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�
COMMENTS OF OFFICE OF RATEPAYER ADVOCATES 


IN RESPONSE TO ALJ RULING OF DECEMBER 23, 1996





The Office of Ratepayer Advocates (ORA) presents these Comments pursuant to Administrative Law Judge Weissman’s ruling of December 23, 1996, requesting comments on revenue cycle unbundling.  These Comments supplement ORA’s December 1996 comments in response to CPUC Decision (D.) 96-12-074, promoting unbundling of metering, billing, and other revenue cycle activities under Direct Access.  In addition, ORA is again joining with a number of other parties, “Customer Choice in Energy Services” (CCES), in comments on technical aspects of unbundling.





ORA’s Definition of Unbundling


ORA has consistently advocated competition in metering, billing, and related functions in order to achieve meaningful competition.  The Commission's concern for the relationship between the unbundling of these functions and the provision of Direct Access opportunities to residential and small business customers is well founded, because these functions are inherently part of the voluntary formation of relationships that constitutes marketing.  The unbundling of these functions is necessary, not only to facilitate the offering of competitive options to all customers (no Energy Service Providers (ESPs) have offered to serve small customers without such unbundling), but also to insure equal opportunities for new ESPs to compete with the UDCs for retail sales (i.e., a level playing field) and to devise ways of saving costs to customers.  In other words, achieving customer choice requires unbundling these functions.


This view recognizes that in order to achieve restructuring’s goal of improving the delivery of energy services for individual customers and for society as a whole, customers must have real choices about services and who provides those services.  To facilitate the delivery of energy efficiency and renewable energy sources, and maintain or enhance environmental protection, retail energy service providers must have comparable access to retail customers and the systems needed to serve them.


Unbundling billing allows ESPs to distinguish their services in the marketplace, enables realistic customer choice by allowing customers to receive a single bill and make a single payment, regardless of their generation supplier, and ensures that customers of ESPs who do their own billing will not be forced to pay the UDC to prepare bills that do not need to be prepared.  Beyond being part of simple marketing opportunities, allowing competing suppliers to influence customers’ metering decisions can allow them to add advanced energy management services to their market offerings.  Customer information functions are also essential.  Unbundling these customer service functions� can also allow ESPs to devise methods of delivering these services that save costs relative to conventional utility service.  ORA sees many opportunities for innovative service to customers if unbundling occurs.  In general, ORA advocates placing few, if any, limits on what can ultimately be accomplished.


For initial unbundling, ORA recommends the following general listing:


Metering and meter reading, consisting of meter installation, ownership, maintenance, and reading


Billing, consisting of bill preparation and mailing, collections, and payment processing


Customer information, consisting of inquiries concerning metering, billing, and other marketing functions, and of other customer inquiries, so that customers can have a single point of contact through their ESP.


As detailed in the following section, ORA includes both (a) allowing competing ESPs to engage in these activities and (b) providing a credit to customers from the bundled UDC rates that they would otherwise pay, for activities that the ESPs would now perform instead of the UDC.





Proposed Unbundling Arrangement


If implemented as proposed by ORA, unbundling customer service functions is quite possible by January 1998, and does not depend on either pre-existing standards or a perfect scheme of cost separation.  The pertinent ratemaking issues are identifiable and are within the scope of issues that the Commission routinely addresses.  Although unbundling of a variety of functions may eventually be found appropriate, selective initial unbundling of customer service functions at the outset of industry restructuring both would ensure that unbundling of customer service functions remains feasible and would demonstrate a commitment by the Commission to pursue the broader unbundling desired by marketers to allow them to compete for small customers’ sales.  Additional unbundling of marketing activities can be identified and analyzed in the later phases of electric industry restructuring.


