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4.0 PHASE-IN/ELIGIBILITY REQUIREMENTS





This chapter reviews the issues associated with a phase-in for direct access and concludes with a description of four alternative phase-in options which generally encompass all of the parties specific proposals.  This chapter integrates into alternative phase-in approaches many other topics that are discussed in more depth elsewhere in this report.





The five sections of this chapter are:





	4.1	key steps for development and implementation of direct access programs;


	4.2	assessment of eligibility factors;


	4.3	Education/solicitation/rationing/authorization issues;


	4.4	rationales for limiting direct access eligibility; and


	4.5	specific phase-in proposals.








4.1	OVERVIEW OF KEY STEPS FOR DEVELOPMENT AND IMPLEMENTATION OF DIRECT ACCESS PROGRAMS





This section reviews the key elements included in most implementation programs for direct access.  It first attempts to set the stage for the scope of what California is proposing with its direct access policies.  Then it covers some of the specific "nuts and bolts" decisions and actions that will be required to implement any of the proposals summarized in section 4.5 of this chapter.  Finally, it offers some comments on the benefits of having improved market research to use in conjunction with these phase-in design elements that would influence the final direct access program decisions of the CPUC.





4.1.1	Overview of the Scope of Direct Access Programs Under Development in California





The direct access program which the California PUC has established in D.95-12-063 goes far beyond that directed by any other state.  Unlike the small scale pilot programs now in operation in New Hampshire and Illinois, or the forthcoming proposals from utilities in New York or Massachusetts, the CPUC has mandated a full scale implementation of direct access for all customers of the investor-owned utilities no late than year 2002.  While there are many alternative proposals involving numerous specific design elements, most participants agree that one cannot expect large proportions of customers to elect to participate in direct access in the initial year.  Some believe that it is unrealistic to assume that large numbers of customers are willing and prepared to elect direct access in light of the many uncertainties of the costs and benefits this might provide for them.  Others believe that the necessary systems of metering and communication, billing, submission of balanced loads and generator nominations, and ISO imbalance cost settlement procedures cannot be in place with sufficient capacity to support large numbers of customers, even were they to be interested.





Creation of such a full scale direct access program creates many challenges which the parties have attempted to develop workable solutions.  For example, the CPUC has determined that all customer classes should benefit from direct access, even during the phase-in period.  DAWG has identified various approaches to ensuring representative participation, but these create implementation challenges compared to alternatives which rely upon customers who are already prepared to participate.  The CPUC will have to select from among these or other alternatives in its final direct access program decision.





Further, the CPUC has determined that the direct access programs take place contemporaneously with other major changes in the structure of the major investor-owned utilities of this state.  Creation of the ISO and the PX, for which initial filings have been made to FERC, are still in the development process.  In some instances the incompleteness of the proposals to establish these new institutions has creates uncertainties for developing a specific program for direct access.





4.1.2	Key Steps for Most Direct Access Programs





A large number of decisions and implementation actions by various stakeholders are needed to permit direct access to occur by January 1, 1998.  Most of these a common to any of the specific direct access proposals summarized in section 4.5.  They are grouped into five broad categories, which segment the activities into logical phases of the effort, both in design of an overall program as well as its implementation.  These categories are:





	a.	program design and regulatory approvals;


	b.	customer education and notification of participation;


	c.	customer-specific activities;


	d.	system verification prior to commencement; and


	e.	program operation and monitoring.





Each of these five categories will describe a set of steps that are roughly sequential.





The time intervals between the steps in each of the following categories is dependent upon a series of decisions to be made by the CPUC and to be implemented by the IOUs while they are transforming themselves into utility distribution companies.  Many of these steps will be require IOU resources to be devoted to direct access facilitation, which will incur costs that have to be recovered through some means as yet undetermined.  It may be appropriate for the "trust" arrangements now being finalized for ISO and PX development costs to also encompass retail restructuring expenditures.





As a practical matter, both the length of time and the resources required to conduct some of these efforts will depend on the volume of customers choosing to engage in direct access.  In addition, there may be unforeseen complications that necessitate adjustments once implementation of these efforts is already underway.





4.1.2.1 Program Design and Regulatory Approvals





This category includes the development of this report, its review by the CPUC, and ultimate adoption of a specific plan by the CPUC for implementation by the IOUs and other market participants.  While some of these steps have been completed, much of them remain to be accomplished once this report (and input from other working groups) is submitted.





	a.	the CPUC has decided that a working group process involving all stakeholders (utilities, customers, potential suppliers, regulatory agencies, interest groups, and other market participants) will be asked to work together to identify and/or resolve issues and positions for inclusion in the working group report to the CPUC;





	b.	CPUC may wish to further convene workshops, settlement conferences, hearings, and other processes when it evaluates the Direct Access Working Group's Report and scheduled Comments from parties;





	c.	CPUC must issue decisions on direct access procedures (including eligibility criteria, phase-in schedules, customer class representation requirements, over-subscription allocation procedures, and metering requirements);





	d.	CPUC must approve revised tariffs for direct access customers segregating generation and transmission services from distribution services, and develop a mechanism to collect CTC revenues which is compatible with direct access;





	e.	complementary approvals by FERC are required to allow various features like the ISO and Power Exchange to be relied upon for direct access; and





	f.	IOUs, customers, municipal utilities, aggregators, marketers, suppliers and other market participants should attempt to collaborate on the implementation of the decisions made by the CPUC and FERC.





4.1.2.2 Customer Education and Notification of Participation





This category of activities begins the process of soliciting participation by informed customers who have sufficient understanding of the direct access program to be able to make an informed choice to participate.  This education process will require the creation of an Independent Education Trust Fund to be used for customer education and notification of participation.





	a.	scope and content of customer education and notification requirements;





	b.	create the Independent Education Trust, clarify its responsibilities versus those of other parties, and begins its operations;





	c.	supplement the customer service functions of IOUs to address a wide range of market structure, rate, and direct access inquiries;





	d.	initiate programs involving education through individual customer mailings and/or media presentations;





	e.	bilateral contract providers and aggregators allowed to contact IOUs' customers, submit customer-signed releases for utility customer data using approved methods, and provide notification of interest to IOUs;





	f.	customers file statements of intent to participate in direct access with IOUs, including their understanding that they retain a responsibility to pay their fair share of CTC and public goods surcharges;





	g.	IOUs implement over-subscription procedures if necessary to limit participation in toto or to ensure CPUC customer class representation goals achieved;





	h.	if undersubscription occurs in a given phase, customers requesting direct access during the first round of solicitations for that phase would be notified that their requests to participate had been authorized, after which steps (e) - (g) repeated an additional time, with subsequent customer notification of acceptance for second round customers, if any; and





	i.	for each additional phase, steps (e) - (h), would be repeated until all customers wishing to participate were provided this opportunity.








4.1.2.3 Customer-Specific Activities





Once a customer has been accepted for participation, a wide range of customer-specific activities must occur to permit the customer to begin direct access service.  Some of these steps involve installation of equipment, while others require conforming changes in procedures to ensure that appropriate scheduling, billing, and payment requirements are met for both the UDC and the customer's energy service provider.





	a.	customer and/or energy service provider, UDC or non-utility metering company installation of metering and communication equipment (if needed);





	b.	verification that meter/communication system performs properly (if needed);





	c.	appropriate billing system entries made to ensure customer bill for services rendered (UDC, the energy service provider, or other billing agents);





	d.	load forecasting system switches customer to appropriate category (if eligible); and





	e.	methods in place to allow a customer to return to IOU service or to shift to another direct access provider and to ensure a smooth transition for billing and load forecasting systems.


	





4.1.2.4 Systems Verification Prior to Commencement





To verify system integrity prior to initiation of direct access a final "check point" should be implemented to ensure that the various hardware and software systems are in place for direct access to operate correctly.  Failure of any major system to be in place jeopardizes the potential success of the program.  In addition to having all of the hardware and software systems in place, it is essential that the entire support system for direct access, the ISO and the Power Exchange be subject to simulation testing and shakedown prior to 1/1/98.





	a.	ISO-based scheduling, settlement, and ancillary service procedures must be operational, including: completion of computer software development, testing, and hardware installation to perform functions;





	b.	scheduling coordinator procedures must be operational, including: completion of software development, testing, and hardware installation to perform functions;





	c.	billing system procedures must be operational, including: proper calculation of direct access customer bills for UDC services, proper calculation of consolidated service provider bills, and remittance of consolidated bill funds to energy service providers; and





	d.	load forecasting system procedures must be operational, including: calculation of UDC generation service customer loads on an hourly basis for submission to Power Exchange; and energy service provider load forecasting for their customers provided to the ISO through a scheduling coordinator.





4.1.2.5 Program Operation and Monitoring





Once the program is initiated, presumably on 1/1/98, various actions must start to take place and continue successfully.  Among the most important are the monitoring functions which will be used to determined whether any scheduled phase-in direct access will continued as planned, be accelerated, or be delayed.


Both the CPUC and the ISO will have responsibilities.  The ISO will ensure that scheduling coordinators, including the PX, provide balanced schedules and settle imbalances promptly.  The CPUC will want to ensure that consumer protection measures are working, UDC responsibilities are being accomplished, and that UDC energy customers interests are being protected.  A more detailed discussion of the CPUC's monitoring plan discussed in detail in section 18.2.





	a.	assessing whether the 24-hour ahead, and hourly load forecasts developed by the UDC for the Power Exchange and by direct access providers for the ISO (through scheduling coordinators) are coordinated properly;





	b.	monitoring of direct access for generation services with continued reliance on UDCs as provider of distribution services to ensure program defects identified, resolved, and planned phase-in schedule remains realistic;





	c.	provide authorization for the customer education and marketing activities for the next phase of direct access opportunity; to be repeated until all of the IOUs' customers wishing direct access have an opportunity to select it; and





	d.	revising the direct access phase-in schedule and operating protocols as needed by experience in early phases of direct access.








4.1.3	Assessment of Customer Interest in Direct Access





Design of a direct access program is being addressed in the absence of fundamental information about the degree of interest of customers in participating in either physical direct access, virtual direct access, or contracts for differences.  We have anecdotal information of substantial interest in direct access for industrial and large commercial customers.  Customers participating in this DAWG process can speak for their own companies with confidence, but it is hard to extrapolate their concerns to the customer population at large.  Further, irrespective of customer interest, we have little understanding of the whether marketing and energy service providers will be interested in providing services under the conditions established by the structure of the decisions made by FERC, the CPUC, scheduling coordinators, and the UDCs.  To address various hypothetical concerns, elaborate safeguards are being discussed and debated, and may be implemented when the conditions which justify these efforts may not even come to pass.  For example, if residential customers have no demonstrable interest in direct access, then complex means of attempting to include them, by setting aside portions of the "space" available to ensure that they are served, and elaborate oversubscription selection mechanisms might all be wasted efforts.





Some other states are conducting direct access pilots, which might provide information to California that can shed light on the proportions of various customer classes that would be interested.  The problem with attempting to convert these experiences into lessons to guide California is that the circumstances of these pilot efforts are very different than those of California, and the results have to be adjusted to reflect the market structure proposed in California.  How to accomplish these adjustments is unclear, and potentially controversial.





Another approach is to actually conduct "marker research" during the course of the CPUC making decisions about the details of the direct access program, and incorporating the results of this market research into the final decisions that control the programs.  Were this approach to be followed, then various alternatives exist about who might conduct this market research, how its results would be shared with the CPUC and/or other stakeholders, and how its results should be used to guide final direct access decision-making.





4.1.3.1	Alternative 1: Stakeholders Collectively Design and Implement Joint Market Research Effort





Under this alternative, stakeholders would form an advisory committee to survey the market to obtain an estimate of the interest in each customer class in direct access.  The advisory committee would determine the nature and content of the survey, how it would be financed, the level of customer education (if any) to precede it, and the method of its dissemination and assessment of returns.





	Pros:	The advantages of a stakeholder market research effort to understand potential participation include:





		(1)	Allows measurement of interest before substantial investment in phase-in; if the interest level indicates likely undersubscription, phase-in would be unnecessary, or could be revised substantially; and





		(2)	costs of direct access implementation might be substantially reduced or spread through time if results accurately indicated that only relative few customers were willing to participate.





	Cons:	The disadvantages of a stakeholder market research effort to understand potential participation include:





		(1)	Time and resource consumption;





		(2)	a major education effort would have to accompany a "survey" of customers, since most are not sufficiently aware of restructuring and direct access possibilities to be surveyed with just their current level of knowledge; and





		(3)	the accompanying educational effort would have to be carefully controlled to ensure that the results were representative of the real world decisions of customers.





4.1.3.2	Regulatory Agencies Design and Implement the Market Research Effort





Under this alternative, the CPUC and other regulatory agencies would develop both the educational materials and the subsequent market research effort.  IOUs, potential energy providers, and others might be provided an advisory role, but not a decision-making role.





	Pros:	The advantages of a regulatory agency market research effort to understand potential participation include:





		(1)	the CPUC and other regulatory agencies might be perceived by new market entrants as more objective than a stakeholder group;








	Cons:	The disadvantages of a regulatory agency market research effort to understand potential participation include:





		(1)	resources would have to be obtained from the IOUs since the CPUC lacks the hundreds of thousands that this effort would require;





		(2)	compared to Alternative 1, stakeholders may have concerns about the correlation of the results with the real world decision-making of customers;








4.2 ASSESSMENT OF ELIGIBILITY FACTORS





There is no agreement among the participants in DAWG that phase-in is necessary, and therefore no agreement about the specific details of these various factors that could be used by the CPUC to determined eligibility if a phase-in becomes required.  This section reviews various issues of eligibility which may be elements of a phase-in proposal, but are not intrinsic to any one specific phase-in option, e.g. they are generalizable to all phase-in proposals.  This section focuses upon factors that address the number of customers that are eligible to participate, i.e. the amount of megawatts of peak demand or the numbers of customers in a specific year.  Section 4.3 addresses issues of selection or notification of individual customers to participate once they have requested an opportunity.





4.2.1 The Overall Phase-in Descriptor





CPUC D.95-12-063 and D.96-01-006 describe phase-in of direct access, if necessary, in terms of megawatts.  While the MOU and these decisions are ambiguous, many interpret this as maggots of customer peak demand.  This is not the only descriptor that can be used to describe phase-in.  There are at least three alternatives for describing how direct access can be phased in:





	1.	peak demand of the customers who participate;





	2.	energy consumption of the customers who participate; and





	3.	numbers of customers that may participate, either in the aggregate or by various customer classes.





4.2.1.1	Alternative 1: Peak Demand for a Specified Year





Capacity measured in megawatts has been used in the MOU (sponsored by SCE, CLECA, CMA, IEP, and CCE) and in the CPUC's D.95-12-063 to describe how a phase-in of eligibility for direct access over a period of years might progress.  Most parties interpret this capacity as peak demand.  Implementation of a peak demand descriptor for phase-in requires that a standardized measurement and a baseyear within which peak demand for specific customers and for the IOU systems as a whole are referenced.





	Pros:	The advantages of using peak demand include:





		(1)	its adoption in the MOU and CPUC D.95-12-063;





	Cons:	The disadvantages of using peak demand include:





		(1)	peak demand will have to be defined in a manner that is compatible with available customer data.





		(2)	Peak demand may raise equity concerns, because peak demand penalizes seasonal customers and customers with poor load factors for no valid reason.  Seasonal customers operating a few months of the year will have a measured peak demand very high in comparison to their annual energy.  Similarly, poor load factor customers may have high peak demand representing a few hours per week or month compared to their energy consumption.





		(3)	The great majority of customers -- residential and small commercial -- do not have recorded peak demand data.





4.2.1.2	Alternative 2: Annualized Energy Consumption





Energy measured as megawatthours or gigawatthours could be used as both a per customer and system-wide descriptor for purposes of phase-in of eligibility for direct access.  A specific year or time period would have to be determined for use as the reference period.  Some customers would have to have their consumption data adjusted to eliminate missing values, billing adjustments that were entered in single months when multiple months were affected, and other considerations to develop an annualized value.





	Pros:	The advantages of annual energy include:





		(1)	energy is a universally available descriptor for all customers, whereas Alternative 1's peak demand is only recorded for those non-residential customers with demand charge tariffs;





		(2)	annual energy is a more fundamental element of revenue collection than is peak demand;





		(3)	customers with multiple accounts and/or meters per location can be readily aggregated to a single energy descriptor per facility site;





		(4)	annual energy is a more fair method of addressing specific customers with unusual load factors or seasonal patterns of operation;





		(5)	although the MOU and D.95-12-063 state megawatts, this descriptor can be easily translated to an annualized energy value.





	Cons:	The disadvantages of annual energy include:





		(1)	energy is a descriptor that ranges in several orders of magnitude between largest and smallest customers, and may not reflect the actual costs of developing systems to handle direct access customers, or of the constraints existing systems might impose on participation rates.








