 PX CREDIT AUDITING PROCEDURE





1.	Purpose of PX Credit Auditing Procedure


		The purpose of the PX Credit Auditing Procedure (audit) is to officially verify to the California Public Utilities Commission (Commission or CPUC) as well as market participants that each UDC is calculating the Power Exchange Energy Credit (PX Credit) accurately.  The CPUC and its staff have full rights to investigate the auditor’s analyses, including underlying data, and in the exercise of its authority, adjust the auditor’s assessment of the PX Credit if it finds that the auditor committed an error.


2.	Scope of Audit


		The audit shall consist of an independent verification of each UDC’s PX Credit calculation. The UDCs shall provide the auditor with the algorithms used to calculate the PX Credit and shall inform the auditor of any changes to the algorithms used to calculate the PX Credit. The audit shall include: (1) a review of relevant CPUC orders and resolutions, and utility advice letters; (2) a delineation of utility calculation protocols; including an identification of all input data and their sources and formats; (3) a review of all actual costs that have been included in the PX credits for every day as incurred since the calculation of PX credits began; (4) a  review of the PX Final Settlement Statements transmitting those costs to the UDCs and other documentation of included costs as appropriate; (5) a disaggregation of Internet-posted hourly PX prices, including PX invoice source data to determine how utilities implement the hourly PX price derived from each UDC’s Schedule PX; (6) a review of the equations that the utilities currently use to calculate the hourly PX price derived from each UDC’s Schedule PX; (7) a delineation of any inconsistencies between Schedule PX and actual implementation of the hourly PX price derived from each UDC’s Schedule PX; (8) consultation with the UDCs and the Commission regarding any perceived problems with the UDC’s calculations, including those  raised by ESPs; and (9) a monthly report of monthly audit results shall be provided to the Commission, the UDCs and any market participant that requests a copy,  within 30 days of the initiation of the audit. Since the initial audit will encompass about a years worth of data, the auditor’s report shall be provided to the parties listed in (9) above within 120 days of the initiation of the audit. 


3.		Adjustments to the PX Credit 


		Errors in hourly PX prices will typically affect the amount of the PX Credit for all DA customers. Therefore, the UDCs will, at the earliest possible point, cure any errors by adjusting the future PX Credit.


		A.	Timing


		Subject to the UDCs right to challenge errors cited in the monthly audit reports, as outlined in Section B below, the UDCs shall begin adjusting the PX Credit prospectively to cure for errors cited in the audit report within 45 days from the date on which the UDC receives the audit report.


		The initial audit report will encompass all months since the start of direct access on March 31, 1998. Errors found in the initial audit will be cured for all months audited. After the initial audit, however, audit reports shall be monthly and errors will be cured only for the one month audit period.


		B.	UDCs Right to Challenge Errors


		The UDCs may challenge any error cited in any audit report at the next annual revenue adjustment proceeding. If the Commission determines that the auditor’s findings were incorrect, the UDCs shall prospectively adjust the PX Credit to cure the auditor’s error.


4.	PX Settlement Information Required for Audit of the PX Credit Calculation


	The audit shall include verification of all cost items necessary to calculate the hourly PX prices, including:


 PX Invoices


PX Settlement Statements:


Day-Ahead Energy


Hour-Ahead Energy


Hour-Ahead Ancillary Services


Real Time Energy


Day-Ahead Ancillary Services


Imbalance Energy


Unaccounted-For Energy


Replacement Reserves


PX Administrative Fee charges


Miscellaneous Charges (including REPA charges/payments and prior-day adjustments, etc.)


ISO Grid Management Fees





The auditor must have the ability to read and manipulate comma-separated files from the PX.  The UDCs will make available to the auditor all comma-separated files or portions of those files from the PX necessary to calculate the PX Credit.


5.	PX Credit Algorithms


		The auditor will verify each UDC’s hourly PX price calculation using the same general algorithms that the UDCs use to derive the hourly PX prices from their respective Schedule PX tariffs. The UDCs shall make these general algorithms publicly available. Any market participant may challenge whether these general algorithms correctly implement the Commission’s directives in the applicable annual revenue adjustment proceeding. 


6.	Duration of Auditing Procedure


	SEE ATTACHMENT FOR PROPOSED LANGUAGE OF THE UDCs AND WPTF


7.	Criteria for and Selection of Auditor


	A.	Neutrality


The auditor must be an entity with sufficient independence to perform the audit in a neutral and unbiased fashion.  Each entity seeking consideration as the auditor must disclose all actual and potential conflicts of interest with any UDC, ESP, or other market player in California.  The auditor shall not be affiliated with any UDC, ESP or Scheduling Coordinator. The final judgment of independence rests with the Commission, which will select a candidate after receiving input from all interested stakeholders and considering all the relevant facts.


	B.	Technical competence


Aside from impartiality, the auditor should possess the technical capabilities to perform the PX audit and should be required to demonstrate that ability to the satisfaction of the Commission.  The auditor must also demonstrate an understanding of each UDC’s PX price calculation.  Experience in gas industry restructuring, electric industry restructuring, risk management or commodity trading would be desirable.


	C.	Selection


On or before June 1, 1999, the Commission will select a single candidate meeting the above neutrality and technical competence criteria from a list of candidates developed by the three UDCs and three ESPs selected by the Commission.


8.	Confidentiality


The selected auditor, and all employees who will be involved in the audit, will be required to sign a non-disclosure agreement with the Commission, naming the utilities as third party beneficiaries, prior to any work being performed.  The agreement would provide that the utilities were third party beneficiaries and specify that any information pertaining to bidding strategies, input data, their sources and formats, and other confidential data specified in Section 2, obtained through the audit process could be disclosed only to the Commission and the relevant utility.  The non-disclosure obligation shall not prevent the auditor from disclosing to the Commission its professional opinions as to the results of its audit.


9.	Cost


Each UDC shall pay for the monthly audit of its respective PX Credit calculations as established herein.  The auditor shall prepare a separate invoice for each utility, which shall be approved by the Commission and forwarded to the utility for payment. Each UDC will be authorized to create a "PX Credit Audit Memorandum Account" for the purpose of recording costs associated with or related to the audit established herein.  The balances in each UDC's PX Credit Audit Memorandum Account will be reviewed annually in the Revenue Adjustment Proceeding, and the UDCs will seek authorization for recovery of those balances in that proceeding.


�
ATTACHMENT


[The UDC’s preferred language]:


	The PX Credit Auditing Procedure established herein shall terminate at the end of the rate freeze or earlier at the Commission’s direction. 


[WPTF’s preferred language]:


	The PX Credit Auditing Procedure established herein shall remain in


effect for each UDC for so long as it is utilizing 'Schedule PX' either for


crediting direct access customers or for charging bundled customers,


unless terminated earlier at the direction of the Commission.
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