes annual filings in support of SCE’s current Formula Transmission

Rate, as well as the development of the proposed Formula Rate contained in

this filing.
Q. Please briefly describe your educational and professional background.
A | have over 25 years of experience in the electric utility industry. I’ve held

positions as an electrical engineer, analyst, energy trader, and performed



10

11

12

13

14

15
16

17

18

19

20

21

22
23

24

O

> O

Dkt. No. ER18- -000
Exhibit SCE-1
Page 2 of 15

regulatory strategy and engagement as both a project manager and a manager.

I hold a Bachelor’s degree in electrical engineering from the University of
California, Los Angeles, as well as an MBA from the Anderson school at
UCLA. Also, | was awarded a Charted Financial Analyst charter (CFA
charter) in 2003 but am currently not in active standing.

Have you submitted testimony or affidavits to the Commission previously?
Yes. | have submitted affidavits in Dockets PA02-2, EL03-157, EL09-62 and
ER13-1060.

PURPOSE OF TESTIMONY
What is the purpose of your testimony?

The purpose of my testimony is to:

1) Provide background on SCE’s transmission system and its Base
Transmission Revenue Requirement (“Base TRR”), and explain why SCE
Is filing a new Formula Rate at this time;

2) Provide an overview of the design and operation of SCE’s Formula Rate
proposal;

3) Describe at a high level some of the revisions to the Formula Rate that SCE
Is proposing in this filing as compared to the currently-effective Formula
Rate (“Original Formula Rate™);

4) Discuss SCE’s requested implementation date for the Formula Rate;

5) Provide an overview of SCE’s requested Return on Equity (“ROE”);

6) Present SCE’s proposed Base TRR amount for January 1, 2018 based on
the proposed Formula Rate; and,

7) Introduce SCE’s witnesses and the purpose of their testimony.
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BACKGROUND ON SCE’S BASE TRR
Please define SCE’s Base TRR.

SCE’s Base TRR represents the costs of owning and operating the transmission
facilities and entitlements that SCE has placed under the California
Independent System Operator’s (“CAISO’) Operational Control. In the case
where the Commission has approved recovery of Construction Work In
Progress (“CWIP”) in transmission rate base for certain transmission projects
that will be placed under the CAISO’s Operational Control, the Base TRR also
includes capital costs associated with these projects in advance of their being
completed and placed under the Operational Control of the CAISO. The Base
TRR excludes the Transmission Revenue Balancing Account Adjustment
(TRBAA) and, for wholesale purposes, also excludes Standby Transmission
Revenues.
Please provide background on SCE’s determination of its Base TRR.
SCE first established a Base TRR in April of 1998, corresponding to the date
upon which the CAISO assumed Operational Control of SCE’s network
transmission facilities. SCE’s first five rate cases, covering service from 1998
through the end of 2011, were “stated rate” rate cases in which the Base TRR
and associated retail and wholesale rates were determined as stated amounts,
and remained in effect until the next rate case was accepted by the
Commission. During the period from March, 2008 through the end of 2011
SCE also had a separate rate mechanism to recover the TRR associated with
CWIP projects (established in Docket No. ER08-375), so that during that time
SCE’s total Base TRR was the sum of the stated rate case Base TRR and the
CWIP TRR.

In 2011 SCE filed the Original Formula Rate in Docket No. ER11-3697.

Since the Original Formula Rate includes recovery of CWIP costs through a
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component of Rate Base, the separate CWIP rate mechanism was no longer
required and was terminated. The Commission accepted the Original Formula
Rate effective January 1, 2012, and set the case for settlement. SCE filed a
settlement offer on August 26, 2013, which the Commission approved in a
letter order issued November 5, 2013.1

Please explain how the Base TRR has been established since the Original
Formula Rate became effective.

SCE’s Formula Rate, like most formulas, provides for Annual Updates to
determine the Base TRR and associated retail and wholesale transmission rates
for a period of one year. Initially, SCE’s proposed Original Formula Rate set
the Base TRR for a one-year period from October 1 through September 30.
The settlement of the Original Formula Rate established the timelines that SCE
has been operating under since 2013, which provide for Annual updates to be
filed by each December 1, with the Base TRR to be effective for the following
calendar year.

SCE has filed five Annual Updates since the filing of the Original
Formula Rate (SCE refers to these Annual Updates as TO7 through TO11).
The TO11 Filing established the current Base TRR of $1.189 billion.
Contemporaneously with this proposed Formula Rate filing, SCE is filing the
TO12 Annual Update under the Original Formula Rate. The Original Formula
Rate TO12 filing determines the actual cost of service for the 2016 year (the
2016 “True Up TRR”), and additionally will determine SCE’s Base TRR and
associated retail and wholesale rates in the event that the Commission does not

accept the proposed Formula Rate with an effective date of January 1, 2018.

1 Southern California Edison Company 145 FERC 61,103 (2013).
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Why is SCE filing a Formula Rate at this time?
Section 2.5 of the settlement of SCE’s Original Formula Rate specifies that the
Original Formula Rate shall terminate on December 31, 2017:

Except as provided in the Formula Rate Protocols, the Formula Rate
shall terminate on December 31, 2017 (the “Formula Rate Termination
Date™).

Additionally, the protocols for the Original Formula Rate specify that SCE

must file a replacement Base TRR mechanism no later than 60 days before the

Formula Rate Termination Date:

Except as set forth below, the Formula Rate shall terminate December
31, 2017. SCE shall submit a filing under Section 205 of the Federal
Power Act by no later than 60 days prior to December 31, 2017,
proposing a transmission rate schedule, which may include revised
transmission rates. The rates and other components of such filing shall
be at SCE’s sole discretion, and may be in the form of a formula rate or
a traditional stated rate. Parties retain all rights to oppose the filing.
Such filing shall request an effective date of January 1, 2018. In the
event that the Commission does not permit the proposed rate schedule
and the associated rates to become effective on January 1, 2018, this
Formula Rate shall remain in effect until the date that the rate filing is
made effective by the Commission. (Original Formula Rate Protocols,
Section 2)

Thus, pursuant to the settlement and protocols of the Original Formula
Rate, SCE must make a filing to establish a new Base TRR rate by October 31,
2017, seeking an effective date of January 1, 2018. SCE has chosen to file
another formula rate rather than a stated rate at this time for the proposed
January 1, 2018 Base TRR determination.
Why has SCE determined to continue with a formula rate?
In moving to a formula rate in 2012, SCE considered the relative benefits of a
formula rate compared to a stated rate and determined that a formula rate was

preferable at that time due to: 1) SCE’s extensive transmission program was
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resulting in corresponding increases to SCE’s Base TRR that SCE could not
fully recover given the Commissions suspension policy; 2) SCE determined
that a formula rate is likely to reduce litigation costs relative to annual stated
rate filings, particularly since forecasts of Rate Base additions are less
important due to the True Up provision of SCE’s Formula Rate; and 3) the
Commission had indicated that it supported formula rates for transmission
owners. These considerations all remain at this point in time. Additionally,
with almost six years of experience operating under a formula rate, SCE
believes that the advantages listed above have been realized and remain likely
to be realized over the next several years. Of note, during the life of the
Original Formula Rate, no protests were filed against SCE. And in general, the
process has led to constructive interaction prior to filing annual updates.
Accordingly, SCE has chosen to file another Formula Rate at this time.

What is SCE’s proposed effective date for this new Formula Rate?

SCE’s proposed effective date for this new Formula Rate is January 1, 2018, in

accordance with Section 2 of the Protocols of the Original Formula Rate.

OVERVIEW OF SCE’S PROPOSED FORMULA RATE

Please provide a description of SCE’s proposed Formula Rate.

SCE’s proposed Formula Rate consists of two components: 1) The Formula
Rate Protocols (Attachment 1 to Appendix IX of SCE’s Transmission Owner
Tariff); and 2) The Formula Rate Spreadsheet (Attachment 2 to Appendix IX
of SCE’s Transmission Owner Tariff). The Formula Rate Protocols set forth
the process-related aspects of the Formula Rate, including the timelines for
submission of an Annual Update, as well as set forth some requirements that
SCE must adhere to. The Formula Rate Spreadsheet sets forth the calculations
that are to be followed in determining the Base TRR and associated retail and

wholesale rates in each Annual Update. Mr. Hansen describes in detail the
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structure of the Formula Rate Protocols and Spreadsheet in his testimony,
Exhibit SCE-3.

What is the basic structure of the determination of the Base TRR in the
proposed Formula Rate?

SCE’s Base TRR is defined as the sum of three components: 1) the Prior Year
TRR; 2) the Incremental Forecast Period TRR; and 3) the True Up Adjustment.
Under certain conditions as defined in the protocols, SCE will also include a
“Cost Adjustment”, which would be a fourth component. Additionally, the
Formula Rate calculates a “True Up TRR” that represents SCE’s actual costs
of owning and operating its ISO-controlled transmission assets in the year
previous to the Annual Update (the “Prior Year”). The workings of each
element of the Base TRR are discussed in depth by Mr. Hansen in Exhibit
SCE-3.

What is the Prior Year TRR?

The Prior Year TRR represents SCE’s costs of owning and operating its [ISO-
controlled transmission system, measured at the end of the Prior Year. Mr.
Hansen explains in detail the determination of the Prior Year TRR in his
testimony, Exhibit SCE-3.

What is the Incremental Forecast Period TRR?

The Incremental Forecast Period TRR represents the additional TRR costs that
SCE expects to incur during the Rate Year (the forthcoming year for which the
Base TRR determined in an Annual Update will be in effect), incremental to
the costs already reflected in the Prior Year TRR. By definition, the sum of the
Prior Year TRR and the Incremental Forecast Period TRR represent the
expected Base TRR costs that SCE will incur during the Rate Year. Mr.
Hansen explains in detail the determination of the Incremental Forecast Period
TRR in his testimony, Exhibit SCE-3.
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What is the True Up TRR?
As stated above, the True Up TRR represents SCE’s actual Base TRR costs
experienced in the historic Prior Year. The Rate Base component of the Base
TRR is calculated on an average basis over the Prior Year (as compared to the
Prior Year TRR which utilized an End-of-Year Rate Base). Mr. Hansen
explains in detail the determination of the True Up TRR in his testimony,
Exhibit No. SCE-3.
What is the True Up Adjustment?
The True Up Adjustment component of the Base TRR ensures that over time
SCE recovers its actual costs of owning and operating its CAISO-controlled
transmission assets, as defined by the True Up TRR. The True Up Adjustment
is determined by comparing SCE’s actual retail transmission revenues
attributable to the Formula Rate to SCE’s True Up TRR. The difference
between the two, whether an undercollection or an overcollection, is the basis
of the True Up Adjustment component of the Base TRR. Mr. Hansen explains
in detail the determination of the True Up Adjustment in his testimony, Exhibit
No. SCE-3.
Is SCE proposing any revisions to the Formula Rate as compared to the
Original Formula Rate?
Yes. While the general structure of the Formula Rate is the same, SCE is
proposing some revisions to the Formula Rate, including the Formula Rate
Protocols and the Formula Rate Spreadsheet.
Why is SCE proposing revisions to the Formula Rate?
The revisions that SCE is proposing to the Formula Rate are for three general
reasons:

1) To improve the operation of the Formula Rate, including simplification

of calculations in some instances;
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To reflect current conditions with respect to certain stated values in the
Formula Rate (e.g. Return on Equity and Depreciation Rates); and
To reflect what SCE believes is Commission policy with respect to the

recovery of certain costs.

Please describe some of the significant revisions that SCE is proposing to

make to the Formula Rate as compared to the Original Formula Rate.

Some significant proposed revisions to the Formula Rate that SCE is proposing

are:

1) A new stated value for ROE (supported by Dr. Paul Hunt in Exhibit

2)

3)

4)

5)

6)

SCE-17).

Updated stated depreciation rates (supported by Mr. David Gunn in
Exhibit SCE-7).

A simplification of the calculation of Operations and Maintenance
Expense (“O&M Expense”), so that the calculation of the ISO O&M
expense recovered in the Formula will continue to align with cost
causation but rely on fewer allocation factors and be more transparent
(supported by Mr. Jacob Moon in Exhibit No. SCE-9 and Mr. Allstun in
Exhibit SCE-10).

A simplification of the determination of the intra-year balances of 1SO
Transmission Plant and ISO Accumulated Depreciation (supported by
Mr. Gunn in Exhibit No. SCE-7).

A simplification of the mechanism to determine the amount of Post
Retirement Benefits Other than Pensions Expense (“PBOPs Expense”)
to be recovered (supported by Mr. Hansen in Exhibit SCE-3).

A simplification and revision of the True Up Adjustment component of
the Base TRR, which should yield an easier to understand mechanism

that will continue to accurately track SCE’s cumulative over or
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underrecovery of Base TRR costs, as well as ensure a more timely
treatment of the True Up Adjustments in Annual Updates, either in the
positive or negative direction (as supported by Mr. Hansen in Exhibit
SCE-3).

7) Revisions to recover certain incentive compensation costs that are not
recovered in the Original Formula Rate but are eligible for recovery
under Commission policy (supported by Mr. Mindess in Exhibit SCE-
12).

8) Modification of the method of calculation of the Cash Working Capital
component of Rate Base to be based on 1/8 of O&M and A&G
expenses (as supported by Mr. Gunn in Exhibit SCE-7).

There are, of course, many additional less significant revisions that SCE
Is proposing to make to the Formula Rate. Exhibit SCE-5, supported by Mr.
Hansen, presents a listing of all proposed revisions to the Formula Rate
Spreadsheet, and the witness supporting each. Exhibit SCE-6, also supported
by Mr. Hansen, presents a listing of all proposed revisions to the Formula Rate
Protocols.
Why is SCE proposing certain revisions to simplify the operation of the
Formula Rate?
After five years of execution, SCE has found that the Original Formula Rate is
somewhat unnecessarily complicated in certain aspects, including specifically
the calculation of ISO O&M expense, the True Up Adjustment mechanism, the
cost recovery mechanism for SCE’s PBOPs Expenses, and the determination
of the intra-year balances of ISO Transmission Plant and Accumulated
Depreciation. The revisions that SCE is proposing will still yield a reasonable
and accurate determination of SCE’s Base TRR, while reducing the

administrative effort involved in preparing Annual Updates and also providing
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greater transparency and an easier-to-understand Formula Rate. These are
worthy goals and should result in a better Annual Update process both for SCE
in preparing the Annual Update, and for SCE’s transmission customers when
they review SCE’s Annual Updates.

Is SCE proposing any other revisions to its TO Tariff other than to the
Formula Rate (Appendix 1X)?

Yes. As described by Mr. Hansen in his testimony (Exhibit SCE-3),

SCE is proposing to revise Appendix Il to remove certain wholesale
transmission rates no longer in use, or to clarify the application of the

remaining wholesale rates.

SCE’s PROPOSED RETURN ON EQUITY

What is SCE’s Proposed Return on Equity (“ROE”) for this proposed
Formula Rate?

SCE’s proposed Base ROE is 10.3%. Additionally, pursuant to Commission
policy, SCE proposes a 50 basis point ROE adder to reflect SCE participation
in a Commission-approved Independent System Operator, the California
Independent System Operator. The sum of SCE’s proposed Base ROE and the
50 basis point CAISO participation adder, 10.8%, is a stated value on Line 50
of Schedule 1 of the Formula Rate Spreadsheet, and is used to calculate SCE’s
overall Cost of Capital Rate which is applied to SCE’s Rate Base to determine
the total Cost of Capital. Dr. Hunt fully supports SCE’s requested Base ROE
and the inclusion of the 50 basis point ROE adder in his testimony, Exhibit
SCE-17.

Has SCE received Commission-approved ROE adders for specific
transmission projects?