4.2.1.3	Alternative 3: Numbers of Transactions





Most of the rationales for phase-in of eligibility (described in section 4.4) have in common the difficulties of dealing with numbers of customers, rather than the size of the load that these customers represent.  For example, ten 500 KW commercial customers totaling 5 MW are more complex to deal with than a single 5 MW industrial customer, due to the customer service, data processing, metering and communication system infrastructure, contractual agreement paperwork and other elements of a transaction that takes place on a per customer basis.





Implementation of a transactions-based descriptor would designate a certain percentage of customers within pre-defined customer classes or customer aggregations would be eligible in a given year.  This percentage would presumably increase in subsequent years.  Among the implementation details to be established are: (1) determine whether a common percentage participation across all customer class is appropriate, (2) how the common participation rate would change through time, and (3) determine how to define transactions.








	Pros:	The advantages of a transactions-based descriptor include:





		(1)	the commonality of the technical limitations reflect concerns about the numbers of customers, rather than megawatts of customer peak demand or energy consumption;





		(2)	more direct linkage of expanded transaction processing capabilities (eg. expansion of a new computer processing system to facilitate settlement) with the expanded eligibility for direct access; and





		(3)	more straightforward translation of variables and actions being monitored during the phase-in period into go/no-go decisions for expanding direct access participation.





	Cons:	The disadvantages of a transaction-based descriptor include:





		(1)	need to resolve the issue of common versus unequal percentage participation by customer classes and/or customer aggregation groupings; and





		(2)	concern with the ability to settle in the early years of WEPEX if the amount and number of imbalances are too large.





4.2.1.4	Alternative 4: Multiple Phase-In Descriptors





Alternatives 4.2.1.1-4.2.1.3 are not necessarily mutually exclusive.  Given the geographic variation in billing and network capabilities for the UDCs and other electric supply institutions in conjunction with the uncertainty concerning the geographic distribution of the peak load, annual energy consumption and billing characteristics of the electric customers who will participate in the direct access phase-in, option 4.2.1.4 permits a delay in the determination of the appropriate combination of peak load, annual energy consumption and transactions descriptors until the distribution of characteristics for the direct access phase-in customers has been more clearly specified.





     Pros:	The advantages of multiple descriptors include:





		(1)	Consistent with maximizing the number and variety of electric customers participating in the direct access phase-in. 





		(2)	Explicitly recognizes the variation across the UDC's and other electric supply institutions with respect to their respective billing and network capabilities.  





	Cons:	The disadvantages of multiple descriptors include:





		(1)	Greater planning uncertainty for the UDC's         and/or other electric supply institutions due      to the delay in determining the appropriate        set of descriptors until the characteristics of those electric customers participating in the direct access phase-in are revealed.  





		(2)	Possible delay in the commencement date for the initial direct access phase-in. 





4.2.2	Limitations on Size of Customer Participation





The MOU recommended two limitations on the size of customers loads that could be aggregated: (1) minimum size on individual bilateral contracts, and (2) that aggregation be limited to 8 MW per aggregator, at least in the original year.  These limits were to change over time as indicated in the following table.





	Table 1


	Suggested Size Constraints in SCE MOU





�PRIVATE ��Eligibility Criteria�
1998�
1999�
2000�
2001�
2002�
�
Minimum MW limit for individual customer�



   8�



  2�



 0.5�



    *�



    *�
�
Maximum MW limit for multiple customer aggregation�



   8�



 **�



 **�



    *�



    *�
�
Maximum number of accounts aggregated�
 


 **�
     **�



 **�



    *�



    *�
�
* to be determined after year 3 review.


** to be determined by CPUC.











4.2.2.1	Alternative 1: Floor on Minimum Size to Participate and Ceiling on Maximum Load to Aggregate





The parties submitting the SCE MOU proposed a bilateral contract minimum size and an aggregation maximum load that is described above in Table 1.  The precise meaning of the ceiling on the maximum load on aggregation is ambiguous, but it could be interpreted to constrain the amount of load that a single aggregator could have participating in direct access.  Interpreted this way, in the initial year the MOU would have limited each aggregator to about 1,600 small customers assuming that each customer averaged 5 kW demand.





The result of these constraints would be to minimize numbers of customers that could participate, since greater loads per customer for bilateral contracts and maximum loads for aggregation arrangements both work to minimize the numbers of customers that can participate.





	Pros:	The advantages of a floor on minimum size to participate and ceilings on maximum load to aggregate include:





		(1)	fewer numbers of customers in initial years makes scheduling, settlement, billing, ancillary service assignment, data processing and overall systems integration management easier to accomplish for all parties;





		(2)	greater numbers of large customers can participate in bilateral contract forms of direct access if aggregation is constrained.








	Cons:	The disadvantages of a floor on minimum size to participate and ceilings on maximum load to aggregate include:





		(1)	reduction in the numbers of customers that can participate;





		(2)	elimination of the bilateral contract opportunities for customers below the floor size threshold;





		(3)	substantial limitations on aggregator efficiency (and cost-effectiveness) by imposing substantial overhead costs on a relatively small number of customers in the early years; and





		(4)	substantial barriers to effective participation by small commercial and residential customers most likely to require the services of an aggregator to be able to participate in direct access in the early years.








4.2.2.2	Alternative 2: No Constraints on Size





Several participants interpret the MOU constraints on minimum size and maximum aggregation as jointly reducing the numbers of customers that can participate.  Customer transactions processing by the ISO was a concern expressed by utilities during the initial consultation IOUs held with stakeholders.  Subsequently, however, WEPEX developed the scheduling coordinator concept which isolates the ISO from most individual customer data.  The clearer appreciation for transactions-based constraints raises concerns about establishing minimum size floor for participation using bilateral contracts.  From the perspective of the ISO or the UDC, each customer that engages in direct access creates approximately the same transactions-based paperwork and issues associated with shifting from UDC energy service to becoming simply a distribution customer of the UDC.  From the perspective of the scheduling coordinator, greater numbers of customers participating creates additional workload, but whether the costs of this additional work are merited and how fees are charged to recover these costs ought to be a business decision.





	Pros:	The advantages of no minimum floor for participation or maximum size for aggregation arrangements include:





		(1)	greater numbers of customers can participate;





		(2)	contentious limits are avoided; and





		(3)	this alternative is more consistent with maximizing the variety of electric customers participating in the initial direct access phase-in as suggested by the CPUC's representation concept.





	Cons:	The disadvantages of no minimum floor for participation or maximum size for aggregation arrangements include:





		(1)	in conjunction with a megawatt peak demand or annual energy phase-in descriptor, this alternative with no constraint on size would reduce numbers of customers participating.





4.2.3	Representation from All Customer Classes





CPUC D.95-12-063 requires that all customer classes participate in direct access in some representative manner.  The details are not specified.  It is clear that the intent of the CPUC is that the apparent benefits of direct access be flowed through to at least some customers in all customer classes, rather than concentrated in those customers who have the greatest ability to negotiate bilateral contracts or aggregation agreements.  In addition, however, there are other equity issues that should be addressed concerning competing businesses where one firm is allowed to participate and others are denied the opportunity to participate for several years.  This section raises various alternatives to ensure that equity is maintained.





4.2.3.1	Alternative 1: Participation Proportional to Share of Each Class to the Total System





This approach suggests that traditional customer class shares of total system might be the basis for proportional participation in direct access.  The result from applying this proportionality approach would be strongly linked to the descriptor of the system, which could be energy, peak demand or number of customers--see Section 4.2.1 for discussion.





Application of this alternative requires that an indicator be selected that determines customer class -- tariffs, revenue account groupings of tariffs, SIC code groupings, etc.  A set of customer sectors based on SIC codes frequently used by the CEC for planning purposes separates: (1) residential, (2) commercial buildings, (3) non-building commercial, (4) process industry, (5) assembly industry, (6) mineral/extraction industry, (7) agriculture, (8) major water delivery systems, and (9) streetlighting.  Each utility has dozens of specific tariffs, with some variation among utilities about the scope and applicability for each of them.





Customers responding to solicitations of participation would submit a conditional participation agreement with an energy provider; once received it would be classified by customer class, and then held in a pool awaiting examination of a comparison with all such customers.  Various degrees of participation by category would result depending upon the variation in response rate among customer groupings.  By yet another procedure, some subset of these customers or their loads would be selected for participation.  Methods for making this selection are discussed in Section 4.3.3.  Using a lottery as an example, if all customer groups were oversubscribed, but unevenly, then a lottery would be conducted to select within each customer class which customers were authorized to participate.  The result might be that 50 percent of residential customers requesting are authorized to participate while only 20 percent of industrial customers requesting would be authorized to participate.





4.2.3.1.1	Variant 1B: Participation Proportional to Load





As noted above, the combination of proportionality yields very different results when applied to load (energy or peak demand) than when applied to numbers of customers.  This variant suggests that the proportionality principle is applied to energy or peak demand.  For example, using annual energy as the system descriptor results in approximately one third to each of broad industrial, commercial, and residential customer classes, on a statewide basis.  Specific shares vary by IOU service area.





	Pros:	The advantages of eligibility based on energy or peak demand include:





		(1)	there is a greater opportunity for larger customers to participate in direct access who are more likely to be ready and able;





		(2)	aggregators are provided a stimulus since most small customers are perceived to participate through aggregation arrangements.





	Cons:	The disadvantages of eligibility based on energy of peak demand include:





		(1)	the perceived "unfairness" of allowing different degrees of participation among those responding to an "open season" opportunity; and





		(2)	equal energy (or peak demand) shares implies larger energy (or peak demand) per customer for the industrial and large commercial sectors, even though the costs to the UDC and ISO of this participation are more linked to the number of customers.





4.2.3.1.2	Variant 1B: Participation Proportional to Number of Customers





This variant is similar to the previous one, except number of customers rather than load (energy or peak demand) is used as the basis for the proportions of customers imposed on the respondents to an "open season" opportunity to participate in direct access.  Since there are many more small customers than large ones, a customer proportionality approach would place most opportunities in these sectors.





	Pros:	The advantages of participation proportional to number of customers include:





		(1)	This option provides the greatest benefit to small customers who are the overwhelming majority of customers of utilities;





		(2)	If the market structure is set up to create a level playing field and the IOUs do not enjoy monopoly powers, many residential aggregators will enter the market.  Any company with a billing system and customer service department are likely entrants (i.e. credit card banks, telephone companies, cable companies, etc.).





	Cons:	The disadvantages of participation proportional to the number of customers include:





		(1)	because the overwhelming number of customers are residential and small commercial, this approach would shift actual participation away from the customer classes most interested in participating. e.g. industrial and large commercial;





		(2)	this approach would further accentuate the aggregation approach rather than the individual bilateral contract approach, since few small customers could afford the overhead burdens of a bilateral contract;





		(3)	transactions-based constraints (meter installation, bill processing, etc.) would clearly be the technical factors most constraining this option, since this option most emphasizes the small customer.





4.2.3.2	Alternative 2: Participation by Customer Class Determined as Policy Decision





In this alternative, the numbers of customers of the load to participate in the initial year and subsequent years is determined as a matter of policy by the CPUC.  Direct determination of these values offers the ability to hear arguments from various perspectives, yet not be bound by a fixed formula that may be inflexible.  It may be necessary for this decision to be combined with additional decisions concerning undersubcsription and oversubscription by customer class, and protocols for allocating undersubscribed opportunities to other customer classes.








	Pros:	The advantages of participation scaled to policy determined decisions include:





		(1)	ability to be flexible to create targets based on advance understanding of likely rates of participation; and





		(2)	ability to select initial participants based on many factors, including success guarantee rationales.





	Cons:	The disadvantages of participation scaled to policy determined decisions include:





		(1)	appearance of unfairness by "favoring" one class of customers relative to another for the benefits of direct access; and





		(2)	administration of such a program might be less "ministerial" and may require greater judgement about likelihood of success for various customer classes, which might raise concerns about bias.





4.2.3.3	Alternative 3: Participation Proportional to Number of Customers Expressing Interest in Direct Access





This alternative is designed around the proposition that once customers make an expression of interest in participation as a result of an "open season" solicitation, the chances of participation are proportional to those responding, rather than to overall customer loads or counts.  This option might require greater customer education efforts in advance as a tradeoff prior to the "open season" period to ensure that customers had some minimal acquaintance with direct access and its opportunities.








	Pros:	There are several advantages to this approach:





		(1)	the opportunities to participate are greatest for those who are knowledgeable and eager to participate;





		(2)	those customers who make an investment in time and resources to prepare for participation have an increased opportunity to realize a return on this effort;





		(3)	all who respond have an equal chance to participate, increasing sense of a "fair process"; and





		(4)	by being responsive to customer initiate, this alternative encourages innovation and experimentation by customers to become responsible for their own energy futures.





	Cons:	The principal disadvantage of this approach include:





		(1)	brings into question what is required as "an expression of interest"  since small customers will be much less likely to be well informed, may submit needed paperwork without having made a financial commitment, with the result that there may be a substantial "drop out" rate revealed as customers who received authorization, but did not follow through to implement the opportunity;





		(2)	once the responses to an "open season" solicitation are known, and they are radically disproportionate to underlying customer loads or counts, then little could be done to remedy the outcome; and





		(3)	This alternative is responsive to those customers who become knowledgeable and who express interest in, and actively prepare for, participation in direct access, rather than to wait passively for a provider to "knock on the door."


 


4.2.3.4	Alternative 4: Phase-In Organized by Industry and/or Business Type





If direct access proves to have substantial benefits in reducing energy costs, and if it must be phased in over a lengthy period, then equity concerns of adverse selection among competing firms will become an issue.  For example, if energy costs can be reduced 10 percent and phase-in requires five years, then competing grocery stores may be adversely affected if one store is selected in year one while another has to wait for the firth year.  A possible solution to this concern is to schedule opportunities to participate by industry or business type, so that competing firms are provided equal opportunities for participation.  In the grocery store example, all grocery stores might be eligible in year three, while all office buildings are eligible in year one.  A precise schedule would have to be developed using utility customer records and the SIC code classification of each customer.





	Pros:	The advantages of grouping competing firms by industry or business type for eligibility to direct access include:





		(1)	competing firms are not disadvantaged by adverse selection;





		(2)	such an industry phase-in might lend itself to development of load profiles for use with small customers that might not be required to have interval meters and communication systems immediately;








	Cons:	The disadvantages of grouping competing firms by industry or business type for eligibility to direct access include:





		(1)	groupings of industries and business would have to be developed, and a schedule for their participation in direct access would require an explicit policy decision;





		(2)	specific firms or customers would have to be linked to their industry type, which would expose errors in the IOU SIC classifications of accounts.





4.2.3.5	Alternative 5: No Customer Participation Rule





IF the electric customer education/information process is properly structured, the electric customer interest revelation process is well planned, implemented and monitored and the potential problem of customer oversubscription is adequately addressed, then there is no need for an additional set of customer participation rules in order to achieve the desired distribution of customer participation in the direct access phase-in across the various classes of electric customers.  


                    


	Pros:	The advantages of no customer participation rule include:





		(1)	The reduction in the cost of the direct access     phase-in due to the elimination of redundancy.      


		(2)	Consistent with maximizing the number and variety of electric customers participating in the initial direct access phase-in. 





	Cons:	The disadvantages of no customer participation rule option include:





		(1)	Increased performance pressure on the electric customer education/information process, electric customer interest revelation process and oversubscription adjustment process. 








4.2.4	Payment of CPUC-Determined CTC Obligations


[Several parties have urged this section to be eliminated using the rationale that CTC and exemptions from it are already active in other forums]





The CPUC has determined in its D.95-12-063 policy decision that shareholders of IOUs will be "made whole" for stranded investments and other mandated obligations created through policy decisions through collection of competition transition charge (CTC) that customers will pay whether supplied energy through the UDC from the PX, or through direct access provisions.  Creation of a level of funds to be collected through a CTC protocol, means to collect portions of these levels through time without exceeding current rates, and the rate design mechanisms to collect funds from specific customers are currently scheduled to begin with IOU filings at the CPUC.  A statutory provision to ensure that CTC can be collected from all IOU customers is moving through the legislative process.  Were these mechanisms completed and in place, IOUs would have little reason to limit direct access other than for concerns that direct access be an operational success, especially with respect to those elements of direct access for which UDCs have a responsibility.





However, given the lack of statutory language or CPUC-guarantees to make shareholders whole through mandated requirements at this time, some of the IOUs are concerned with the revenue loss implications of direct access, and therefore to wish to control the magnitude of participation in it.  If customers agree to a contract to repay stranded costs as a condition of participation in direct access, then IOU concerns with these specific customers would be mitigated.





4.2.4.1	Alternative 1: Limit Direct Access Until Mandated Mechanisms to Collect Appropriate Costs Are in Place





This alternative justifies strong limitations or even deferral of direct access until the CPUC regulatory mechanisms to identify and collect CTC, and statutory provisions to ensure its collection, are in place.  While previous CPUC decisions may make deferral impossible, these concerns may induce strong resistance to major proportions of direct access eligibility.





	Pros:	The advantages of strong limitations until mandated mechanisms are in place include:





		(1)	limitation on the revenue loss to IOUs and potential profit losses to shareholders; and





		(2)	arguments about direct access edibility and phase-in raise the visibility of the need to resolve CTC issues.