Once the Commission has established the goal of providing real customer choice, the analysis necessary for an initial unbundling of customer service functions need not be so complex that it would delay the basic separation of generation, transmission, distribution, CTC, and public benefits charge by January 1, 1998.  As detailed in ORA’s December 1996 comments in response to D.96-10-074, “practical and reasonable” methodologies have been presented for setting initial rates, followed by periodic updates of the estimated UDC cost savings.  Key steps in this process include identifying specific UDC functions that would be avoided through competitive service, and identifying pertinent, available cost data.  Specific costs can be determined where variations occur, rather than relying on simple averages.  When proxies are needed, the Commission can expeditiously judge their reasonableness by comparison to cost analyses that it has already examined in the utilities’ past rate cases.  In the OANAD proceeding in telecommunications, the Commission endorsed the use of proxies in initial phases.  The best way to ensure the accuracy of cost estimates in the future is to establish actual experience in competitive markets, by unbundling the most essential activities now, using the best available information, while establishing a means for improving the initial cost estimates, as SDG&E has proposed.


ORA’s December 1996 comments addressed the ratesetting issues that will be faced as revenue cycle costs and services are unbundled, by advancing a policy framework for unbundling and ratesetting.  ORA has identified a conceptual separation in the functions of the UDC, and has applied the term “ServiceCo” to the entity that performs competitive activities, in contrast to the monopoly activities carried out by the “Wires Company”.  


ORA’s recommended ratesetting system would establish credits to the bundled rate that UDC customers would otherwise pay, while ensuring that competitive ServiceCo’s will share in the responsibility for ensuring that stranded capital investments do not become a cost burden on captive ratepayers.  This rate design structure is appropriate because the CPUC must avoid conditions that have UDCs double-charging for costs that are necessarily provided by firms and no longer provided by the UDC.  The resulting rate credits are essential in avoiding duplicative charges to customers and encouraging cost-effective operations within the UDCs.


At the evidentiary hearing of January 15, 1996, discussion by parties such as Agland Energy Services and Eastern Pacific Energy Corp. addressed the issue of unbundling collections, uncollectibles, and working capital.  ORA has previously identified collections as a function to be unbundled.  Credits associated with collections may be significant but are easily determined.  When competitive retailers are the providers of billing and payment processing services, they should assume the responsibility for collections and uncollectibles.  This involves an opportunity for cost savings relative to traditional utility operating practices (i.e., monthly billing) as well as a risk for added costs if traditional utility collection enforcement mechanisms are weakened, and an opportunity for altering the interest cost of accounts receivable. �  Thus, retailers who provide billing and payment processing services should also be assigned the responsibility of accounts receivable associated with retail sales, and the working capital costs associated with this responsibility.


Another topic of discussion at the January 15, 1996, hearing concerned the setting of standards that facilitate interactions among market participants.  For billing and customer information, this need not involve more than requiring UDCs to make their information needs and capabilities known.  In order for new market entrants to utilize metering and/or billing data provided by a UDC, the UDC must make known the content and format of the data it is capable of providing, in sufficient detail for other firms to formulate their business systems.  Similarly, in instances where new market entrants will perform metering and/or billing, the UDC must make known the content and format of the data it requires for its own business needs.  In order to facilitate a successful implementation of electric industry restructuring on January 1, 1998, the UDCs should be directed to make this information available in the near future.


The consumer protection issues (e.g., slamming) are no different in nature for unbundled revenue cycle services than for unbundled generation services, and are being addressed in the Direct Access portions of the electric industry restructuring proceeding. �





Market Power Concerns


In its December 1996 comments in response to D.96-10-074, Southern California Edison proposed a system-wide implementation of automatic meter reading.  ORA is concerned that Edison’s proposal raises market power issues by precluding opportunities for ESPs and their customers to choose metering technologies other than those offered by Edison.  Among other aspects of its proposal, Edison proposes to maintain a memorandum account for costs that may be recovered from ratepayers after AB 1890’s rate freeze period.  ORA is concerned that if Edison is not sure that it can achieve cost effective distribution automation and automated meter reading, its proposal is not likely to be cost effective from its customers’ standpoint.  In addition, technology that Edison would select today would be four years old before Edison’s customers would see hourly prices in their rates, under Edison’s December 6, 1996, unbundled rate proposals;  one need only ask himself if he would go out today and buy a four year old computer, given the current pace of technological change, and similarly ask whether the pace of change in metering is any slower.  Among other trends, technology vendors are in relatively early stages of responding to the Telecommunications Act of 1996. �  Because of the risk of creating new types of stranded costs by using ratepayer funds to install meters today that may be obsolete in four years, the Commission should not adopt Edison’s proposal on a mandatory basis. 


Instead, ORA supports standards for system integration that provide an open architecture for multiple vendors.  Access simply to a database of customers’ usage data would not be sufficient for UDCs’ and ESPs’ needs like data verification.  In order to satisfy these needs, communications systems (regardless of who installs them) must be designed using open, non-proprietary interfaces between components, be able to accommodate changing industry standard networking protocols over time, and be extensible and scaleable.  They must be flexible in allowing use of different physical media (e.g., radio fixed networks vs. telephone connections) and support for customer-premise applications (e.g., simple metering vs. energy management systems), while being “routable” so that multiple companies can reach the customer.  TCP/IP, for example, which ORA has advocated as a networking protocol, has these properties.


Therefore, while it would be premature to state final recommendations on Edison’s proposal, minimal initial conditions such as the following should be placed on any system-wide implementation by UDCs:  (1) there must be no rate increase to customers attributable to such implementation, even in the future, such as after the year 2001, (2) customers must be allowed to choose to be metered through a different communications system, (3) customers must have an unrestricted choice of UDC or third-party metering, (4) the UDC must ensure that all communications protocols for its communications system are available to all meter manufacturers, at least one year in advance of its implementation, and (5) the UDC may not begin offering or installing meters intended for automated meter reading on customers’ premises before January 1, 1998.


Another market power issue arises because the use of load profiling appears inevitable, at least during an initial transition period and at least for some customers, since essentially no parties have asserted that hourly meters could be installed for all customers by 1998.  This should not be a limitation to use of load profiles by ESPs other than the UDC, because the UDC will be using load profiling for its customers who do not have hourly meters (as it does now), and all ESPs must be allowed to compete on equal terms.  This requirement is especially pertinent for small commercial and agricultural customers, for whom the UDCs have not proposed installing hourly meters at the outset of the new competitive markets, but for whom Edison and PG&E would prohibit service by ESPs through load profiling.  ORA has proposed that load profiling should be permitted, at a minimum, for customers with demands under 100 kW.





Legal Concerns


ORA believes there are no legal impediments to its recommendations, and that asserted legal issues are in fact policy issues.  The following policies of decisions and statutes support this view.


The Commission’s policy frameworks for restructuring that it established in D.95-12-063 provide an appropriate foundation for revenue cycle unbundling.  For example, Conclusion of Law # 28 states:


“Suppliers or third-party intermediaries may install metering equipment on behalf of a customer so long as the meter meets standards adopted for the distribution utility.”


The Commission’s foundation for these matters is also reflected in its Roadmap decision, which stated, for example, that the parties and the Commission must identify those remaining utility distribution services that “are likely to be competitive”.  Beyond the provision for third-party ownership of meters that was established by D.95-12-063, the actual implementation of  this opportunity was affirmed in a recent consensus statement in the Competition Transition charge proceeding (A.96-08-001 et al, Tr. vol,. 1, pp. 27-28 and 30):


“The third point deals with the determination of CTC applicability for a bypass or direct access customer.  That in order to determine the load for such customer, in order to calculate the CTC applicability, one of the options for determining that load shall include reliance upon third-party metering, so long as a verification of the meter read is provided, and that each party shall bear its own costs for any verification process of those meter reads.  ...  There would be verification provided for, but it was agreed among the parties that the utilities don’t necessarily have to ask for verification, but it was to be allowed if that’s what they needed.”