Yes. SCE has received Commission-approved ROE Adders for three

transmission projects: 1) The Tehachapi Renewable Transmission Project
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(“TRTP”), in the amount of 1.25%; 2) Devers to Colorado River (“DCR”)
project, in the amount of 1.00%; and 3) the Rancho Vista substation project,

in the amount of 0.75%. Dr. Hunt fully supports SCE’s continued recovery

of these Commission-approved project-specific ROE adders in his testimony,
Exhibit SCE-17, and Mr. Hansen describes the calculation of the dollar amount

of the project specific adders in his testimony, Exhibit SCE-3.
SCE’S PROPOSED JANUARY 1, 2018 BASE TRR

Has SCE included a populated version of the proposed Formula Rate
Spreadsheet with this filing to determine a proposed January 1, 2018 Base
TRR and associated retail and wholesale transmission rates?

Yes. Exhibit SCE-4, supported by Mr. Hansen, is SCE’s proposed Formula
Rate Spreadsheet fully populated with the required cost inputs to determine a
Base TRR for 2018. SCE is proposing that the Base TRR and associated rates
from the proposed Formula Rate Spreadsheet become effective January 1,
2018, concurrently with the effective date that SCE is requesting for this
proposed Formula Rate.

What is SCE’S proposed Base TRR and associated retail and wholesale
transmission rates effective January 1, 2018?

Under the proposed rates, SCE’s proposed Base TRR for calendar year 2018
(effective January 1, 2018) will be $1,169,306,623 (Schedule 1, Line 86 of
Exhibit SCE-4). This compares to the current Base TRR of $1,188,757,628,
which includes a positive $94.2 million True Up Adjustment related to prior
years, filed by SCE in its 2016 TO11 Annual Update and in effect for calendar
year 2017. Thus, even though SCE is proposing revisions to the Formula Rate
that will increase SCE’s actual costs, as defined by the True Up TRR, SCE’s
proposed 2018 Base TRR is actually lower than its 2017 Base TRR. In part,
this decrease in Base TRR from 2017 to 2018 is related to the operation of the
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Formula Rate True Up Adjustment mechanism. In particular, SCE is
proposing changes to the True Up Adjustment mechanism that will prevent
what would otherwise be a positive $59.6 million True Up Adjustment (i.e.,
additional charge) in 2018 that is not necessary to ensure that SCE recovers its
cumulative undercollection (under the existing Formula Rate True Up
Adjustment mechanism, this additional charge would ultimately be credited to
customers as part of the calculation of a later True Up Adjustment, but in this
instance the positive adjustment is not necessary). Instead, SCE’s proposed
True Up Adjustment for 2018 is negative $39.6 million. Mr. Hansen explains
the revised True Up Adjustment mechanism in Exhibit SCE-3. SCE’s
proposed retail and wholesale transmission rates, calculated pursuant to
Schedules 33 and 30 of the Formula Rate Spreadsheet are presented in Exhibit
SCE-4.

In the event that the Commission does not accept SCE’s proposed
Formula Rate and its associated Base TRR on January 1, 2018 as SCE is
requesting, how will SCE’s Base TRR for January 1, 2018 be determined?
Section 2 of the Original Formula Rate protocols provides that in the event that
the Commission does not accept SCE’s proposed Formula Rate on SCE’s
requested effective date of January 1, 2018, the Original Formula Rate remains
in effect. SCE is submitting contemporaneously (in a different docket) with
this filing the TO12 Annual Update. That Annual Update includes a full
calculation of a Base TRR for 2018 to be used in the event that the
Commission does not accept SCE’s proposed new Formula Rate with an

effective date of January 1, 2018.
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OVERVIEW OF SCE’S WITNESSES AND TESTIMONY

Please present the witnesses that will be providing testimony to support

SCE’s proposed Formula Rate, and briefly describe what aspects of the

proposed Formula Rate their testimony will support.

The witnesses in this filing and a brief description of the aspects of the

proposed Formula Rate they are supporting are:

1) Mr. Jeffrey L. Nelson (Exhibit SCE-1)
[ am providing an overview of SCE’s filing.

2) Mr. Berton J. Hansen (Exhibit SCE-3)
Mr. Hansen supports the mechanics of the Formula Rate, including the
calculation of the Base TRR pursuant to the Formula Rate Spreadsheet,
and the requirements set forth in the Formula Rate Protocols.

3) Dr. Paul T. Hunt (Exhibit SCE-17)
Dr. Hunt supports SCE’s proposed Return on Equity and related capital
Issues.

4) Mr. David Gunn (Exhibit SCE-7)
Mr. Gunn supports SCE’s proposed depreciation rates and depreciation
expense, and several components of SCE’s Rate Base, including 1SO
Plant in Service and Accumulated Depreciation.

5) Mr. Jacob Moon (Exhibit SCE-9)
Mr. Moon supports the calculation of O&M Expenses, the
determination of the jurisdictional split of Transmission assets between
Commission and the California Public Utilities Commission by the
Plant Study, and the forecast of additions to Transmission Plant in
Service and CWIP projects for use in determining the Incremental
Forecast Period TRR.
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6) Mr. Daniel Allstun (Exhibit SCE-10)
Mr. Allstun supports the application of certain allocation factors to
O&M expense accounts in order to determine the FERC jurisdictional
portion of O&M expenses.

7) Mr. Alfred Lopez (Exhibit SCE-11)
Mr. Lopez supports several tax-related components of the Base TRR,
including: 1) Income Tax Expense; 2) Other Taxes; 3) Accumulated
Deferred Income Taxes (“ADIT”); and 4) Some components of the
calculation of the Wholesale Difference to the Base TRR.

8) Mr. Antonio Ocegueda (Exhibit SCE-15)
Mr. Ocegueda supports the calculation of the labor and plant allocation
factors, as well as certain components of Rate Base and associated
expenses: Network Upgrade Credits, Abandoned Plant, Plant Held for
Future Use, and Regulatory Assets and Debits.

9) Ms. Jee Kim (Exhibit SCE-13)
Ms. Kim supports the determination of the Revenue Credit component
of the Base TRR.

10) Mr. Robert Mindess (Exhibit SCE-12)
Mr. Mindess supports the determination of the Administrative and
General (“A&G”) expense component of the Base TRR, and the
Franchise Fee and Uncollectibles expense components of the Base TRR.

11) Mr. Robert Thomas (Exhibit SCE-16)

Mr. Thomas supports the calculation of SCE’s retail transmission rates.

Does this complete your testimony?
Yes.
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UZ‘QF)(&}/ L. [\,{(, [‘:5(Jn , proved to me on the basis of

satisfactory evidence to be the person(s) who appeared before me.

Jh o A

Notary Public

KARRIE A AIDENOUR

Notary Public - California L4

Los Angeles County g
Commission # 2180448

My Comm_ Expires Jan 20. 2021
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Formula Rate Spreadsheet and the Formula Rate Protocols

EXHIBIT SCE-2
Responsible Witnesses for Each Schedule of the

Exhibit SCE-2

Exhibit
Schedule Witness(es) SCE-
1-Base TRR Hansen: Lines 1-6, 8-18, 66-89 3
Gunn: Cash Working Capital (Line 7) 7
Hunt: Return and Capitalization (Lines 37-56) 17
Lopez: Other Taxes and Income Taxes (Lines 19-36 and 11
57-65)
2-IFPTRR Hansen 3
3-TU Adjust Hansen 3
4-TUTRR Hansen 3
5-ROR (1,2,3,4) | Hunt 17
6-Plant in Service | Gunn 7
7-Plant Study Moon 9
8-AccDep Gunn 7
9-ADIT Lopez 11
10-CWIP Gunn 7
11-PHFU Ocegueda 15
12-Aband Plant Ocegueda 15
13-Work Cap Gunn 7
14-Incentive Hansen: Summary Amounts of Incentive Plant (Lines 1- 3
Plant 38) and Summary of Incentive Projects and Incentives
Granted (Lines 183-221)
Gunn: Inputs for Prior Year Net Plant In Service for each 7
Incentive project (Lines 39-182)
15-Incentive Hansen 3
Adders
16-Plant Gunn 7
Additions
17-Depreciation Gunn 7
18-Dep Rates Gunn 7
19-0&M Moon: Entire Schedule except for Lines 48-87, column5 |9
Allstun: Allocation factors for each O&M account (Lines | 10
48-87, column 5 “Percent ISO” percentages)
20-A&G Mindess 12
21-Revenue Kim 13
Credits
22-NUCs Ocegueda 15
23-Reg Assets Ocegueda 15
24-CWIP TRR Hansen 3
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25-Wholesale Hansen: Lines 1-31 and 36-45 3
Difference Gunn: Wholesale Depreciation Difference (Line 32) 7
Lopez: Three components of wholesale Difference: 11
Taxes Deferred - Make Up Adjustment (Line 33)
Excess Deferred Taxes (Line 34)
Taxes Deferred - Acct. 282 ACRS/MACRS (Line 35)
26-Tax Rates Lopez 11
27-Allocators Ocegueda: Labor and Plant Allocation Factors (Lines 1-22) | 15
Moon: O&M Allocators (Lines 23-48) 9
28-FF&U Mindess 12
29-Wholesale Hansen 3
TRRs
30-Wholesale Hansen 3
Rates
31-HVLV Moon 9
32- Gross Load Hansen 3
33-Retail Rates Thomas 16
34-Unfunded Gunn 7
Reserves
Protocols Hansen 3
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

)
Southern California Edison Company ) Dkt. No. ER18- -000
)
SUMMARY OF THE

PREPARED DIRECT TESTIMONY OF
BERTON J. HANSEN

(EXHIBIT SCE-3)

Mr. Hansen provides a detailed description of SCE’s proposed Formula Rate,
including the Formula Rate Protocols and the Formula Rate Spreadsheet. Mr. Hansen
explains several cost components that are included in the Base Transmission Revenue
Requirement (“TRR”), and identifies other witnesses that are responsible for other
components of the Base TRR. Mr. Hansen supports Exhibit SCE-4, the populated
Formula Rate Spreadsheet that develops the proposed Base TRR and associated
transmission rates for 2018. Additionally, Mr. Hansen explains several revisions to the
Formula Rate Spreadsheet relative to the currently-effective Original Formula Rate
Spreadsheet, and supports Exhibit SCE-5 (Formula Spreadsheet Revisions), a listing of
all revisions to the Formula Rate Spreadsheet relative to the Original Formula Rate. Mr.
Hansen also supports the Formula Rate Protocols, which set forth the process for
submitting an Annual Update each year, and other requirements that SCE must adhere to.
Mr. Hansen explains several revisions to the Formula Rate Protocols relative to the
Original Formula Rate Protocols, and supports Exhibit SCE-6 (Formula Protocol
Revisions), a listing of all revisions to the Formula Rate Protocols relative to the Original

Formula Rate.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
)
Southern California Edison Company ) Dkt. No. ER18-  -000

)

PREPARED DIRECT TESTIMONY OF
BERTON J. HANSEN
ON BEHALF OF
SOUTHERN CALIFORNIA EDISON COMPANY

O

Please state your name and business address for the record.

A. My name is Berton J. Hansen, and my business address is 8631 Rush St.,
Rosemead, California 91770-3714.

Q. Briefly describe your present responsibilities at Southern California
Edison Company (“SCE” or “Edison”).

A. | am a Project Manager in the FERC Rates and Market Integration Division of

the Regulatory Affairs Department. My primary responsibilities include

developing rates for services that are under the jurisdiction of the Federal

Energy Regulatory Commission (“FERC”).

Q. Briefly describe your educational and professional background.

A. | received a Bachelor of Science Degree in economics from the University of
California at Riverside, and a Master of Arts Degree in economics from the
University of California at San Diego. | have been employed at SCE since
1984 in various positions, including Regulatory Economics Analyst, Power
Systems Planner, Financial Analyst, and Project Manager.

Q. Have you submitted testimony to the Commission previously?

A. Yes. I have submitted testimony in four of SCE’s transmission stated rate case

proceedings (Docket Nos. ER02-925, ER06-186, ER08-1343, and
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ER09-1534), SCE’s first formula rate case (Docket No. ER11-3697), the
California Independent System Operator’s (“CAISO” or “ISO”) Transmission
Access Charge proceeding (Docket No. ER00-2019), the CAISO’s
Amendment 60 proceeding (Docket Nos. ER04-835 and EL04-103), and in
SCE’s Existing Transmission Contract Rate Case (Docket No. ER08-1353).

In addition, I have submitted testimony in several of SCE’s Reliability Services
(“RS”) cases (Docket Nos. ER02-238, ER03-142, ER04-122, ER04-890,
ER04-1176, ER04-1209, ER05-410, ER05-763, ER05-1154, ER06-259,
ERO7-75, ER08-82, ER09-95, ER10-105, ER11-1934, ER12-201, ER13-227,
ER14-222, and ER16-174).

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to describe the details of SCE’s proposed
Formula Rate, including the overall structure of the formula and the annual
update process, as set forth in the proposed Formula Rate Spreadsheet and
Protocols. Additionally, my testimony will support SCE’s proposed Base
Transmission Revenue Requirements (“Base TRR”) and associated retail and
wholesale transmission rates to be effective on January 1, 2018 developed
utilizing the proposed Formula Rate Spreadsheet populated with inputs
(Exhibit No. SCE-4).

What portions of the proposed Formula Rate Spreadsheet and Formula
Rate Protocols will you be sponsoring?

I am sponsoring Schedule 1 (Base TRR), except for the Cash Working Capital
calculation on Line 7, and the Return and Capitalization, Other Taxes, and
Income Taxes components on Lines 19-65, Schedule 2 (Incremental Forecast
Period TRR), Schedule 3 (True Up Adjustment), Schedule 4 (True Up TRR),
Lines 1-38 of Schedule 14 (Incentive Plant), Schedule 15 (Incentive Adder),
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Schedule 24 (CWIP TRR), Schedule 29 (Wholesale TRRs), Schedule 30
(Wholesale Rates), Schedule 32 (Gross Load), and the Formula Rate Protocols
in their entirety. Additionally, I am sponsoring the wholesale aspects of Cost
of Service Statements BG, BH, and BL.

OVERVIEW OF SCE’S PROPOSED FORMULA RATE
Please describe the overall structure of SCE’s proposed Formula Rate.
SCE’s proposed Formula Rate determines SCE’s Base TRR according to the
following formula:
Base TRR = Prior Year TRR +

Incremental Forecast Period TRR +

True Up Adjustment
Additionally, as explained below, under certain circumstances as defined in
SCE’s Formula Rate Protocols, SCE may include a Cost Adjustment in the
determination of the Base TRR.
What is the Prior Year?
The Prior Year is the most recent calendar year at the time when an Annual
Update informational filing is submitted. It is the period for which SCE will
have recorded costs that will be reflected in the Base TRR for the upcoming
year. For this filing, as it is being made in 2017, the Prior Year is 2016.
What is the Rate Year?
The Rate Year is the year for which the Base TRR and associated rates are
being set in an Annual Update filing which is the upcoming calendar year
following an Annual Update submission. For this filing, as it is being made in
2017, the Rate Year is 2018.
What is the Forecast Period?
The Forecast Period is the 24-month period beginning the January after the

Prior Year and extending through the end of the Rate Year. It is the period of
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time for which forecasts of additions to Plant in Service and CWIP are made

in order to develop the Incremental Forecast Period TRR (which is based on
the 12-month portion of the forecast that corresponds to the Rate Year). For
this filing, the Forecast Period is January 2017 through December 2018.

Please provide a brief description of each of the components of the Base
TRR.