	Cons:	The disadvantages of strong limitations until mandated mechanisms are in place include:





		(1)	parties continue to falsely debate direct access phase-in, when the real issue is securing a CPUC decisions and legislative authority to collect CTC from all customers;





		(2)	IOU customers are needlessly impeded from participating in direct access, and determining for themselves whether a market-oriented solution suits their preferences.





4.2.4.2	Alternative 2: Contractual Agreements to Pay Appropriate Costs as a Precondition for Participation





As discussed (not without considerable rancor) in the ICTC process instigated by PG&E's efforts to ensure that all of its customers contribute to recovery of authorized CTC charges, it may be possible to develop contractual agreements for collection of estimated CTC charges that would be a precondition for a specific customer participating in direct access.  Clearly estimated charges would have to be treated in some balancing fund arrangement to be partially returned or augmented once a final CTC collection mechanisms was authorized by the CPUC, but this need not be an insoluble impediment.  A customer singing such an agreement would place the IOU in jeopardy as a result of its direct access activities, and presumably whatever resistance to direct access might exist by the IOU would be removed for any such customer, at least from CTC-collection perspectives.





	Pros:	The advantages of voluntary agreements as a precondition to direct access participation include:





		(1)	implicit or explicit IOU concerns about CTC recovery from specific customers participating in direct access are reduced or eliminated;





		(2)	knowledge of customer resistance to signing such agreements contributes to understanding the degree of customer resistance to the CTC concept;





	Cons:	The disadvantages of voluntary agreements as a precondition to direct access participation include:





		(1)	provisions similar to those discussed in the ICTC workshop process would have to be develop to address balancing funds, return of surplus charges, making whole underfunded contributions, etc.;





		(2)	legal expertise and resources would have to be deployed into the development of an agreement that withstood strong scrutiny;





		(3)	CPUC decisions would have to order signing such contractual agreements as a precondition for participation; and





		(4)	uncertainties of fund balancing, return of overpayments, and payment of additional underfunded amounts would increase complexities facing customer's choice to participate in direct access, increase educational burdens on small customers, and might retard overall participation compared to mandated CTC collection mechanisms.





4.2.5	Availability of Necessary Information to Implement Direct Access





The issue of identifying the necessary information to permit fair and accurate allocation of costs, and the metering and communication systems to collect and deliver this information to those who need it, has been a major concern.  Hourly interval metering and electronic communication systems are seen as the ideal means to deliver the necessary information.  There is dispute about the investment and operating costs of such systems and whether they may disadvantage small customers.  Further, the leadtimes for massive installation of these equipment for all direct access customers might restrain access unnecessarily.  Finally, since virtual direct access intrinsically requires interval meters (as the CPUC defines this concept in D.95-12-063, p. XX), the limited ability to install such meters (and perhaps the associated communication systems) also impact the UDC's ability to install this equipment for physical direct access.





Chapter 11 of this report discusses the details of metering and communication systems as they pertain both to direct access and to the role these systems playing the future electricity market for all customers.  Perhaps in no other instance has this working group confronted an issue where the CPUC faces major decisions which will lead to quite different technology and institutional outcomes that the juxtaposition of metering, communication, and processing of that information for both commercial billing and various planning purposes.





In light of the recognition of the dilemma posed by requiring installation of a complex equipment solution on the desire for the idealized information to support direct access, this section assessment three broad alternatives: (1) universal installation of advanced meters and communication systems for all customers, (2) required use of these systems for participation in direct access, and (3) using load profiles for some small customers to provide an estimate of the information required.  This latter alternative has numerous variants which have quite different implications.


	





4.2.5.1	Alternative 1:  Interval Meters are the Standard Means of Measuring Energy Consumption for all Customers





All customers would be required to have hourly interval metering capability, irrespective of their direct access participation.





	Pros:	The advantages of requiring all customers to have interval meters include:





		(1)	Providing all customers with hourly interval metering capability would provide a precise measure for allocating imbalance costs or line losses.  This would eliminate risks of cross-subsidies between those customers who have chosen a direct access (or virtual direct access) option, and those customers who have chosen to continue receiving traditional bundled service from the UDC.





		(2)	All UDC customers would be charged accurate prices for the energy services they consume, just as are direct access customers.





	Cons:	The disadvantages of requiring hourly interval meters include:





		(1)	A requirement of hourly interval metering for all customers would impose costs of $_ to $  _ million in aggregate for all UDC customers in California or, on average, $_ per customer.  Those customers electing not to take direct access would be, in effect, subsidizing the implementation of direct access for those electing such options.  





		(2)	The time required to adequately retrofit 10 million meters in the State of California may extend beyond the phase-in period identified in D.95-12-063. 








4.2.5.2	Alternative 2:  Interval Meters are the Standard Means of Measuring Energy Consumption for Direct Access (and Virtual Direct Access) Customers





Only those customers participating in any form of direct access or virtual direct access would be required to have hourly interval metering capability.





	Pros:	The advantages of requiring hourly interval meters for direct access and virtual direct access customers include:





		(1)	Providing all direct access or virtual direct access customers with hourly interval metering capability would provide a precise measure for allocating imbalance costs or line losses to those customers.  To mitigate risks of cross subsidies between those customers who have chosen a direct access (or virtual direct access) option, and those customers who have chosen to continue receiving traditional bundled service from the UDC, the aggregate load of direct access (or virtual direct access) customers would be subtracted from the total load dispatched by the ISO to determine the appropriate allocation of imbalance costs among direct access customers, and between direct access and traditional service customers.





	Cons:	The disadvantages of requiring hourly interval meters for direct access and virtual direct access customers include:





		(1)	The cost of hourly interval metering capability may be uneconomic for small customers and would inhibit significant direct access participation by a large majority of these customers. 





		(2)	The time required to adequately retrofit meters in the State of California for all customers wishing direct access capability may extend beyond the phase-in period identified in D.95-12-063. 








4.2.5.3	Alternative 3: Load Profiles Could Be An Acceptable Measurement Alternative to an Interval Meter for Certain Customers





Although, interval meters permit direct customer responses to generation price signals, requiring small customers to pay for the installation and use of an interval meter with electronic communications capability may prove too expensive for these customers to participate in direct access.  DAWG has considered a load profiling option for certain customers as an alternative means of gaining access to the competitive generation market.





A load profile approximates a customer*s pattern of consumption over a given time period.  If a load profile can accurately predict a customer*s consumption pattern on an hourly basis, then it could serve as a substitute for an hourly interval meter for a customer electing direct access.  However, if a load profile used for a direct access customer is inaccurate, then there is difficulty in allocating imbalance costs to those customers because the customer*s estimated hourly consumption is different than his actual hourly consumption, and the customer does not have an hourly interval meter to accurately reconcile the difference. 





For load profiling to be a viable substitute for hourly interval metering, there must be a non-controversial method for forecasting a load profile, measuring actual use, and assigning actual use to each hour of the billing period.  The method should not lead to cost-shifting between or within classes or between customers served by different suppliers.  Statistically significant load profiling data for a given customer class must be available or obtained via sampling.  Certain data is available today from existing UDC load research programs, the most accurate of which is aggregate sampling of the residential customer class.  Additional costs would be incurred to the extent more numerous geographic-specific, industry-specific, or company-specific load profiles were to be developed with an acceptable degree of accuracy. 





As technologies develop and costs of interval metering fall, it may become a desirable public policy to move toward statewide deployment of interval meters, even if there is a load profiling option in the interim.  To reach that conclusion, it will be necessary to demonstrate that the costs of investment in hourly metering technology on a statewide basis would be more than offset by the economic benefits to society of such a policy.





4.2.5.3.1	Variant 3A: Load Profiles Can Be An Acceptable Transition Step for Small Customers





For the residential and small business market, load profiles can be an acceptable transition step on the path toward universal interval metering and electronic communication with all customers.  If WEPEX prices power differently for peak and off-peak time periods, the price for non-interval metered customers must be based on the load profile.  A dynamic competitive market will result in meters being purchased by those individual consumers and by groups of consumers for whom it is economically justified.  As pricing plans and energy efficiency programs are developed in conjunction with meters becoming more affordable, consumers make their own decisions to switch to new meters.  Mandating installation of meters before an appropriate design has been achieved could create a significant barrier for residential and small business customers to participate in restructuring and will defeat the CPUC intent that all customer classes benefit from meters.	





The design of the PX market and the ISO may impose requirements that are not imposed in other state's restructuring efforts.  For example, load profiles are being used currently in pilot programs in New Hampshire and Massachusetts.  The distribution utility submits to the grid operator its hourly load forecasts the day ahead, using the load profile data for each customer class.  The utility is matching the profile against historic weather patterns and other factors.  Each customer=s meter continues to be read monthly, and each customer is billed for actual energy used.  If there are differences between the forecast and actual usage, that is handled by the aggregator.  The UDC and aggregator's responsibilities to provide daily forecasts to the PX and the ISO/SC, respectively, may impose different burdens on customer information.





	Pros:	The advantages of using load profiles as a transition strategy toward eventual universal metering include:





		(1)	Small customers will be able to participate in direct access on the same or quicker schedule than large customers.


		(2)	Aggregators interested in serving the small customer markets will come forward if additional costs, like meters, are not imposed on them or their potential customers.


		(3)	Load profiles are accessible from current utility data.


		(4)	a universal metering and communication systems can be developed and implemented in an orderly manner, without compromises or wasted investment resulting from hasty installation of equipment incompatible with the universal system.





	Cons:	The disadvantages of using load profiles as a transition strategy toward eventual universal metering include:





		(1)	Customers will use more energy because they do not receive a signal in their bill that reflects the actual usage pattern with the knowledge of PX prices, but this still allows an improvement of current prices which are not even based on an projected load profile;





		(2)	Developing initial load profiles from utility load research data will require resources, and maintaining accurate load profiles through installation and updating of a representative sample of residential customers will prove to be a major ongoing effort.








4.2.5.3.2	Variant 3B: Load Profiles Could Be Used For Residential Customers Choosing Direct Access via an Aggregator





In lieu of hourly interval meters, an average load profile could be used by an aggregator to offer direct access to residential customers.  The UDC would use this same profile in serving residential customers who elect traditional bundled service.  For non-residential customers choosing direct access, an hourly interval meter would still be required.





	Pros:	The advantages of permitting load profiles for residential aggregation include:





		(1)	If the cost of interval metering is prohibitive for large number of residential customers, then a load profiling option would permit these customers to elect direct access.





		(2)	Since over 80 percent of electric meters in California measure residential customer loads, the use of load profiles as an alternative to hourly interval metering initially would reduce the interval metering infrastructure requirements necessary to enable direct access participation by all customer classes.





		(3)	Historical UDC data suggests that consumption patterns of different residential customers are very similar, even across different geographic regions.  Thus, if both the UDC and aggregators of residential load are using the same load profile for forecasting residential demand to the ISO, the magnitude of potential cost shifting or improper allocation of imbalance costs to and from the residential class may be insignificant relative to the costs of installing hourly interval meters for these customers. 





	Cons:	The disadvantages of permitting load profiles for residential aggregation include:





		(1)	The use of load profiles enables choice of supplier, but it does not promote conservation or demand-side management because the customer does not receive hourly price signals on a real-time basis.  The residential customer*s meter would still be read monthly with pricing signals sent after-the-fact, but this still permits an improvement on current price signals by using a projected load profile to weight PX prices.








4.2.5.3.3	Variant 3C: Load Profiles Could Be Used For Other Customer Classes in Addition to Residential.





In lieu of hourly interval meters, a load profile could be used to offer direct access to other customers in addition to residential customers.  For example, many of the same difficulties facing residential customers also face small commercial customers, and justify their participation in the use of load profiles.





In addition, there are other small classes which might be well suited to load profiling.  There is already a known load profile for street lighting.  Street lights have a flat load shape.   A street light comes on at dusk, stays on at a basically constant load during the night, and goes off at dawn.  So, load profiles can be used for street lighting, and they will be accurate, reflecting actual usage.  Traffic signals could be another good load profile candidate.  They operate 24 hours a day.  All signals basically operate in the same manner.  They have a high load factor, more than 90%.  





	Pros:	The advantages of using load profiles for additional customers in addition to residential customers include:





		(1)	If the cost of interval metering is prohibitive for large number of residential customers, then it may also be prohibitive for small commercial customers.





		(2)	some customers (eg. streetlights) operate on known timeclock patterns, which have been used in ratemaking calculations at the CPUC, and installation of unnecessary metering equipment would be avoided.





	Cons:	The disadvantages of using load profiles for small commercial customers in addition to residential customers include:





		(1)	The variation in load profiles between different non-residential customers within a given class is significantly greater than between different residential customers.  For example, within the small commercial class, a baker and dry-cleaner will have very different load profiles.  Similar analogies can be represented for larger commercial and industrial customers.  Thus, load profiles will be inaccurate for these customer classes without significant new sampling data, and the risks of cost-shifting and improper allocation of imbalance costs would be significant.





4.2.5.3.4	Variant 3D: Load Profiles Could Be Used In Conjunction with Upstream Metering.





The concept of upstream metering is to use metering points between a set of individual customers and the transmission system.  This may involve installing an interval meter at a transformer serving three customers, or at a substation serving fifty customers.  If a specific load pattern can be isolated by upstream metering, which may involve one or more interval meters, then direct responsibility for this demand pattern can be attributed to those who use and should pay for this power "downstream".





A set of customers could agree to have their power provided by an aggregator who uses upstream metering.  The usage of those who do not elect direct access and remain on traditional bundled service would be subtracted (based on a load profile) from the upstream interval meter load.  The aggregator would then be directly responsible for settlement of accounts on loads scheduled and power used based on the upstream interval meter data.





	Pros:	The advantages of using upstream metering include:





		(1)	Use of upstream interval meters in conjunction with load profiling would improve overall measurement accuracy of load consumption for the load downstream of the interval meter and facilitate appropriate allocation of imbalance costs to those customers.





	Cons:	The disadvantages of using upstream metering include:





		(1)	Aggregators are likely to develop a customer base that is geographically dispersed, while upstream metering is most effective if aggregation is concentrated geographically downstream of such a interval meter.





		(2)	Upstream interval metering would be one of the more expensive methods of minimizing accounting error.  At the transformer level, it requires primary voltage meters which today could cost $_ thousands of dollars.





		(3)	Distribution system design does not lend itself well to metering entire circuits or loads at the substation level.  These systems are often "looped", with multiple delivery points to ensure reliability.  As a result, a meter at a transformer or substation may capture more or less load than it was intended to.  This could result in the very cost shifting that the upstream meter was intending to avoid.





�
4.3 EDUCATION/SOLICITATION/RATIONING/AUTHORIZATION ISSUES





The are a large number of details that must be developed for an implementation program that define the sequence of activities that follow final CPUC approval of a direct access program, and which precede customer-specific actions to implement an authorization to participate.  Section 4.1.2 provided an initial listing of these activities.  Customer education, solicitation activities of potential energy providers, processing solicitation responses, rationing schemes, and final notification to customers authorized to participate are included here.  This section addresses issues related to which customers are selected to participate, rather than the numbers of customers which are eligible to participate which were addressed in section 4.2.





4.3.1	Customer Education Programs





Section 4.1.1 introduced a general sequences of steps that must be carried out to ensure that direct access programs function properly.  Customer education is one essential ingredient within that process.  Sometime during the summer of 1997, investor-owned utilities, the CPUC, a Consumer Education Trust, registered energy service providers, and others can anticipate beginning customer education programs to begin the process of informing consumers of the general changes in how they will interact with UDCs and commercial businesses in the future.  It is unclear which of these entities will carry the largest burdens, but the CPUC must be considered responsible to ensure that customers are educated.  A major element of that education must include the opportunities to participate in direct access, which may include mass mailings, media messages, and various targeted literature intended to stimulate customers to respond to "open season" opportunities just a few months into the future.





Most agree that the CPUC must maintain an active role in a deregulated electric power industry similar to its role in telecommunications by providing a framework in which competitive players operate in a structured market.  Marketers and other providers of service should be certified for financial security.  The CPUC should have procedures for dispute resolutions between and among all parties, including consumer complaints and supplier to supplier disputes.  Tariffs should be filed and approved by those who have the market share to exert monopoly power, i.e., over 75% of a given customer class, and should be evaluated on the grounds of whether they are fair to consumers and whether they demonstrate predatory pricing.  It unclear, however, whether the CPUC itself should design and implement customer education campaigns.





4.3.1.1	Alternative 1: Direct Education Role for the CPUC





This alternative places the CPUC itself into a strong consumer education role.  Since a wide range of restructuring impacts are a direct result of CPUC decision-making, and since the IOU is being converted into a UDC with substantially less scope and authority, the role of the CPUC itself as an agent to educate consumers might be appropriate.





	Pros:	The advantages of a direct CPUC role in consumer education include:





		(1)	reduction in the scope of the UDC, due to current CPUC decisions, and forthcoming retail unbundling decisions accentuates the role of the CPUC as a consumer education/protection institution;





		(2)	the CPUC would not have to rely upon market participants to provide an unbiased message to consumer.





