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INTRODUCTION


PG&E supports certain unbundling steps, particularly those which enhance competition for gas commodity sales.  In addition, there are other purposes that can be served by unbundling, notably, the sending of appropriate price signals and the facilitation of customer choice.  However, it is important to distinguish between unbundling and revenue risk, and between the unbundling of monopoly services and the unbundling of competitive services.


unbundling of monopoly services


Unbundling monopoly services means the utility is still the sole provider of these services.  However, there is the potential for customers to receive certain benefits from segmenting and offering more customer choice.  These benefits can include:


elimination of cross-subsidies;


linking services needed and used with the cost to provide those services (e.g., transmission vs. distribution);


greater choice in services actually needed (e.g., storage, market center);


increased choice in the level or reliability of service (e.g., firm vs. as-available);


pricing services to better reflect market conditions (e.g., separating transmission paths, negotiated rates); and


providing customer’s contract rights to firm services which can be resold or assigned in a secondary market, which helps to create market-based price signals.


All these can be achieved using traditional cost-of-service ratemaking with appropriate balancing account recovery for forecast error.


The utility does not need to be put at financial risk in order to generate sufficient revenues to cover costs for each service.  In fact, creating significant downside risk of cost recovery for monopoly services is neither necessary nor useful in accomplishing these purposes.  Since the principle is that the utility retains an obligation to serve and is the only service provider in these areas, there are no real competitors for those monopoly services.  Competitors have the ability to choose to offer a service or not, or to choose to offer it only to certain market segments or only in certain geographic areas.  Unbundled monopoly services are kept regulated because this is the most efficient solution for consumers.


UNBUNDLING OF COMPETITIVE serviceS


Unlike monopoly services, competitive services are those for which there is a competitive market with a number of alternative providers of the service, such as gas commodity service.  PG&E believes these services can be unbundled in a more far-reaching sense if certain conditions are met.  First, PG&E must be free to compete on an equal basis.  This means that the obligation to serve must be removed.  It also means that PG&E must be free to exit the market if, in its business judgment, this seems the best course for its shareholders.


PG&E also must be free to offer a scaled-down service or a service with conditions attached, and to offer the service to only certain market segments or in only certain geographic regions.  These are all freedoms which competitors should enjoy in a competitive market.


In addition, prices for competitive services should be unregulated since, in a competitive situation, the market is able to arbitrate price and the utility can not gain an advantage.  If there is to be a transition between the regulated and unregulated states, PG&E should have a means to recover fully prior costs and also, during the transition period, be permitted to have a rate ceiling higher than embedded cost.


the commission should ENCOURAGE FUTURE UNBUNDLING BY REWARDING UTILITIES WHO PROVIDE INCREASED CHOICE


The DSP Report supports continued unbundling of utility services.  The DSP further recommends that utilities be placed at financial risk for unbundled service offerings, including “any other services the commission unbundles in the future.”�  The DSP claims this treatment will place the utility on a comparable basis with competitors.  PG&E believes it is preferable not to place utilities at additional risk for revenue recovery as customers exercise new choices in the restructured California gas and electric marketplace.  Such a policy will cause a utility to lose revenues as ESPs gain market share.  Utilities will logically be forced to oppose unbundling in principle, and thereby reduce customer choice, unless they remain revenue neutral.�


Indeed, the opposite is the case.  The Commission should support utilities that facilitate customer choice by providing assurances that all costs associated with offering increased choice and service unbundling will be borne by ratepayers.  In addition, the Commission should consider the policy benefits of encouraging innovation by utilities to facilitate increased market choice, perhaps by granting higher rates of return or other financial incentives.


the commission should defer any potential gas revenue cycle unbundling for pg&e until after the gas accord period


In the Gas Accord, parties agreed that PG&E’s gas revenue cycle services would not be unbundled during the term of the Gas Accord.�  This provision was one of many negotiated in a balanced package of “gives and takes” among the parties.  It should remain in effect during the Gas Accord period, which began less than a month ago. Imposition of gas revenue cycle unbundling on PG&E would result in considerable costs that PG&E did not agree to as part of the Gas Accord.  This would be a fundamental alteration of that agreement and would not represent sound regulatory policy.