The Base TRR is composed of the Prior Year TRR, the Incremental Forecast
Period TRR and the True Up Adjustment. The Prior Year TRR represents
SCE’s cost of service associated with the Prior Year, reflecting End of Year
(“EOY™) values with respect to Rate Base. It is calculated based on cost inputs
from SCE’s FERC Form 1 for that Prior Year, as supplemented by documented
SCE records. Since the Prior Year TRR is calculated using EOQY values for
Rate Base, it represents SCE’s cost of service at the end of the Prior Year with
respect to Rate Base. The components of the Prior Year TRR are described in
detail in Section I11 below.

The Incremental Forecast Period TRR (“IFPTRR”) represents the
expected incremental amount of transmission costs that SCE will incur during
the Rate Year, as compared to that amount included in the Prior Year TRR.
SCE’s actual transmission costs are generally expected to be higher during the
Rate Year than they were during the Prior Year due to Rate Base growth.

The IFPTRR is included in the determination of the Base TRR to ensure that
the rates being assessed during the Rate Year reflect the costs that are forecast
to be incurred during that period. The determination of the IFPTRR is
described in Section IV below.

The True Up Adjustment is included in the Base TRR to ensure that
over time SCE collects no more and no less than its actual costs of owning and

operating its transmission system. It is calculated based on the cumulative
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over or undercollection of actual costs at the end of the Prior Year, less an
amount reflecting any amount already being returned or collected from
customers in the current year. SCE’s actual costs incurred during the Prior
Year are defined by the “True Up TRR.” The True Up TRR is very similar to
the Prior Year TRR, with the difference being that Rate Base is calculated on
an average over the year basis (either an average of the Beginning of Year
(“BOY”) and EQY values, or a 13-month average) rather than an end-of-year
basis. Generally, the major Rate Base items are calculated on 13-month
average year basis, including specifically ISO Transmission Plant, ISO
Accumulated Depreciation, Prepayments, Materials and Supplies, and CWIP
Plant. The details of the calculation of the True Up Adjustment are presented
in Section VI below, while the details of the True Up TRR are presented in
Section V.
Do the values of the Prior Year TRR or the IFPTRR affect the costs that
SCE will ultimately recover pursuant to the proposed Formula Rate?
No. Itisonly the True Up TRR that determines the amount of costs that SCE
will ultimately recover pursuant to the proposed Formula Rate. The True Up
Adjustment (Schedule 3 of the Formula Spreadsheet), which is based on a
comparison of actual revenues to actual costs (as determined by the True Up
TRR) ensures that SCE recovers over time its actual costs of owning and
operating its transmission system. If SCE is cumulatively over or under
collected at the end of the Prior Year, that difference is kept track of in the
True Up Adjustment mechanism, and future rates are adjusted higher or lower
as appropriate in the Rate Year through the True Up Adjustment component
of the Base TRR.

The purpose of the Prior Year TRR and the IFPTRR components of the
Base TRR is to determine a projection of the Base TRR that SCE will
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experience during the Rate Year, so that SCE’s transmission rates may be set at
a level that approximates SCE’s actual costs during the Rate Year. The
relationship between these inputs can be illustrated if we assume a perfectly
accurate projection. That is, if the sum of the Prior Year TRR and the IFPTRR
equals the True Up TRR amount ultimately obtained during that Rate Year
(and assuming that SCE’s forecast sales are accurate), then SCE’s retail
transmission rates will generate retail transmission revenues during the Rate
Year equal to SCE’s True Up TRR (with the True Up Adjustment component
of the Base TRR returning or collecting an amount related to any previous over
or undercollections).

What is the “Cost Adjustment” provision, and under what circumstances
would SCE include it in the determination of the Base TRR?

The Cost Adjustment component of the Base TRR allows SCE to reflect in the
Base TRR the effect of known and significant cost impacts, either positive or
negative, that differ from those that are included in the Prior Year TRR. The
circumstances under which the Cost Adjustment may be utilized are set forth in

the Formula Rate Protocols, Section 1, and are summarized as follows:

1) If SCE experiences a discrete cost of service item, that is not expected
to recur in the Rate Year, anytime between the beginning of the Prior
Year and the September 30 preceding the Annual Update filing (i.e., a
21-month window) with a magnitude of greater than 3% of SCE’s
Base TRR, then a Cost Adjustment shall be included in the Base TRR.

2) If the discrete cost of service item occurred during the Prior Year, then
the Cost Adjustment component of the Base TRR shall be an amount
with the same magnitude but of the opposite sign as the discrete cost of

service item.
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3) If the discrete cost of service item occurred during the first nine
months of the filing year (year the before the Rate Year), then the Cost
Adjustment component of the Base TRR shall be an amount with the

same magnitude and sign as the discrete cost of service item.

The Cost Adjustment amount may be either a positive or negative
component of the Base TRR. The purpose of including this provision is to
align SCE’s Base TRR and rates with SCE’s actual costs over time, and help
assure that SCE’s True Up Adjustment amounts are minimized.

Why does the sign of the Cost Adjustment differ depending on whether
the discrete cost of service item was experienced in the Prior Year or the
first nine months of the filing year?

Because the consequences of the two are different in terms of how they will
affect any over or under recovery during the upcoming Rate Year, or during
the current filing year (previous Annual Update Rate Year). In the case where
the cost item was experienced in the Prior Year, and will not recur in the Rate
Year, then if that item is allowed to contribute to the TRR during the Rate
Year, there will be a built in overcollection during that year associated with
that item (if the item was a positive cost). That is because when the True Up
TRR is determined for the Rate Year (in the Annual Update two years later), it
will not include that cost. Setting the Cost Adjustment equal to the negative of
the amount of the cost item in effect cancels out that built in overcollection.

If, on the other hand, the cost item occurs in the first nine months of the
filing year, then that cost was not in the Prior Year TRR in the first place. So,
all else equal, there will not be a built in ovecollection during the Rate Year
associated with that cost. But there will be a contribution to an undercollection
during the filing year, since that amount would not have been included in the

previous Annual Update setting the TRR and rates for the current year. That
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undercollection will materialize during the next Annual Update when actual
costs and actual revenues are compared for the current year. Including Cost
Adjustment component of the Base TRR (positive in the case of a positive
experienced discrete cost item, and negative in the case of a negative
experienced discrete cost item) allows the rates to be adjusted immediately in
this Rate Year rather than waiting for the subsequent Rate Year as would
otherwise occur.

Why is the Prior Year TRR determined based on End-of-Year Rate Base
values?

The Prior Year TRR is determined using EOY Rate Base values to make it
more likely that the sum of the Prior Year TRR and the IFPTRR will equal the
costs that SCE will actually incur during the Rate Year. Using an EOY Rate
Base is a method of taking a “snapshot” of SCE’s costs at the EOY value, at
least with respect to return on capital costs. When the Prior Year TRR is added
to the IFPTRR (which represents SCE’s expected incremental costs relative to
the end of the Prior Year), that sum should then serve as a reasonable forecast
of the actual costs that SCE will incur during the Rate Year, as determined by
the True Up TRR (described in Section V below).

Is SCE proposing a termination date for the proposed Formula Rate?

No. SCE is not proposing a termination date, and accordingly this proposed
Formula Rate could operate indefinitely assuming Commission acceptance and
approval. However, SCE reserves the right, as it currently has, to file pursuant
to Section 205 of the Federal Power Act to revise the method of calculating its
Base Transmission Revenue Requirement. For example, SCE could propose at
any time in the future another formula rate or a stated transmission rate, in
which case this proposed Formula Rate would be superseded upon

Commission acceptance of the new proposed Base TRR mechanism.
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In the event that the proposed Formula Rate were to terminate at some
future date, how does the proposed Formula Rate handle any remaining
amount of uncollected or overcollected revenues?
In the event that the proposed Formula Rate expires at some future date, the
proposed Formula Rate includes a provision to determine a Final True Up
Adjustment. The amount of the Final True Up Adjustment will be determined
by comparing monthly revenues received to monthly costs, and including
interest to the termination date of the formula rate, to determine the final over
or under collected balance through the termination date of the proposed
Formula Rate. SCE will be entitled and required to include the amount of this
Final True Up Adjustment (either positive or negative) in SCE’s successor
transmission rates. Inclusion of a Final True Up Adjustment provision in the
proposed Formula Rate is necessary to ensure that SCE recovers its
transmission costs over the term of the formula rate.
Please describe the annual update process.
There are three key dates in the annual update process: 1) By each June 15,
SCE will post a Draft Annual Update on its website; 2) by each December 1,
SCE will file the Annual Update at the Commission with a revised Base TRR
and associated transmission rates for the upcoming Rate Year; and 3) each
January 1 the revised Base TRR and associated transmission rates calculated
pursuant to the proposed Formula Rate will become effective. These key dates
in the Annual Update process are set forth in the Formula Rate Protocols,
Section 3.

The Annual Update filing made by December 1 will consist of the
Formula Rate Spreadsheet populated with inputs for the Prior Year from SCE’s
FERC Form 1, or other documented SCE sources, as well as forecasts of

additions to 1ISO Transmission Plant, and Construction Work In Progress
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(“CWIP”), during the Forecast Period.

In order to provide interested parties time to review SCE’s Annual
Update, SCE proposes to make available for review the Draft Annual Update
by June 15 each year. The Draft Annual Update will include substantially all
of the same information required to be included in the upcoming Annual
Update, so that the Base TRR presented in the Draft Annual Update should be
the same Base TRR that SCE ultimately files in the Annual Update filing by
December 1, unless input errors are identified and corrected before the Annual
Update is filed.

The purpose of the five and one-half month period following the
availability of the Draft Annual Update and the filing of the Annual Update is
to allow interested parties to review SCE’s inputs to the Formula Rate
Spreadsheet, ask questions and send SCE reasonable data requests if they are
unclear about any part of the Draft Annual Update, or believe that particular
Inputs are incorrect, or if they disagree with a forecast that SCE has made.

If interested parties do identify errors in inputs that SCE made to the proposed
Formula Rate in the Draft Annual Update, or propose changes that SCE
believes are correct and appropriate, SCE can make corrections and include the
proposed changes in the Annual Update filing. SCE’s Formula Rate Protocols
describe in detail the process for review and the provisions for discovery

during this period, which I cover in Section XI below.

THE PRIOR YEAR TRR
What costs are included in the Prior Year TRR?
The Prior Year TRR includes the following cost components:

1) Return on Capital

2) Prior Year Incentive Adder

3) Depreciation Expense

4) Operation and Maintenance Expense
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5) Administrative and General Expense

6) Income Taxes

7) Other Taxes

8) Revenue Credits

9) Regulatory Debits

10) Network Upgrade Interest Expense

11) Gains and Losses on Transmission Plant Held for Future Use - Land
12) Abandoned Plant Amortization Expense.

13) Franchise Fees and Uncollectibles Expenses

| will describe each of these thirteen items in turn.

Please describe the Return on Capital component of the Prior Year TRR.
The Return on Capital component of the Prior Year TRR represents SCE’s
annual capital costs, including the Cost of Long Term Debt, the Cost of
Preferred Stock, and the Cost of Equity. Return on Capital is calculated in
Schedule 1 of the Formula Rate Spreadsheet, Lines 37 to 56. Dr. Hunt
describes the details of the calculation of the Return on Capital in Exhibit
No. SCE-17.

Please describe the Prior Year Incentive Adder component of the Prior
Year TRR.

The Prior Year Incentive Adder quantifies the additional amount of annual
revenue that SCE should receive due to ROE incentives approved by the
Commission, related to the amount of Rate Base in the Prior Year that has
received these ROE incentives. The Prior Year Incentive Adder is calculated
in Schedule 15 of the Formula Rate Spreadsheet. | discuss in detail how the
Prior Year Incentive Adder is calculated in Section VIII.

Please describe the Depreciation Expense component of the Prior Year
TRR.

Depreciation Expense represents the annual amortization of invested capital

included in SCE’s Rate Base used to determine its Base TRR. Capital invested
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in long-lived assets (including the cost to retire the assets) is expensed over the
expected useful life of the asset through Depreciation Expense. Depreciation
Expense includes components related to plant booked as Transmission,
Distribution, General, and Electric Miscellaneous Intangible Plant (“Intangible
Plant”). Depreciation Expense is calculated in Schedule 17 of the Formula
Rate Spreadsheet. Mr. Gunn describes the details of the determination of
Depreciation Expense in Exhibit No. SCE-7.

The Depreciation Expense amount in the Prior Year TRR is calculated
for retail customers. An adjustment to the retail depreciation expense for
Wholesale customers is determined and included as one component of the
“Wholesale Difference to the Base TRR,” which I explain below in Section IX.
Please describe the Operation and Maintenance Expense component of the
Prior Year TRR.

Operation and Maintenance Expense (“O&M Expense”) represents the costs
that SCE incurs operating and maintaining its ISO transmission facilities
(whose costs are included in the Base TRR). O&M Expense is calculated in
Schedule 19 of the Formula Rate Spreadsheet. Mr. Moon describes the details
of the determination of O&M Expense in Exhibit No. SCE-9.

Please describe the Administrative and General Expense component of the
Prior Year TRR.

Administrative and General Expense (“A&G Expense”) represents the costs of
SCE’s administrative and general corporate expenses, which support the
operation of the entire company, that are allocated to the 1SO transmission
function and therefore are recovered through the Base TRR. A&G Expense

is calculated on Schedule 20 of the Formula Rate Spreadsheet. Mr. Mindess
describes the determination of A&G Expenses in his testimony, Exhibit No.
SCE-12.
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Please describe the Income Taxes component of the Prior Year TRR.
Income Taxes represent the Federal and State income taxes associated with
SCE’s Return on Capital in the Prior Year TRR. Income Taxes are determined
pursuant to a formula, as presented in the Formula Rate Spreadsheet,

Schedule 1, Lines 57 to 65. Mr. Lopez provides a detailed description of the
formulary determination of Income Taxes in Exhibit No. SCE-11.

Please describe the Other Taxes component of the Prior Year TRR.

Other Taxes are the sum of Payroll Taxes Expense and Property Taxes, and are
calculated in the Formula Rate Spreadsheet in Schedule 1, Lines 19 to 36.
Payroll Taxes Expense is an allocated portion of Total Electric Payroll Taxes
Expense using the Wages and Salaries Allocation Factor (“W&S AF”), in
accordance with Commission policy. The proposed Formula Rate reduces
Total Electric Payroll Tax Expense by SCE’s capitalized overhead amount
before applying the W&S AF, to reflect the fact that SCE capitalizes a portion
of the Electric Payroll Tax Expenses, as stated in FERC Form 1. Property
Taxes are an allocated portion of Total Property Taxes, using the Transmission
Plant Allocation Factor. Mr. Lopez provides a detailed description of the
determination of Other Taxes in Exhibit No. SCE-11.

Please describe the Revenue Credits component of the Prior Year TRR.
Revenue Credits are revenues that SCE receives that are attributable to the
transmission assets under the ISO’s Operational Control. Revenue Credits are
calculated in Schedule 21 of the Formula Rate Spreadsheet. Ms. Kim
describes the details of the determination of Revenue Credits in Exhibit No.
SCE-13.

Please describe the Regulatory Debits component of the Prior Year TRR.
Regulatory Debits are an amortization of “Other Regulatory Assets/Liabilities”
related to SCE’s ISO transmission facilities debited to FERC Account 407.3.
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Regulatory Debits, as well as Other Regulatory Assets/Liabilities, are by
definition set to $0 initially. In order to recover any costs pursuant to this
category of costs through the Prior Year TRR, SCE is required to make a
Section 205 filing to the Commission and receive Commission approval.

The purpose of this cost category is to provide a mechanism for any regulatory
liabilities imposed on SCE by ratemaking actions of regulatory agencies to be
recovered through rates. Regulatory Debits are calculated in Schedule 23 of
the Formula Rate Spreadsheet. Mr. Ocegueda describes the determination of
Regulatory Debits in Exhibit No. SCE-15.

Please describe the Network Upgrade Interest Expense component of the
Prior Year TRR.

