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November 24, 1999

Kevin Coughlan

Energy Division

California Public Utilities Commission

505 Van Ness Avenue 

San Francisco, CA 94102


Subject:  COMMENTS ON SAN DIEGO GAS & ELECTRIC 

ADVICE LETTER 1199-E.
Dear Mr. Coughlan,


San Diego Gas & Electric Company (SDG&E) via Advice Letter 1199-E, dated November 4, 1999, requests authorization to implement a demand responsiveness Program. ORA believes that the market would benefit if customers would reduce their end-use loads when commodity energy prices are expected to be high. While ORA does not oppose SDG&E’s proposed program so long as it is explicitly a transitional program,  ORA believes a far more complete and straightforward approach is warranted. ORA sees SDG&E’s proposed program as a transitional approach towards achieving the goal of workably competitive markets. ORA provides some observations on the characteristics of a more meaningful market structure.  SDG&E’s program should be conditionally approved, subject to implementing certain program changes and subject to setting PX rates for bundled large power customers on an hourly basis. 

Consumers would benefit if electricity demands were more price responsive 

Demand responsiveness programs can provide benefits to the marketplace by putting downward pressure on market clearing prices. When the ISO board directed that price caps be raised to $750/MWh as a safety measure, it agreed that price caps would be lowered to $500 on 6/1/2000 under certain conditions. One of those conditions is that  the board determines that demand-side options are not available. Because we believe that that ratepayers would benefit by this subset of customers responding to price signals, ORA conditionally supports the SDG&E’s effort to provide a program.

SDG&E’s Load Management program should be a transitional program

During the October 18 workshop on demand responsiveness, ESPs asserted they can also provide load management programs and requested that the programs should not automatically be given to regulated utilities. The pressing need for increased demand responsiveness should not set this Commission upon a course that will deter long-run competition for the delivery of demand responsive programs. Program design should be competitively neutral rather than grant entitlements to regulated utilities. 

A workably competitive market does not create inequities between regulated and non-regulated firms. Regulated utilities and competitive market participants should simply be subject to the same incentives and consequences. Regulation in the presence of competition must be designed to provide all regulated and non-regulated equal risks and rewards so that the superior businesses will rewarded based on its ability to serve customers and not based on ratemaking privileges.  

Commission evaluation after the 2000 transition year of this program should assess both future funding and administrative options. For example, the ISO or PX might administer such a demand responsiveness program.  Funding issues to consider are how, if at all, ratepayer funding would be available, and how such funding could be provided on a competitively neutral basis. 

All of SDG&E’s bundled large power customers should face market prices starting on June 1, 2000

One underlying reason for the lack of demand price responsiveness is that customers have not been exposed to market prices.  Rather, under the rate freeze customers were assessed the frozen total rate, while their price was energy was calculated as a monthly average price.  SDG&E has carried forward charging customers based on a monthly average price.  SDG&E is implicitly offering price risk management services to customers.  Furthermore, this program is a response to the very success of SDG&E’s implicit risk management service.  Customer response to prices is muted in the face of monthly average prices, so that SDG&E will pay participating customers to no longer take the risk management service SDG&E offers for free.  

SDG&E’s demand responsiveness program calls for select customers to receive curtailment payments based on the PX day-ahead energy market.  ORA concurs with SDG&E that the day-ahead price is a reasonable basis for assessment.  However, SDG&E fails to address the larger question: If the PX day-ahead price can be used to pay customers, why not charge all similarly situated customers on a comparable basis?

SDG&E’s program would be limited to no more than 100 bundled service customers who are served through, or who are willing to pay for installation of, a meter capable of reading consumption at 15 minute intervals. SDG&E’s 1998 Annual Report shows there are a total of 568 large power customers (page 304) who account for 3,096,980 MWh, which 19% of total energy consumption.  Given SDG&E’s estimate of a $250,000 program cost, and assuming a curtailment price of 25 cents per kWh, SDG&E’s proposed program would result in 1000 MWh of curtailment.  While not all these are bundled service customers, SDG&E’s program is most likely to have a small fractional impact on price responsiveness. Meanwhile, most large power customers will have no incentive to be any more price responsive than when rates were frozen.  Moving rates toward costs will create the conditions to induce greater demand responsiveness, as well as create a more level playing field for competition.