	Cons:	The disadvantages of a direct CPUC role in consumer education include:





		(1)	the CPUC has not played this role in the past;





		(2)	expenses of an extensive consumer education program, especially if electronic media are involved, could be quite large.





4.3.1.2	Alternative 2: Reliance Upon the IOU/UDC





This alternative places principal responsibility for customer education upon IOU/UDCs.  Since much of the elements of restructuring span beyond direct access, it is essential that the IOU/UDC play some role.  Because IOU/UDCs have the customer service capabilities that exist now, and because they are the institution associated with customer inquiries and complaints, customers will call IOU/UDCs irrespective of what policy decision is made about education.





Since IOU/UDCs are clearly under the direction of the CPUC, they can be used as the agent of the CPUC to disseminate a message to customers in ways that market participants could not be controlled.  In addition, since it is becoming clear that UDCs will have little to lose or gain by "retaining" full service energy customers, they could be viewed as a more neutral party that competitive energy service suppliers who will be expected to put a gloss on their materials to support their over marketing desires.


 


This alternative suggests that the CPUC should adopt a "template" for customers that wish to participate in direct access, spelling out precisely what customers needed to do in terms of metering, billing, nomination, and other technical requirements.  A customer who provides evidence of satisfaction of these requirements would be considered eligible for participation, and if phasing is required, would be admitted into the selection process.  The specific requirements of this "template" should be developed by IOUs, customers, and potential direct access providers, and approved by the CPUC before it is used.





	Pros:	The advantages of reliance upon the IOU/UDC for the major role in consumer education include:


		(1)	the IOU is the only institution presently capable of mounting a major customer education campaign;





		(2)	the IOU/UDC will have to be involved in fielding customer inquiries and complaints irrespective of policy decisions;





		(3)	the IOU/UDC can directly recover necessary expenses through rates, or as part of the "trust" arrangements now under consideration for ISO and PX development.





	Cons:	The disadvantages of reliance upon the IOU/UDC for the major role in consumer education include:





		(1)	new generation service providers may view the IOU/UDC as biased.





4.3.1.3	Alternative 3: Reliance Upon Market Participants





This alternative provides principal responsibility for consumer education about direct access on market participants, just like in other commercial businesses.  Marketing campaigns can be messy and might be biased, but marketing expenditures are the principal source of information for consumers for the great majority of products bought and sold today.  It is possible that fee-for-service or consumer interest groups might play a role in providing consumer education, eg. like Consumer's Reports does for household white goods, electronics, automobiles, and other products.





	Pros:	The advantages of a market participant consumer education approach include:





		(1)	market participants will provide the messages they believe are directly relevant to consumers selecting their product offerings;





		(2)	market participants need to develop effective message, and are far better at experimentation to find effective means of educating consumers than are IOU/UDCs or government agencies;





		(3)	market participants bear the costs, not taxpayers or ratepayers in general.





	Cons:	The disadvantages of a market participant consumer education approach include:





		(1)	the information provided may be incomplete, biased, or even outright misleading;





		(2)	too much money may be spent as market participants attempt to acquire market share;





		(3)	market participants will likely stress the specific things important to consumers making a decision today, versus the longer run or bigger picture things that are important to other aspects of restructuring.





4.3.1.4	Alternative 4: Reliance Upon the Consumer Education Trust





[to be written by Michael Shames as a summary of the greater detail contained in chapter 14]





4.3.2	Open Season Solicitation of Participation





Notice of a forthcoming "open season" opportunity for potential providers or retailers to solicit interest in participation is part of the general education associated with electric industry restructuring in general, and direct access in specific.  Following closely upon these education materials must come an actual open season opportunity itself in which one or more parties contacts customers that are eligible to solicit their individual interest in participation.  This open season should occur in the early fall of 1997, if there is a phase-in period.





Some pre-sanctioned consent form to release of data combined with a statement of intent to engage in direct access is likely to be submitted by the customer (or through the energy provider) for processing to determine whether customer class mis-representation and oversubscription protocols have to invoked.  Consent forms may also require that the customer acknowledge their responsibility for payment of CTC charges and public goods surcharges.  What data is included within this release is reviewed in detail in Section 10 of this report.  Whether some data determined to be non-sensitive is released for all customers is a separate issue, also discussed in Chapter 10.  Consent may include release of certain energy consumption data necessary for retailers to develop a customer-specific proposal.





Various options exist which must be resolved to determine who will conduct this initial customer contact and what the content of the customer contact includes.  These options address different approaches to safeguard customer privacy and the use of customer information in informing providers, retailers and aggregators to develop marketing plans. 





The result of the options discussed below is a signed statement of intent to participate, perhaps even a conditional contract between customer and provider.  In the event of oversubscription, whether measured by peak load, annual energy usage, or numbers of customers or transactions, some customers may not be able to participate initially.





4.3.2.1.1	Alternative 1A: IOU Solicitations of Interest Followed by Marketer Contacts with Interested Customers





This alternative requires a two step process.  In this alternative the IOU (or an agent representing the IOU) solicits an indication of interest in becoming a direct access customer.  The customer signs an expression of interest, which probably includes a consent form approving release of certain customer information held by the IOU to certified providers, retailers, or aggregators.  The scope of this information release would probably have to be authorized by the CPUC.  All customers signing such expressions of interest/release forms have their data provided to eligible retailers.  Marketers then make specific customer contacts with this pool of interested customers and attempt to obtain signups and agreements to participate.








	Pros:	The advantages of two step processes in conducting open season solicitations include:





		(1)	customer personal privacy or business trade secrets are a dominant consideration, and no customer's individual data is released for direct access marketing purposes without prior approval;


 


		(2)	only those customers initially interested in direct access will be able to be targeted by providers;





		(3)	to the extent eligibility is phased, then a limited set of customers can be contacted and the process of handling customer inquiries and responses becomes more manageable;





		(4)	concerns from customers being marketed to would be reduced; and





		(5)	customers can exercise choice.





	Cons:	The disadvantages of two step processes in conducting open season solicitations include:





		(1)	if data release is limited to customers who self-select on the basis of a UDC education program alone, marketing efforts, especially those directed to small commercial and residential customers, may be severely restricted by this two step process;





		(2)	restrictions on access to customer-specific information eliminate customer-specific promotional materials and lead to marketing plans that are unfocused and non-targeted on the basis of information, leading to "advertising" campaigns and other generalized marketing efforts;





		(3)	total costs of the solicitation process, including both direct costs of marketing as well as unmeasured costs of "aggravation" to customers for which customer data would have caused a retailer to screen them out, will be increased compared to alternative approaches; and





		(4)	because of the control that UDCs could exercise over merits of direct access programs, the CPUC will have to review and/or directly sanction IOU open season solicitation materials to ensure that no bias toward IOU affiliates or against direct access in general is present in these materials.





4.3.2.1.2	Alternative 1B: Solicitations of Interest by a Neutral Agent Followed by Marketer Contacts with Interested Customers





This alternative is really a minor variant on the previous alternative.  what is different is that a neutral agent, selected either by the CPUC or the utility, conducts the initial inquiry about customer interest.  The IOU would have to either provide customer data to the neutral agent, or process information on its behalf, to allow the agent to conduct mailings, develop customer databases, etc.





	Pros:	The advantages of a neutral agent to conduct step one include:





		(1)	compared to the previous alternative relying upon the IOU/UDC, a neutral agent would be perceived as unbiased.





	Cons:	The disadvantages of a neutral agent to conduct step one include:





		(1)	such an agent would have to be selected and its costs recouped by either the IOU/UDCs or the CPUC directly;





		(2)	including yet another party in the handling of customer records and data may be more costly.








4.3.2.2	Provider Solicitations of Intent to Participate





In contrast to the previous alternative, providers can be allowed to directly contact those customers who are eligible for participation in direct access, whether in the initial phase or in subsequent phases of a multi-year phase-in.  Marketers can collect written authorization and verbal authorization which has been third party verified or where the customer has been given a 15 day period following receipt of notification of change of carrier (FCC rules for telecommunications) from customers to switch to their service curing the open season.  Once a customer has been accepted into direct access they should be free to switch to another carrier as frequently as can be allowed by metering/communication, billing, and other specific requirements.





Two variants of this single stage approach are reviewed below; the difference between them involves whether the provider is informed in advance of solicitations with customer-specific information or whether the marketer approaches the customer "blind."





4.3.2.2.1	Variant 2A: Providers Are Given Customer Data Prior to Solicitations of Intent to Participate





In this alternative, providers are permitted to contact customers directly without the previous consent of the customer.  In addition, in this specific variant, the provider is informed by having access to customer energy usage information.  Access to relevant customer information (or at least the subset which is eligible in the period in question) permits each retailer or aggregator to target specific customers with their promotional materials and to avoid all others who do not fit within the marketing plan.  [See Chapter 10 for further discussion of customer data release issues].





	Pros:	The advantages of single stage provider-conducted solicitations that are informed include:





			(1)	customer-specific consumption and other data allows customer-specific benefits to be computed by the potential provider and included within initial customer contact materials, leading to greater proportions of customers that are likely to participate;





			(2)	no need for the CPUC to review/sanction IOU materials to avoid affiliate bias;





			(3)	universal customer data permits many more marketer contacts with customers that may not have paid appropriate attention to IOU materials in alternative two-step processes;





			(4)	elapsed time of the open season process is reduced compared to Alternative 1;





			(5)	marketer costs are reduced by the ability to target customers compatible with their marketing plans compared to alternative 2B; and





			(6)	customer contacts where customer usage patterns incompatible with marketer plans are minimized compared to alternative 2B.





	Cons:	The disadvantages of single stage provider-conducted solicitations that are informed include:





		(1)	CPUC D.95-12-063 restriction on release of customer data without prior customer consent must be revised;





		(2)	some customers will be concerned that their privacy or trade secrets were revealed against their wishes;





		(3)	larger total number of dissatisfied customers not interested in participation in direct access compared to alternative 1;





		(4)	some consumers will be concerned that they are being hassled, which is why they typically do not allow information to be released about themselves; and





		(5)	greater likelihood of customers being misinformed and mislead without the IOU/UDC or neutral agent to have contacting the customer earlier before the marketing process begins.





4.3.2.2.2	Variant 2B: Providers Are Not Given Customer Data Prior to Solicitations of Intent to Participate





As in the previous variant of this alternative, the provider is permitted to directly contact all customers eligible for direct access without the previous contact of the utility.  In this variant, however, the provider has no customer-specific data to use in developing marketing plans or in selecting specific customers for marketing efforts.  In effect, no targeted marketing is possible.





	Pros:	The advantages of single stage marketer-conducted solicitations that are uninformed include:





			(1)	compared to Alternative 2A, no customer data would released and fewer issues of possible customer privacy or trade secret violations would be encountered.





	Cons:	The disadvantages of single stage marketer-conducted solicitations that are uninformed include:





		(1)	larger total number of dissatisfied customers not interested in participation in direct access compared to alternative 1;





		(2)	some consumers will be concerned that they are being hassled;





		(3)	greater likelihood of customers being misinformed and mislead without the IOU/UDC or neutral agent to have contacting the customer earlier before the marketing process begins compared to Alternative 1;





		(4)	marketers do not have the universe of data to use in developing marketing plans which take into account the variation of customer usage patterns;





		(5)	marketers do not have customer-specific data to use in targeting specific customers which fit their marketing plans, so more "wasted" customer contacts compared to Alternative 2A;





		(6)	marketers are required to use general promotional literature which increases their costs compared to alternative 2A, and increases the "aggravation"; and





		(7)	uninformed marketing is likely to lead to decreased percentages of customers electing to participate in direct access relative to Alternative 2A.








4.3.3	Oversubscription Rationing of Participation Requests





If there is a phased limit on participation, and when agreed-upon customer class representation targets are missed or oversubscription protocols must be invoked, then requests to participate must be processed to select a reduced set of authorized customers within a short time period.  An agreed upon rationing or allocation scheme must be known beforehand and used that meets appropriate tests of fairness, speed of implementation, and certainty.  Since the customers involved with direct access are not equal in size, knowledge, or capabilities to implement direct access, how should these considerations be used in devising a fair oversubscription mechanisms?  In this section alternatives of using lotteries, selecting first-come-first served, and or pro-rata allocation to all applicants are discussed.





4.3.3.1	Alternative 1: Lottery





When too many persons wish to participate in a limited activity, lotteries can be used to select the "winners."  This approach is feasible within the context of selection for participation in direct access, but creates additional nuances in this setting.  For example, if eligibility is defined using customer classes to ensure representative participation, does this mean that lotteries are used within each customer class?  What would happen if some customer classes were oversubscribed but others were not?  Are the original proportions of eligibility reallocated among the classes to better reflect interest in participation?





	Pros:	The advantages of lotteries to allocate oversubscription include:





		(1)	Because of their randomness with everyone having an equal chance to "win", lotteries may be perceived as "fair";





		(2)	easily administered.





	Cons:	The disadvantages of lotteries to allocate oversubscription include:





		(1)	some participants perceive a lack of fairness in the randomness of lotteries;





		(2)	does not acknowledge details of a proposed direct access arrangement, including probability of following through to implementation;





		(3)	probably has to be implemented within segmented strata to ensure each customer class is contained in final selection.





4.3.3.2	Alternative 2: First-Come, First-Served





This alternative presumes that an open season period requires that a request to participate will be filed with the IOU/UDC and that this organization can date/time stamp requests in the order that they are received.  Requests to participate would be processed on a first-come, first-served basis until the cumulative limit of peak demand load, energy, or number of transactions appropriate to each customer class have been reached.  Once this limit is reached, then no additional participation would be permitted until the subsequent open season period.








	Pros:	The advantages of first-come, first-served include:





		(1)	those customers/generation service suppliers that can quickly submit requests for participation will be more likely to be authorized to participate, which could be viewed as fair since these customers took the time and energy to be well informed and ready to participate;





	Cons:	The disadvantages of first-come, first-served include:





		(1)	those customers/generation service providers who have already negotiated conditional arrangements would be provided a substantial advantage over other customers;





		(2)	bilateral contract customers would likely receive major advantages compared to aggregation customers, since bilateral contract customers are much more likely to have developed conditional arrangements beforehand than are aggregation customers;





		(3)	depending on the number of people who want to sign up, this could be inherently unfair because the result could border on randomness, depending on whether a customer hit an open phone line at the right time to get through or made it into the right stack of mail as it was sorted;





		(4)	first come, first served does not provide a level playing field for all potential direct access customers, potentially advantaging one business over another similar business; and





		(5)	rewards quickness, not efficiency.








4.3.3.3	Alternative 3: Pro-Rata Among Applicants





Most parties have understood participation in direct access to mean that once a customer submits a request to engage in direct access, and that request is authorized through whatever selection/rationing process may be necessary, then the customer is no longer a responsibility of the UDC for energy forecasting/supply purposes.  The customer and his provider(s) have the benefits and costs of participation in the direct access market for generation services, either through bilateral contracts or through aggregation.  The customer is no longer included in any load forecasting that the UDC must provide to the PX, and the customer's imbalances of actual and forecasted loads have no impact on UDC customers.





Some parties have described phase-in proposals where customers would request partial levels of their load that might participate in direct access, and undersubscription or oversubscription within a class of customers might lead to revisions in the proportion of an individual customer's loads that were authorized to participate.  These customers would, in effect, remain an energy customer of the UDC while simultaneously becoming an energy customer of a private provider through a bilateral contract or an aggregation arrangement.  There are two variations that will be described below with separate advantages and disadvantages.





4.3.3.3.1	Variant 3A: Partial Participation in Direct Access With Floor on Load Participating





Partial participation in direct access splits a customers load into portions serviced by direct access and portions served through the UDC by the PX.  For example, partial participation implies that a hypothetical 12 MW peak demand customer might be authorized to participate in a bilateral contract with 5 MW of load, while the remaining 7 MW of load would be supplied by the UDC through the Power Exchange.  In this variant, the customer is allowed to bid all or any portion of his entire 12 MW load and condition his participation on the whole bid being accepted.  If the customer was not authorized enough load to satisfy his conditions, then the customer would drop out of that stage of the phase-in process, presumably to try again in a subsequent phase.





	Pros:	The advantage of partial participation is that more customers are enabled to participate in direct access, especially during periods in which very limited quantities of load are authorized to participate relative to the demand to participate.





	Cons:	The disadvantages of partial participation in direct access include:





		(1)	pro-rata allocations of participation which fail the customer's minimum participation threshold may lead to "return" of that initial customer's allocation back to the pool for possible reallocation to other hopefuls, which would create additional complications for the selection process;


 


		(2)	partial customers continue to impose cost burdens and responsibilities for energy demand on the non-direct access customers of the UDC;





		(3)	when customers loads vary from the forecast level, it is likely that the UDC would be viewed as the entity wholly responsible for the variations, not the direct access component, thus imposing all imbalance costs and forecasting uncertainty burdens on the customers of the UDC;





		(4)	there is ambiguity about UDC responsibilities to forecast partial loads, and corresponding confusion about the possibility of cost shifts to other UDC customers for errors in forecasts stemming from imbalance costs from the error for the partial customer;





		(5)	settlement for imbalance costs becomes much more complex, especially if the customer's generation supplier serves multiple end-use customers, and even worse if they have different scheduling coordinators;





		(6)	customer's and energy provider's abilities to engage in multi-year bilateral contracts are damaged by the uncertainty of the level of customer loads that will be authorized to participate from one year to the next;





		(7)	residential customer loads could not be split since they are too small to justify two energy supply relationships.