Network Upgrade Interest Expenses are related to refundable upfront payments
that generators make for network upgrades. When generators make such
upfront payments, SCE must return the upfront payment over five years,
including interest. Network Upgrade Interest Expense is the interest expense
component of the payment to the generator. Network Upgrade Interest
Expense is related to one of the components of Rate Base, Network Upgrade
Credits. Network Upgrade Interest Expense is calculated in Schedule 22 of the
Formula Rate Spreadsheet. Mr. Ocegueda discusses Network Upgrade Interest
Expense in his testimony, Exhibit No. SCE-15.

Please describe the Gains and Losses on Transmission Plant Held for
Future Use — Land component of the Prior Year TRR.

Gains and Losses on Transmission Plant Held for Future Use — Land is
included as a component of the Prior Year TRR because Commission policy
requires such gains or losses on the land component of Transmission Plant
Held for Future Use to be flowed back to ratepayers. However, gains or losses

on non-land Transmission Plant Held for Future Use are not required to be
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flowed back to ratepayers. The Commission stated this policy in its order on
the formula rate of San Diego Gas and Electric in Docket No. ER07-284

(118 FERC 161,073 P 28 (2007)). Gains and Losses on Transmission Plant
held for Future Use -- Land is calculated in Schedule 11 of the Formula Rate
Spreadsheet. Mr. Ocegueda describes the determination of the Gains and
Losses on Transmission Plant held for Future Use — Land in his testimony,
Exhibit No. SCE-15.

Please describe the Abandoned Plant Amortization Expense component
of the Prior Year TRR.

Abandoned Plant Amortization Expense is incurred in the event that SCE
receives a Commission Order approving recovery of abandoned plant costs.
Costs recovered through this cost category are the annual amortization of the
abandoned plant costs. Abandoned Plant costs may also be included in Rate
Base through the Abandoned Plant component of Rate Base. In order for SCE
to recover any Abandoned Plant Amortization Expense costs through this
proposed Formula Rate, SCE must make a Section 205 filing to the
Commission requesting approval, and receive approval from the Commission.
Abandoned Plant Amortization Expense is calculated in Schedule 12 of the
Formula Rate Spreadsheet. Mr. Ocegueda describes the determination of the
Abandoned Plant component of Rate Base as well as Abandoned Plant
Amortization Expense in his testimony, Exhibit No. SCE-15.

Please describe the Franchise Fees and Uncollectibles components of the
Prior Year TRR.

Franchise Fees represent the payments that SCE makes to municipal entities
for the right to locate facilities within the municipality. The proposed Formula
Rate determines Franchise Fees Expense by applying the Franchise Fee Factor,
as approved by the California Public Utilities Commission (“CPUC”), to the
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total of the above-mentioned 12 cost components. Uncollectibles Expenses
represent billed revenue that SCE does not collect from its retail customers.
The proposed Formula Rate determines Uncollectibles Expense by applying
the Uncollectibles Expense Factor approved by the CPUC to the total of the
above-mentioned 12 cost components. Franchise Fees and Uncollectibles
expense are calculated on Lines 79 and 80, respectively, of Schedule 1 of the
Formula Rate Spreadsheet. Mr. Mindess describes the determination of the
Franchise Fees and Uncollectibles Expense amounts in his testimony, Exhibit
No. SCE-12.

Is SCE proposing any changes to the calculation of these thirteen cost
components of the Prior Year TRR compared to the Original Formula
Rate?

Yes. The proposed revisions to these thirteen cost components are summarized
in Exhibit No. SCE-5 (“Formula Spreadsheet Revisions™).

Do these thirteen components of costs that SCE proposes to include in the
Prior Year TRR reflect costs that should be included in a transmission
owner’s TRR?

Yes. These thirteen TRR cost components are all costs that SCE incurs related
to providing transmission service over SCE’s transmission facilities that have
been placed under the Operational Control of the ISO. Accordingly, they all
should be included in the Prior Year TRR.

Does the proposed Formula Rate Spreadsheet calculate a transmission
revenue requirement attributable only to CWIP in Rate Base costs?

Yes. Schedule 24 of the proposed Formula Rate Spreadsheet calculates a
CWIP TRR associated with the CWIP component of Rate Base (associated
only with the projects for which SCE received a Commission Order approving
CWIP in Rate Base). The CWIP TRRs are calculated for both the Prior Year
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TRR and the Incremental Forecast Period TRR, and are calculated on both a
retail (Line 79) and a wholesale (Line 88) basis. The primary purpose of
calculating the CWIP TRR is informational, so that users of the proposed
Formula Rate can ascertain what portion of SCE’s total Base TRR is associated
with CWIP in Rate Base. However, the wholesale CWIP TRR is also used as a
component of the High and Low Voltage calculation performed on Schedule
29 (Line 9, Columns 2 and 3, respectively). SCE is not proposing to revise any
aspect of Schedule 24, other than to remove certain projects that will no longer
contribute to the calculation of the CWIP TRR (Eldorado-lvanpah and
Lugo-Pisgah).

THE INCREMENTAL FORECAST PERIOD TRR
Please describe how the Incremental Forecast Period TRR (“IFPTRR”)
is calculated.
The IFPTRR is calculated in Schedule 2 of the proposed Formula Rate by
applying annual fixed charge rates to forecast incremental amounts of Net
Plant and CWIP (relative to the end of the Prior Year amount) expected to be
in place by the end of the Forecast Period (equivalently, through the end of the
Rate Year). The IFPTRR treats additions to regular (non-CWIP) plant in
service additions differently than CWIP additions. This is because when
a plant addition is placed in service, it begins incurring operations and
maintenance costs, whereas CWIP does not.
Accordingly, the IFPTRR is calculated as the sum of two components:
1) Projected cumulative additions to plant in service, less
depreciation, through the Forecast Period (determined on a 13-
Month average basis over the Rate Year), multiplied by an
Annual Fixed Charge Rate (“AFCR”); and
2) Cumulative CWIP additions through the Forecast Period (again
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on a 13-Month average basis) multiplied by the AFCR for CWIP
(“AFCRCWIP).

Both the net plant in service and the CWIP additions are measured
relative to the end-of-year values for the Prior Year, so that the additions
included in the calculation of the IFPTRR are only incremental to amounts
that were already included in the calculation of the Prior Year TRR.

The AFCR represents the annual TRR costs associated with an
incremental dollar of Net Plant in service. The AFCR is calculated by dividing
the Prior Year TRR, excluding 75% of O&M and A&G costs, and exclusive of
CWIP-related costs, by the Net Plant used in determining the Prior Year TRR.
The exclusion of 75% of O&M and A&G costs is an adjustment to reflect that
newer facilities are likely to incur less than average maintenance expenses
relative to other SCE plant. The AFCRCWIP represents the capital costs
(including income taxes) associated with CWIP in Rate Base. The
AFCRCWIP is calculated based on the Weighted Cost of Long-Term Debt,
and the Weighted Cost of Common and Preferred Stock. The Weighted Cost
of Common and Preferred Stock is multiplied by a tax gross up factor of
(1 /(1 - Composite Tax Rate)), and added to the Weighted Cost of Long Term
Debt.

Is SCE proposing to make any revisions to the calculation of the
Incremental Forecast Period TRR on Schedule 2 compared to the Original
Formula Rate?

No, the Schedule 2 calculation of the Incremental Forecast Period TRR is

unchanged from the Original Formula Rate.
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What is the amount of the Incremental Forecast Period TRR proposed for
rates effective January 1, 2018?
The proposed amount of the Incremental Forecast Period TRR is
$109,324,746. See Schedule 2, Line 82 of the populated Formula Rate
Spreadsheet, Exhibit No. SCE-4.
THE TRUE UP TRR
What is the True Up TRR?
The True Up TRR represents the actual amount of costs that SCE incurred in
the Prior Year, with all Rate Base items determined on an average basis,
consistent with Commission cost of service policy for the determination of
actual costs in a year. The primary difference between the True Up TRR and
the Prior Year TRR is that the Prior Year TRR Rate Base components are
determined on an EQY basis, while the True Up TRR Rate Base components
are based on average basis (either 13-month average or average of BOY and
EQY, shown on the proposed Formula Rate Spreadsheet Schedule 4, Lines
1-17 under the “Calculation Method” column). It includes the same cost-of-
service elements as the Prior Year TRR. Since Rate Base is calculated on an
average basis over the year for the True Up TRR, rather than at the end of year
as in the Prior Year TRR, the Return on Capital and Income Tax expense
components of the True Up TRR will differ from the amounts in the Prior year
TRR.

An additional difference between the True Up TRR and the Prior Year
TRR is that expenses related to underlying stated values (see the description of
a stated value in Section XI1) in the proposed Formula Rate are synchronized
so that the determination of the True Up TRR will be calculated based on the
amount of the stated value that was in effect during the Prior Year, in those

cases where the calculation of the Prior Year TRR is based on the tariff values
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for the stated value in effect at the time of the Annual Update. The expense
items that are subject to synchronization through adjustments to the Prior Year
TRR amounts are: 1) The Cost of Capital Rate (to reflect any change in Return
on Equity during the Prior Year, see Schedule 4, Line 19 and Instruction 1),
and 2) the Authorized PBOPs Expense Amount (see Schedule 20, Note 3).
Depreciation expense is also calculated based on stated values (set forth in
Schedule 18), but since the amount of Depreciation Expense included in the
Prior Year TRR already reflects Commission-approved Depreciation Rates in
effect each month of the Prior Year (see Schedule 17, Lines 17a-17m), no
further adjustment to the True Up TRR is required to ensure that the amount of
depreciation expense reflected in the True Up TRR correctly reflects
Commission-approved rates that were in effect during the Prior Year.
Is SCE proposing to make any revisions to the calculation of the True Up
TRR on Schedule 4 compared to the Original Formula Rate?
No, the calculation of the True Up TRR on Schedule 4 of the proposed
Formula Rate Spreadsheet is the same as the Original Formula Rate. However,
four non-substantive revisions are proposed for Schedule 4:
1) The PBOPs True Up TRR adjustment is eliminated,
2) Instruction 1, Line a is yellow-shaded to allow for the ROE at the
beginning of the year to be input;
3) The Schedule line numbers are renumbered to eliminate non-numeric
lines 15a and 27a; and
4) Note 1 from the Original Formula Rate is eliminated as it is no longer
relevant (relating to CWIP for Tehachapi Segment 8, which is now in

service).
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Why is the PBOPs True UP TRR Adjustment eliminated in Schedule 4 of
the proposed Formula Rate Spreadsheet?

SCE is proposing to remove that adjustment from Schedule 4 and move an
equivalent adjustment to Schedule 20, Note 3. This will simplify the
mechanism for ensuring that the PBOPs expense component of the True Up
TRR is based on the Authorized PBOPs Expense Amount that was in effect
during the Prior Year.

Why is Instruction 1, Line a of Schedule 4 proposed to be changed to a
yellow-shaded input?

SCE is proposing to yellow-shade that line to ensure that, in the event that the
ROE that was in effect during the Prior Year differs from that which is in
effect at the time of the Annual Update filing (and therefore stated on Schedule
1, Line 50), the Schedule 4 True Up TRR calculation can be calculated based
on the average ROE that was in effect during the Prior Year regardless of when
the ROE may have changed.

What is the amount of the True Up TRR for the 2016 Prior Year in the
proposed Formula Rate?

The proposed True Up TRR for the 2016 Prior Year rates effective January 1,
2018 is $1,062,934,400, as shown on Line 46 of Schedule 4. However, as
explained in Section VI below, since the True Up TRR for the 2016 Prior Year
must be calculated pursuant to the Original Formula Rate, an adjustment entry
Is made to the True Up Adjustment to ensure that SCE only recovers actual
costs as determined under the Original Formula Rate for the 2016 year. See
Schedule 3, Line 23, Column 4 of the populated proposed Formula Rate
Spreadsheet, Exhibit No. SCE-4 for this adjustment entry in the amount of -
$39,484,975.
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THE TRUE UP ADJUSTMENT

Please describe how the True Up Adjustment is determined.

The True Up Adjustment component of the Base TRR ensures that over time
SCE collects exactly its costs of owning and operating its transmission assets
under the Operational Control of the ISO, as measured by the True Up TRR.
The True Up Adjustment mechanism is set forth in Schedule 3 of the proposed
Formula Rate Spreadsheet. It both keeps track of the cumulative over or under
collection of revenues since the inception of the proposed Formula Rate, and
determines the True Up Adjustment component of the Base TRR.

What is the purpose of the True Up Adjustment component of the Base
TRR?

The purpose of the True Up Adjustment is to set SCE’s Base TRR at a level
that will recover through retail transmission rates an amount which will return
SCE’s “Cumulative Excess or Shortfall in Revenue with Interest” amount close
to $0 by the end of the Rate Year. That amount will not be known until the
Annual Update two years following the determination of the current Annual
Update, since there is a two-year lag between the Prior Year and the Rate Year.
How is the cumulative over or under collection of transmission revenues
calculated in Schedule 3?

Schedule 3 of the Formula Spreadsheet contains a module that compares the
monthly True Up TRR (Column 2, Lines 12 to 23) to the actual retail
transmission revenues attributable to the proposed Formula Rate (Column 3,
Lines 12 to 23) for each month of the Prior Year. Interest is applied monthly
based on the interest rate specified in FERC regulations (18 C.F.R. §35.19)

to determine the “Cumulative Excess or Shortfall in Revenue with Interest”

at the end of the Prior Year (Line 23, Column 9). That amount represents the

cumulative overcollection or undercollection that must be returned to or
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recovered from SCE’s retail transmission customers through future retail
transmission rates.

How is the “Cumulative Excess or Shortfall in Revenue with Interest”
from the previous Annual Update considered in the determination of the
current Annual Update “Cumulative Excess or Shortfall in Revenue with
Interest”?

The amount of the “Cumulative Excess or Shortfall in Revenue with Interest”
from the previous Annual Update is required to be entered into the calculation
as the beginning balance. This is accomplished by entering the “Cumulative
Excess or Shortfall in Revenue with Interest” amount from the previous
Annual Update on Line 11, Column 4 of Schedule 3 for the current Annual
Update. Accordingly, the “Cumulative Excess or Shortfall in Revenue with
Interest” in the current Annual Update Line 23, Column 9 will reflect the entire
history of any over or under collections of actual costs through the proposed
Formula Rate (including the term of the Original Formula Rate), including
interest.

How is the True Up Adjustment amount determined?

The True Up Adjustment is defined as the current “Cumulative Excess or
Shortfall in Revenue with Interest” minus the previous Annual Update True Up
Adjustment. Projected interest is applied to that amount at the most recent
FERC Interest Rate to the middle of the Rate Year (see Line 29 of Schedule 3).
Why does the current Annual Update True Up Adjustment include the
True Up Adjustment from the previous Annual Update?

Based on SCE’s experience with the Original Formula Rate, it was observed
that the True Up Adjustment as defined and implemented in the Original
Formula Rate was oscillating and not returning the “Cumulative Excess or

Shortfall in Revenue with Interest” amount to close to $0 by the end of the
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Rate Year (the True Up Adjustment in the Original Formula Rate was
essentially set equal only to the “Cumulative Excess or Shortfall in Revenue
with Interest”). Specifically, the magnitude of the True Up Adjustment
amounts included in the first five Annual Updates with a True Up of actual
costs to actual revenues (i.e., beginning with the 2012 year and through the
2016 year) were: negative $68.2 million, negative $66.9 million, $13.3 million,
$94.2 million, and $59.6 million.

