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Q  � seq Q �1�	What is the purpose of your testimony?


A  � seq A �1�	I will address policy issues regarding geographic segmentation of the meter reading credit, segments for gas unbundling, bill format, and future issues raised by ORA, Enron and TURN.  (PG&E does not have any issues to rebut in the SoCal Gas or CAL�SLA testimony.)


GEOGRAPHIC SEGMENTATION OF METER READING CREDIT


Q  � seq Q �2�	Enron asserts that segmentation by geographic zone is discriminatory and anti�competitive and violates a long�standing Commission preference for geographic averaging (p. 15).  Is PG&E’s proposal discriminatory or anti�competitive?


A  � seq A �2�	No.  Evidently, Enron believes that it is discriminatory and anti�competitive if any two customers in the same customer class receive different charges from the utility.  However, the Commission has never asserted that all customers in the same customer class must pay the same rate.  In fact, the Commission’s policy explicitly allows the Utility Distribution Company (UDC) to charge different rates to different customers in the same customer class based on their cost to serve, as long as similarly situated customers are offered the same rates.  For example:  E�19 and E�20 rates for industrial customers are differentiated by voltage level; baseline quantities for residential customers vary by climate zone; Expedited Application Docket (EAD) discounts for gas customers have been approved based on customer-specific marginal costs that were based on a customer’s location; and the use of area�specific costs for negotiating customer rates was approved in PG&E’s most recent Electric Rate Design Window proceeding where special rates for agricultural pumping loads were determined based upon area-specific capacity constraints.


Contrary to Enron’s assertion, PG&E’s proposal is completely consistent with Commission policy and is neither discriminatory nor anti�competitive.  In Decision 97�05�039, the Commission ordered utilities to develop credits that reflect avoided cost savings when revenue cycle services are provided by third parties, and specifically identified deaveraging as an issue for consideration:


We want to determine these costs accurately as possible and to that end are open to proposals that would “deaverage” costs.  (D.97�05�039, p. 17)


Q  � seq Q �3�	Do PG&E’s electric meter reading costs vary by geographic area?


A  � seq A �3�	Yes.  For example, the average time to access residential electric meters in densely populated areas is substantially less than it is in rural areas.  Hence, for credits to accurately reflect cost savings, credits must reflect geographic differentiation.


Q  � seq Q �4�	Enron proposes that credits for meter reading not be segmented (differentiated) by geographic zone (pp. 14�21).  What would be the consequences if the Commission adopts geographically averaged meter reading credits?


A  � seq A �4�	If credits are not differentiated by geographic area, energy service providers (ESPs) will have an incentive to “cherry pick” the low�cost customers.  As an example, assume that the UDC’s avoided cost in Zone 1 is $1/customer, and the avoided cost in Zone 3 is $5/customer.  The average avoided cost is $3.  Assume that the ESP’s costs are the same as the UDC’s avoided costs.  With an average credit it would be cost effective for the ESP to serve customers in Zone 1, but not cost effective to serve customers in Zone 3.  The average provides ESPs incentive only to serve the low�cost customers.  An ESP would have no incentive to serve the high�cost customers in Zone 3, effectively precluding revenue cycle service choice for those customers.


Under geographically averaged credits, rural and other high�cost customers might be effectively denied the benefits of competition.  With a “one�size fits all” average cost credit, entrants (ESPs) rationally may target only low�cost customers leaving high�cost customers with no available ESPs.  It is only by providing an appropriately higher credit in high�cost areas that ESPs could be expected to market their services in those areas.


Unlike the ESPs, the utility has the obligation to serve all customers.  With an avoided cost credit based on a system average cost, the UDC’s average cost to its remaining customers will increase as low cost customers switch to ESPs and high cost customers stay with the utility.  However, under the current rate freeze, the utility’s rates cannot change to reflect changes in costs.  If the CPUC decides to retain the obligation to serve for incumbent utilities, but prevents deaveraging, then some other mechanism needs to be created to make the utilities financially indifferent to ESPs entering and exiting markets.


Q  � seq Q �5�	Enron cites Decision 96�03�020 in the telecommunications area as precedent for rejecting geographically deaveraged rates (p. 18).  Does PG&E’s proposal violate a long�standing Commission dislike of geographic deaveraging, as asserted by Enron?


A  � seq A �5�	No.  Decision 96�03�020 did not adopt geographically deaveraged rates, but neither did it reject the concept of geographically deaveraged rates.  Rather, it noted that cost studies were not yet available for that purpose and adopted average rates as an interim measure.  In fact, Decision 96�03�020 clearly indicates that the Commission believes geographic deaveraging has merit:


As discussed below, we recognize the merits of geographic deaveraging of rates and adopt a plan for the subsequent adoption of geographically deaveraged LEC retail rates.  While parties disagree on the specific levels of geographic costs, there is general agreement that costs can vary dramatically between low and high cost areas.  Given the significant variation in costs, statewide average wholesale prices will provide uneconomic pricing signals to competitors who are deciding whether to resell or build their own facilities.  Accordingly, we intend to concurrently develop geographically deaveraged wholesale cost studies and rates under a schedule to be announced to permit the CLC resellers to compete effectively.  (D.96�03�020, pp. 20-21)


Later in that decision, the Commission reiterated its recognition that geographic segmentation can enhance economic efficiency:


We recognize that geographic deaveraging may promote more efficient pricing…While we agree that allowing geographically cost-based prices may be necessary in a competitive environment, statewide average rates must remain in place for LECs for the present and until relevant cost studies by relevant geographic region have been completed and approved.  (D.96(03(020, p. 65)


That is, although the Commission recognized the benefits of geographic deaveraging, the telecommunication utilities had not yet completed the requisite cost studies at the time of the decision.  For electric meter reading, in contrast, PG&E, Edison, and SDG&E have completed the cost studies needed to segment electric meter reading credits in a manner that accurately reflects cost savings.  Subject to Commission approval, these segmented electric meter reading credits will promote efficiency and also competition and choice for customers in high-cost areas.


