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I. INTRODUCTION





The California Energy Commission Staff offers the following comments in response to the Energy Division’s Report “To Assess the Exemption from the Metering Requirement for Customers with Demand Between 20 and 50 kW.”  The report was issued on October 2, 1998, and describes a workshop conducted by the Energy Division on September 25, 1998, pursuant to D. 97-10-086.  The workshop report describes a consensus reached at the workshop by parties participating.  The CEC Staff did not participate in the workshop; in these Comments we offer an alternative perspective that we believe the California Public Utilities Commission (CPUC) should consider.  As the CEC has stated in several previous filings to the CPUC on load profiling, universal or widespread interval metering is an important element in achieving the goals enunciated for the restructured electricity industry.  Despite the consensus reached by the Workshop participants to permit the 20- to 50-kW group of direct access customers to continue to use of load profiles in lieu of interval metering data collection systems, the CEC Staff believes this action will retard the installation of interval metering and delay reaching a more effective implementation of the new market structure decided by AB 1890.





II. DISCUSSION





A.	Background





CPUC D.97-10-086 permitted the use of load profiles for the set of direct access customers in the 20- to 50-kW size range until September 30, 1998, and directed
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 a workshop in May 1998 to review eligibility one more time.  As a result of the 


delay in market startup, the conversion date was shifted to December 31, 1998. The Energy Division Workshop scheduled for May was deferred until September 1998, and comments are only now being filed by parties on the Energy Division Workshop Report issued October 2, 1998.





In their pre-workshop written comments, the parties reiterated their previously expressed positions.  Energy service providers (ESP) and customer groups with substantial numbers of accounts in this size range wish to continue the use of load profiles, while utility distribution companies (UDC) have proposed their early termination.  The surprising consensus at the Workshop was to permit eligibility for load profiles until year 2002, or whenever load profiles were generally discontinued for all otherwise eligible customers.  The CEC Staff was not represented at this workshop, does not share the consensus view, and wishes to provide its perspective for consideration by the CPUC. Judging by the record of the discussion represented by the Workshop Report, we believe there are both customer-specific and overall market benefits from interval metering that appear to have been neglected.





B. Power Exchange Market Performance





In the six months since the new market structure has been in effect, the Power Exchange has developed a Day-Ahead market clearing price for each hour of the 24 hour day just as it was designed to do.  This market clearing price is a result of anonymous load bids and generation bids submitted to the PX according to its bidding protocols.  The results have been a wide range of prices, ranging from zero to $190 per megawatthour, and averaging $39.05 for the months of July - September.
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The CEC Staff believes that generators’ bids rather than load bids set these market clearing prices because there is virtually no demand elasticity in the PX forward market.  When demand is high, then high-priced generators are able to set the market price and all generators benefit from the price of the last generator needed to match loads.  Very little load is bid with a price cap to avoid this generator behavior.  There is no effective mechanism for the great majority of customers to obtain an individual benefit, because they have no interval meters to record their actual actions (curtailment or load shifts) to avoid high prices.  When demand is low, then much lower prices result, reflecting lower bids from generators at the margin.  In the unusual load and hydro circumstances of May - June 1998, the market clearing price was frequently zero.  Low load combined with substantial hydro capacity, or other resources which must run due to operating circumstances outside their control, meant that these operators bid zero to ensure that they have the right to be scheduled and to operate.





The absence of strong demand elasticity results from the very weak connection between PX market clearing prices for energy and the costs that customers actually pay for this energy.  This weak connection is a direct consequence of the rate freeze imposed by AB 1890.  All bundled service customers are fully insulated from these PX prices, because of the computation of the CTC as the residual between all other costs and the frozen rate.  Direct access customers using load profiles have a similar situation, because these customers are also insulated from the effects of their own behavior.  Customers paying PX prices on the basis of an assumed load profile for their own customer class do not have any incentive to adjust their load pattern to reduce load in hours of high PX prices, nor do they have a complementary incentive to increase load in hours of low PX prices.  Only direct access customers having interval meters, or Hourly Power Exchange Rate bundled service customers, can be part of bidding 
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strategies that affect the PX market clearing price.  Their ESP could achieve this latent influence by submitting price cap bids to the PX.  An alternate strategy that does not influence the PX price, but which rewards the interval metered customer, is to wait until after the PX Day-Ahead prices are determined and then adjust their loads.





C. Load Profiles for 20- to 50-kW Customers





The CPUC rationale for the initial nine-month delay in implementation of interval metering for direct access customers in the 20- to 50-kW size range was to permit direct access to “get off the ground” by reducing startup costs to these direct access customers, to permit metering costs to fall, and to permit a smoother workload for newly emergent meter service providers and meter data management agents.  This was a reasonable policy decision.





Now that nearly a year’s experience with installation of interval metering data collection systems and six months experience in processing this data for settlements and billing has been gained, we believe a more serious examination of the cost-effectiveness of interval metering data collection systems is possible.  It is more cost effective for customers in the 20- to 50-kW size range to use interval meters than for those customer below 20 kW, but not as cost-effective as for customers above 50 kW.  This is simply because the costs of the interval metering and data communication telemetry equipment are not strongly related to customer size, while customer size provides different volumes of energy over which to recover the initial costs of the equipment and its ongoing operating costs.  In effect, the larger the customer the more cost-effective such systems become.
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The Workshop Report cites the uncertainty of cost-effectiveness for interval metering systems, especially the failure of metering costs to drop as predicted, as the major rationale for the consensus that 20- to 50-kW customers remain eligible for load profiles.  We believe the Workshop discussion of cost-effectiveness was less comprehensive than D.97-10-086 intended. Table 1 provides the CEC Staff’s assessment of the costs that were provided by the parties, and adds our own estimate of the benefits to determine a break even point.