Although AB 1890 contains provisions (PU Code sec. 370) for UDCs to receive direct payments, for example, for CTC, billing via agents is consistent with existing utility tariff rules, and does not require any changes in current regulatory practice.  A competitive ESP could be designated as a customer’s agent.


AB 1890 (PU Code sec. 368(b)) states:  “The separation of rate components required by this subdivision shall be used to ensure that customers of the electrical corporation who become eligible to purchase electricity from suppliers other than the electrical corporation pay the same unbundled component charges, other than energy, a bundled service customer pays.”  This provision does not limit to whom the customers of suppliers other than the UDC make their payments, and a more limiting provision in the long-existing PU Code sec. 739.5(a) states:  “The commission shall require that, whenever gas or electric service, or both, is provided by a master-meter customer to users who are tenants of a mobilehome park, apartment building, or similar residential complex, the master-meter customer shall charge each user of the service at the same rate which would be applicable if the user were receiving gas or electricity, or both, directly from the gas or electrical corporation.”  In order to implement this policy, that section states further requirements, including a provision requiring “the corporation furnishing service to the master-meter customer to establish uniform rates for master-meter service at a level which will provide a sufficient differential to cover the reasonable average costs to master-meter customers of providing submeter service, except that these costs shall not exceed the average cost that the corporation would have incurred in providing comparable services directly to the users of the service.”  This is implemented through a credit to master-meter customers, and therefore the less restrictive language of sec. 368(b) should not be construed as preventing ESPs’ customers from receiving rate credits reflecting costs that the UDC no longer incurs in serving them.


Conclusion


The Commission should unbundle metering, meter reading, billing and collections, and the information systems associated with customer service, effective in January 1998.  This practical unbundling is achievable by 1/1/98, and does not compromise comprehensive unbundling over time.  ORA has provided a framework for cost allocation and rate design for these unbundled services, to allow the Commission to reflect competitive options in customers’ rates.  ORA’s comments, and comments of others that have been filed concurrently, provide an initial basis for implementing such unbundling, as well as proposing ways of refining this unbundling as experience is developed in a competitive environment.





� ORA’s September 1996 and December 1996 comments on unbundling, as well as these comments, use the term “customer service” to refer to all activities performed by marketers in the process of serving their customers.  In the context of electric restructuring, this includes but is not limited to all metering/ meter reading, billing, and customer information services.


�  This usage of “accounts receivable” is intended as a general concept for determining rates for unbundled services, rather than necessarily as a description of accounting practices.  For financial statement purposes, as well as ratemaking purposes, PG&E (for example) books (i.e., debits), to “accounts receivable” and credits “revenue” when it bills customers.  At month end, it makes an adjustment to revenue to reflect what was actually delivered.


�  ORA is puzzled why the California Small Business Association (CSBA) takes a significantly different position on revenue cycle unbundling than The Utility Reform Network (TURN), Utility Consumers Action Network (UCAN), and the California Farm Bureau Federation (CFBF), all of which include small non-residential customers in the interests that they represent.  Perhaps CSBA is less familiar with the substantial history of consumer protection efforts in the electric restructuring proceeding, since it was not active in the Direct Access Working Group, while TURN, UCAN, and CFBF were.  ORA does note that CSBA’s Internet World Wide Web site (http://www.csba.com) lists Edison as a “premier corporate partner” and PG&E as a “corporate partner”.


�  Technology vendors are exploring concepts such as a “Residential Gateway” proposed by GTE Telephone Operations (see http://info.gte.com/gtel/sponsored/rg/webspec.htm).  As GTE notes:  “The signing of the Telecommunications Act of 1996 will bring changes to the telecommunications and broadcast networks.  Telecommunications, CATV, broadcasting, and utility companies will cross over into different vertical markets and offer services not traditionally offered. … New companies will enter the market, and the increase in competition will bring about new and exciting services for the consumer.”
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