Q  � seq Q �6�	TURN argues that deaveraging is being done in isolation, and that could disadvantage some customers (p. 4).  What is PG&E’s response?


A  � seq A �6�	In the telecommunications area, the Commission has noted that segmentation will increase competition and benefit high-cost customers by providing an incentive for other providers to enter the market:  


Once LEC rates are geographically deaveraged and prices are allowed to more closely match costs of service, CLCs will have a greater incentive to enter new geographic markets which were not previously cost effective to serve.  Thus, geographic deaveraging should increase rather than constrain competition.  CLCs will be encouraged to enter a geographic market if they can offer a more competitive price than the LEC.  (D.96�03�020, p. 65)


TURN notes that load profiles for direct access customers have not been differentiated by geographic area.  PG&E is willing to consider cost-effective implementation of geographic segments for the residential class.


Q  � seq Q �7�	Does PG&E agree with Enron that differentiating credits by zones will cause customer confusion (p. 15)?


A  � seq A �7�	No.  PG&E is confident in the ability of its customers and ESPs to understand PG&E’s proposal.  PG&E’s credit proposal is specifically designed to be simple for customers and ESPs to interpret.  PG&E is proposing only three geographic zones.  Every zip code is mapped to one of the three geographic zones.  Every customer knows its zip code and will be able to easily determine which of three credits it should receive.  


Q  � seq Q �8�	TURN argues that it is bad policy to devise detailed costing methods when data is confidential (p. 5).  Does PG&E agree?


A  � seq A �8�	No.  The nature of competition is that utilities have to look at their cost structures in more detail as services are unbundled.  It also means that utilities need to consider more critically whether that cost data could be used by competitors to their advantage.  Parties have had every opportunity to review PG&E’s costing proposals in detail.  Utilities have provided workpapers to all parties that requested them.  Thus, the existence of confidential data has not prevented parties from reviewing PG&E’s cost studies, and should not limit the segmentation of revenue cycle service credits.


Segments for Gas Unbundling 


Q  � seq Q �9�	Enron proposes five segments for revenue cycle service credits (electric only, gas only, dual commodity where ESP provides electric service, dual commodity where ESP provides gas service, dual commodity where ESP provides both electric and gas service) (p. 5).  Does PG&E concur with Enron’s proposal?


A  � seq A �9�	No.  PG&E would not oppose the creation of five segments if the Commission had approved gas revenue cycle unbundling.  However, three of the five segments proposed by Enron assume that gas revenue cycle services will be unbundled, even though the Commission is still considering gas revenue cycle service unbundling.  


Enron misrepresents PG&E’s position concerning gas unbundling by selectively deleting key words in a sentence.  According to Enron, “PG&E states, ‘when the gas meter reading services are unbundled…’” (p. 8), whereas PG&E actually wrote, “If and when the gas meter reading services are unbundled…”  (PG&E Revised Testimony, p. 3-10, emphasis added).  Gas unbundling has not been decided and PG&E believes that this issue is best addressed in the Gas Strategy OIR (R.98�01�011).


It is unreasonable to expect PG&E to make further changes to its billing system because of the possibility that the Commission may order related changes.  PG&E is in the process of making many billing changes to accommodate Commission decisions on electric restructuring, including the additional programming needed to implement direct access, electric revenue cycle service credits, and the interactions with the PX and ISO, and PG&E’s resources are already strained.  Given these obligations, it is not reasonable to expect PG&E to program to meet the various possible case outcomes desired by third parties.


Q  � seq Q �10�	Why shouldn’t the Commission adopt gas segmentation now?


A  � seq A �10�	As noted by SoCal Gas (Phase 1 Testimony), there are several reasons why gas and electric service are different, and why unbundling should be treated differently.  PG&E agrees with SoCal Gas that the Commission should not address gas segmentation until all gas unbundling issues have been reviewed in the Gas Strategy OIR (R.98-01-011) and all participants have had an opportunity to be heard.  


BILL FORMAT


Q  � seq Q �11�	ORA favors expressing the sum of the four credits on one line, to avoid customer confusion (p. 6).  What is PG&E’s response?


A  � seq A �11�	PG&E proposed four line items assuming that this amount of detail would be preferred by market participants.  PG&E does not oppose a less detailed bill format.


FUTURE ISSUES


Q  � seq Q �12�	ORA suggests that the Commission revisit the framework for credits in future proceedings.  Although they accept crediting mechanisms as “expeditious,” they suggest the Commission look at more complete unbundling of services, in which unbundled functions are analyzed as a series of “building blocks (p. 4).”  What is PG&E’s response?


A  � seq A �12�	PG&E believes that the issue of updates to the revenue cycle service credits should be addressed in Phase 2.
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