Upon examination of the underlying time-series math, it was determined
that the root cause of this was due to the two-year lag between the Rate Year
and the Prior Year. Any initial over or under collection of revenues was
reflected in rates twice before the True Up Adjustment from the first year
could take effect. This issue was only a ratesetting issue, and did not affect
the Original Formula Rate tracking of the “Cumulative Excess or Shortfall in
Revenue with Interest” amounts. However, SCE sought to identify a better
definition of the True Up Adjustment amount so that the True Up Adjustments
will not oscillate as much as they did under the Original Formula Rate. The
solution that SCE has identified is to include a subtraction of the previous
Annual Update True Up Adjustment in the current Annual Update True Up
Adjustment. This revision will work since it prevents double recovery of any
over or under recovery amounts before the True Up Adjustment affects actual
revenues.

Why is interest applied to the middle of the Rate Year in the proposed
new True Up Adjustment formula?

Interest is applied to the middle of the Rate Year to set the True Up
Adjustment at a level that is most likely to result in the “Cumulative Excess
or Shortfall in Revenue with Interest” to $0 at the end of the Rate Year.

Again, this is only a ratesetting adjustment; it will not affect the recovery
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of actual costs, as reflected by the amount of SCE’s “Cumulative Excess or
Shortfall in Revenue with Interest” at the end of the Prior Year.

What is the purpose of a One-Time Adjustment?

A One Time Adjustment is an adjustment to costs in an Annual Update filing
that relates to a period previous to the Prior Year for that Annual Update.

One Time Adjustments are required to reflect any errors that are found in the
determination of a True Up TRR relating to a year previous to the current
Annual Update Prior Year. See Section 3.d.8 of the Formula Rate Protocols
for a description of the circumstances under which a One Time Adjustment

Is required. For example, suppose that during the development of an Annual
Update during year X that is determining the True Up TRR for the Prior Year
of X-1, it is determined that an error that affected the True Up TRR for year
X-2 in the amount of -$100,000 had occurred. This would be reflected by
including a One Time Adjustment of -$100,000 in the current Annual Update
filing (plus the applicable interest).

How will One-Time Adjustments be quantified and reflected in an Annual
update filing?

When an error affecting the True Up TRR for a period before the current Prior
Year is identified, the True Up TRR for the period of time during which the
error occurred is rerun to identify the change in the True Up TRR associated
with that calendar year. Interest is then applied to January of the current Prior
Year to determine the One Time Adjustment. This amount is then entered as a
One Time Adjustment on Line 12 of Schedule 3 of the original Annual Update

Formula Rate Spreadsheet.
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Does the proposed Formula Rate determination of the Base TRR for 2018
include any One Time Adjustments?

Yes, the proposed Formula Rate determination of the Base TRR for 2018
includes a One Time Adjustment of negative $77,804 (see Schedule 3, Line 12,
Column 4 of Exhibit No. SCE-4. Ms. Kim supports the development of this
One Time Adjustment in her testimony, Exhibit No. SCE-13.

If the proposed Formula Rate expires, is there a provision for dealing with
any final over or undercollection of SCE’s True Up TRR costs?

Yes, the proposed Formula Rate contains a Final True Up provision that will
ensure that SCE will recover the actual costs incurred over the period of time
that the proposed Formula Rate is in effect, as determined by the True Up
TRR. See Section 4 of the Formula Rate Protocols, as well as Section 5 of
Schedule 3, Lines 32-35.

INCORPORATION OF FINAL TRUE UP ADJUSTMENT AMOUNTS
FROM THE ORIGINAL FORMULA RATE FOR 2016 AND 2017 IN
THE PROPOSED BASE TRR FOR RATE YEARS 2018 AND 2019

Was there a Final True Up Adjustment provision in SCE’s Original
Formula Rate?

Yes, pursuant to the Original Formula Rate Protocols Section 4, SCE is
required to calculate a Final True Up Adjustment to recover or return in SCE’s
successor transmission rates any amount of the cumulative over or
undercollection of the True Up TRR relating to the period of time the Original

Formula Rate was in effect:
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“After expiration of the Formula Rate, SCE shall calculate a
Final True Up Adjustment. The Final True Up Adjustment shall
cover the period of time ending on the expiration of the Formula
Rate and beginning on the day after the period covered by the most
recent Annual True Up Adjustment that was included in the Base
TRR. For example, if the Formula Rate terminates as scheduled on
December 31, 2017, SCE will determine a Final True Up
Adjustment in 2018 for calendar year 2017. Except as otherwise
stated in this paragraph, the Final True Up Adjustment shall be
determined using the same calculation methodology as the Annual
True Up Adjustment.

Interest included in the Final True Up Adjustment shall be
calculated through the date of the termination of the Formula Rate
(or, in the event of a partial determination of the Final True Up
Adjustment, through the end of the period covered by that partial
determination). The Final True Up Adjustment shall be subject to the
procedures described in Section 3 of the Protocols. If the Final True
Up Adjustment reflects an undercollection by SCE, then SCE shall
be entitled and required to recover the amount of this Final True Up
Adjustment in SCE’s successor transmission rates to the Formula
Rate. If the Final True Up Adjustment reflects an overcollection b
SCE, then SCE shall be required to refund the amount of this Fina
True Up Adjustment to its customers.”

What was the purpose of the Original Formula Rate Final True Up
Adjustment provision?

To ensure that SCE will recover an amount of transmission revenue equal to
SCE’s actual FERC jurisdictional transmission costs, as determined by the
True Up TRRs determined by the Original Formula Rate, over the term of the
Original Formula Rate.

For what period of time will a determination of a Final True Up
Adjustment relating to SCE’s Original Formula Rate be required?

For the calendar years 2016 and 2017. The years 2015 and before were
already reflected in previous Annual Updates submitted pursuant to the
Original Formula Rate. Additionally, in the event that this proposed Formula
Rate does not become effective on January 1, 2018 as SCE has requested,

a Final True Up Adjustment will be required to cover any period of time
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beginning January 1, 2018 through the date this proposed Formula Rate
becomes effective.

Is the cumulative over or undercollection of actual transmission costs
for the 2016 and 2017 years known as of the date of this filing?

No, only the cumulative over or undercollection of actual transmission costs
through the end of 2016 is known as of the date of this filing. Currently, the
True Up TRR calculated under the Original Formula Rate is known for 2016,
and has been filed in the TO12 Annual Update submitted contemporaneously
with this filing. The True Up TRR for 2017 based on the Original Formula
Rate, and any time period beyond, will not be known until the 2018 Annual
Update is filed, and there could be further Final True Up Adjustments relating
to the Original Formula Rate if it remains in effect past 2017.

How can the “Cumulative Excess or Shortfall in Revenue with Interest”
through the end of 2016 based on the Original Formula Rate be
determined?

The Cumulative Excess or Shortfall in Revenue with Interest based on the
Original Formula Rate through the end of 2016 is equal to the sum of two
components: 1) The Cumulative Excess or Shortfall in Revenue with Interest
through December of 2015, calculated using information from the True Up
Adjustments of SCE’s TO10 and TO11 Annual Update filings; and 2) the
additional Excess or Shortfall in revenue associated with the 2016 year as
determined in SCE’s TO12 Annual Update.

What is the Cumulative Excess or Shortfall in Revenue with Interest
corresponding to December 2015 from SCE’s TO11 Annual Update filing?
It is $89,464,304 undercollected. Because of the way the Original Formula
Rate presents over and undercollection information, this amount must be
determined by looking at both the TO10 and TO11 Annual Update True Up
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Adjustments. The TO10 Annual Update contains the over/undercollection
through the end of 2014, while the TO11 Annual Update contains the
incremental over/undercollection during the 2015 year. So the December 2015
undercollection amount is calculated as the sum of the December 2015 balance
from TO11 ($76,355,404 as shown on TO11 Annual Update, Schedule 3, Line
22, Column 9), as well as the December 2015 balance from the TO10 filing
($13,108,900 as shown on TO10 Annual Update, Schedule 3, Line 34, Column
9). This amount is developed in workpapers to Schedule 3 in Exhibit No.
SCE-22.

This component of the Final True Up Adjustment for 2016 will be
entered on Line 11, Column 4 of the populated Formula Rate Spreadsheet
submitted with this filing (Exhibit SCE-4). Entering the $89,464,304 amount
in this filing carries forward the cumulative over/undercollection history of the
Original Formula Rate through the end of 2015.

How can the second component, the “Additional Excess or Shortfall in
Revenue Associated with the 2016 year as Determined in the TO12 Annual
Update” of the Final True Up Adjustment for 2016 be reflected in the
populated Formula Rate Spreadsheet?

The second component, the “Additional Excess or Shortfall in Revenue
Associated with the 2016 year as Determined in the TO12 Annual Update”
can be reflected in the populated Formula Rate Spreadsheet by making an
adjustment to reflect the difference between the True Up TRRs calculated for
2016 by the Original Formula Rate Spreadsheet and by the proposed Formula
Rate Spreadsheet (see proposed Formula Rate Protocols Section 6). Only the
difference is entered because the populated proposed Formula Rate
Spreadsheet True Up Adjustment already by default reflects the True Up TRR

as calculated by the proposed Formula Rate. Including the difference as a One
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Time Adjustment essentially converts the True Up TRR calculated pursuant to
the proposed Formula Rate Spreadsheet reflected in this filing from being
based on the proposed Formula Rate to being based on the Original Formula
Rate, as it should be.

What is the amount of the “additional Excess or Shortfall in revenue
associated with the 2016 year as determined in the TO12 Annual Update”
that should be entered as a One Time Adjustment?

The amount is negative $39,484,975, which is the difference in the True Up
TRRs for the 2016 year calculated by the Original Formula Rate and this
proposed Formula Rate as shown in Schedule 3, Line 23, Column 4. The
determination of that amount, including interest through the end of 2016, is
shown in my workpapers for Schedule 3 in Exhibit No. SCE-22.

Will another One Time Adjustment to reflect the difference in True Up
TRRs for the 2017 year be required to complete the Final True Up
Adjustment for the Original Formula Rate?

Yes, in the Annual Update to be submitted by December 1, 2018 for the Rate
Year 2019, the True Up TRR for the 2017 year will be known under both the
Original Formula Rate and the proposed Formula Rate. The difference
between the two will be entered in the True Up Adjustment for the Annual
Update filed by December 1, 2018 in accordance with the requirement set forth
in Section 6 of the proposed Formula Rate Protocols. Again, as with the
adjustment for the 2016 True Up TRR, only the difference is entered because
the populated proposed Formula Rate Spreadsheet already by default reflects
the True Up TRR as calculated by the proposed Formula Rate. If the proposed
Formula Rate is accepted by the Commission effective January 1, 2018 as
requested by SCE, that action will complete the required actions for the

Original Formula Rate Final True Up Adjustment. If the proposed Formula
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Rate is suspended into part of 2018, another adjustment will be required in the
Annual Update to be submitted by December 1, 2019 for Rate Year 2020.

INCLUSION OF RETURN ON EQUITY INCENTIVES IN THE
PROPOSED FORMULA RATE

Does SCE have any Commission-approved Return on Equity incentives
for specific projects that are included in Rate Base?
Yes, as shown on Schedule 14, SCE received project-specific Return on Equity
(“ROE”) adders from the Commission for three projects: 1) Tehachapi
Renewable Transmission Project (125 basis point ROE adder) Line 187; 2)
Devers to Colorado River (100 basis point ROE adder), Line 190; and 3) the
Rancho Vista substation (75 basis point ROE adder), Line 184. See Southern
California Edison Co., 121 FERC {61,168 (2007). Schedule 14 summarizes
the amounts of Incentive Plant on Lines 1-38, based on individual project
information input on Lines 39-182.
How does SCE’s proposed Formula Rate reflect Return on Equity project
incentive adders that the Commission has approved?
SCE’s proposed Formula Rate quantifies the impact of Commission-approved
ROE incentives by calculating cost components for the Prior Year TRR and for
the True Up TRR which ensure that SCE recovers these ROE adder
costs. These two components are:

1) The Prior Year Incentive Adder; and

2) The True Up Incentive Adder.
These two incentive adders are calculated in Schedule 15 of the proposed
Formula Rate, and shown on Lines 14 and 20, respectively.

The Prior Year Incentive Adder represents the incremental impact on

SCE’s Prior Year TRR as a result of the above-mentioned ROE incentive
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adders. Similarly, the True Up Incentive Adder represents the incremental
impact on SCE’s True Up TRR as a result of these ROE incentive adders.

As previously discussed, it is the True Up TRR that defines the amount
of transmission costs that SCE may recover through the operation of the
proposed Formula Rate. Accordingly, it is only the True Up Incentive Adder
that affects the amount of transmission costs that SCE will recover since it is a
component of the True Up TRR. The Prior Year incentive adder is included in
the Prior Year TRR for the purpose of correctly estimating the TRR costs that
SCE will ultimately incur during the Rate Year, so that the magnitude of any
True Up Adjustments may be minimized.

Please describe how the Prior Year Incentive Adder is calculated.

The Prior Year Incentive Adder is calculated through the application of an
Incremental Return on Equity Factor (“IREF”) to the Net Plant of projects
earning incentive adders. The IREF represents the incremental amount of
revenue that SCE needs to receive in order to earn an extra 1.00% ROE,
expressed per million dollars of Rate Base earning that extra 1.00% ROE
adder.

The IREF is calculated on Line 3 of Schedule 15 according to the
following formula:

IREF=CSCP*(1/(1-CTR)) * 1% * $1,000,000

Where:
CSCP = Common Stock Capital Percentage

CTR = Composite Tax Rate
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How is this formula derived so that it represents the incremental amount
of revenue that SCE needs to receive in order to earn an extra 1.00%
ROE, expressed per million dollars of Rate Base earning that extra 1.00%
ROE adder?

The formula is constructed by first determining the incremental amount of
equity that SCE would have as a result of $1 million of additional Rate

Base. This is equal to the CSCP times $1 million. This is then multiplied by
1%, representing the hypothetical 1% increase in ROE, so that this product
then represents the amount of after-tax revenue that SCE would need to retain
in order to earn an incremental 1% ROE on the $1 million of Rate Base.
Finally, a gross up factor is applied, representing the additional pre-tax revenue
that SCE would have to receive in order to earn the required amount

of after tax revenue. This gross up factor isequal to 1/ (1 — CTR). The gross
up factor can be thought of as the percentage which, when multiplied by the
amount of pre-tax income that remains after income taxes are paid

(the 1 — CTR factor), equals one.

Please explain how the IREF is used in determining the Prior Year
Incentive Adder.

The Prior Year Incentive Adder for each individual project receiving an ROE
adder is determined as the sum of the IREF times the number of million dollars
of Net Plant associated with that project, and an additional multiplicative factor
representing the ROE adder that the project is earning (for example, the
multiplicative factor for Rancho Vista is 0.75, since it is only earning an ROE
adder of 0.75%). The final amount of the Prior Year Incentive Adder is then

the sum of the contribution of each project earning an ROE adder.
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Could you please provide an example of the calculation of the Prior Year
Incentive Adder?
Assume the following values for inputs to the calculation:
IREF = $8,000
TRTP Net Plant = $500,000,000
Rancho Vista Net Plant = $200,000,000
Devers - Colorado River Net Plant = $400,000,000
TRTP ROE Adder = 1.25%
Rancho Vista ROE Adder = 0.75%
Devers - Colorado River ROE Adder = 1.00%
The Prior Year Incentive Adder would then be calculated as follows:
TRTP = 500 * $8,000 * 1.25 = $5,000,000
Rancho Vista = 200 * $8,000 * 0.75 = $1,200,000
DCR = 400 * $8,000 * 1.00 = $3,200,000

The total Prior Year Incentive Adder in this example is then the sum of the
contribution of the three individual projects earning an ROE adder, or

$9.4 million.

Please describe how the True Up Incentive Adder is calculated.