Table 1


Assessment of Costs Versus Benefits





�
Metering System Costs�
�
Number of Months to Break Even�
�
�
Utility�
Installed�
Monthly�
20 kW Size�
50 kW Size�
�
PG&E�
$700�
$27�
28�
12�
�
SCE�
$862�
$11.50�
29�
13�
�
SDG&E�
$236�
$20�
13�
6�
�



Sources: UDC Tariff Sheets, and UDC submittals to the 20- to 50-kW Workshop.








In constructing this table, we have made two key assumptions that go beyond the costs of interval metering systems provided by the UDCs: (1) each customer has a 50 percent load factor reflecting general experience in commercial customers, and (2) an average annual PX price benefit of $0.005 per kilowatthour can be achieved by managing load when there are a wide range of high priced hours and low priced hours for energy.  These two assumptions result in a hypothetical energy savings of $438 per year for the 20 kW sized customer, and $1095 per year for the 50 kW sized customer.  The stream of costs and benefits are then used to compute the number of months until benefits exceed costs.
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Without attempting to explain the apparent discrepancies in prices among the UDCs for the equipment and its installation, or the monthly data collection and processing costs, we believe interval metering systems are cost-effective.  The prices that SDG&E charges for interval meters and associated telemetry make this a highly cost-effective proposition.  For customers at the small end of the range such equipment pays back in 13 months, while for customers just below the 50 kW threshold, it pays back in only six months.  For PG&E and SCE metering equipment and monthly service prices, the equipment pay backs are 30 months and 13 months, for the two extremes of the size range.  The CEC Staff believes these payback periods are reasonable and can justify termination of eligibility for load profiles for the 20- to 50-kW size customer group.





In further support of our conclusion of cost-effectiveness, the CEC Staff believes that metering data collection system costs will come down for two reasons.  First, beginning on January 1, 1999, competitive suppliers of metering services are permitted to serve smaller customers.  Competitive suppliers can be expected to undercut UDC fees.  Second, both competitive and UDC metering system costs should come down as volumes of metering system installations increase.  Like many of the other experiences of direct access, participation rates have been much lower than expected, and overhead costs have been higher.  Now that operating practices and protocols have been “shaken down” and experience is being gained, we believe the original promise of reduced costs per unit is likely to be realized.  As with other self fulfilling prophecies, the volume of customers in the 20- to 50-kW size range may itself be a major contribution to increasing interval metering system installations and will themselves contribute to cost reductions per unit.
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D. Prospects for Voluntary Installation of Metering Systems





Given the cost-effectiveness of metering systems as shown in Table 1, one might ask why customers are not encouraged by their ESP to install these systems voluntarily?  One reason may be that since many ESPs offer prices to customers on the basis of discounts to the average PX price, ESPs have no incentive to advise load shifting because to do so would reduce their revenues from the customer.  These energy incentives may have been exacerbated in the near term by the CPUC’s restriction that small customer metering systems be installed only by the UDC, thus providing no profit opportunity to the ESP by offering value-added information products to the customer.





This situation may illustrate some of the real world problems with the assumption that larger customers can be presumed to know what is in their own best interest.  These customers are still somewhat small� and their principal preoccupation is staying in business.  They must rely upon their ESP to provide sound advice, but if the interests of the ESP and the interests of the customer diverge, then this reliance may be misplaced.





E. Goal of Greater Demand Elasticity





The design of the PX allows a market clearing price to be determined irrespective of the nature of the generation and load bids submitted.  The experience to date indicates there is very limited demand elasticity on load bids.  We believe this contributes to higher PX prices than would be the case with greater sensitivity to prices.  We had hoped for better performance from the PX,
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 implicitly assuming that greater degrees of demand elasticity would be forthcoming than has occurred so far.  Because of the ability for loads to be bid into the PX and for individual customers with interval meters to actually benefit from load shifts from high priced hours to low priced hours, all customers of the PX may benefit from the increased price elasticity of demand that result when these customers are switched to interval metering.





In making its decision about the continuing eligibility of 20- to 50-kW customers for load profiles, the CPUC should seriously consider whether the goal of demand elasticity can be achieved and the PX market performance improved without greater numbers of customers using interval metering systems.





III. CONCLUSION





The CPUC should not accept the recommendations of the participants in the 20-50 kW Workshop without seriously considering the consequences.  We believe that the demand elasticity of the new market will continue to be very low, harming both bundled service and direct access customers, unless higher penetration levels of interval metering systems are achieved.  Given current prices quoted by utilities, interval metering costs are somewhat of a deterrent, but not out of the range of acceptable cost-effectiveness.





We encourage the CPUC to implement its original decision about eligibility for load profiles for the 20- to 50-kW customer groups, i.e., withdrawing eligibility for load profiles from this group of customers after a transition period.  Considering the costs of the interval metering data collection systems now offered by UDCs under CPUC tariff, and what we believe to be reasonable average energy price reductions resulting from curtailment or shifting of loads, interval meters fall into the range of cost-effectiveness that is acceptable.  
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If  the CPUC decides to impose interval metering on these customers by withdrawing eligibility for use of load profiles, then one change from the original decision is warranted.  We believe a six month transition period should be allowed to ensure that metering service providers and/or UDC installers can complete the needed work.  For example, if the CPUC decides on December 17, 1998, to withdraw load profile eligibility, then July 1, 1999, would be a reasonable time to impose installation of interval metering systems on all new and existing customers.
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�  A 50 kW customer at a 50 percent load factor will spend approximately $4000 per year on electricity.
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