CALIFORNIA CITY-COUNTY STREET LIGHT ASSOCIATION


REPORT


ON


RATE UNBUNDLING


In Decision (D.) 95-12-063, as modified by D. 96-01-009 (Policy Decision), the California Public Utilities Commission (CPUC or Commission) set out the competitive framework for the electric services industry.  Assembly Bill (AB ) 1890, signed by Governor Wilson on September 23, 1996, amended the Public Utilities (PU) Code and required the Commission to undertake various actions to create a competitive electric services industry.  One action was the authorization of direct transactions between electricity suppliers and end-use customers.





Pursuant to PU Code §368, each electric utility is required to propose a cost recovery plan to the Commission on the recovery of uneconomic costs of the utility’s generation-related assets and obligations.  On October 15, 1996, Pacific Gas & Electric (PG&E), Southern California Edison (SCE or Edison) and San Diego Gas & Electric (SDG&E) filed their cost recovery plans, which the CPUC basically approved in D. 96-12-077.  





PU Code §368(b) states the plans shall provide for the identification and separation of individual rate components, such as charges for energy, transmission, distribution, public benefit programs, and recovery of uneconomic costs.  Utility customers who purchase electricity from suppliers other than their electric utility would pay the same unbundled component charges, other than for energy, as bundled, full-service customers pay.  No cost shifting among customer classes, rate schedules, contract, or tariff options should result from the rate separation.





In D. 96-03-022, the Roadmap Decision, the Commission addressed ratesetting issues, including the unbundling of tariff rates.  In this decision, the Commission also established a procedural schedule to separate rates into identifiable components, tied to specific utility functions.





At the end of 1996, in D. 96-12-088, the Commission updated the roadmap (the revised Roadmap Decision), including the ratesetting proceeding.  In this decision, on page 23, the Commission modified its process for unbundling and ratesetting to respond to the rate freeze and rate reductions for residential and small commercial customers adopted in AB 1890.





According to the revised Roadmap Decision, the Commission intends to review its current ratemaking practices and to consider necessary revisions to accommodate the changes in the electric services industry that will occur in 1998.  This process includes rate unbundling, determination of transition costs, institution of performance-based ratemaking (PBR), and other activities that affect rates and revenue requirements.





The revised Roadmap Decision, on page 26, laid out a schedule for rate unbundling.  It set a goal of a Commission decision on rate unbundling in September 1997.  It also established a separate track for the unbundling of utility revenue cycle services, with a goal of a Commission decision on this issue in March 1997.  D. 96-10-074 asked for comments on revenue cycle services and ordered the three investor-owned utilities (IOUs) to separate their total rate base and base rate revenue requirement between transmission and distribution, consistent with orders of the Federal Energy Regulatory Commission (FERC).





Pursuant to all of these decisions and Assigned Commissioner’s Rulings of May 8, June 21 and November 8, 1996, the three IOUs filed their rate unbundling applications.  On July 15, the IOUs filed their preliminary proposals that primarily addressed three areas at a conceptual level:  functional unbundling, revenue allocation among classes, and rate design.  On December 6, 1996, they filed their detailed plans to identify and separate components of electric rates, effective January 1, 1998.  On February 14, 1997, the three IOUs augmented their filings to respond to several questions raised at the January 14, 1997 prehearing conference and to include supplemental testimony requested by the Administrative Law Judge’s ruling of January 31, 1997.





These utility filings are primarily concern with policy directions, the separation of each utility’s revenue requirement into various functions, the allocation of revenues for each function among the customer classes, and the illustrative unbundling of current rates.  They also address, among other matters, changes to preliminary statements, transition ratemaking procedures, and impacts on the rate case plans.





The California City-County Street Light Association (CAL-SLA) has analyzed the IOUs’ applications, supporting testimony, and workpapers.  We have discussed the rate unbundling proposals with utility staff and have participated in the ratesetting working group.  We are familiar with the electric restructuring CPUC decisions, rulings, and AB 1890.  Moreover, since 1982, we have been intervening in utility rate cases and have presented testimony and briefs on rate design, cost of service, and revenue allocation.  