The True Up Incentive Adder is calculated similarly to the Prior Year Incentive
Adder, but using average plant balances over the Prior Year for the projects
receiving the ROE adders. This True Up Incentive Adder is then included as a

component of the True Up TRR.
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Does SCE have any Return on Equity incentives associated with being a
member of the CAISO?

Yes, SCE has a 50 basis point ROE adder applicable to all Rate Base. Dr. Paul
Hunt explains the basis of that 50 basis point ROE adder and how it is reflected
in the Formula Rate Spreadsheet in his testimony, Exhibit No. SCE-17.

Is SCE proposing to make any revisions to the calculation the Prior Year
Incentive Adder or the True Up Incentive Adder on Schedule 15
compared to the Original Formula Rate?

No, the Schedule 15 calculations are unchanged.

What are the calculated amounts of the Prior Year Incentive Adder and
the True Up Incentive Adder for the proposed populated Formula Rate
Spreadsheet?

The Prior Year Incentive Adder is $36,662,105 and the True Up Incentive
Adder is $36,587,101. See Lines 14 and 20 of Schedule 15 of the populated
Formula Rate Spreadsheet. Exhibit No. SCE-4.

DETERMINATION OF SCE’S WHOLESALE BASE TRR

Are there differences between SCE’s Base TRR used for retail ratemaking
purposes as compared to the Base TRR used for wholesale ratemaking
purposes?

Yes, SCE’s cost of service differs between retail and wholesale service.

The Base TRR initially calculated in the proposed Formula Rate represents the
retail cost of service, and certain adjustments must be made to properly
calculate the Wholesale Base TRR. Accordingly, the proposed Formula Rate
defines a “Wholesale Difference to the Base TRR” for use in determining the
Wholesale Base TRR. The Wholesale Base TRR is equal to the Retail Base
TRR less the Wholesale Difference to the Base TRR. The Wholesale
Difference to the Base TRR is calculated in Schedule 25.
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What are sources of the difference between SCE’s retail Base TRR and
the Wholesale Base TRR?
SCE’s Wholesale Base TRR differs from the Retail Base TRR due mainly to
differences in ratemaking between retail and wholesale prior to the formation
of the ISO in 1998. There are four ratemaking differences that are now being
amortized over a remaining period of 27 years beginning in 1998, to be
extinguished at the end of 2024

1) The South Georgia Make Up Adjustment;

2) The Excess Deferred Taxes Adjustment;

3) The Deferred Taxes Account 282 Adjustment; and

4) The Accumulated Depreciation Difference.
How do these four Rate Base factors affect the difference between the
Wholesale and Retail Base TRR?
Each of these four Rate Base-related adjustments affects the difference
between the Wholesale and Retail Base TRR through two paths: 1) a Rate Base
effect; and 2) an Expense (or amortization) effect. The Rate Base effect is due
to the remaining unamortized difference in the balance between retail and
wholesale ratemaking that directly affects the Wholesale Rate Base relative
to the Retail Rate Base. The Expense effect is due to the annual amortization
of the balances.
What is the South Georgia Make Up Adjustment?
Mr. Lopez discusses the South Georgia Make Up Adjustment in his testimony,
Exhibit No. SCE-11. As Mr. Lopez states, the South Georgia Make Up
Adjustment normalizes tax benefits previously flowed through to End Use
Customers. The South Georgia Make Up Adjustment currently contributes
about a $35 million reduction to the Wholesale Rate Base relative to the Retail

Rate Base (Line 8, Column 1 of Schedule 25). On the expense side, there is an
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annual amortization of $2.5 million that must be grossed up for Income Taxes,
so that it serves to reduce the Wholesale Base TRR by about $4.2 million (Line
33 of Schedule 25).
What is the Excess Deferred Taxes Adjustment?
Mr. Lopez discusses the Excess Deferred Taxes Adjustment in his testimony,
Exhibit SCE-11. Itis currently a reduction in Wholesale Rate Base relative to
Retail of about $625,000 (Line 9, Column 1 of Schedule 25), and accounts for
an annual expense reduction of about $73,000 (Line 34 of Schedule 25).
What is the Deferred Taxes — Account 282 Adjustment?
Mr. Lopez discusses the Deferred Taxes — Account 282 Adjustment in his
testimony, Exhibit SCE-11. Itis currently a reduction in Wholesale Rate Base
relative to Retail of about $7.4 million (Line 10, Column 1 of Schedule 25),
and accounts for an annual expense reduction of about $511,000 (Line 35 of
Schedule 25).
What is the Accumulated Depreciation Difference?
Mr. Gunn explains why the Accumulated Depreciation Difference exists and
how it is determined in his testimony, Exhibit SCE-7. The Accumulated
Depreciation Difference is currently about $31.6 million (Line 7, Column 1 of
Schedule 25), serving to increase Wholesale Rate Base relative to Retail Rate
Base.

The annual expense impact is $2.176 million (Line 32 of Schedule 25),
increasing the Wholesale Base TRR relative to the Retail Base TRR.
Are there any expense items that should not be included in the Wholesale
Base TRR that are in the Retail Base TRR?
Yes, there are two expense items that affect are included in the Retail Base
TRR that should not be included in the Wholesale Base TRR: 1) Uncollectibles
Expense (about 0.24%) is not applied to the Wholesale Base TRR as it is to the
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Retail Base TRR; and 2) EPRI and EEI dues are excluded from the Wholesale
TRR. Both of these expense items are considered in developing the Wholesale
Adjustment to the Base TRR as calculated on Schedule 25 of the proposed
Formula Rate Spreadsheet. An “EPRI and EEI Dues Exclusion” is calculated
on Lines 25-31, and Uncollectibles Expense is excluded on Lines 41-42. 1tis
appropriate to exclude EPRI and EEI Dues from wholesale rates since
wholesale customers are responsible for their own EPRI and EEI Dues.
Additionally, it is appropriate to exclude Uncollectibles expenses from the
Wholesale TRR since uncollectibles expense only relates to retail revenue
collection.

Does the proposed Formula Rate provide for the Wholesale Difference to
the Base TRR to change over time as the amortization of the above four
items reduces the difference in Rate Base between Wholesale and Retail?
Yes. As the differences in these rate base items change over time (i.e., from
one Prior Year to the next Prior Year) according to known amortization rates,
the proposed Formula Rate will recalculate the Wholesale Difference to the
Base TRR. This is accomplished in the proposed Formula Rate by
recalculating the Wholesale Rate Base Difference given the amortizations of
each component of the difference as a function of the value of the Prior

Year. Schedule 25 shows this calculation on Lines 12-15.

Is SCE proposing any changes to Schedule 25 compared to the Original
Formula Rate?

Yes, SCE is proposing to add the capability to exclude any other expenses that
may be determined to not be appropriate for recovery from Wholesale
customers. This is accomplished in the Formula Rate Spreadsheet by the
addition of Line 37 “Additional Expense Difference.” SCE is not aware of any

Instances since the inception of the Original Formula Rate in 2012 that there
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were any such differences, but is proposing to add this capability in case an
instance arises in the future. The 2016 input value for Line 37 of Schedule 25
is $0.

What is the amount of the “Wholesale Difference to the Base TRR” for
the 2016 Prior Year TRR?

It is negative $6,395,449, as shown on Schedule 25, Line 45. This amount
carries over to the calculation of the Wholesale Base TRR on Schedule 1,
Line 88.

What is the purpose of Schedule 29 “Wholesale TRRs” of the Formula
Rate Spreadsheet?

Schedule 30 calculates High and Low Voltage components of SCE’s total
Wholesale Base TRR from Schedule 25. SCE is required to provide the High
and Low Voltage components of the Wholesale Base TRR to the CAISO for its
use in calculating its Transmission Access Charges. SCE is not proposing to

revise Schedule 29 in this proposed Formula Rate.

WHOLESALE TRANSMISSION RATES

What wholesale transmission rates are currently stated in SCE’s
Transmission Owner Tariff and calculated in the proposed Formula Rate?
SCE’s Transmission Owner Tariff (“TO Tariff”) currently sets forth six
wholesale transmission rates, as follows:

1) Low Voltage Access Charge

2) High Voltage Wheeling Access Charge

3) Low Voltage Wheeling Access Charge

4) High Voltage Utility Specific Rate

5) High Voltage Existing Contracts Access Charge
6) Low Voltage Existing Contracts Access Charge

These rates are set forth in Appendix II of SCE’s TO Tariff, and refer to SCE’s
Annual Update Formula Rate Spreadsheet posted on SCE’s website for the
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actual rate in effect at any point in time (with the exception of the High
Voltage Wheeling Access Charge, for which Appendix II states “See ISO
Tariff” since that rate is actually calculated and assessed to CAISO Wheeling
customers by the CAISO. SCE’s Formula Rate Spreadsheet calculates these
rates in Schedule 30.

Is SCE proposing to remove any wholesale transmission rates from the
Formula Rate Spreadsheet tariff and TO Tariff Appendix 11?

Yes, SCE has reviewed the wholesale rates that are currently set forth in SCE’s
TO Tariff and calculated pursuant to SCE’s Formula Rate Spreadsheet tariff
Schedule 30, and determined that the Low Voltage Existing Contracts Access
Charge (“LVECAC”) is not currently utilized and will not be required in the
future, and accordingly can be removed from SCE’s TO Tariff. The LVECAC
is applied to Existing Contract customers of SCE when their service uses
SCE’s Low Voltage facilities. SCE no longer has any Existing Contracts that
use SCE’s Low Voltage facilities, and will not in the future since new EXxisting
Contracts cannot be created since the formation of the CAISO in 1998.

Is SCE proposing to remove any of these Wholesale rates from its TO
Tariff or Formula Rate Spreadsheet tariff?

Yes. SCE is proposing to remove the LVECAC from both the Appendix Il of
the TO tariff and its associated calculation in Schedule 30 of the Formula Rate
Spreadsheet tariff.

Is SCE proposing any additional changes to Appendix Il of the TO Tariff
or Schedule 30 of the Formula Rate Spreadsheet tariff relating to Existing
Contracts?

Yes. SCE is proposing to revise Appendix Il to the TO Tariff to clarify that
both the High Voltage Wheeling Access Charge and the Low Voltage
Wheeling Access Charge are assessed by the CAISO and stated in the CAISO
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Tariff. Additionally, SCE is proposing to remove the calculation of the Low
Voltage Wheeling Access Charge from the Formula Rate Spreadsheet tariff
Schedule 30. These changes will clarify that it is the CAISO that assesses
these two Wheeling Access Charges, not SCE.

Does the calculation of the Wholesale Rates performed on Schedule 30
rely on any information besides the Wholesale TRRs from Schedule 29?
Yes. The calculation of the Wholesale rates performed on Schedule 30 uses
“Gross Load,” which is the sum of SCE’s forecast MWh retail sales measured
at the CAISO grid level, and SCE’s forecast MWh pump load for the Rate
Year. Additionally, some rates rely on “Forecast 12-CP Retail Load.”

The calculation of Gross Load and Forecast 12-CP Retail Load is shown on
Schedule 32, Lines 3 and 4, respectively. SCE is not proposing to revise

Schedule 32 in this proposed Formula Rate.
THE FORMULA RATE PROTOCOLS

What are the Formula Rate Protocols?

The Formula Rate Protocols describe process-related items and requirements
associated with the ongoing implementation of SCE’s proposed Formula Rate.
The Formula Rate Protocols are Attachment 1 to Appendix IX of SCE’s
Transmission Owner Tariff (“TO Tariff”). The Formula Rate Protocols consist

of 12 Sections, as follows:

1)  Introduction

2) Term of the Formula Rate

3) Procedures for Updating the Base TRR

4)  The Annual True Up Adjustment and the Final True Up Adjustment

5) The Incremental Forecast Period TRR

6) Transition of the Original Formula Rate to the Formula Rate

7) Depreciation Rates

8) Reuvisions to Certain Formula Rate Provisions

9) Determination of Amount of Transmission Plant-1SO and Distribution
Plant-1SO
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10) Determination of Amount of ISO Operations and Maintenance
Expense

11) Reservation of Rights

12) Use of Information
Could you please describe Section 1 of the Formula Rate Protocols
(Introduction)?
The Introduction of the Formula Rate Protocols explains some general details
regarding the Formula Rate, including: 1) that the Base TRR will be calculated
pursuant to the Formula Rate Spreadsheet; 2) that SCE will update its Base
TRR annually; 3) the components of the Base TRR; and 4) the calculation of
the Wholesale Base TRR.
Could you please describe Section 2 of the Formula Rate Protocols (Term
of the Formula Rate)?
Section 2 of the Formula Rate Protocols describes the term of the proposed
Formula Rate. SCE is proposing that the proposed Formula Rate become
effective January 1, 2018 without any termination date, as set forth in
Section 2. Additionally, Section 2 specifies that the proposed Formula Rate
will remain in effect until any successor rate mechanism is made effective by
the Commission.
Could you please describe Section 3 of the Formula Rate Protocols
(Procedures for Updating the Base TRR)?
Section 3 of the Formula Rate Protocols describes the procedures for updating
the proposed Formula Rate, including: 1) SCE will post a Draft Annual Update
on its website by June 15 of each year; and 2) SCE will file an Annual Update
of its Base TRR and associated retail and wholesale rates by December 1 of
each year based on the Formula Rate Spreadsheet. Section 3 also sets forth
several requirements for information to be included in Draft Annual Updates

and Annual Updates, and describes the requirements during the time between
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the posting of the Draft Annual Update and the filing of the Annual Update,
including the information request requirements.

Section 3 also describes the process that SCE must follow if it
determines that a previously-filed Annual Update filing contained an error
in the determination of the True Up TRR in that filing. Briefly, SCE is
required to determine the impact of that error by rerunning the proposed
Formula Rate Spreadsheet with the correct inputs, and comparing the obtained
True Up TRR with the originally-filed True Up TRR. If the error resulted in a
positive change in the True Up TRR of over $1 million, then SCE must submit
an Amended Annual Update filing to the Commission showing the derivation
of the change in the True Up TRR; otherwise, if it is less than $1 million,
SCE is not required to submit an Amended Annual Update to the Commission.
SCE must also remedy the error by including as a “One Time Adjustment”
the change in the True Up TRR (including interest) in the current year Annual
Update.
Is SCE proposing any changes to the conditions under which SCE must
determine the impact of an error in a previous Annual Update relative to
the Original Formula Rate protocols?
Yes. SCE is proposing to limit SCE’s obligation to calculate and include the
impact of any error in a previous Annual Update to only apply to Annual
Updates with a Prior Year two years or less before the current Annual Update
Prior Year (See section 3.d.8 of the proposed Formula Rate protocols). This
would provide a three-year period for which errors must be corrected if
discovered (the current Prior Year plus two additional years). This revision will
be beneficial in reducing administrative effort by both SCE and customers,
while still providing a reasonable period for both SCE and customers to

discover any errors in previous Annual Updates.
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Are you aware of any similar limitations on the requirement to recalculate
errors in any Commission-jurisdictional tariffs?

Yes. The CAISO has a similar limitation on requirement to recalculate
settlements in its Tariff. Section 11.29.8.4.7 of the CAISO Tariff limits the
obligation of the CAISO to recalculate settlements to a three-year period,
except as ordered by the CAISO Governing Board or pursuant to a
Commission Order.

Could you please describe Section 4 of the Protocols (The Annual True Up
Adjustment and the Final True Up Adjustment)?