There are two other important reasons for deferring gas revenue cycle unbundling.  First, real�time metering is not essential for alternative service providers to serve gas customers.  In fact, as part of the Gas Accord, PG&E has developed core load forecasting computer models so that real�time metering is not necessary.  Second, there are very difficult safety issues associated with gas metering functions which do not exist with electric meter functions.


further unbundling will LIKELY result in additional stranded assets and considerable implementation and employee expenses


Unbundling of Gas Revenue Cycle Services Could Create Substantial Implementation as Well as Recurring Costs


Several parties involved in the unbundling of revenue cycle services in the electric industry have been surprised at the costs of implementing this change.  The regulatory process itself has been resource intensive for all involved.  Beyond that, however, and far more significant are the costs of developing open-architecture and communication standards and systems, as well as changing internal processes such as reprogramming billing systems.


PG&E also expects major recurring costs for the exchange of billing and metering information, account processing and collections, data verification, and problem solving.  Such problem solving includes technical problems and resolution of claims arising out of billing disputes.  In the electric model, PG&E retains the obligation to stand ready to re�assume billing responsibilities for all customers at any time.�  Consequently, few current costs can be avoided, even as alternative providers take over these services.


Unbundling may also ultimately result in significant employee costs such as retraining on new systems and, potentially, retention and/or severance costs.  Such costs have resulted from other parts of electric industry restructuring, and should be expected for revenue cycle service unbundling.


Exiting the Gas Procurement Function Could Also Create Costs


The proposal for utilities to exit the core gas procurement function, if implemented, also could generate significant new costs.  Such a proposal would undoubtedly create costs during the transition from utility service to no utility service (e.g., costs for educating consumers about regulatory changes and new choices).  There may be stranded costs associated with pipeline capacity and storage commitments needed to ensure core gas supply reliability and supply diversity.


As with revenue cycle unbundling, exiting the gas procurement function would also result in employee costs for retraining and/or severance.


Further Unbundling Will Create Diseconomies of Integration


Unbundling may create diseconomies of integration since many costs will still be incurred even if fewer customers are being served.  For instance, on PG&E’s system, approximately $50 million in shared administrative and general costs and common plant are currently allocated to PG&E’s electric generation function.  Most of these costs will not be avoided when PG&E has divested additional generation.


Similar shared costs exist in the gas business.  They will still need to be collected from ratepayers as long as they support utility service that PG&E has an obligation to provide.  Necessary reallocation of these costs will tend to raise rates for remaining utility services, and this impact should be taken into account when considering unbundling.


The Timing and Method of Further Unbundling Can Minimize Costs to Ratepayers


As the Commission considers future unbundling of services and increased customer choice, it is valuable to consider the timing and method of such actions in order to minimize stranded costs and implementation costs.


For example, should the Commission ultimately decide to order utilities to exit the gas merchant function for core customers, stranded costs associated with the utilities’ upstream capacity holdings on interstate pipelines and in-state storage investments will likely arise.�  These pipeline obligations have varying contract lengths.  Timing unbundling to coincide with contract termination or step-down can  minimize stranded costs.  Another way to minimize costs is to assign these obligations to the alternative providers who will be replacing the utility,� or allow the alternative providers to bid for the right to serve the utility’s residential and commercial market.�


A Known and Realistic Schedule for Unbundling Allows Players to Minimize Costs


Any additional unbundling will require substantial costs for implementation.  These costs can be minimized by laying out a realistic timetable for completing all systems modifications, tariff modifications and approvals, industry training, and customer education associated with new service offerings.  PG&E recommends that any decision to unbundle be accompanied by a procedural vehicle whereby parties can develop cooperatively an optimal implementation timetable for approval by the Commission.


�	Report, page 53.


�	Even with the at-risk provisions in the Gas Accord, PG&E still receives transmission revenues from marketers as they replace end-users as the primary subscriber for transmission services.  Similarly, PG&E continues to receive the same level of revenues as core aggregators gain market share and replace utility-provided commodity services for residential and commercial customers.  


�	Decision 97�08�055, Section IV. H3, page 55.


�	Revenue cycle unbundling for electric customers is primarily concerned with billing.  At this time, very few electric service providers have chosen to offer metering to customers.


�	These costs are the reasonable result of the utility obligation to provide a low-cost and reliable service to core customers.  Major customer groups may be expected to oppose future unbundling out of a belief it will result in these costs being re-allocated to them.


�	While this may be objectionable to the ESPs, it is important to realize the long-term market benefits which they receive by gaining access to substantial new market segments.


�	Bid proceeds could be used to offset stranded costs.
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