CAL-SLA’s MAJOR ISSUES


The utilities’ filings address many subjects, including policy, revenue requirement, revenue allocation, rate design, and regulatory changes.  Due to limitations in time and budget, CAL-SLA can only address selected issues that directly affect cities and counties in the utilities’ service territories.  CAL-SLA’s report discusses the following issues:





Bill format 


Unbundled rate components  


Price for electricity supplied through the Power Exchange 


Revenue requirements for utility functions 


Load profiling by schedule  


Metering and communication systems


Revenue Adjustment Proceeding 





Let’s not forget the goal of unbundling is to facilitate customer choice.  Existing rates need to be unbundled into their components:  (1) to inform the customer what the charge is for each utility service, such as the supply of energy, uneconomic transition costs, distribution or public purpose programs, and (2) to identify what services are competitive.  The supply of electricity will be competitive after January 1, 1998, and, according to the Administrative Law Judge’s proposed decision, certain revenue cycle services may be competitive.  The customer should see on the utility’s bill what the utility is charging for the competitive services, such as supplying electricity.  The customer will then be able to compare the utility’s price with prices quoted by other retail suppliers.  These alternative suppliers could include marketers and other electric utilities.  A customer cannot make an intelligent decision on which electric retailer to choose without the unbundling of electric rates.





BILL FORMAT


CAL-SLA believes the unbundling process should start with the utility bill that the customer receives.  In the past, little effort has been placed on bill design to communicate the prices of utility services, and, for most customers, the bill is the only regular communication with the IOUs.  The IOUs realize their bills need to be redesigned to accommodate unbundling.  CAL-SLA has reviewed each utility’s current bill format for street lighting and traffic control system.  Appendix A shows selected pages from bills to three cities, which are typical examples for each utility.  





In light of electric restructuring and rate unbundling, CAL-SLA believes the bill format needs to re-designed for all three IOUs.  The bill format should be the same for a full-service customer as well as a customer who uses direct access.  They differ by prices for competitive functions, such as the generation component of the energy charge and for those revenue cycle services the CPUC orders unbundled from the distribution component.





Rate Components


CAL-SLA proposes that electric rates be unbundled into following components: 


Generation (Power Exchange)


Competitive transition charge


Other non-bypassable charges (such as PG&E’s Diablo Canyon ICIP)


Nuclear decommissioning


Transmission


Distribution


Public benefit programs


Rate reduction bonds





CAL-SLA believes there should be a separate component for the Power Exchange (PX) price, which CAL-SLA calls the generation component and a separate component for the competitive transition charge (CTC).  CAL-SLA does not agree with PG&E’s lumping the two components together.  Edison, likewise, does not separate the PX price from the CTC.  On the other hand, SDG&E does show a separate PX charge and CTC rate.  





It is imperative that the customer see on its bill the separate charges for the PX price (generation) and CTC.  How else can the customer compare the generation charge of the utility distribution company (UDC), its existing supplier, with alternative energy service providers (ESPs).





Regarding the distribution rate component, CAL-SLA believes a single charge should appear on the customer’s bill.  CAL-SLA is interested in SCE’s unbundling of the distribution rate component into two components:  (1) PBR distribution rate and (2) a non-PBR distribution rate, which Edison calls a Miscellaneous Adjustment Billing Factor (MAMBF).  CAL-SLA would like to see the other two IOUs investigate a MAMBF.  CAL-SLA believes that the two components need not appear on the customer’s bill; instead, one distribution rate is all that is necessary.





Choice on Format


CAL-SLA agrees with SDG&E’s proposal of offering a customer, such as a city or county, a choice on bill format.  There should be two options:  a relatively short, brief bill, similar to the current format, and a more detailed bill that shows the separate rate components.





For a direct access customer, the detail bill would show a credit for the PX price and on another line the generation charge of the alternative energy supplier, assuming the UDC is doing the billing for the alternative ESP.





Additionally, the transmission charge would indicate a credit for ancillary services not provided by the UDC.  Another line item would be shown for ancillary services provided by an alternative supplier or the ISO.  There may be the need for another line item for charges for additional services, such as the scheduling coordinators.