Section 4 of the Protocols describes the Annual True Up Adjustment and the
Final True Up Adjustment. The purpose of these adjustments is to ensure that
over the life of the proposed Formula Rate, SCE will recover its actual costs of
service, as defined by the True Up TRRs for each year that the proposed
Formula Rate is in effect. During each Annual Update, SCE will compare on a
monthly basis for the Prior Year the retail transmission revenues to the True
Up TRR. The monthly differences between the two will determined, and the
cumulative difference at the end of the Prior Year, including interest, will be
called the “Shortfall or Excess Revenue in the Prior Year.” That amount of
“Shortfall or Excess Revenue in the Prior Year” will be included as the
beginning balance in the next Annual Update, ensuring that over multiple
Annual Updates, the True Up Adjustment mechanism will keep track of SCE’s
cumulative over or undercollection in revenues. Additionally, in the event that
this proposed Formula Rate does terminate at some point, Section 4 describes
how a Final True Up Adjustment is to be calculated and collected or returned

through SCE’s successor Base TRR mechanism.
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Could you please describe Section 5 of the Protocols (The Incremental
Forecast Period TRR)?

Section 5 of the Protocols is a brief summary of the Incremental Forecast
Period TRR.

Could you please describe Section 6 of the Protocols (Transition of the
Original Formula Rate into the Formula Rate)?

Section 6 of the Protocols describes how the ending over or under collections
of revenue from the six-year term of the Original Formula Rate are to be
reflected in the proposed Formula Rate as One Time Adjustments, ensuring
that SCE’s actual transmission costs (as determined by the six True Up TRRs)
over that term are ultimately recovered, either through revenue during the
six-year term, or as One Time Adjustments carried forward for recovery
through this proposed Formula Rate.

Could you please describe Section 7 of the Protocols (Depreciation Rates)?
Section 7 of the Formula Rate Protocols is a brief statement that the
depreciation rates used in the proposed Formula Rate are stated values in the
Formula Rate Spreadsheet.

Could you please describe Section 8 of the Formula Rate Protocols
(Revisions to Certain Formula Rate Provisions)?

Section 8 describes the process for making revisions to the proposed Formula
Rate, including some revisions that may be made pursuant to “single-issue”
filings whereby the only issue that is to be reviewed in the proceeding is that
one issue. The Protocols include descriptions of five aspects of the proposed
Formula Rate for which SCE is required to propose revisions to the proposed
Formula Rate, and the circumstances under which SCE must make such a
single-issue filing. These five aspects with single-issue filing rights are each

ministerial or implementation filings, and should not subject the proposed
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Formula Rate to dispute, and therefore are appropriate for single-issue

treatment. The five aspects for which there are single-issue filing requirements

are:

1)

2)

3)

4)

5)

The requirement to make conforming revisions to references in the
Formula Rate to FERC Form 1 page, line, and column locations when
these locations change in FERC Form 1.

The requirement to make revisions to the Authorized PBOPs Expense
Amount on an annual basis.

The requirement to make revisions to the Gross Revenue Sharing
Mechanism component of the Revenue Credits calculation in the event
that the California Public Utilities Commission (“CPUC”) makes
revisions to that mechanism

The requirement to make a revision to the Formula Rate calculation of
retail transmission rates to conform to CPUC rate design in the event
that the CPUC revises its retail rate design.

The requirement to make a revision to General, Intangible, and
Distribution depreciation rates stated in the Formula Rate in the event
that the CPUC revises its approved General, Intangible, and Distribution
depreciation rates.

Is SCE proposing any significant revisions to Section 8 of the protocols?

Yes. SCE is proposing to revise the method of determining whether a filing to

revise the Authorized PBOPs Expense Amount is required. SCE’s proposal is

to make a filing each year by April 1, rather than utilize the previous biennial

mechanism that assessed whether a new filing should be made. SCE believes

this annual filing requirement will actually result in less administrative effort,

while at the same time yielding reasonable Authorized PBOPs Expense

Amounts.

Additionally, SCE is proposing to revise the timeline for making filings

to revise the stated values of General, Intangible, and Distribution Depreciation
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rates, as well as any filing to conform the Gross Revenue Sharing Mechanism
component of Revenue Credits, in accordance with a CPUC Order. The
proposed timeline is to make such filings between January 1 and March 1

in the year following the implementation of any such changes. SCE believes
that this revised filing timeline requirement will assure that any such changes
can be timely made.

Could you please describe Section 9 of the Protocols (Determination of the
Amount of Transmission Plant — ISO and Distribution Plant - ISO)?
Section 9 describes the process by which the amount of plant under the ISO’s
Operational Control, and thus subject to cost recovery through this proposed
Formula Rate, is determined from the total dollar amount of plant booked as
Transmission or Distribution.

Could you please describe Section 10 of the Protocols (Determination of
the Amount of ISO Operation and Maintenance Expense)?

Section 10 describes the determination of the amount of total Operation and
Maintenance (“O&M”) Expense that relates to the facilities under the ISO’s
Operational Control, and thus should be recovered through the proposed
Formula Rate.

Could you please describe Section 11 of the Protocols (Reservation of
Rights)?

Section 11 is a statement of specific legal rights that SCE or other parties have
with respect to the proposed Formula Rate, including that: 1) Nothing in the
Formula Rate Protocols limits the rights of intervenors in Annual Update
proceedings to seek relief under the Federal Power Act (“FPA”); 2) Nothing in
the Formula Rate Protocols limits SCE’s rights to file pursuant to Section 205

of the FPA to revise or cancel the Formula Rate; and 3) Any party filing under
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either Section 205 or 206 of the FPA bears the standard burdens associated
with such a filing.

Could you please describe Section 12 of the Formula Rate Protocols

(Use of Information)?

Section 12 describes under what conditions information produced pursuant to
the Protocols may be used in other proceedings.

Has SCE eliminated any Protocol Sections in the proposed Formula Rate
Protocols?

Yes. SCE has eliminated previous Section 12 “Periodic Informational
Submittals” from the Original Formula Rate. Previous Section 12 included
three information submissions to the CPUC: 1) Quarterly Tracking Reports;

2) Transfer of Control Informational Submission; and 3) Transmission Capital
Review. SCE did not include these informational submittals in SCE’s initial
filing of the Original Formula Rate, but agreed to include these informational
submittals as part of the settlement of the case. SCE agreed to these provisions
in the settlement of the Original Formula Rate. However, SCE has determined
that there is no Commission requirement that would require such informational
submittals, and accordingly is proposing to delete previous Section 12 of the
Formula Rate Protocols.

Is SCE proposing any other changes to the Formula Protocols compared
to the Original Formula Rate protocols?

Yes. In Exhibit No. SCE-6 | have summarized all proposed changes relative to
the Original Formula Rate Protocols currently in effect, as stated in

Appendix IX, Attachment 2, to SCE’s TO Tariff.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

XII.

O

Dkt. No. ER18- -000
Exhibit SCE-3
Page 49 of 55

THE FORMULA RATE SPREADSHEET

What is the Formula Rate Spreadsheet?

The Formula Rate Spreadsheet tariff sets forth the calculations to implement
the calculation of SCE’s Base TRR and associated retail and wholesale rates as
I have described above. Attachment 2 to Appendix IX of SCE’s TO Tariff
shows these calculations in tariff format. In each Annual Update, SCE will
implement the tariff calculation directions through the use of an Excel file
populated with cost inputs.

Please describe the format of the Formula Rate Spreadsheet.

The Formula Rate Spreadsheet consists of thirty-four individual schedules
that together calculate SCE’s Base TRR and associated retail and wholesale
transmission rates in an Annual Update based on cost inputs and certain stated
values. The first schedule, 1-Base TRR, calculates the total retail and
wholesale Base TRRs, while the remaining schedules primarily determine
amounts of various costs used in the 1-Base TRR schedule. Every numeric
value on a line of the Formula Rate Spreadsheet used in the calculations

Is either: 1) a cost input; 2) a stated value; or 3) a calculated value (final or
intermediate).

Please describe how an input is represented in the Formula Rate
Spreadsheet.

An input, which is generally a cost amount, is represented by a yellow-shaded
location in the spreadsheet, with an associated unambiguous description of the
amount to be entered in that location. In an Annual Update, SCE will follow
the descriptions for each yellow-shaded input and extract the required
information from FERC Form 1 or SCE’s records and populate the Formula
Rate Spreadsheet. Once all of the yellow-shaded inputs are populated with the

appropriate inputs, the spreadsheet will calculate the ultimate outputs
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(primarily the Base TRR and associated retail and wholesale transmission
rates).

What is a stated value in the Formula Rate Spreadsheet?

A stated value is an amount (either dollar costs or percentages that are used in
expense calculations) that is hard-wired into the Formula Rate Spreadsheet,
and accordingly is not yellow-shaded as inputs are. Since a stated value is not
an input, but rather an fixed component of the Formula Rate, it is not subject to
revision except pursuant to FERC approval of either a Section 205 or 206
filing. Examples of stated values are Return on Equity (Schedule 1, Line 50)
depreciation rates (Schedule 18), and the Authorized PBOPs Expense Amount
(Schedule 20, Note 3, Line “a”).

Please list each of the schedules in Attachment 1, including a description
of its purpose in the proposed Formula Rate, and the witness that will be
sponsoring it in this filing.

The schedules are listed below:

Schedule 1 (BaseTRR): This schedule calculates the values for the retail and

wholesale Base TRRs, in many cases utilizing information from the remaining
schedules regarding the amount of various components of the Base TRR. | am
sponsoring most of Schedule 1; however, Mr. David Gunn sponsors the Cash
Working Capital calculation on (Line 7) in Exhibit No. SCE-7, Mr. Alfred
Lopez sponsors Other Taxes and Income Taxes (Lines 19-36 and 57-65) in
Exhibit No. SCE-11, and Dr. Paul Hunt sponsors Return and Capitalization
(Lines 37-56) in Exhibit No. SCE-17.

Schedule 2 (IFPTRR): This schedule calculates the Incremental Forecast

Period TRR. This Schedule is discussed in Section IV of my testimony.
Schedule 3 (TrueUpAdjust): This schedule calculates the True Up

Adjustment. This Schedule is discussed in Section VI of my testimony.
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Schedule 4 (TrueUpTRR): This Schedule calculates the True Up TRR.

It is discussed in Section V of my testimony.

Schedule 5 (ROR): This schedule calculates the capital structure and

associated capital costs. It is composed of four subpart schedules:

ROR-1 (Calculation of Components of Cost of Capital Rate); ROR-2
(Calculation of 13-Month Average Capitalization Balances); ROR-3 (Cost of
Debt); and ROR-4 (Cost of Preferred Stock). This Schedule is discussed in
Dr. Hunt’s testimony, Exhibit SCE-17.

Schedule 6 (PlantInService): This schedule calculates the amount of

In-Service Plant, composed of Transmission Plant — ISO, Distribution Plant —
ISO, General Plant, and Intangible Plant. This Schedule is discussed in
Mr. Gunn’s testimony, Exhibit SCE-7.

Schedule 7 (PlantStudy): This schedule summarizes the results of the Plant

Study, showing the amount of Transmission Plant — ISO and Distribution Plant
—ISO by account. This Schedule is discussed in Mr. Moon’s testimony,
Exhibit SCE-9.

Schedule 8 (AccDep): This schedule calculates Accumulated Depreciation.
This Schedule is discussed in Mr. Gunn’s testimony, Exhibit SCE-7.

Schedule 9 (ADIT): This schedule calculates Accumulated Deferred Income

Taxes. This Schedule is discussed in Mr. Lopez’s testimony, Exhibit
SCE-11.
Schedule 10 (CWIP): This schedule presents CWIP balances in the Prior

Year for each project that SCE has Commission approval to include in Rate

Base, and presents forecast amounts of CWIP for each project through the end
of the Forecast Period, and calculates the Incremental CWIP amounts for use
in calculating the Incremental Forecast Period TRR. This Schedule is discussed
in Mr. Gunn’s testimony, Exhibit SCE-7.
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Schedule 11 (PHFEU): This schedule calculates Plant Held for Future Use, as

well as any “Gain or Loss on Transmission Plant Held for Future Use — Land.”

This Schedule is discussed in Mr. Ocegueda’s testimony, Exhibit SCE-15.
Schedule 12 (AbandonedPlant): This schedule calculates Abandoned Plant
balances and Abandoned Plant Amortization Expense. This Schedule is
discussed in Mr. Ocegueda’s testimony, Exhibit SCE-15.

Schedule 13 (WorkCap): This schedule calculates the Materials and Supplies

and Prepayments components of Working Capital. This Schedule is discussed
Mr. Gunn’s testimony, Exhibit SCE-7.

Schedule 14 (IncentivePlant): This schedule summarizes Incentive Plant

balances for each project for which SCE has Commission approval to include
in Rate Base, or that earns an ROE adder (or both). This Schedule is discussed
in Section VIII of my testimony (for Lines 1-38, summary of Amounts of
Incentive Plant), and Mr. Gunn’s testimony, Exhibit SCE-7, for the amounts of
Prior Year Net Plant in Service (Lines 39-182).

Schedule 15 (IncentiveAdder): This schedule calculates the ROE Incentive
Adders to include in both the Prior Year TRR and the True Up TRR. This
Schedule is discussed in Section VI1II of my testimony.

Schedule 16 (PlantAdditions): This schedule presents SCE’s Forecast Plant

Additions for in-service plant. This Schedule is discussed in Mr. Gunn’s
testimony, Exhibit SCE-7.

Schedule 17 (Depreciation): This schedule calculates Depreciation Expense.
This Schedule is discussed in Mr. Gunn’s testimony, Exhibit SCE-7.

Schedule 18 (DepRates): This schedule presents the depreciation rates that

the Formula Rate Spreadsheet uses to calculate depreciation expense. This

Schedule is discussed in Mr. Gunn’s testimony, Exhibit SCE-7.
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Schedule 19 (OandM): This schedule calculates Operations and Maintenance

Expense. This Schedule is discussed in Mr. Moon’s testimony, Exhibit
SCE-9, as well as Mr. Allstun’s testimony, Exhibit No. SCE-10.

Schedule 20 (AandG): This schedule calculates Administrative and General

Expense. This Schedule is discussed in Mr. Mindess’ testimony Exhibit
SCE-12.

Schedule 21 (RevenueCredits): This schedule calculates the Revenue

Credits, including credits pursuant to the CPUC-authorized Gross Revenue
Sharing Mechanism (“GRSM”). This Schedule is discussed in Ms. Kim’s
testimony, Exhibit SCE-13.

Schedule 22 (NUCs): This schedule calculates Network Upgrade Credits and

Interest on Network Upgrade Credits. This Schedule is discussed in Mr.

Ocegueda’s testimony, Exhibit SCE-15.
Schedule 23 (RegAssets): This schedule calculates Regulatory

Assets/Liabilities and Regulatory Debits. This Schedule is discussed in Mr.
Ocegueda’s testimony, Exhibit SCE-15.

Schedule 24 (CWIPTRR): This schedule calculates, for informational
purposes only, the contribution of CWIP in Rate Base to the Prior Year TRR,
the Incremental Forecast Period TRR, the True Up TRR, and the Retail Base

TRR. This Schedule is discussed in Section I11 of my testimony.

Schedule 25 (WholesaleDifference): This schedule calculates the Wholesale

Difference to the Base TRR. This Schedule is discussed in Section IX of my
testimony.

Schedule 26 (TaxRates): This schedule calculates the tax rates used in the

Formula Rate Spreadsheet, including the Federal Income Tax Rate and the
Composite State Income Tax Rate. This Schedule is discussed in Mr. Lopez’s

testimony, Exhibit SCE-11.
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Schedule 27 (Allocators): This schedule calculates the Transmission Wages

and Salaries Allocation factor and the Transmission Plant Allocation Factor, as
well as certain allocation factors that are used in the calculation of ISO O&M
Expense. Mr. Ocegueda’s discusses the Transmission Wages and Salaries
Allocation factor and the Transmission Plant Allocation Factor in his
testimony, Exhibit No. SCE-15. Mr. Moon discusses the allocation factors
used in the calculation of ISO O&M Expense in his testimony, Exhibit

SCE-9.

