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Executive Summary





 	Once again, California is leading the way.    


	In Phase I of electric restructuring, California was the first State in the Union to adopt direct access for all retail customers.   To help ensure retail competition, California was also the first to unbundle of revenue cycle services.    


	 Phase I of electric restructuring was driven by California's high electricity rates, and by innovation in electric generation leading customers to insist on choice in their generation provider.  


	Now, California begins "Phase II" of electric restructuring.  ORA believes that "Phase II" is being precipitated by high distribution rates, and by the realization that  further technological change in electric generation may force changes to the role of the  T&D network.  "Phase II" is also being precipitated by the entrance of new public and private entities into the market for distribution services.  


ORA proposes that the core issue for this OIR may be stated as follows:


What changes (including the nature, magnitude and timing of these changes) in California’s regulatory compact (including the institutions and policies supporting this regulatory compact) for the UDC should be instituted given California’s values of consumer choice, consumer sovereignty and lower rates commensurate with reliable service, and given technological and other trends which are at least partially exogenous to California’s electric industry policy?


  ORA strongly believes it is possible to improve the performance of California’s electric industry by further unbundling UDC services to promote consumer choice.   Toward this end, ORA proposes four dimensions of unbundling for the CPUC to consider  (See Question 4), and suggests five scenarios of change to the regulatory compact which illustrate how those four dimensions can be combined to effect to DG and distribution competition (See Question 3).  ORA also proposes other measures to identify and address barriers to entry related to utility regulation (See Questions 4 and 12). 





�
Summary of Responses to Questions





Question 0:  The Question in the Text of the OIR:  





Should the proceeding “focus on the UDC's role with respect to the planning, owning, leasing, dispatching, interconnecting, or facilitating the optimal utilization of DG, and to consider whether to unbundle generation and ancillary services injected at the distribution level from the UDC's distribution function.”  Or should it consider “a broader look at the overall future role of the UDC.”  [R.98-12-015, p. 8]





	ORA believes that the CPUC must consider the future role of the UDC in the context of accomodating DG as a customer choice.   In Phase I of electric restructuring, the CPUC modified the UDC role to facilitate generation competition, rather than trying to fit competitive generation markets to a pre-determined UDC role.    The PUC should take the same approach in this second phase of electric restructuring.





�


From a policy perspective, does consideration of DG necessarily require a broader, more comprehensive look at distribution competition and the role of the UDC?





The consideration of DG does require a comprehensive look at the role of competition in distribution and the role of the UDC in planning, owning, leasing, or dispatching DG.  However, identification and addressing of barriers to DG need not be delayed, and should not be, pending resolution of those broader issues. The CPUC should immediately identify and begin to address those barriers to entry which are related to utility regulation and the current market structure.





�


Where has competition, as it relates to distribution, emerged or not emerged in California? 





Distribution competition (DC) and distributed generation (DG) exist now.   Their market penetrations appear to be accelerating.    However, there appear to be barriers to entry related to electricity regulation that the Commission can address which may be hindering market penetration.     These barriers may include interconnection requirements, tariff issues and colocation.    


While DG has been falling in cost relative to wires service, increasing concerns about the limited reliability and power quality of public utility systems are reportedly a principal driver of interest in DG.   These concerns continue and should be investigated.  Since transmission and distribution (T&D) were explicitly designed for central generation, the PUC needs to study the increase in DG in order to mitigate any potential stranded costs.








�Is there a need for further reforms in the structure and regulatory framework governing electricity distribution.  What is the UDC's ultimate role in this restructured energy market?





Willing buyers and sellers of generation and distribution services should determine a market-based future evolution of DG and distribution competition, consistent with the public interest.   Structural reforms are necessary to facilitate the transition of distribution services from predominantly vertically integrated services to predominantly unbundled market-based services.   Options for structural reform and for the UDC role are offered, based on the unbundling opportunities described in response to Question 4.�


�


How would competition in distribution service be effected? �


Competition in DG and distribution service can be effected through four "dimensions" of change: 


Separation of Generation from Distribution Services, 


Unbundling of Various Distribution Services, 


Separation of Public Benefits from Distribution, and 


Eventual Separation of Distribution from the  Right-of-Way. 


In each of these dimensions, specific programs can be identified, all reflecting continuity with past Commission initiatives, yet each offering unique opportunities and each requiring particular reforms to guard against the continuation of old, or the imposition of new barriers to the entry of competitive participants. 


While the CPUC considers these dimensions, it should convene workshops to identify and address barriers to entry for DG and distribution competition which are related to electricity regulation, such as interconnection standards, and tariff and colocation issues.   Interconnection standards are also addressable through the advice letter process.





��How would the integrity, reliability, safety, and efficiency of the T&D system be affected by a more competitive electric distribution and/or DG market? 





DG and distribution competition need not be inconsistent with maintaining ORA's core values, which include the safety, reliability, efficiency and integrity of distribution service.   DG and distribution competition may actually enhance those attributes of distribution.  





��What are the regulatory jurisdictional effects, if any, of allowing more competition in distribution and/or DG? 





Regulatory jurisdictional coordination is essential to addressing market barriers, and to addressing the unbundling measures proposed in answer to questions 4 and 3.  This coordination is essential to enabling greater customer choice in both distributed generation and distribution competition.





� �Provide an assessment of the possible environmental impacts of increased competition in distribution and/or DG. 





Distributed generation and distribution competition are synergistic in the potential realization of environmental benefits.�   The relationship between potential environmental costs and benefits of DG and DC need to be considered by the CPUC in addressing barriers to entry for DG, and in considering whether to accelerate distribution competition.





��Provide an assessment of the possible social, economic, and labor impacts, including implications for public purpose programs, of increased competition in distribution and/or DG. 





Distribution competition need be no threat to the support of public benefits programs.   Even under the most far-reaching program of unbundling that can be anticipated, some common carrier will remain, under which public benefits funding can be secured.    �


 �


What are the ratemaking consequences of introducing or encouraging more competition in distribution and/or DG? 





Current ratemaking processes provide sufficient venues to deal with ratemaking impacts which may arise from increased distribution competition or DG.  These venues include PBR mechanisms, distribution rate design and rate discounts.   





 �


Describe the potential costs of promoting competition in distribution and/or DG? What are the potential stranded costs? What are the benefits? 





Prospects for stranding do not negate the benefits of expanding consumer choice. Stranded costs may be a legitimate concern if due to regulatory changes which permit distribution competition.   If they occur and if they cannot be mitigated, then they must be allocated fairly.   However, the CPUC should not assume that stranded costs will occur.  Potential stranded costs can be mitigated by ORA’s proposed measures to unbundle distribution services and identify market barriers. 


	Implementation costs incurred to accommodate a specific distribution competitor or distributed generator should be borne by that party.   Implementation costs to effect systemic improvements needed to accommodate distribution competition or DG, and which cannot be ascribed to specific distribution competitors or distributed generators, could be recovered in distribution rates.





�


Does competition in electric distribution service have implications on the delivery infrastructure for natural gas?





Competition in electric distribution service should have no direct impact on the delivery infrastructure for natural gas.    However, to the extent that distribution competition facilitates distributed generation, leading to increased gas demand, the delivery infrastructure for natural gas can be readily expanded, should the need arise .   





�


What procedural steps should be pursued? 





Specific procedural steps will be  required to address the unbundling of distributed generation and stimulate effective distribution competition.   These will include workshops on interconnection standards, standby and other tariff issues, and further unbundling of distribution services.   





� In these comments, DG and DC are defined as distinct phenomena.  DG is defined as distinct from, rather than a subset of DC
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