Street Lighting


Addressing first the bill format for street lighting, CAL-SLA proposes that the rate components should be shown separately both for energy, which is charged on dollars per kilowatt-hour ($/kWh) basis, and for all non-energy components, which are charged on a dollars-per-lamp basis.  This is considerably more detail than what currently appears on a electric bill for each of the three utilities.





As can be seen in the Appendix, for PG&E, the current street light bill to a customer does not even show the total energy charge.  The customer has to go to the street lighting tariff schedules to find the energy rate, which is currently $0.07097 per kWh for Schedules LS-1, LS-2, and LS-3.  On an electric bill, PG&E does show the total, tariff rate for each type of lamp.





In contrast, SDG&E does not even show any rate, which is not acceptable in the new, restructured environment.  Edison breaks out the energy charges and facilities charges.  Edison’s bill displays the best format, since it provides the most information.





A city or county must know what the utility will be charging for the supply of electricity which will be sold competitively after January 1, 1998.  This electric supply charge must be shown on both billing formats:  simple and detail.  


Detail Bill:  The rate components that CAL-SLA proposes to be shown on a detail bill are illustrated in Table 1.  The unbundled rates and charges are typical for the three utilities.


The total energy rate is unbundled into the following components:


Generation (Power Exchange)


Competitive transition charge


Non-bypassable charges


Nuclear decommissioning


Transmission


Distribution


Public benefit charges


Rate reduction bonds





The estimate of the monthly energy usage for each type of lamp would also be shown on the detail bill.





The charges for investment (i.e., ownership) and maintenance of street light facilities and other non-energy charges would be broken out.  Other non-energy charges are primarily customer-related, such as billing, accounting, and administrative and general.





Unbundled rates are also shown on a per-lamp basis.  The city or county would know exactly what it being charged for the different services.  The components would total to the rate shown on the utility’s tariff schedule.


Simple Bill:  A simple bill would show only the total energy charge per kWh and indicate what portion is subject to competition, as illustrated in Table 2.  The competitive portion in the case of Table 2 is the generation charge and would be based on the PX price.  The simple bill would also show the total per-lamp charge.  The total charge would include energy, facilities-related, and other non-energy charges.





For a direct access customer, under both bill format types, the bill would show a credit for the PX price and other competitive charges, and on other lines the charges from the alternative ESPs.





Traffic Control Signals


The bill format for traffic control signals would also have two options:  simple or detail.  Table 3 illustrates CAL-SLA’s proposed rate unbundling for a detail bill.  The rate components are illustrative and are representative of the unbundled charges shown in the utilities applications.  





The current rate structure for traffic signals consists of a customer charge and an energy charge.  The customer charge is a flat charge per meter, and the energy charge is expressed on the basis of $/kWh.  





Under rate unbundling, the customer charge would be assigned to distribution.  The energy charge would be separated into the following components:


Generation (Power Exchange)


Competitive transition charge


Non-bypassable charges


Nuclear decommissioning


Transmission


Distribution


Public benefit charges


Rate reduction bonds





A total bill would be calculated by multiplying the energy charge by the kWh meter usage and adding the monthly customer charge; the same procedure as today.





The simple bill, as illustrated in Table 4, would show the customer charge and the total energy charge.  It would identify on the bill the charges that are subject to competitive, such as the average PX price.





PG&E, SCE, and SDG&E would have to re-design their bill formats for traffic control signals.  As illustrated in the Appendix, the current formats for both PG&E and SDG&E do not even show the monthly charges.  Edison’s TC-1 bills do show a breakdown of energy and customer charges.





Like for street lighting, when cities and counties purchase electricity or other competitive services from alternative ESPs for traffic control signals, their bills would show credits for the PX price and other competitive charges and additional line items for the ESP charges.





GENERATION CHARGE (PX PRICE)


The generation charge for the full-service customer should be based on the PX price.  For customers with real-time meters and communication systems, the charge would be billed according to hourly PX prices.  For customers without real-time meters and communications systems, such as most street light and traffic control signal customers, the generation charge would be based on the UDC’s monthly average cost of PX purchases.  CAL-SLA believes the average monthly PX price should be determined for each schedule.  This conclusion differs from the utilities’ proposals.  