Customers should be given notice that the way in which Schedule PX rates will be assessed to them will change.  ORA therefore recommends that assessments of PX charges based on hourly prices, rather than monthly average prices go into effect on June 1, 2000, and that customers be notified as soon as possible.  Customers can then contract for energy management services and risk management services through the competitive market.

Schedule PX should be modified so that large power PX rates are assessed on an hourly basis

In order for bundled, large power customers to be exposed to market prices for energy, Schedule PX needs to be modified.  There are various ways to do so that would be a significant improvement over the methodology in place today.  For purposes of simplicity and concreteness, ORA recommends the following: 

· hourly forward market costs would be assessed to each large power customer on an hourly basis
;

· uplift adjustments would be assessed as they are today;

· the customer’s bill would show a total Schedule PX charge; 

· Schedule PX costs would be available at a much more disaggregated level via the internet, or upon request.

This method of calculation for large customers’ PX energy costs basically follows the tariff proposals set forth in SDG&E’s currently pending Advice Letter 1200-E.  Hourly market forward costs are a blend of day-ahead, day-of and block forward pricing, rather than only day-ahead prices.  ORA believes either such a blended price or a strictly day-ahead price would provide a reasonable price signal to customers.   If a concern with ORA’s recommendation is that day-ahead is a better signal than a blended price, the components other than day-ahead prices could be placed in the uplift adjustments portion.

In terms of billing, ORA recommends a bill that is no more complex than today’s bill.  Hence, there would be a total charge for Schedule PX.  However, customers who wish to react to prices and do more in-depth verification of their bill should have that information available.  Placing that information on the internet should be sufficient for most customers.

Given ORA’s recommendations, a new Section 7 (determination of prices) would be added to Schedule PX in order to apply hourly rates to large time-of-use customers. 

If the CPUC decides to favor SDG&E’s proposal for short-term benefits, ORA recommends certain program improvements

A viable option to improve market performance in the short-term is to fund programs through the ratemaking process and to allow utility administration. If the CPUC decides to favor SDG&E’s proposal for short-term benefits, ORA recommends certain program improvements.

SDG&E proposes that the program be open to 100 bundled customers with demands > 500kW. ORA recommends that the CPUC explore a larger program which would generate more benefits for any continuation of such a program beyond the transition year.

ORA believes that a program to encourage demand price elasticity could be separate from a PBR but should be compatible with a PBR. If the Commission adopts SDG&E’s PBR proposal, then shareholders would share program benefits with ratepayers.  Although requested to, SDG&E does not make the case of how their proposal is compatible with a PBR; they merely describe the agreement that shareholders and ratepayers would share benefits. SDG&E should more fully describe impacts on the PBR. The presence of this program should not make ratepayers worse off with a PBR. 

As mentioned earlier, ORA believes that this program should be transitional only. After the year 2000, SDG&E and the CPUC should evaluate the program. After the evaluation, the CPUC should decide on its preferred approach for increasing demand responsiveness in the year 2001. SDG&E should file another advice letter if they want to continue the program. 

SDG&E proposes to create a memorandum account, the Demand Responsiveness Memorandum Account (DRMA), to record the costs associated with this program (incentive payments, set-up, implementation, and administrative costs).  After year 2000, balances from the Demand Responsiveness Memorandum Account will transfer to the Purchased Electric Commodity Account.  ORA recommends that if the program is continued then  the DRMA should remain in place. 

We appreciate the opportunity to comments on SDG&E’s proposal to operate a demand responsiveness program. If ratepayers are not to be made worse off, the Commission should modify SDG&E’s Advice letter 1999-E as described above and adopt SDG&E’s approach subject to the above modifications. Please contact Monica Rudman if you have any questions regarding this protest. She can be reached at (916) 327-1642. 

Yours truly,

Dave Morse

Senior Manager

Consumer Issues Branch

cc:  Richard Swanson, Sempra [fax service to (619) 696-4027]

       Juanita Porter, Energy Division

� ORA proposes that this apply to all customers regardless of whether they have a 15 minute interval meter or not.  If an interval meter is necessary to bill customers based on hourly usage, then only customers who have such a meter should be subject to hourly pricing.  However, as stated in page 1 of Appendix B, an interval meter appears to be necessary solely for SDG&E to develop baseline consumption for a customer.
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