Schedule 28 (FEU): This schedule calculates the Franchise Fee and

Uncollectibles Factors used in the Formula Rate Spreadsheet to calculate
Franchise Fees Expense and Uncollectibles Expense. This Schedule is
discussed in Mr. Mindess’ testimony, Exhibit SCE-12.

Schedule 29 (WholesaleTRRs): This schedule calculates the Wholesale

TRRs used in the determination of the Wholesale Transmission Rates.

This Schedule is discussed in Section X of my testimony.
Schedule 30 (WholesaleRates): This schedule calculates SCE’s wholesale

transmission rates. This Schedule is discussed in Section X of my testimony.
Schedule 31 (HVLV): This schedule calculates the High and Low Voltage
Gross Plant percentages. This Schedule is discussed in Mr. Moon’s testimony,
Exhibit SCE-9.

Schedule 32 (GrossLoad): This schedule presents the forecast load used in

calculating retail and wholesale transmission rates. This Schedule is discussed
in Section X of my testimony.

Schedule 33 (RetailRates): This schedule calculates retail transmission rates.
This Schedule is discussed in Mr. Thomas’ testimony, Exhibit SCE-16.
Schedule 34 (UnfundedReserves): This schedule calculates the Unfunded
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Reserves component of Rate Base. This schedule is discussed in Mr. Gunn’s
testimony, Exhibit SCE-7.

SCE’S PROPOSED RETAIL AND WHOLESALE BASE TRRS AND
RATES EFFECTIVE JANUARY 1, 2018

What is SCE’s proposed retail Base TRR effective January 1, 2018?
Itis $1,169,306,623, as shown on Line 86 of Schedule 1 of the Formula Rate
Spreadsheet (Exhibit SCE-4).
What is SCE’s proposed Wholesale Base TRR effective January 1, 2018?
Itis $1,162,911,173, as shown on Line 89 of Schedule 1 of the Formula Rate
Spreadsheet (Exhibit SCE-4).
What are SCE’s proposed Base retail transmission rates effective
January 1, 20187
SCE’s proposed Base retail transmission rates are as developed on Schedule 33
of the populated Formula Rate Spreadsheet, Exhibit SCE-4.
What are SCE’s proposed Base Wholesale transmission rates effective
January 1, 20187
SCE’s proposed Base Wholesale transmission rates are as developed on
Schedule 30 of the populated Formula Rate Spreadsheet, Exhibit SCE-4. The
proposed rates are as follows:
High Voltage Existing Contracts Access Charge: $6.16 per kW-month
High voltage Utility Specific Rate: $0.0114279 per kWh
Low Voltage Access Charge: $0.00031 per kWh
Does this complete your testimony?
Yes.
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Overview of SCE Retail Base TRR

SCE's retail Base Transmission Revenue Requirement is the sum of the following components:

TRR Component Amount
Prior Year TRR $1,099,599,089
Incremental Forecast Period TRR $109,324,746
True-Up Adjustment -$39,617,212
Cost Adjustment $0
Base TRR (retail) $1,169,306,623

These components represent the following costs that SCE incurs:

1) The Prior Year TRR component is the TRR associated with the Prior Year (most recent calendar year).
The Prior Year TRR is calculated using End-of-Year Rate Base values, as set forth in the "1-BaseTRR" Worksheet.

2) The Incremental Forecast Period TRR is the component of Base TRR associated with forecast additions to in-service
plant or CWIP, as set forth in the "2-IFPTRR" Worksheet.

3) The True Up Adjustment is a component of the Base TRR that reflects the difference between projected and
actual costs, as set forth in the "3-TrueUpAdjust" Worksheet.

4) The Cost Adjustment component may be included as provided in the Tariff protocols.

Overview
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Southern California Edison Company
Cells shaded yellow are input cells
Formula Transmission Rate
FERC Form 1 Reference 2016
Line Notes or Instruction Value

RATE BASE

1 ISO Transmission Plant 6-PlantinService, Line 19 $8,276,570,295
2 General Plant + Electric Miscellaneous Intangible Plant 6-PlantinService, Line 27 $279,277,011
3 Transmission Plant Held for Future Use 11-PHFU, Line 8 $9,942,155
4 Abandoned Plant 12-AbandonedPlant, Line 3 $0
Working Capital amounts
5 Materials and Supplies 13-WorkCap, Line 16 $14,660,302
6 Prepayments 13-WorkCap, Line 36 $6,126,106
7 Cash Working Capital (Line 66 + Line 67) /8 $16,684,622
8 Working Capital Line 5 + Line 6 + Line 7 $37,471,030
Accumulated Depreciation Reserve Balances
9 Transmission Depreciation Reserve - ISO Negative amount 8-AccDep, Line 13, Col. 12 -$1,467,790,558
10 Distribution Depreciation Reserve - 1ISO Negative amount 8-AccDep, Line 16, Col. 5 $0
11 General + Intangible Plant Depreciation Reserve Negative amount 8-AccDep, Line 26 -$118,208,640
12 Accumulated Depreciation Reserve Line 9 + Line 10 + Line 11 -$1,585,999,198
13 Accumulated Deferred Income Taxes Negative amount 9-ADIT, Line 4, Col. 2 -$1,550,608,605
14 CWIP Plant 14-IncentivePlant, L 12, Col 1 $115,749,706
15 Other Regulatory Assets/Liabilities 23-RegAssets, Line 14 $0
16 Unfunded Reserves 34-UnfundedReserves, Line 6 -$11,279,549
17 Network Upgrade Credits Negative amount 22-NUCs, Line 4 -$119,779,556
18 Rate Base L1+L2+L3+L4+L8+L12+ $5,451,343,289

L13 + L14+ L15+ L16 + L17

OTHER TAXES

19 Sub-Total Local Taxes FF1 263.2, Row 39, Columni FF1 263 or 263.x (see note to left) $280,920,490
20 Transmission Plant Allocation Factor 27-Allocators, Line 22 19.3143%
21 Property Taxes Line 19 * Line 20 $54,257,710
22 Payroll Taxes Expense

23 FICA Line 24 + Line 25+ Line 26 $106,138,253
24 Fed Ins Cont Amt -- Current FF1 263, Row 6, Column i FF1 263 or 263.x (see note to left) $106,128,138
25 FICA/OASDI Emp Incntv. FF1 263, Row 8, Column i FF1 263 or 263.x (see note to left) $318
26 FICA/HIT Emp Incntv. FF1 263, Row 9, Column i FF1 263 or 263.x (see note to left) $9,797
27 CA SUI Current FF1 263, Row 24, Column i FF1 263 or 263.x (see note to left) $6,103,726
28 Fed Unemp Tax Act- Current FF1 263, Row 10, Columnii FF1 263 or 263.x (see note to left) $2,343,205
29 CADI Vol Plan Assess FF1 263.1, Row 40, Columni FF1 263 or 263.x (see note to left) $1,557,248
30 SF Pyrl Exp Tx - SCE FF1 263.1, Row 38, Columni FF1 263 or 263.x (see note to left) $21,880
31 Total Electric Payroll Tax Expense Line 23 + (Line 27 to Line 30) $116,164,312
32 Capitalized Overhead portion of Electric Payroll Tax Expense 26-TaxRates, Line 16 $46,233,396
33 Remaining Electric Payroll Tax Expense to Allocate Line 31 - Line 32 $69,930,916
34 Transmission Wages and Salaries Allocation Factor 27-Allocators, Line 9 6.1650%
35 Payroll Taxes Expense Line 33 * Line 34 $4,311,242
36 Other Taxes Note 1 Line 21 + Line 35 $58,568,952

1-BaseTRR
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2016
Value

RETURN AND CAPITALIZATION CALCULATIONS

37
38
39

40
a1
42

43

44

45

46
a7

48
49
50

51
52
53
54

55

56

Debt

Long Term Debt Amount

Cost of Long Term Debt

Long Term Debt Cost Percentage

Preferred Stock

Preferred Stock Amount

Cost of Preferred Stock
Preferred Stock Cost Percentage

Equity
Common Stock Equity Amount

Total Capital

Capital Percentages

Long Term Debt Capital Percentage
Preferred Stock Capital Percentage
Common Stock Capital Percentage

Annual Cost of Capital Components
Long Term Debt Cost Percentage
Preferred Stock Cost Percentage
Return on Common Equity

Calculation of Cost of Capital Rate

Weighted Cost of Long Term Debt

Weighted Cost of Preferred Stock

Weighted Cost of Common Stock
Cost of Capital Rate

Equity Rate of Return Including Common and Preferred Stock

Return on Capital: Rate Base times Cost of Capital Rate

Note 2

Used for Tax calculation

5-ROR-1, Line 12
Line 37 * Line 39
5-ROR-3, Line 10

5-ROR-1, Line 16
Line 40 * Line 42
5-ROR-4, Line 9

5-ROR-1, Line 22

Line 37 + Line 40 + Line 43

Line 37 / Line 44
Line 40/ Line 44
Line 43/ Line 44
Line 45 + Line 46+ Line 47

Line 39
Line 42
SCE Return on Equity

Line 39 * Line 45
Line 42 * Line 46
Line 47 * Line 50
Line 51 + Line 52 + Line 53

Line 52 + Line 53

Line 18 * Line 54

$9,523,029,143
$472,494,563
4.9616%

$2,152,785,189
$124,915,908
5.8025%

$11,956,142,581

$23,631,956,913

40.2973%
9.1096%
50.5931%
100.0000%

4.9616%
5.8025%
10.80%

1.9994%
0.5286%
5.4641%
7.9920%

5.9926%

$435,673,172

INCOME TAXES

57
58
59

60
61
62
63

64

65

Federal Income Tax Rate
State Income Tax Rate
Composite Tax Rate

Calculation of Credits and Other:

Amortization of Excess Deferred Tax Liability
Investment Tax Credit Flowed Through
South Georgia Income Tax Adjustment

Credits and Other

Income Taxes:

=F+[S*(1-F)

Note 3
Note 3
Note 3

Income Taxes = [((RB * ER) + D) * (CTR/(1 — CTR))] + CO/(1 - CTR)

Where:
RB = Rate Base

ER = Equity Rate of Return Including Common and Preferred Stock

CTR = Composite Tax Rate
CO = Credits and Other
D = Book Depreciation of AFUDC Equity Book Basis

26-Tax Rates, Line 1
26-Tax Rates, Line 8
(L57 + L58) - (L57 * L58)

Line 60 + Line 61+ Line 62

Formula on Line 65

Line 18
Line 55
Line 59
Line 63
SCE Records

35.0000%
8.8400%
40.7460%

$200
-$520,000
$2,606,000
$2,086,200

$230,428,899

$3,296,636

1-BaseTRR
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2016
Value

PRIOR YEAR TRANSMISSION REVENUE REQUIREMENT

66
67
68
69
70
71
72
73
74
75
76
77
78

79
80

81

Component of Prior Year TRR:

O&M Expense

A&G Expense

Network Upgrade Interest Expense
Depreciation Expense

Abandoned Plant Amortization Expense
Other Taxes

Revenue Credits

Return on Capital

Income Taxes

Gains and Losses on Trans. Plant Held for Future Use -- Land
Amortization and Regulatory Debits/Credits
Prior Year Incentive Adder

Total without FF&U

Franchise Fees Expense
Uncollectibles Expense

Prior Year TRR

Negative amount

Gain negative, loss positive

19-OandM, Line 91, Col. 6 $81,050,973
20-AandG, Line 23 $52,426,004
22-NUCs, Line 8 $2,616,283
17-Depreciation, Line 70 $230,409,242
12-AbandonedPlant, Line 1 $37,069,049
Line 36 $58,568,952
21-Revenue Credits, Line 44 -$77,928,965
Line 56 $435,673,172
Line 64 $230,428,899
11-PHFU, Line 10 $0
23-RegAssets, Line 16 $0

15-IncentiveAdder, Line 14
Sum of Lines 66 to 77

$36,662,105
$1,086,975,714

$10,006,372
$2,617,003

L 78 * FF Factor (28-FFU, L 5)
L 78 * U Factor (28-FFU, L 5)

Line 78 + Line 79+ Line 80 $1,099,599,089

TOTAL BASE TRANSMISSION REVENUE REQUIREMENT

82
83
84
85

86

87

88
89

Calculation of Base Transmission Revenue Requirement
Prior Year TRR

Incremental Forecast Period TRR

True Up Adjustment

Cost Adjustment

Base Transmission Revenue Requirement (Retail)

Wholesale Base Transmission Revenue Requirement
Base TRR (Retail)

Wholesale Difference to the Base TRR

Wholesale Base Transmission Revenue Requirement

Notes:

Note 4

For Retail Purposes

Line 81
2-IFPTRR, Line 82
3-TrueUpAdjust, Line 30

$1,099,599,089
$109,324,746
-$30,617,212
$0

L82+L83+L84+L85 $1,169,306,623

Line 86
25-WholesaleDifference, Line 45
Line 87 + Line 88

$1,169,306,623
-$6,395,449
$1,162,911,173

1) Any amount of "Sub-Total Local Taxes" or "Payroll Taxes Expense" may be excluded if appropriate with the provision of a workpaper showing the

reason for the exclusion and the amount of the exclusion.

2) No change in Return on Common Equity will be made absent a Section 205 filing at the Commission.

Does not include any project-specific ROE adders.

In the event that the Return on Common Equity is revised from the initial value, enter cite to Commission Order approving the revised ROE on following line.

Order approving revised ROE:

3) No change in Amortization of Excess Deferred Tax Liability or South Georgia Income Tax Adjustment "Credits and Other" terms will be made absent
a filing at the Commission. Investment Tax Credit Flowed Through amount shall be negative $520,000 through the Prior Year of 2018,

negative $183,000 for the Prior Year of 2019, and $0 thereafter.

4) Cost Adjustment may be included as provided in the Tariff protocols.

1-BaseTRR



Schedule 2 Exhibit SCE-4
Incremental Forecast Period TRR TO2018 Formula Rate Spreadsheet
Calculation of Incremental Forecast Period TRR ("IFPTRR")
The IFP TRR is equal to the sum of:
1) Forecast Plant Additions * AFCR
2) Forecast Period Incremental CWIP * AFCR for CWIP

1) Calculation of Annual Fixed Charge Rates:

Line a) Annual Fixed Charge Rate for CWIP ("AFCRCWIP")
1
2 AFCRCWIP represents the return and income tax costs associated with $1 of CWIP,
3 expressed as a percent.
4
5 AFCRCWIP = CLTD + (COS * (1/(1 - CTRY)))
6
7 where:
8 CLTD = Weighted Cost of Long Term Debt
9 COS = Weighted Cost of Common and Preferred Stock
10 CTR = Composite Tax Rate
11 Reference
12 Wtd. Cost of Long Term Debt: 1.999% 1-BaseTRR, Line 51
13 Wtd. Cost of Common + Pref. Stock: 5.993% 1-BaseTRR, Line 55
14 Composite Tax Rate: 40.746%  1-BaseTRR, Line 59
15
16 AFCRCWIP = 12.113% Line 12 + (Line 13 * (1/(1 - Line 14)))
17
18 b) Annual Fixed Charge Rate ("AFCR")
19
20 The AFCR is calculated by dividing the Prior Year TRR (without CWIP related costs)
21 by Net Plant:
22
23 AFCR = (Prior Year TRR - CWIP-related costs) / Net Plant
24
25 Determination of Net Plant:
26 Reference
27 Transmission Plant - ISO: $8,276,570,295  6-PlantInService, Line 13
28 Distribution Plant - 1ISO: $0 6-PlantinService, Line 16
29 Transmission Dep. Reserve - ISO: $1,467,790,558  8-AccDep, Line 13
30 Distribution Dep. Reserve - ISO: $0 8-AccDep, Line 16
31 Net Plant: $6,808,779,737  (L27 + L28) - (L29 