PG&E had initially proposed to show the monthly system average cost of PX energy on the full-service customer bill.  In its February 14, 1997 supplemental testimony, PG&E proposes to use the class average rather than the system average.  SCE proposes that the PX energy charge be based on the weighted average of the day-ahead and hour-ahead prices from the PX for the hour for which the charge is being calculated with an adjustment (“true-up”) at a later date, reflecting any settlement costs from the PX for each hour.  SDG&E proposes determining average PX prices for major customer classes.  





CAL-SLA agrees that the monthly average PX prices should be updated each month based on the prior month’s PX purchase costs, kWh sales to non-real time metered customers, and adjustments, such as PX balancing account revenues and the cost of settlements.  However, CAL-SLA believes that an average PX price be developed for each schedule.  Moreover, load profiles should be developed for rate schedules.  Within a particular customer class, there can be significant difference between types of customers.  This is especially true for the small commercial class which includes traffic control signals.  Traffic signals exhibit a load profile significantly different from other small commercial customers.  This fact was demonstrated in SDG&E’s last general rate case (A. 91-11-024), in which a new rate Schedule A-TC was developed and exhibited its own unique load characteristics, such as a greater than 90 percent load factor.





COMPETITIVE TRANSITION CHARGE


The determination of the level of competitive transition costs for each of the three IOUs is the primary goal of Applications 96-08-001, 96-08-006, 96-08-007, 96-08-070, 96-08-071, and 96-08-072, all of which have been consolidated into one proceeding.  Additional subjects of the consolidated CTC proceeding include the establishment of a transition cost balancing account for each utility as well as a methodology for adjusting the transition cost estimates to track their accrual and recovery.  The tariffs related to competitive transition costs are also to be developed in the consolidated proceeding.  





There are, moreover, other proceedings, such as those dealing with nuclear power plants and qualifying facilities (QF) buyouts, that affect the amount of competitive transition costs.  Given all of these numerous proceedings have not been decided by the Commission, an estimate of competitive transition costs for 1998 for each utility is not available.


Nevertheless, this instant unbundling proceeding needs to address the setting of the CTC rates for the different schedules.  All three utilities have proposed a residual method of setting the CTC rates.  All other rate components are derived and then their sum is subtracted from the total effective rate.





While this approach appears to be reasonable, CAL-SLA has some concern.  SDG&E residual calculations for street lighting show certain lamps to have negative CTC rates. (See Table I-4 of SDG&E’s Testimony Vol. II, Dec. 6, 1996).  While the revenue impact on SDG&E’s collection of CTCs from street lighting will probably be very small, the negative CTCs do indicate that street light rates may be out of line with cost of service.





CAL-SLA supports the residual ratesetting approach but urges the Commission to review each year the amount of CTC revenue collected from all customers and to make this review of CTC charges in the Revenue Adjustment Proceeding.  A reality check could be made, such as dividing a utility’s total CTC revenue collected in the previous year by the total system sales subject to CTCs and then comparing the average rate ($/kWh) with the residually derived CTC rates for the different rate schedules.  This simple calculation will indicate if a class or rate schedule is paying proportionally more CTC than others.  If a significant misalignment occurs, some adjustment to CTC charges may be in order, since PU Code §368(b) prohibits any cost shifting due to rate unbundling or the setting of a CTC charge for each rate schedule.





In addition, PU Code §367(e) states that the uneconomic costs shall be recovered from all customers on a non-bypassable basis and shall be allocated among the various customer classes, rate schedules, etc. in substantially the same proportion as similar costs are recovered through June 10, 1996 rates, subject to the fire wall protection for residential and small commercial customers.  Since uneconomic costs (i.e., competitive transition charges) are included in rates today, the residual approach appears reasonable.





