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SUBJECT:	Response to Questions on Segmentation Related Issues





Here are Edison’s informal responses to the questions that you have asked us to address prior to the workshop on segmentation, scheduled for February 9, 1998.  





Questions on Segmentation-Related Issues





What kinds of segmented customer categories can be created?��As a practical matter, load profiling segments are limited to observable customer characteristics.  For example, we can readily determine a customer’s geographic location from his/her service address, but we have no direct way to determine whether a customer runs his/her air conditioner during the mid-day periods when electricity prices are likely to be highest.��Given enough time and resources, load profiling segments could be created for virtually any observable customer characteristic.  However, designing, selecting, and installing new load research samples is a lengthy and potentially costly undertaking, which should be limited to instances where there are clear benefits to customers.  


What kind of criteria should be used in developing customer segments?��The June 16, 1997 UDC “Report On June 5, 1997 Direct Access Workshop On Load Profiling” (at page 22), identified the following criteria:


Customer eligibility must be readily verified to minimize enforcement burdens


The possibility for collusive behavior among segment members should be remote


The segmentation must trade off costs/administrative burdens with improved accuracy


The load shape resulting from a particular segmentation of a customer class must represent, to a reasonable degree of statistical accuracy, the actual shape of the segment in aggregate.�


In addition to these criteria, there are timing and resource considerations which are discussed more fully in our response to question 6.


Are segmented rate categories justified by the differences in the cost of serving these different customer segments?��In general, we do not expect to see significant benefits as a result of additional customer segmentation.  There are three major reasons.  First, there is a widespread expectation that excess capacity in the western states will constrain PX prices during high usage periods.  Without significant price variability, there will be little cost of service difference among customers with different load shapes.  Second, many of the factors which cause one customer’s load shape to differ from another are not directly observable and cannot be used as the basis for establishing segments.  For example, a customer’s pattern of air conditioner use has a much greater impact on load shape than whether the customer lives along the coast or in the hot inland valleys.  Thus, all of the segmentation schemes that we have investigated are relatively inefficient at sharply defining customers with different usage characteristics.  Third, increased segmentation will only increase economic (allocative) efficiency if the resulting changes in average price elicit a change in customer usage.  Since electricity consumption is generally regarded as inelastic, efficiency gains are likely to be small.��Finally, we note that additional segmentation is probably not a significant factor in reducing unaccounted for energy (UFE).  Moving from static load profiling to a single dynamic load profile segment is adequate to capture weather variability.  The primary UFE benefit from multiple dynamic load profiling segments is increased sample accuracy at the rate group level.


Are the UDCs the appropriate entities to develop the segmented customer groups, or should others be permitted to develop the load profiles?��Yes.  Edison presented its position on this question in the June 5, 1997 load profiling workshop, and reflected its position in its June 30, 1997 “Comments of Southern California Edison Company (U 338-E) on Load Profiling Report of June 16, 1997” (at pages 6-7) as follows:


Edison believes that a single, neutral entity in each service territory should administer direct access load profiles, subject to the CPUC’s regulatory oversight.  At least initially, that entity should be the UDC since we have existing procedures in place, and trained personnel who can carry out the function.  The current ISO tariff defers approval of load profile to local regulatory authorities, which would be the CPUC in the case of the UDCs.  Some parties believe that load profiling should be a commercial activity undertaken by ESPs, rather than a regulated activity conducted by UDCs or some other neutral entity.  Edison opposes having ESPs develop their own load profiles.  If multiple entities are responsible for developing their own load profiles, then four problems are created, as described below.��First, there is a “churning” effect created by customers switching between the UDC and ESPs, or between ESPs.  This customer migration will result in a systematic loss of accuracy in load profiles even with a significant increase in the frequency with which load research samples are redrawn.  Second, there may be opportunities for gaming and fraud if ESPs can develop their own load profiles.  ESPs may have incentives to create flatter load profiles than may actually exist in order to offer lower prices to consumers.  Thus, verification procedures will be necessary to protect the integrity of the load profiling process.  Third, the process involved in developing standards for retailer-developed load profiles, needs to be prescribed in detail by an independent regulatory entity, adding additional regulatory complexity to the emerging electricity marketplace.  Finally, it seems unlikely that the CPUC would be able to exercise jurisdiction over ESPs’ development of load profiles.  If ESPs are permitted to develop their own load profiles, it seems more likely that the ISO would be required to modify its tariffs to ensure effective oversight.


How should sample metering be modified to accommodate additional load profiling segments?��Additional load research meters with daily data transfer capability would be needed for each additional customer segment.  Several hundred meters per segment may be required, with the exact amount dependent on the homogeneity of usage within the segment and the amount of oversampling used to retain PURPA accuracy standards, while taking into account customer migration and the inevitable meter or communication failures.��As Edison described in the January 26, 1998 load profiling workshop on technical criteria, we are currently able to support additional segmentation for the domestic, GS-1 and GS-2 rate groups without installing new meters, if the additional segmentation is consistent with our existing sample stratification.


What timelines are proposed for instituting segmented dynamic load profiles?��Assuming a decision is made to go forward with additional segmentation for dynamic load profiles at this time, Edison offers the following recommendations.  If the additional dynamic load profile segments do not correspond with Edison’s current sample stratification, we would need to design, select, and install additional sample locations.  It would be most efficient to implement such a program in phases over a 3 or 4 year period.  If the additional dynamic load profiling segments correspond with Edison’s current stratification, we would like to target implementation for summer 1999.  This provides time for us to create systems and procedures for validating the assignment of commercial and industrial customers to building type segments, since building type is likely to be a segmentation variable for commercial/industrial customers.  In addition, this allows time to make billing and usage reporting system changes, and to implement the “migration” of approximately four million customers to new segments.