4.3.3.3.2	Variant 3B: Partial Participation in Direct Access Without Floor on Load Participating





In this variant, a hypothetical customer with 12 MW total load is allowed to bid his entire 12 MW load but is not allowed to condition his participation on the whole load being accepted.  The customer would have to accept as a condition for eligibility that only a portion of his total load would be accepted, and that there might be strong probability that his load would actually be split between direct access and the PX/UDC.  Some parties have suggested that such customers ought to be allowed to 


purchase from the PX through their direct access provider, thus reducing the role of the UDC.





	Pros:	The advantages of pro-rata participation without floors on load include:





		(1)	compared to variant 3A, even more customers are enabled to participate in direct access, especially during periods in which very limited quantities of load are authorized to participate relative to the demand to participate.





	Cons:	The disadvantages of pro-rata participation without floors on load include:





		(1)	customers and their suppliers might be forced to undertake expensive overhead costs for the contractual and implementation costs of direct access with only small portion of the expected benefits which justified the deal;


 


		(2)	partial customers potentially impose cost burdens and responsibilities for energy demand on the customers of the UDC just like in Alternative 3A;





		(3)	when customers loads vary from the forecast level, it is likely that the UDC would be viewed as the entity wholly responsible for the variations, not the direct access component, thus imposing all imbalance costs and forecasting uncertainty burdens on the UDC;





		(4)	customer's and energy provider's abilities to engage in multi-year bilateral contracts are damaged by the uncertainty of the level of customer loads that will be authorized to participate from one year to the next;


		(5)	as in Alternative 3A, there are ambiguities about settleing imbalance costs which a generator in a bilateral contract also serves other direct access customers, and even worse ones if these contracts go through different scheduling coordinators;





		(6)	residential customers loads could not be split since they are too small to justify two energy supply relationships.





4.3.3.4	Alternative 4: Modified First-Come, First-Served with Lottery Tie-Breaker





If the electric customer education/information process is properly structured and the electric customer interest revelation process is well planned, implemented and monitored, then the first-come, first-served rationing process can achieve any targeted level of fairness provided that a lottery is used when necessary to break ties among electric customers in the first- come, first-served queue.                    


              


	Pros:	The advantages of this rationing plan include:





		(1)	Captures the benefits of both the rationing


               by queuing and lottery alternatives. 





		(2)	Minimizes if not eliminates the downside risks associated with the rationing by queuing or lottery alternatives.  	      








	Cons:	The disadvantages of this rationing plan include:





		(1)	Increased performance pressure on the electric customer education/information process and the electric customer interest revelation process. 





		(2)	Does not maximize the number and variety of electric customers.  








4.3.4	Undersubscription of Participation Requests





Should a particular phase of direct access eligibility be undersubscribed, then clearly all of the applicants should be authorized to participate.  However, how to "take advantage" of the remaining capacity is not self-evident.  At least two cases can be distinguished, and the solutions in these cases may be different.  First, presuming that some reservation for capacity exists for customer classes, if undersubscription occurs within a specific customer class, but not for the total of all customers classes, then reallocation of capacity may be feasible.  Second, if undersubscription occurs for the total of all classes, then no ready pool of applicants exists, and greater efforts would be needed to fully utilize this available capacity.  If there were no reservation of capacity by customer class, then the first case could not occur, but the dilemma of the second case would still be relevant.  Each of these cases will be briefly described.





4.3.4.1	Undersubscription Within Customer Classes Alone





Presuming that there is a system of reservation of capacity for direct access (whether described by annual energy, peak demand, or number of customers is not important), then the result of the open season solicitation is that some customer classes are undersubscribed and some classes are oversubscribed.  Two alternatives exists: (1) reallocate the spare capacity from undersubscribed classes to oversubscribed classes, (2) provide another round of open season solicitation limited to the undersubscribed classes, or (3) do nothing to make use of the spare capacity.





4.3.4.1.1	Alternative 1: Reallocate the Spare Capacity from Undersubscribed Classes to Oversubscribed Classes





The response to mixed oversubscription and undersubscription among the various customer classes would be to shift the undersubscribed capacity to the oversubscribed customer classes in some manner.  Several variants on how to do this are possible: (1) achieve proportional oversubscription in all classes, (2) accept all applications in the original undersubscribed classes and shift spare capacity so that each oversubscribed class achieves an equivalent improvement, and (3) accept all applications in the original undersubscribed classes and shift spare capacity so that each oversubscribed class achieves an equal level of oversubscription.





	Pros:	The advantages of the reallocate alternative include:





		(1)	customers who made a good faith effort to participate in direct access are accommodated;





		(2)	more customers are accommodated;





		(3)	customers taking the initial to respond to opportunities are rewarded for their efforts, rather than being continued "handholding" that Alternatives 2 and 3 might suggest.





	Cons:	The disadvantages of the reallocate alternative include:





		(1)	some minor additional costs might be required;





		(2)	original goals of customer class representation are not maintained; and





		(3)	the variations in how to performing reallocation might require regulatory oversight and quick decision-making by the CPUC.





4.3.4.1.2	Alternative 2: Provide Another Round of Open Season Solicitation Limited to the Undersubscribed Classes 





This alternative is predicated on maintaining the balance of customer class representation that was built into the original program design.  A targeted customer education and solicitation process would be employed to attempt to obtain additional elections from the undersubscribed customer classes.  To implement targeted marketing might require special processing of customer records, selective inclusion of materials in UDC bills, and other narrowcasting techniques that might not be required in the original effort for this phase of eligibility.





	Pros:	The advantages of the second round of open season solicitation alternative include:





		(1)	this is the best alternative for achieving the customer class representation that the CPUC has selected for direct access;





		(2)	alternative education and marketing efforts might discover the "hot button" that elicits strong customer response.





	Cons:	The disadvantages of the second round of open season solicitation alternative include:





		(1)	undersubscription might be the appropriate customer response if costs of participation exceed expected benefits; therefore to continue to urge participation would be wasting money from various parties, and might entice some customers to make the wrong choice;





		(2)	customers from classes that are oversubscribed would be denied an opportunity to participate simply to achieve a policy decision on balanced representation of all classes that might be incompatible with the facts;





		(3)	additional costs would be incurred with no clear understanding of the benefits; and





		(4)	the decision-making process to commence and then to implement a second round might lead to additional elapsed time before authorizations were sent to prospective participants.





4.3.4.1.3	Alternative 3: Do Nothing to Make Use of the Spare Capacity





This alternative suggests that the results of the open season solicitation are accepted, and that no secondary efforts are conducted to reallocate "unused" capacity from undersubscribed customers classes to oversubscribed customer classes.





	Pros:	The advantages of the "do nothing" alternative include:





		(1)	any delays associated with reallocation consideration, its implementation, and other adjustments are avoided; and





		(2)	any costs associated with reallocation are avoided.





	Cons:	The disadvantages of the "do nothing" alternative include:





		(1)	customers who responded to open season solicitations in good faith could be accommodated, but penurious cost consciousness denied them this opportunity;





		(2)	balanced representation from various customer classes might be more difficult to achieve.





4.3.4.2	Undersubscription Across All Customer Classes





Overall undersubscription signifies a mismatch between the assumptions used to design a phase-in program and the interests of customers.  Many possible factors might lead to such an outcome, and before implementation one or the other of the following alternatives, it would be highly desirable to make an attempt to understand why this situation has occurred.  For example, if phase-in design presumes a major customer education effort, which was not forthcoming or of a smaller scale than anticipated, one would expect fewer customers to elect this choice than were planned.  Knowing this, one might not throw open direct access to all customers (Alternative 3), because an excessive level of response might occur compared to the capabilities of the market and UDC customer systems to handle.  Instead, additional education with another round of open season solicitation (Alternative 1) might be logical.  On the other hand, if such an undersubscription be traced to customer hesitancy to commit to overhead, transactions costs with very small energy services cost savings, then perhaps one would throw out phase-in restrictions (Alternative 3) and let the market evolve as market participants determined how to reduce costs.  In summary, these alternatives might not be mutually exclusive, but are indicative of a family of potential responses which might be employed depending upon an assessment of the reasons for overall undersubscription.





4.3.4.2.1	Alternative 1: Provide Another Round of Open Season Solicitation





Faced with overall undersubscription, and armed with an assessment that suggests the underlying costs of participation are smaller than the benefits, one might imagine that another round of open season solicitation, perhaps preceded by additional customer education, would be logical.





	Pros:	The advantages of another round of open season solicitation include:





		(1)	more customers have the opportunity to determine whether this choice makes sense for them;





		(2)	UDC and provider expenses allocated directly to direct access participants would be recovered by a larger number, thus reducing per unit costs.





	Cons:	The disadvantages of another round of open season solicitation include:





		(1)	potential delays in implementation of this round of phase-in eligibility, thus disadvantaging customers who did respond in a timely manner;





		(2)	additional expenses that might not stimulate much additional customer interest; and





		(3)	this alternative fosters the "its a specific result we want" attitude, rather than allowing customers the freedom to make their own choices, even if they are not the best ones.





4.3.4.2.2	Alternative 2: Do Nothing





In the face of undersubscription, no special action is taken to depart from the pre-planned phase-in schedule.





	Pros:	The advantages of the "do nothing" alternative include:





		(1)	eliminates the possibility of making a major mistake(e.g. Alternative 3), which would cause large customer dissatisfaction and complaints;





		(2)	additional costs of another round of open season solicitation, processing of requests, verification of balanced representation, and possible oversubscription selection processes would be avoided.





	Cons:	The disadvantages of the "do nothing" alternative include:





		(1)	if some customers could have benefited from greater exposure to direct access education and would have elected to participate, then at least one year's benefits would be foregone;





4.3.4.2.3	Alternative 3: Terminate Phase-In Requirements and Allow All Customers to Participate In Direct Access





This alternative would be exercised by terminating all elements of the direct access program that were directly associated with monitoring phase-in, determining eligibility, conducting open season solicitations, and operating selection processes.  This would reduce costs for the CPUC and other regulatory agencies that might play a role in the oversight of direct access, the UDCs who would be administering various customer education and verification activities, and energy service providers that had to conform to specified open season protocols.





	Pros:	The advantages of the terminate all phase-in requirements alternative include:





		(1)	any customers holding back from concerns about regulatory agency meddling with terms and conditions of their "deals" might be encouraged to elect direct access; and





		(2)	costs associated with conducting a program with phase-in, eligibility and selection processes would be reduced, if not eliminated.





	Cons:	The disadvantages of the terminate all phase-in requirements alternative include:





		(1)	misdiagnosis of the reason for the shortfall in responses to a particular customer education, marketing, and open season solicitation might fall to reveal large interest in direct access that previous efforts failed to detect.  Terminating all phase-in requirements might lead to new marketing efforts that "hit the button" and stimulated far more response than the market participants and UDC customer systems could support.  This might lead to the problems that "success guarantees" were trying to avoid.





4.3.5	Continuity of Participation in Phase-In of Direct Access





Some parties have raised the concern that under stretched out direct access phase-in, that ability to participate in an early year of direct access ought to provide no special benefit concerning eligibility to participate in a subsequent year.  For example, if an industrial customer of 15 MW was able to participate in 1998's initial year of direct access because the customer was selected in a lottery to resolve oversubscription for the industrial class, the customer would be compelled to request participation in 1999's open season process, and accept the results of the lottery, which might mean the customer was not selected in 1999.  The implication of this approach is that direct access contracts could only be a single year duration while phase-in was underway.  This issue only exists if pro-rata allocation is not used, and an method of accept/deny is used instead.





Two alternatives are described below that address whether each year of a phase-in program is independent, or whether once selected, always selected.





4.3.5.1	Alternative 1: Participation is Limited to a Single Year and Participation in a Prior Year Provides No Greater Right to Selection in a Subsequent Year





This alternative presumes that each year is independent of subsequent years for the duration of a phase-in program.  Selection in 1998 confers no greater rights or probability of selection in 1999, or other post-1998 years if direct access phase-in is lengthy.








	Pros:	The advantages of independence of selection to participate among years of a phase-in program include:





		(1)	more customers are enabled to participate during a period of limited opportunity;





		(2)	the process may be perceived as more fair if those who selected the first year are not allowed to "lock up" available energy for the long term, leaving later participants to negotiate over what is left over;





		(3)	if rationing is implemented by lottery, does not provide an excessive windfall due to "luck";





		(4)	reduces complaints of customers who may not be selected for several years.





	Cons:	The disadvantages of independence of selection to participate among years of a phase-in program include:





		(1)	those customers who have been advocating for direct access, and who anticipate being able to participate, believe they will have the opportunities to make their own choices through bilateral contracts; all such customers selected in one year believe they will be able to continue in subsequent years, especially if total volume of participation is rising through time;





		(2)	some combinations of customer interest in participation (low initial year, high subsequent year) could lead to lower probability of selection in subsequent year, especially if eligibility increases slowly;





		(3)	creates a barrier against direct access compared to UDC energy service from the PX; and





		(4)	necessary marketing, equipment installation, and UDC activities for each customer participating might be poorly utilized if they were not able to be used for multi-year periods.





4.3.5.2	Alternative 2: Once Selected, Always Selected





Many customers who have followed restructuring and anticipate that they will be direct access participants through bilateral contracts believe that once they are selected, they will always be selected.  Some may have already negotiated long term contracts, with conditional exercise clauses, with marketers on this premise.  Having to undergo selection repeatedly is probably highly undesirable, since it increases ex ante participation costs in general and for those which participate.





	Pros:	The advantages of once selected, always selected include:





		(1)	lower costs for participation of those selected by the avoiding periodic selection costs, and amortizing overhead costs over multiple years;





		(2)	lower costs for the program in general by reduced marketing efforts for suppliers with longer term bilateral contracts of aggregation agreements; and





		(3)	avoidance of some inevitable customer complaints to the CPUC and UDCs from customers who failed to be selected in subsequent years who were selected in prior years.





	Cons:	The disadvantages of once selected, always selected include:





		(1)	fewer total numbers of customers that are enabled to participate, especially with long phase-in programs;





		(2)	the program may be perceived as unfair if the result of "once selected, always selected" is to allow those selected the first year to "lock up" long term energy supplies, leaving later participants to negotiate for what is left; and





		(3)	might encourage some customers to attempt selection in the initial year, thus causing a greater proportion of applicants to be rejected or greater proration if that approach is used.








4.3.6	Selection to Participate Notification





Once the open season has been completed, and especially if a rationing scheme has had to be deployed to achieve customer class representation requirements or to constrain overall participation to agreed upon volumes, then a notification of authorization to participate must be issued to the customer and/or the energy provider.  This will set in motion various contractual arrangements concerning new tariffs, metering/communication system responsibilities, bill arrangements, etc. that will characterize participation in direct access.  Once these are in place, then additional physical actions associated with UDC data base changes, perhaps physical meter/communication system installation, and other time-intensive steps will be required to be completed before direct access service can actually commence on January 1, 1998. 


�



4.4 RATIONALES FOR LIMITING ELIGIBILITY THROUGH PHASE-IN





The CPUC has asked if there are technical and policy reasons for considering limiting eligibility to direct access.  Limiting eligibility would result in phased introduction of direct access, such as the five-year 1998 through 2002 phase-in identified in CPUC D.95-12-063 and re-characterized as a slowest possible phase-in schedule in D.96-01-006.





From a technical perspective, it is the intent of the Direct Access Working Group that the new market structure function properly, fairly and efficiently in a timely and reliable fashion.  This is also a fundamental requirement for electric consumers.  The phase-in disagreements presented in this report relate mainly with the logistics and requirements needed to fulfill this objective, not the objective itself.





This section includes four subsections that provide some conceptual background to understand why parties have different concerns, and to discuss separately three categories of rationales: technical feasibility, market success, and equity of participation.





4.4.1	Background





4.4.1.1	Perspectives of the Parties Concerning the UDC





There is considerable dispute among the parties about the technical, market success, and equity rationales for limiting eligibility, and thus causing a phased direct access program.  A major portion of this dispute can be traced to different views of the responsibilities and obligations of the UDC as it has been defined by the CPUC in D.95-12-063, but which appear to be evolving through D.96-03-022 and the subsequent Assigned Commissioner Rulings (ACR) shaping this DAWG process.





The IOUs tend to understand the UDC as D.95-12-063 defined it.  The UDC resembles the IOU in being a franchise monopoly for all aspects of the current utility distribution function.  This means the UDC installs meters, collects data, prepares bills, and serves customers much like the utility currently does.  With this perspective, IOUs are concerned that they and the UDC will have constraints on development and installation of new systems for metering, billing, etc. that are legitimate technical rationales for limiting eligibility.





Emergent generation providers and some other parties, on the other hand, view the UDC as a smaller entity and one that emerges from the distribution function unbundling process sanctioned by D.96-03-022 with a reduced scope for monopoly services.  Perhaps other entities will be allowed to provide metering services, billing services, or other aspects of customer service.  From this perspective, the difficulties of the single IOU organizations to install advanced metering equipment and billing systems is readily overcome by permitting the emergent energy suppliers to perform these tasks.  Particularly with billing, which is seen by most marketers as an essential point of contact with the customer, irrespective of what happens to billing for UDC services, these technical capability development activities are a necessary element of competing for business.  Seen from the viewpoint of many, competing organizations performing similar efforts in parallel, there are many fewer technical constraints.





The point of this review is to communicate the problem that what is a legitimate technical concern under one organization of the industry, may not be a legitimate technical concern under a different organization of the industry.  Since the CPUC is the regulatory agency that has both defined the UDC and explicitly created a forum in which the UDC might reduce its scope through time, the CPUC must resolve some of these issues of direct access in the context of resolving the nature of the distribution services that will be restricted to the UDC.





4.4.1.2	Overview of Three Types of Rationales





The work of DAWG has identified three types of concerns: technical, market success, and equity.  These will be briefly described to provide some background prior to the details that follow in the remainder of section 4.4.





Technical rationales limit the feasibility of introducing direct access any faster because some requirements essential for it cannot be made available except in initially limited capacities, but which can be remedied through time until the entire customer population can be served.  As noted above, a technical rationale may exist entirely within a specific organizational form of the industry, but not be a technical rationale for another form of the industry.  These technical concerns fall into two distinct groups.





The first involves those technical areas where the constraint can be identified and for the most part quantified.  In terms of severity, these tend to present the least amount of anxiety since they are known and their effects understood.  These elements will be addressed as areas of concern involving: (a) data processing capabilities; (b) metering and communication systems; (c) billing systems and (d) integrated system performance.


	


The second group involves concerns which are much more difficult to identify and assess, not only at the onset, but during the initial and on-going operation.  These concerns relate to the continual need to debug, alter, expand, repair and validate the systems, methods, and interfaces employed to facilitate the new market structure, all while maintaining service quality and reliability.  It is difficult to gain an appreciation for these concerns without a thorough understanding of the complexities of the systems required, their functional characteristics, and how they relate with the operational constraints of the unique commodity of electric service.  Section 4.4.1 attempts to provide background for this issue.    





Additional considerations for limiting eligibility are rationales based on a desire for the market structure to be successful.  One can theorize that in an immature industry, the capability to handle the entire customer base successfully might not be fully possible in the first or even second years.  These rationales differentiate between things that are feasible, but not desirable, leading to the conclusion that phasing can contribute to a more successful market.





Finally, a third category of rationales for limiting access are ones that address equity concerns.  For example, CPUC D.95-12-063 requires that all customers classes benefit from direct access, rather than restricting direct access eligibility to economic sectors or by customer size.  Equity concerns have also been identified about providing direct access to single firms in industries with limited competition among otherwise similarly situated firms.





4.4.2 Technical Rationales for Limiting Eligibility





There are four technical areas of concern that influence and limit eligibility to direct access.  These technical considerations emphasize what is feasible, as opposed to what might be desirable, but both feasibility and desirability are conditional on the perspective of the evaluator.





The hypothesized technical rationales are:





	1.	demonstration of integrated system performance involves determinations that the combination of hardware/software identified above are successfully integrated into new systems that perform to specifications.





	2.	data processing capabilities (of the UDC, scheduling coordinator, ISO, and aggregator) required to compute settlement of ISO imbalance costs in a fair and equitable manner will not be in place in sufficient volume to allow unlimited eligibility.





	3.	metering and communication systems essential to provide the information required for settlement cannot be installed in sufficient volumes to allow unlimited eligibility.





	4.	existing UDC billing systems for small customers have limited capabilities to handle the computations and bill display requirements of direct access, and new systems will not have sufficient capacity to allow unlimited eligibility.





4.4.2.1	Demonstration of Integrated System Performance





Integration of separate hardware/software systems into systems demonstrated to work properly has been identified as a concern.  Some of the issues fall within the scope of the proposed ISO and PX institutions that WEPEX has filed with FERC.  Similar issues affect systems that are the responsibility of the UDC as determined in D.95-12-063.  These systems are particularly oriented to information flows that are crucial to forecasting loads, nominating resources, measuring loads, identifying and billing for imbalances and actual usage, and collections/remittances to multiple suppliers.





Particularly with integrated systems in which multiple parties share responsibility, such parties need to: (1) develop a better understanding of the potential data flows between various organizations; (2) understand the technical parameters of these potential data and the communication systems exchanging data, (3) develop an understanding of the hardware specifications to permit this data exchange to occur; (4) identify the decision mechanisms required to ensure that multiple organizations understand and will conform to a standard for data exchange; (5) identify the need for hardware/software shakedowns to ensure data communication works properly.





4.4.2.1.1 Background On System Requirements





California is electrically interconnected with many other states and with two other countries.  These interconnections, or electrical highways, involve synchronized operations requiring continual coordination, cooperation and resource balancing and monitoring to ensure reliable and quality service.  The interconnections have provided huge economic benefits for California and now help provide a gateway for competition.  The fact that electricity travels substantially near the speed of light, embodies dual real and reactive personalities, and cannot be stored should not be taken lightly in trying to understand the complexities of providing this service.  Several recent events should remind us of instances where moderate problems several states away, or just next door, can translate into millions of Californians losing power.





The existing computerized control systems IOUs and other utilities have installed involve different manufactures, vintages, and operational metering and communication systems and interfaces.  In order for these systems to function properly, requires a considerable amount of handshaking, feedback and coordination.





These existing systems have required a substantial amount of time to develop, validate, and enhance to their current state and will form the initial foundation to support the transition to WEPEX.  Each of these systems, in varying degrees, are required to perform numerous operating, dispatch, scheduling and accounting functions.  These functions included:





	a. 	Automatic generation control, which balances generation to match schedules and load;


	b.	Economic dispatch


	c.	Automated back-up systems;


	d.	Supervisory control systems;


	e.	Power scheduling and accounting;


	f.	Automatic time-error correction;


	g.	Minimization of accumulated scheduling imbalances;


	h.	Transmission congestion management


	i.	Reactive power control; and


	j.	Contingency monitoring and power system security analysis.





A significant amount of effort will be required to develop the back-bone WEPEX systems in a manner which efficiently interfaces with the existing systems to allow the continued safe and reliable operation of California=s interconnected electric system.  The use of the existing systems are the reason the Commission=s 1998 start date is doable.  However, just because the systems are available and form the foundation for accelerating the start date, should not be interpreted as their ability to support a fully competitive market.  No one today or two years from today can make that judgment. 





To further complicate the transition, is the parallel development of the commercial systems needed to support the competitive market structure adopted by the Commission.  Like their electric system counterparts, the commercial functional requirements will require new systems and approaches, while at the same time, they must integrate with the existing (and future) metering and billing infrastructures. Although these systems won=t have the added complexities of having to operate Aat the speed of light@, they involve  billions of dollars in transactions and will have to contend with their own unique set of coordination protocols and procedures.





A final subtle complicating factor is the tension which may arise as the actions of the existing and new players in the interconnected systems become "competitive" rather than "cooperative".  The interconnected grid has functioned very well to date because of the cooperative nature of one utility doing all they can in helping another.  Under the new competitive structure, there may be a reduction in cooperation during the transition period, as participants may be more interested in beating their competitor than trying to identify and correct the many problems that will arise.  It could be that the initial winners in the new competitive market could be those who discover ways to exploit a transitional problem, rather than correct it.  This is not to say that efforts to try to Abeat the system@ are wrong, as such represents an inherent element of a competitive market, but it does represent an added constraint that may require a more cautious implementation.  





4.4.2.2 Settlement Data Processing Capabilities





WEPEX's Dispatch Integration and System Infrastructure (DISI) Team and DAWG's Implementation and Metering/Communication committees have both examined whether ISO data processing capabilities are a constraint to the transactions of imbalance computations that must be performed on a daily basis.  The uncertainties of the scheduling coordinator concept, along with the ongoing development of the ISO/SC interface, have impeded resolution of information requirements, hence metering and communication data needed for imbalance settlements and energy billing.  The WEPEX DISI Team has submitted a proposed RFP to the WEPEX Steering Committee for necessary system development work, but its release is awaiting approved ratemaking treatment of these developmental costs.





Furthermore, WEPEX is considering limiting the activity during the initial twelve months by the number of accounts that can be processed manually, to insure transaction settlement can occur with the lose of the WEPEX systems.  It is anticipated, barring a requirement to make major changes to the WEPEX systems, rules and protocols, that the availability of the data processing systems will steadily improve during the initial year.  The rate of phase-in will depend greatly on the success of the WEPEX systems, their administration, the capabilities of the Scheduling Coordinators, and WEPEX's overall ability to interface with the commercial aspects of the new market structure.


		


Also, there has been considerable discussion regarding Scheduling Coordinators and does their presence simplify or eliminate the ISO's data processing concerns.  On first glance, the Scheduling Coordinators appear to be the magic elixir for direct access, as they simplify the data management concerns of the ISO.  However, there remain significant uncertainties driven by the financial risk they will incurring, their credit requirements, the computer and communication systems (may include back-up systems) they will require and the regulatory oversight and possible registration requirements they will receive.  It could very well be that Scheduling Coordinators may become very conservative in the service they provide and the requirements they place on the customers who will use them.


		


To date, only ISO communication protocols and systems with the Scheduling Coordinators are being designed.  No such designs are currently taking place regarding how customers and generators will interface with the Scheduling Coordinators.  The Scheduling Coordinators will not only be required to interface with customers and the ISO, they will also have to be able to track individual hourly schedules at all energy receipt and delivery points they use.  What Scheduling Coordinator protocols are needed, along with what system, regulatory and financial requirements they need to comply with, could significantly effect the phase-in of direct access.  There are, however, many online data processing and billing systems in existence today (banks, credit cards companies, credit verification agencies) that process data continuously.  These systems may be adaptable to ISO or SC needs.  The ISO, state and federal regulators, and market forces will define just how many Scheduling Coordinators there are, how customers will interface with them, and the data processing systems that are used.





4.4.2.2.1	Alternative 1: Scheduling Coordinator Burdens Are minimized Resulting in No Data Processing Constraints Beyond 1998





While the ISO's settlement process will not require the capabilities once imagined prior to the scheduling coordinator concept, the functions of the ISO are without precedence, and no existing computer hardware/software system exists to be adapted to suit these needs.  The delays experienced by WEPEX in resolving the Trust ratemaking procedures with the CPUC may have jeopardized the January 1, 1998 start date already.  The result of the delay and the complexities of even a shielded ISO mean that a fully capable ISO settlement process may not be ready until sometime into 1998.  This requires that direct access participation be limited, or that compromises with actual imbalance settlement allocation be accepted.





The Scheduling Coordinator concept is intended to insulate the ISO from the enormous volumes of imbalance settlement computations needed to determine and allocate settlement costs to responsible parties.  Using the Scheduling Coordinator as the interface between the customer and the ISO greatly reduces the computer software/hardware system that the ISO needs.  The ISO will merely address imbalances with the several hundred scheduling coordinators and their loads for each of the transmission/distribution interface points.  Once the ISO fully develops its computer system, its capabilities will  not need to change appreciably even when participation in direct access is growing rapidly.  The ISO data processing system is not a technical rationale for a restricting eligibility to direct access, except perhaps in the initial 1998 period.





On the other hand, the Scheduling Coordinator computer software/hardware system does need to scale in capacity as participation in direct access grows.  If there are numerous scheduling coordinators, and more scheduling coordinators are allowed to enter the business if market conditions warrant this, then the computer software/hardware systems capacity for the collection of scheduling coordinators will be a series of separate modules, added a few at a time.  Each new scheduling coordinators will have to invest in additional computer software/hardware systems as a necessary investment prior to opening up shop.  Existing scheduling coordinators expanding their number of transactions can readily add another module that operates in parallel with their existing system.  The combination of multiple, even numerous scheduling coordinators and the prospects for modular data processing systems, suggests that settlement data processing will not be a problem for the industry beyond 1998.  As a result, we need to ensure that Scheduling Coordinators are encouraged to enter the business with the fewest possible burdens so that they can have a data processing capability to support rapid direct access expansion.





	Pros:	The advantages of minimal scheduling coordinator burdens include:


		


		(1)	Scheduling Coordinators will relieve the burden of the ISO and retailers and aggregators will relieve the burdens of the customers and the generators.  Although, the systems may be complex, having multiple, sophisticated players will reduce those complexities.





		(2)	Numerous Scheduling Coordinators will minimize problems with constraints on direct access from data processing systems.





		(3)	Minimal requirements will encourage Scheduling Coordinator business formation to match or exceed the data processing needs of direct access.





	Cons:	The disadvantages of the scheduling coordinator as an interface include:





		(1)	Substantial amount of systems and interface testing will be required.  Protocols are yet to be developed.  There have never been any ABig-Bang@ installations involving major computer/control systems.





		(2)	Although the use of Scheduling Coordinators simplifies the ISO data management, they may complicate the overall market structure as one more "for-profit" entity is in the scheduling chain.





		(3)	Financial, scheduling, regulatory and consumer protection requirements for the Scheduling Coordinators are uncertain.  If they are significant, it could influence the formation of these firms, and possibly severely affect any scheduled phase-in of eligibility. 





		(4)	The ISO should decide the need for continued direct access phase-in based on real experiences and encountered concerns.  





4.4.2.2.2	Alternative 2: Scheduling Coordinator Problems Result in Data Processing Constraints Beyond 1998





If there are numerous restrictive requirements on Scheduling Coordinators, large capitalization requirements to cover "float" and customers are permitted to have numerous complexities in their bilateral contract or aggregation arrangements, then expansion of scheduling coordinator functionality may not keep pace with interest in direct access.  This would not stem from Scheduling Coordinator data processing problems, but rather from some unforeseen market impediment for the Scheduling Coordinator concept.  However, if new scheduling coordinators failed to enter the business, this could place restrictions on the numbers of customers (via their data processing transactions) that can be accommodated.





	Pros:	The advantages of strong requirements on Scheduling Coordinators to protect consumers include:





		(1)	customers are protected from sharp business practices.





		(2)	customers are enabled to make many complex arrangements contract arrangements, and reduced frequency of settlement requiring the Scheduling Coordinator to cover "float".





	Cons:	The disadvantages of strong requirements on Scheduling Coordinators include:





		(1)	fewer of them will be motivated to enter the business, reducing the capacity of the industry to process imbalance transactions, and constraining direct access participation.








4.4.2.3 Metering/Communication Systems





A retail restructuring emphasis on consumer choice manifests itself in customer's paying more attention to the options and prices of these options for energy services, and being able to respond in more ways than they were able under the traditional industry structure.  More sophisticated metering and communication systems are part of this process in two ways.  First, interval meters provide an opportunity for customers to pay more precisely for the services they consume, without being grouped together in large classes and treated as though they were merely part of some average.  Second, communication systems provide a gateway for customers to receive electronic real time prices from the PX or from the ISO, for their usage data to uploaded frequently to serve billing and load forecasting needs, and possibly to support other value-added services.





Installation of universal interval metering and twoway communication systems for all 12 million customers in California would require a multi-year effort.  This section will summarize the technical issues associated with metering and communication systems deployment, and the alternatives will illustrate some of the strategies to make this deployment successful.  Among these are not even requiring advanced metering and communication systems for small direct access customers in the early years.





An assessment of metering/communication systems in several alternative installation approaches requires: (1) evaluate metering/communication systems options compatible with information requirements and various installation/ penetration scenarios; (2) resolve issue of UDC versus other entity installation and control; (3) resolve/identify options for UDC investment recovery for metering/communication systems; (4) develop understanding of industry rampup capabilities; (5) develop understanding of installation of communication systems issues; (6) evaluate issues concerning data flow into billing systems, including: different data, volume of data, data distribution to multiple entities, bill payments forwarded to multiple entities, and new system development and shakeout timelines; (7) integrate all considerations into a decision-making framework.  A large portion of this work has been accomplished by the Metering and Communication Systems Committee of DAWG, and is documented in Chapter 11.





Three alternative scenarios provide a major portion of the viable alternatives from which the CPUC must choose:





	(1)	universal installation of metering and communication systems controlled by a monopoly;





	(2)	the UDC installs all metering and communications systems, limited to those required for all customers desiring direct access and those mandated by the CPUC; and





	(3)	the energy supply provider installs the metering and communication system.





More details concerning costs variation of advanced metering and communication systems for various penetration rates can be found in section 11.4





4.4.2.3.1	Alternative 1: Universal Meter and Communication System Installation by a Monopoly





This alternative suggests that the CPUC directs that advanced interval metering and two-way communication systems are to be installed universally.  The entity controlling this process of installation and operation is a monopoly, which might be either the UDC, a standalone INFOCO regulated by the CPUC, or a industry stakeholder information clearinghouse.  This alternative has the most standardization of equipment, data transfer protocols, and data processing since a monopoly controls all decisions.  The only departures from the standard system are for those rural areas where customer density does not justify the standard equipment package.





	Pros:	The advantages of universal installation of advanced systems controlled by a monopoly include:





		(1)	lowest cost for all customers;








	Cons:	The disadvantages of universal installation of advanced systems controlled by a monopoly include:





		(2)	the longest installation leadtime since all customers receive new equipment;





4.4.2.3.2	Alternative 2: UDC Meter and Communication System Installed Only for Those Requiring It





This alternative suggests that the UDC retains the sole authority to install and operate metering systems, and that only customer participating in direct access and those otherwise mandated by the CPUC obtain advanced interval meters and two-way communication systems.  Other customers, primarily small commercial and residential continuing as full service customers of the UDC, continue to be served by existing consumption meters.  This alternative has considerable diversity since large portions of the customer base continue to use old equipment and procedures, while customers requiring advanced systems use those which make the best sense in that specific application.








	Pros:	The advantages of UDC control, but partial installation of new systems include:





		(1)	customers who receive the equipment pay for it;





	Cons:	The disadvantages of UDC control, but partial installation of new systems include:





		(1)	the cost per unit of this alternative is higher than Alternative 1;





		(2)	very unequal quality of service is provided, and some customers cannot obtain advanced information services when they remain full energy service UDC customers;





4.4.2.3.3	Alternative 3: Energy Supply Provider Installs the Meter and Communication System





This alternative suggests that multiple parties provide metering services in the future.  Customers participating in direct access have their energy service provider (ESP) install interval metering which suits the business needs of these two parties.  UDC virtual direct access customers have the UDC install an advanced interval meter and two-way communication system at the customers expense, both for investment and incremental operating costs.  large commercial and industrial customers who are not participating in direct access have an advanced interval meter and two-way communication system installed by the UDC with costs recovered in their tariffs.  Other UDC energy service customers continue to use existing monthly consumption meters.  This alternative has the greatest diversity of equipment, data communication systems and protocols, and in what is done with the data.








	Pros:	The advantages of energy supplier installations include:





		(1)	energy service providers are the most motivated to install equipment to initiate direct access service relationships;





	Cons:	The disadvantages of energy supplier installations include:





		(1)	a highly fragmented system makes it very difficult to change energy service provider, to maintain continuous customer consumption databases, and to use data for analytic purposes;





		(2)	the UDC is dependent upon the ESP to remit revenues for distribution services, CTC, or public goods charges unless the UDC retains the traditional meter and continues its meter reading activities for that customer;








4.4.2.4 Constraints of UDC Billing Systems





D.95-12-063 creates a UDC from the distribution and customer service functions of the IOUs.  The apparent presumption of the policy decision is that these distribution and customer service functions remain exclusively with the UDC.  If this is to be the case, then UDC billing systems will have to revised substantially to address direct access requirements.  They will also have to be revised to address other fundamental elements of restructuring, and would at a minimum need to be able to identify the major functional separations (generation, transmission, distribution and customer service, CTC, and PGC) that the CPUC has decided to implement.  At the same time, direct access providers clearly expect to bill their customers for energy services rendered, potentially subjecting the customer to bills for duplicate  services.  This section addresses several alternatives for billing direct access customers in the context of these difficulties.





Initial reviews of utility billing systems in both the DAWG process as well as the Ratesetting Working Group process have revealed mixed results and inconsistent messages.  This reflects the relatively late focus of the working group parties on this issue, and its potential role in limiting participation in direct access.  If the CPUC can make timely decisions as a result of the input it receives from this report and related input from the Ratesetting working Group, there should be enough time available to resolve billing service issues in the first year or two.





4.4.2.4.1	Alternative 1: UDC's Provide Exclusive Billing for All Customer Services





If UDCs provide exclusive billing of all customer services, and in effect, remit energy revenues to the private energy service provider, remit other revenues per regulated tariffs for ISO and PX services, and retain those revenues associated with UDC services, then the UDC billing system becomes a central controlling factor in the numbers of customers that can participate in direct access.  Thus, UDCs face several questions:





	a.	what is volume of direct access billing that they can expect to be processing in 1998 and 1999?





	b.	of the systems available/adaptable for that time period, what processing capabilities could be in place?





	c.	are there any ancillary systems, such as translation of hourly reads through telephone-based modems for entry into the billing system, a constraint?





	d.	given the current requirement that UDCs perform all distribution services, but the anticipation that distribution function unbundling now under investigation by the CPUC will alter UDC responsibilities, what is the appropriate ratemaking treatment of any investments/expenses to augment bill processing capabilities?





Before concluding that billing systems that need to be in place in 1998 are an issue, these questions (and perhaps others) must be addressed and resolved.  Without completing this assessment, a few advantages and disadvantages can be identified.





	Pros:	The advantages of exclusive UDC control over billing include:





		(1)	there will be few problems with UDC distribution function, CTC, and PBC revenue collections;








	Cons:	The disadvantages of exclusive UDC control over billing include:





		(1)	This alternative severely limits new entrants= ability to offer value added and new services which may be of significant benefit to customers.  These benefits could be in the areas of energy efficiency, bundling with other services and other more innovative products such as donations and frequent flyer miles.  Even the format could be different as businesses move to online communications, further increasing efficiency, reducing paper use and lowering costs.  One of the primary objectives of deregulation is to move beyond the status quo.





4.4.2.4.2	Alternative 2: ESPs and UDCs both Bill for Respective Services





This alternative allows ESPs to bill directly for their services provided, a normal expectation of the commercial business world.  The UDC would continue to bill as it has for the foreseeable future.  The customers receives two bills and has to pay both, which results in a duplicate service.





	Pros:	The advantages of both suppliers billing the customer include:





		(1)	the CPUC has no difficult decisions to resolve;





	Cons:	The disadvantages of both suppliers billing the customer include:





		(1)	total costs are higher than in any other alternative;





4.4.2.4.3	Alternative 3: ESPs May Contract with UDCs for Consolidated UDC Billing





This alternative provides and opportunity for the UDC and the ESP to develop a mutually beneficial arrangement in which the ESP contracts with the UDC to perform its billing activity.  A contractual service would be outside of CPUC direct control, at least for bill format and other aspects which the ESP might wish to customize.








	Pros:	The advantages of ESPs contracting with the UDC for consolidated billing by the UDC include:





		(1)	the costs to the customer would lower than in Alternative 2 because no duplicative services are provided, and might be lower than in Alternative 4 if the UDC's higher volume lowered costs per unit;





		(2)	maintenance of databases for continuity and analytic purposes would be enhanced compared to Alternative 2;





	Cons:	The disadvantages of ESPs contracting with the UDC for consolidated billing by the UDC include:





		(1)	the CPUC would have to authorize this activity, and perhaps exempt such billing from bill format constraints imposed on UDC energy service customers;





4.4.2.4.4	Alternative 4: The Energy Service Provider Does All of the Billing





The ESP could have the opportunity to send out the only bill to the consumer, if the UDC fully unbundled its billing activities.  Distribution costs should include only the distribution and maintenance of the power and emergency services not the billing and customer service.  It should be an option by the ESPs to purchase billing and customer service from the UDC at the same price that they unbundle it at.  The UDC should also be required to read the meter and send the information to the ESP at a regulated price.  Thus, the ESP could send out a complete bill for transmission, distribution and energy.  The ESP would remit payment to the UDC based on the meter read for transmission and distribution.  This creates an efficient market with an opportunity for competition for residential and small businesses.





It should not be a requirement that the UDC do some portion of the billing.  It is necessary that the UDC be able to unbundle the aggregated and contract customers customer billing information from the system.  The UDC must be able to provide on a monthly basis within a reasonable time period from the meter read, the change in the reading from one month to the next.  The new entrant will prepare a bill and within 45 days remit payment to the UDC for the transmission and distribution portion of the bill.  The new entrant will be responsible for all collections.  This only works when the UDC has unbundled the service based on total costs of billing.





	Pros:	The advantages of the ESP performing all billing include:





		(1)	for combination service ESPs (energy plus other activities, such as telephone service) this would be the least cost billing arrangement for the customer;





	Cons:	The disadvantages of the ESP performing all billing include:





		(1)	CPUC regulated revenues for UDC distribution services, CTC repayment, and PGC would be subject to more difficult auditing and verification of entities not subject to CPUC authority and control;











4.4.3	"Success Guarantee" Rationales for Limiting Eligibility





Unlike the technical considerations that constrain the eligibility for direct access, this second category of rationales suggest limiting eligibility because it would be "unwise" to allow full eligibility, since to do so might jeopardize successful implementation.  For example, announcing to all customers that they have the opportunity of selecting a direct access provider as of 1/1/98, but having only a partial capacity to serve direct access by a limited number of certified providers could result in far more customer contacts than can possibly be handled by these providers.  This would result in unsatisfactory service, disappointment, and disillusionment with the prospects of direct access.





Alternatively, the CPUC could allow certified entrants to market their services provided they met certain customer service standards.  The marketing efforts would be scaled to the capacity of the firms to provide these services, and no major set of disappointed customers would have been created through an overly optimistic announcement.  Unfortunately, this process would provide much less ability to provide benefits to all customer classes through a mandated customer class representative criteria.  While the market might begin in an orderly manner, it might not meet other criteria of "success."





To avoid these potential problems and to "guarantee success" for introduction of direct access with the constraints that the CPUC has already imposed, a limitation on eligibility of customers could be introduced.  Clearly the process of selecting the customers that would be offered the opportunity would be accused of being unfair, but the explanation of "having to wait your turn" may be more palatable than a free-for-all in which many customers are unserved.  In addition, there may be opportunities to permit customers with different risk tolerance to participate in the early stages, while delaying lower risk tolerant customers later in the phase-in queue.





Examples of customer service rationales include:





	1.	immature industry customer service constraints result in difficulties of new firms staffing up to handle millions of small residential and commercial customers who will have many questions about general issues of restructuring as well as specific questions about individual company offers.  These questions will burden both UDC customers service organizations as well as new energy providers.





	2.	necessity to use both 1997/98 for testing protocols recognizes that various customer education/notification of eligibility protocols have to be developed to allow successful marketing strategies that appeal to all customers given broad disparities of education, language, familiarity with contracts, and other issues.





	3.	coordination of data/information flows recognizes that many data handling activities will be different, that complex systems to notify customers and process their responses have to be developed and implemented, and protocols have to be developed and implemented to ensure that basic billing continues to occur when direct access begins.





4.4.3.1 Immature Industry Customer Service Constraints





This section is a placeholder pending further investigation and understanding of this issue.  Further assessment requires: (1) develop guesstimates of the proportion of small customers that might be willing to participate in year 1 and year 2; (2) evaluate the number of customer contacts, amount of paperwork, and any necessary hardware purchases/installation to accommodate direct access; (3) determine whether the capabilities of IOUs and market providers could handle this volume of customer contact; and (4) identify upper limits of customer contacts to ensure satisfactory performance by IOU in 1997, UDC in 1998, and market providers in both years.








4.4.3.2 Necessity to Use 1997/98 for Testing Protocols





This section is a placeholder pending further investigation and understanding of this issue.





Testing through the use of pilots emerged as a topic that the Implementation Committee could address in its scope of work, but DAWG recently agreed at the June 7, 1996 meeting to postpone development of pilot or testing programs beyond the August 30 WG report.  Whether the concerns about consumer education and reductions of those concerns are sufficient to delay full eligibility in order to reduce these concerns has not yet been established.





This topic  needs to be assessed more fully to determine whether intensive program testing, especially for small commercial and residential customers, can measurably improve protocols of notification, educational materials, and other facets critical to successful experiences with direct access selection.








4.4.3.3 Coordination of Data/Information Flows





This section is a placeholder pending further investigation and understanding of this issues.





This topic is implicit in discussions of the hardware aspects of DISI Team development of ISO settlement hardware/protocols, DAWG Implementation Committee discussions of mandated participation of residential and small commercial customers, but SCE suggests it be highlighted in its right.





Once a clearer image of scheduling coordinator roles and responsibilities, and the interface between the UDC and generation service marketers emerges, it will be possible to develop protocols to determine how data changes hands, and to conduct an assessment of possible constraints.








4.4.4	Equity Concerns With Implementation of Oversubscription Rationing





Unlike the discussion in section 4.2.3, which discussed representation of all customer classes in direct access, this section addresses equity concerns with implementation of constrained eligibility.  In general, the greater the constraints on aggregate participation, the more severe become the concerns about the equity of any one customer's selection.  If direct access is effectively unconstrained, then clearly no equity issues are encountered.  If direct access must highly restricted because there are large numbers of interested customers in the face of technical constraints, then many issues arise in determining how to ration eager participants in a fair manner.





Examples of equity concerns include:





	1.	developing a universal customer database matching the phase-in descriptor for use in the selection process.





	2.	defining customer classes for purposes of ensuring broad participation among all groups.





	3.	restrictions on participation to maintain parity in energy costs among similarly situated firms competing within a given industry.








4.4.4.1	Developing a Universal Customer Database Matching the Phase-in Descriptor





Once the CPUC has selected the phase-in descriptor it prefers to use, assuming phase-in is required, a universal database must be developed that provides data each customer using this descriptor.  While this is a seemingly simplistic task, the fundamental unit that utilities have used is the account, so some effort would have to be employed to construct a universal database from existing ones.  There may be multiple meters per account.  There may be multiple accounts at a single premise.  There are clearly many firms with multiple premises that might consider themselves a single customer.  Thus, if number of customers was selected as the means for describing eligibility patterns through time, an effort would have to be made to define customers in an unambiguous manner for all customers.  Once this definition was developed, then IOU account data would have to be processed to develop a customer database.  It might be necessary to contact customers in this process to provide a preliminary result, and ask them to identify any discrepancies from their sources of data.





An example of a problem to be resolved is the treatment of street lights and traffic signals.  Since street lights are frequently on timeclocks or photosensors, and the wattage of the luminaire is known, many streetlights do not have meters, and thus are not entered into the population of accounts.  A large number of streetlights owned by a municipality might be considered as a single customer for eligibility purposes, or the entire municipality might be considered a single customer even though a collection of accounts, and unmetered streetlights composed the city's load served by the utility.  The resolution of these issues before open season notification begins is crucial to reducing potential for disputes.





If the descriptor selected was annual energy consumption for a calendar reference year, then various efforts would be required to develop a universal database for all customers for this value.  Again, this is more complex than it appears.  For example, even with annual energy as the descriptor, various customers from the year chosen as the reference would have partial records and some agreed upon methods would be required to complete the missing values to develop an annualized total.  Several alternative methods could be debated and the choice might advantage of disadvantage one customer over another.





Finally, if the descriptor selected is peak demand, considerable effort would be required to develop peak demand values for the huge numbers of residential and small commercial customers for which peak demand has never been metered.  Many methods could be used for this imputation process, all of which have advantages and disadvantages for various subgroups of residential and small commercial customers.





While seemingly of no account, developing such a universal database would be essential to fair implementation of a oversubscription selection process.  Absence of this database prior to open season solicitations and requests for authorization to participate would lead to numerous complaints and disputes, which would eventually consume much goodwill and detract from the direct access process.





4.4.4.2	Defining Customer Classes to Ensure Representative Participation





While D.95-12-063 clearly requires participation of all customer classes, but what is meant by customer classes has not been defined.  Frequently these customer classes are described in terms that suggest economic, not tariff definitions.  Each utility has a different set of tariffs that group together in various ways to define revenue accounts.  The SIC code classification of each non-residential account required by CEC regulations provides a basis for economic groupings by industry or business type.


 


Utilities, customer and others might need to collaborate to develop a protocol for making a singular identification of a customer to a specific class, especially addressing multiple account customers which may be on different rate schedules, if classes were to be used as a basis for achieving representative participation.





4.4.4.3 Restrictions on Participation to Maintain Industry Parity





The DAWG Implementation Committee has discussed the concerns of some industry representatives that there may be a few industries where competitors are few in number and finely balanced in production costs.  This problem may be more widespread than initially believed, since many commercial businesses compete for local customers where energy costs may be an important proportion of business costs.  Providing direct access to one such firm while denying it to others may unsettle the competitive balance for reasons which are an artifact of regulatory decision-making, not the marketplace.  Generally, the issue has been discussed as all such firms or no such firms would participate in direct access simultaneously.  To accomplish this requires recognition of the industry and some form of identification of specific firms within to which such treatment should be imposed.





4.4.4.3.1	Alternative 1: CPUC Imposes Group Participation Requirements





Based on this report, or the comments of parties to this proceeding once this report has been submitted, the CPUC could impose group participation requirements on some specific industries.  These requirements might be of the form: all customers in SIC 303 must wait until year 2000 to be eligible to participate in direct access, and in that year in phasing is still being conducted, all members of this industry would be authorized to participate if they chose to submit requests.


In order to accomplish this specificity of CPUC-imposed direction, the CPUC must have developed an understanding of the number of customers, accounts, annual energy and/or peak demand, role of energy in the competitive balance among firms, and interest in these industries to participate in direct access.  This will require CPUC staff or IOUs to provide such an assessment as a supplement to this report for use in implementing this approach should the CPUC decide it is warranted.





	Pros:	The advantages of a CPUC-imposed decision on industry parity rationales for group participation include:





		(1)	specificity is gained by policy decision, without awaiting voluntary actions from industries;








	Cons:	The disadvantages of a CPUC-imposed decision on industry parity rationales for group participation include:





		(1)	failure of industry to make its case in a series of interested party filings or through a trade association may reveal that the concern is not broadly based in the industry, thus perhaps having imposed a constraint that was not warranted;





		(2)	substantial effort by the CPUC and/or the IOUs may be needed to identify these industries, and to develop special eligibility rules for them; and





		(3)	firms unhappy with these constraints may seek to manipulate the eligibility process to evade what they consider to be an unfair restraint of their "right" to participate.





4.4.4.3.2	Alternative 2: Industries Impose Restrictions On Themselves Outside of Direct Access Program Requirements





If industries possessing these concerns could identify themselves and come to agreements through a trade association, rather than requiring that the policing authority of the CPUC through the IOUs insure discipline among the firms involved, then numerous problems might be simplified.  While the California League of Food Processors (CLFP) has raised this issue, CLFP may not be able to get its entire membership to agree to this restraint.  Whether expecting any industry, even a tightly organized one like food processors, is realistic or might somehow be determined to be anti-competitive by a non-cooperating firm, is unclear.





	Pros:	The advantages of self-imposed restrictions include:





		(1)	It would be much simpler for DAWG, the CPUC, and resulting IOU implementation efforts for industries to choose to do this themselves, thus avoiding a mandate;





	Cons:	The disadvantages of self-imposed restrictions include:





		(1)	it may be unrealistic to expect a whole industry to come to an agreement when specific members might gain an important advantage by frustrating a voluntary restraint; and





		(2)	if may be illegal for trade associations to negotiate such an agreement.


�



4.5	SPECIFIC PHASE-IN PROPOSALS





The parties have not reached consensus on a particular phase-in proposal.  In fact, the parties do not agree whether a phase-in as called for in the Policy Decision is even necessary, with some parties remaining convinced that it is not.  Thus, from a temporal perspective, several alternatives have been proposed:





	a.	direct access is open to all customers meeting minimal requirements on 1/1/98;





	b.	direct access is limited in 1998, but becomes open to all customers meeting certain contractual and equipment requirements on 1/1/99; and





	c.	direct access is phased in over a multi-year period with final opportunities not available until 2000 or 2001.





Some parties do not believe that temporal phasing is required, and suggest that direct access is not limited in aggregate participation per se, but is limited to those customers with required equipment and contractual requirements, which themselves may be phased in over multiple years.  Another non-temporal alternative is suggested by proponents of contracts-for-differences which would not require any hardware development at all.





While many variations exist, these four groupings encompass the major proposals put forward by parties to date.  The details of subsections 4.5.1-3 provide a discussion of the major elements that can be combined to develop specific details of the programs that are variations within the broad themes of the four groupings.  Subsections 4.5.2 and 4.5.3 discuss the non-temporal alternatives.





4.5.1	Temporal Phase-in Proposals





Temporal phase-in relies upon use of aggregate descriptor to constrain the amount of direct access that can take place in each of various years, beginning with 1998.  As noted in the introduction to this section, these time periods range from a single year to three or four years.  No major party appears to endorse a five year phase-in as identified in the SCE MOU and repeated in CPUC D.95-12-063.





4.5.1.1	Alternative 1: Direct Access Open to All Customers Meeting Contractual and Equipment Requirements on 1/1/98





This alternative eliminates the phasing of direct access, even a single year's testing efforts, and opens direct access to all customers on 1/1/98.  This is a change from the special treatment of 1998 in CPUC D.95-12-063, and implies a reduction in the nature of the special requirements for direct access participants.





	Pros:	The advantages of universal eligibility in 1998 include:





			(1)	no special rules for determining eligibility have to be determined by the CPUC and implemented by the IOUs/UDCs;





			(2)	customers expressing interest in participation will all be accepted, and will not suffer possible rejection as exist for phase-in alternatives with the possibility of oversubscription.





	Cons:	The disadvantages of universal eligibility in 1998  include:





			(1)	many of the program features discussed in this report could not be implemented, or if implemented would be available only on a scale prototype scale to limited numbers of customers;





			(2)	developmental opportunities for metering and communication system installation are eliminated, implying most customers would use existing meters;





			(3)	for nearly all customers, ISO imbalance costs would be allocated to customers using imprecise class behavior rather than actual usage;





			(4)	IOU/UDC billing systems might not be able to properly compute or display appropriate charges for UDC services versus energy service provider services;





			(5)	UDC responsibilities to forecast UDC energy customer loads for use by the PX could only be done in ways that relied upon the UDC to forecast for all loads, which might exacerbate anti-competitive concerns about UDC responsibilities for direct access customer loads;





			(6)	consumer education efforts would have to be abbreviated, conducted largely through bill stuffers and advertizing; and





			(7)	consumer protection efforts would be grossly imbalanced relative to the need for them since huge numbers of customers would have confusion and/or actual problems leading to overload of CPUC, UDC, and energy service provider customer service personnel.








4.5.1.2	Alternative 2: Direct Access Limited in 1998, But Open to All Customers Meeting Contractual and Equipment Requirements on 1/1/99





This alternative continues the presumption that 1998 is required for a staged, initial direct access effort to "work out the bugs," and that full eligibility for direct access for all customers could take place on 1/1/99.  This alternative offers more than twice as much leadtime (measured from a June 1997 CPUC decision concerning direct access to the point at which all customers would be eligible) as Alternative 1, thus many more of the technical considerations of new metering/communication systems, revised or replaced billing systems, ISO imbalance cost allocation protocols, and customer education/protection programs could be refined and implemented in more efficient ways.





	Pros:	The advantages of limited eligibility in 1998, but universal eligibility thereafter include:





			(1)	significantly more leadtime is available to develop new mechanisms to compute and allocate direct access costs specific to each customer;





			(2)	probability of major breakdown in education, consumer protection, and customer service activities greatly reduced, thus increasing chances of success for direct access;





	Cons:	The disadvantages of limited eligibility in 1998, but universal eligibility thereafter include:





			(1)	relative to Alternative 1, this alternative would reduce the opportunities available to marketers and aggregators in 1998;





			(2)	the CPUC has to establish through a policy decision the broad parameters of a direct access program with limited eligibility in 1998, and IOUs/UDCs have to implement these decisions.





4.5.1.3	Alternative 3: Direct Access Is Phased in Over a Multi-Year Period





Various parties have supported and continue to support the original direct access scheme introduced in the SCE MOU, e.g. a multi-year phase-in of eligibility based on peak demand of load involved.  While the original proposal suggested a six year phase-in, SCE and PG&E now suggest either three or four year variants are likely.  SDG&E, while included within this table of peak demand allocations, rejects this alternative for its service area, and supports a transaction-based limit, if any is identified.





4.5.1.3.1	Variant A: All Customer Classes Included Within Peak Demand Limits





The parties to the MOU included a specific proposal for phasing direct access and enumerated various eligibility parameters.  The CPUC D.95-12-063 endorsed the aggregate levels of peak demand participation, but not the other parameters of the SCE MOU proposal.  In D.96-01-006, the CPUC indicated that the peak demand schedule endorsed was the slowest permissible phase-in for direct access, and encouraged more rapid phase-in schedules.








	Capacity Eligibility of MOU Proposal





�PRIVATE ��Eligibility Criteria�
1998�
1999�
2000�
2001�
2002�
2003�
�
SCE MWs eligible�
   800�
  1400�
 2200�
  4000�
  8000�
 all�
�
PG&E MWs eligible�
   800�
  1400�
 2200�
  4000�
  8000�
 all�
�
SDG&E MWs eligible�
   200�
   350�
  550�
  1000�
  2000�
 all�
�









	Pros:	The advantages of multi-year phase-in using peak load for all customer classes include:





			(1)	improved opportunities to ensure that direct access is conducted successfully, especially in ability to avoid failure of major information systems needed to transfer data among UDCs, energy service providers, scheduling coordinators, PX, and ISO;





			(2)	








	Cons:	The disadvantages of multi-year phase-in using peak load for all customer classes include:





			(1)	many more customers are denied an early opportunity to participate in direct access than on previous alternatives;





			(2)	some marketers, brokers, and aggregators may not be able to survive on the smaller levels of participation implied by multi-year phase-in;





			(3)	the peak load descriptor for the size of the program requires imputed for small commercial and residential customers, rather than use of actual data, thus requiring another analytic step subject to dispute.





4.5.1.3.2	Variant B: Accelerated Conclusion of MOU Proposal With a Year Three Evaluation Point





SCE has proposed a variation upon the original phase-in schedule included in its September 1995 MOU.  The three years of a megawatt-delimited peak demand phase-in schedule described in the SCE would be preserved, but after year 3 a major review would be conducted to determine whether to continue phasing, and if so on what schedule.  SCE also endorses the constraints on individual customer participation included within the MOU.





	Pros:	The advantages include:





	Cons:	The disadvantages include:








4.5.1.3.3	Variant C: Accelerated Conclusion of MOU Proposal With Full Eligibility by Year Four





PG&E has reached a partial settlement with numerous parties in its Diablo Canyon Accelerated Cost Recovery/Rate Freeze proposal.  In this proposal, PG&E and these parties assert that all customers can be eligible for direct access with four years.  While PG&E supports a capacity-based descriptor, it is unclear what levels of capacity would be eligible in each year, and whether the other parameters constraining individual customer or aggregator participation contained within the MOU are still applicable.


 





	Pros:	The advantages include:





	Cons:	The disadvantages include:





4.5.1.3.4	Variant D: Residential Class Is Excluded From Peak Demand Limits, and Has Its Own Transactional Based Limitation





A variant of the original MOU peak demand limits which attempts to recognize the great disparity of size among various participating customers suggests that the original peak demand limits included within the MOU be interpreted as applying only to the non-residential classes of customers.  All aspects of that interpretation would remain as identified within the original proposal.  In addition, the residential sector would be allocated a participation rate linked to the numbers of transactions that UDC billing systems and meter/communication systems could support through time.





	Pros:	The advantages of multi-year phase-in for all customer classes, but different descriptors for residential and non-residential customers include:





			(1)	improved opportunities to ensure that direct access is conducted successfully, especially in ability to avoid failure of major information systems needed to transfer data among UDCs, energy service providers, scheduling coordinators, PX, and ISO;





			(2)	compared to Alternative 3 (variant A), no imputation of extrapolation of residential customer energy data to determine peak load is required.





	Cons:	The disadvantages of multi-year phase-in for all customer classes, but different descriptors for residential and non-residential customers include:





			(1)	many more customers are denied an early opportunity to participate in direct access than on previous alternatives;





			(2)	some marketers, brokers, and aggregators may not be able to survive on the smaller levels of participation implied by multi-year phase-in;





4.5.1.3.5	Variant E: Conduct a massive Lottery





A proposal developed during the course of the DAWG discussions is linked to conducting a massive lottery.  Each interested customer would be placed into the lottery, with a drawing determining which would be authorized to participate.








	Pros:	The advantages include:





	Cons:	The disadvantages include:








4.5.2	Participation in Direct Access is Open to All Customers with Required Equipment and Contractual Arrangements





This approach to eligibility for direct access rejects "arbitrary" limits on peak demand or on schedules of meter/communication system installation and suggests that direct access be permitted for any customer possessing certain required equipment and contractual arrangements.  This approach recognizes the uncertainties of the development of billing systems, of metering/communication systems installation, of bill processing systems, and instead of forecasting the rate at which the capacity of these systems will be put in place merely says that once the customer/provider have them then the customer can participate in direct access.  This approach places pressure on the installation of these systems by either the UDC or private parties, and would accentuate policy focus on these underlying institutional responsibility decisions.





Those customers who have installed submetering and telemetry equipment for building or facility energy management purposes may be able to have this equipment certified as meeting revenue standards.  For such customers, the ability to satisfy direct access requirements might be a minor exercise.





A hypothetical set of requirements to be put in place by the customer or his/her energy services providers that would permit participation in direct access include:





	a.	metering/communication systems capable of measuring energy consumption data and transmitting this data to a bill processing center:





		1.	small customers -- traditional monthly consumption meter manually read by a meter reader; and





		2.	other customers -- hourly interval meter with an electronic communication system capable of uploading hourly reads for a day on a daily basis,





	b.	customer service contract delineating split in customer service activities between the UDC and the energy service provider, at least specifying an agreement from a bill processing center to support needed billing computations according to energy provider specifications; scheduling coordinator settlement protocols, and UDC tariff requirements.





	c.	energy supply contract covering all load of the customer for a one year period with 30-day notification to UDC period for return to UDC service.





	d.	system integration contract with scheduling coordinator which specifies protocols for forecasting hourly loads, use of consumption data and/or load profiles for use in settlement of imbalances, and process for remittance of customer payments to all appropriate parties.





	e.	UDC distribution contract establishing the tariff for distribution service, coordination arrangement for CPUC-regulated service payment, and agreement to pay CPUC-directed CTC charges.





These requirements could be refined, or alternative ones developed.  Associated with establishing these requirements is clarification of who is responsible for providing these requirements to the customer, e.g. what are the roles of the IOU/UDC, energy service providers, standalone suppliers of limited services, etc.





	Pros:	The advantages of opening direct access to all customers possessing necessary equipment and contractual agreements include:





		(1)	attention is focused on determining the necessary equipment and contractual agreements required for participation, and if their are problems in furnishing these to broad numbers of customer, clearly revealing that it is solving these problems that is required, not debating arbitrary limits on participation;





		(2)	this alternative provides great opportunities to customers to exercise choice in conjunction satisfy any necessary conditions.





	Cons:	The disadvantages of opening direct access to all customers possessing necessary equipment and contractual agreements include:





		(1)	CPUC D.95-12-063 would have to be revised to establish the requirements, determine who was permitted to furnish the requirements to the customer, and what oversight over this would be provided by CPUC, IOU/UDC, or others; and





		(2)	it is possible that simple equipment and contractual requirements could be satisfied by more customers than the "system" would be able to accommodate from an unforeseen bottleneck.





4.5.3	Contract For Differences As A Mitigating Alternative To Physical Direct Access During The Phase-In Period





In D.95-12-063, the CPUC adopted a policy that allows all customers on January 1, 1998, to enter into price guarantee and other financial hedging arrangements referred to generally as Contract For Differences (CfDs).  In pursing such arrangements, customers are free to contract with any retailer willing to take the counter-part risk.  The CPUC viewed such arrangements as business transactions, with the terms and conditions left open to the marketplace.  Unlike a physical direct access arrangement, CfDs do not require a specific generator to operate, do not require an hourly interval meter (although such may be desirable) and do not require the customer and the retailer to engage in transactions requiring direct settlements at the Scheduling Coordinator.  





While CfDs may not be a substitute for physical direct access, they do have the potential for providing customers who are not participating in direct access, an equivalent alternative from a business and financial perspective.  Having this capability should significantly reduce the phase-in concerns customers have expressed.  





	Pros:	The advantages of relying on CfDs as a physical direct access implementation strategy include:





		(1)	The use of CfDs and other financial hedging arrangements mitigates the business concerns non-participating customers may have during a direct access phase-in period.


			


		(2)	Real-Time, hourly interval meters are not required to support CfDs.


			


		(3)	Available to all customers on 1/1/1998.





		(4)	Avoids the individual transaction costs of settling load - resource imbalances.





	Cons:	The disadvantages of relying on CfDs as a physical direct access implementation strategy include:





		(1)	Since CfDs are generally linked to the PX market clearing price, there are concerns over the PX being a viable spot term market.





		(2)	Increased difficulty in finding a power supplier willing to enter into a CfD, since the supplier doesn't have the certainty that its physical facility will actually operate. 








4.5.4	Final Implementation Plan





The many options described in this section, as well as others that will follow in the remaining sections, should clearly suggest that a final implementation plan does not yet exist.  The numerous alternatives identified in this chapter can be selected with some degree of independence, but various combinations cannot be combined.  In addition, of course, there are a number of other activities in the Ratesetting Working Group, the CTC process, and at the legislature to ensure that all of the major elements of restructuring come together in a reasonable timeframe and in a coordinated fashion.





The DAWG recommends in Section 18.1 of this report that once the CPUC and FERC have determined the major elements of the revised industry structure, that a detailed implementation plan for direct access be developed for each of the three investor-owned utility services areas.  Such an implementation plan would, for example, identify the specific dates and responsible parties for the steps identified in section 4.1.2 of this report.  While proponents of direct access properly insist on a large degree of uniformity for the requirements of these three plans, it may be appropriate that some elements of a direct access program ought to be configured to suit the circumstances in each existing service area.





Finally, as noted in sections 18.2 and 18.3, a monitoring mechanism must be put in place and utilized to either confirm the phase-in schedule, accelerate it, or retard it according to pre-identified criteria.
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