METERING AND COMMUNICATION SYSTEMS


Real-time metering and communication systems should not be required for street light and traffic control signals, either for full service or direct access.  The Policy Decision specifically exempted customers who are categorized within the domestic, small commercial (GS-1), and traffic control signals (TC-1) customer groups from the five-year plan for installing real-time or time-of-use meters.  [D. 95-12-063, p. 78.].  





Most street lights are not currently metered.  It makes no sense to require individual street lights to be metered with real-time meters and sophisticated communication systems.





In an upcoming decision on design of direct access programs, the Commission will decide issues related to metering and communication systems.  One issue will be the use and appropriateness of load profiling.  CAL-SLA anticipates the Commission will approve usage of load profiles for small customers and include street lighting and traffic control signals.  Assuming the Commission does approve use of load profiles for small customers, CAL-SLA recommends that each utility develop a load profile for traffic signals and a load profile for street lighting.  Moreover, depending on lamp types and the mix of all-night and midnight usage it may be necessary to have a different load profile for each lighting schedule.





Rate unbundling does not require real-time metering and communication systems for small customers, like traffic signals and street lights.  Load profiles are sufficient for street lights and traffic signals.





FUNCTIONAL REVENUE REQUIREMENTS


The three IOUs estimate the revenue requirements for the various utility functions quite differently.  PG&E uses what CAL-SLA calls a direct approach, while, in contrast, SCE and SDG&E use what CAL-SLA labels a residual approach.





PG&E determines a distinct revenue requirement for each of four functions:  generation, transmission, distribution and public purpose programs (PPP).  Almost all of PG&E’s costs are separated into the four cost categories by using either account definitions or cost causation and physical location data found in the utility’s accounting system.  Administrative and General (A&G) and common costs are assigned to the cost categories using a detailed A&G unbundling study.





Nevertheless, PG&E does use a residual approach to set the distribution revenue requirement.  PG&E starts out with the revenue requirement authorized in the 1996 general rate case.  It then estimates a 1998 revenue requirement.  Further, PG&E increases the 1998 revenue requirement by the amounts mandated in PU Code §368(e), which apply to transmission and distribution services and are for safety and reliability enhancements.  PG&E proposes to subtract the transmission revenue requirement to residually derive the distribution revenue requirement.





Edison uses the nongeneration PBR, approved by the CPUC in D. 96-09-002, effective January 1, 1997 as the starting revenue requirement.  It then subtracts an estimate of the transmission revenue requirement, to residually compute the distribution revenue requirement.  Edison separately estimates revenue requirements for public benefit programs and nuclear decommissioning.  SCE does not determine a generation revenue requirement.  





SDG&E separates from the utility’s authorized base rate revenue adopted in its 1993 general rate case in D. 92-12-03 the transmission and distribution (T&D) revenue requirement.  SDG&E makes certain adjustments to the T&D revenue requirement and then escalates it to the 1996 authorized level.  Finally, it subtracts the revenue requirements for transmission, public benefit programs, and nuclear decommissioning to residually derive the distribution revenue requirement.  No separate revenue requirement is developed for generation.





While CAL-SLA finds PG&E’s direct approach to be preferable, CAL-SLA is concerned that too much time will be spent during 1997 on determining functional revenue requirements when two pieces are unknown:  the transmission revenue requirement, which will ultimately be set by FERC, and the distribution revenue requirement, which will be established by the CPUC in future distribution PBR proceedings.  The IOUs will be filing their proposed transmission revenue requirement with FERC in March 1997.  On February  14, 1997 Commissioner Duque temporarily suspended the schedule for distribution PBRs set forth in the revised Roadmap Decision pending further order by the CPUC.  CAL-SLA suggests the precise determinations of the separate distribution and transmission revenue requirements be delayed until after FERC decides on the IOUs applications, the CPUC orders the filing of the distribution PBR applications and PG&E submits its 1999 test year GRC.  The distribution PBR proceedings for the three IOUs and PG&E’s 1999 GRC are the more appropriate proceedings to determine distribution revenue requirements for the three IOUs.  In conclusion, CAL-SLA finds the residual approach to determine a utility’s distribution revenue requirement acceptable for this instant rate unbundling proceeding.





REVENUE ALLOCATION TO CUSTOMER CLASSES


Each of the three utilities allocated a function’s revenue requirement to the different customer classes.  The utilities use distribution marginal costs to allocate the distribution revenue requirement and transmission marginal costs to allocate the transmission revenue requirements.  The utilities differ on how to allocate revenue requirements for public purpose programs (PPP) and nuclear decommissioning (ND).  SCE and SDG&E use an equal ¢/kWh approach, while PG&E basically uses a system average percent (SAP) method, except for the CARE surcharge revenue requirement, where equal ¢/kWh is used.  PG&E also uses SAP to allocate the revenue requirement for the Diablo Canyon Incremental Cost Incentive Price (ICIP).





CAL-SLA finds PG&E’s allocation preferable, because it allocates the functional revenue requirements for PPP, ND, and ICIP proportional to each schedule’s present revenue requirement relative to the present revenue requirement for the total system.  This SAP approach assures no cost shifting among schedules and is consistent with spirit of AB 1890, which states that CTCs should be allocated among customer classes, rate schedules, etc. in substantially the same proportion as similar costs are recovered as of June 10, 1996 rates.  [PU Code §367(e)] 





Generation and CTCs are derived residually, so there are no revenue allocations to customer classes.





CAL-SLA agrees with the three IOUs that street light facilities charges should be directly assigned to the street lighting customer class, applying the same method now used, which is based on each utility’s last GRC.





REVENUE ADJUSTMENT PROCEEDING


In the revised Roadmap Decision, the Commission ordered, beginning in 1998, a Revenue Adjustment  Proceeding (RAP) be established as a new annual proceeding to review, track, and compare each utility’s authorized revenue requirements with the actual recorded revenues and to adjust or update authorized revenues due to other proceedings.  The RAP is also intended to address future revenue allocation and rate design issues that are now being heard in this instant unbundling proceeding.





CAL-SLA fully supports the need for annual RAP proceedings.  It believes that they will give the commission the opportunity to analyze and revise the level of different rate components.  CAL–SLA was worried that rate unbundling would be heard only once during the competitive transition period, but is now reassured that the Commission will be annually reviewing revenues and unbundled rate components.  CAL-SLA eagerly awaits future procedural guidance from the Commission on this new proceeding.





SUMMARY OF CAL-SLA’S RECOMMENDATIONS


Based on the analysis presented in this report, CAL-SLA makes the following recommendations to the CPUC.


There should be two bill format options:  simple and detail.  Bill format is the most important element on the critical path according to CAL-SLA.





Illustrative bill formats for street lighting and traffic signals recommended by CAL-SLA appear in Tables 1 through 4.





Rate components should be broken out for the energy rate and the total rate and should be separated as follows:  generation (PX price), CTC, nuclear decommissioning, (for PG&E) Diablo Canyon ICIP, distribution, transmission, public benefit programs, and a credit for rate reduction bonds.


The generation charge for full service customers should be based on PX prices weighted by TOU and customer’s load profile.  





Revenue allocation to customer classes should be based on CPUC-adopted marginal costs for distribution and transmission.  SAP should be used for the other functional revenue requirements, except for CARE revenues, which are allocated on a equal ¢/kWh basis.  As is the present case, street lighting should be exempt from paying CARE rates.





A revenue requirement should be developed for each of the utility functions:  generation, distribution, transmission, public purpose programs, nuclear decommissioning, and, for PG&E, Diablo Canyon ICIP.  While CAL-SLA prefers the direct approach used by PG&E, it is finds the residual approach to derive the distribution revenue requirement acceptable for this instant proceeding.  CAL-SLA recommends that a separate distribution revenue requirement be determined in the utilities’ distribution PBR proceedings and be the subject of the PG&E’s 1999 GRC.





Assuming load profiling is approved by the CPUC in its direct access decision, load profiling should be performed by tariff schedule.





Metering and communication systems are not required for customers served on Schedules TC-1, GS-1, A-1, and street lighting in order to accomplish rate unbundling.  





The CPUC should institute an annual RAP for each utility to review functional  revenue requirements, allocation and rate design.


�PAGE  �22�








�PAGE  �21�














