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Q  1	What is the purpose of your testimony?


A  1	I will address testimony filed by Enron, CEC and ORA.  First, I will address false claims made by Enron regarding meter requirements for direct access customers, and regarding PG&E’s meter reading performance.  Then I will describe why Enron’s proposed credits for electric meter reading and billing services provided to combination electric and gas customers would overstate PG&E’s true cost savings, and are not supported by Commission decision.  I will respond to Enron’s criticism of the accuracy of PG&E’s cost study.  I will explain why Enron’s proposals to increase the billing credit to account for cash working capital savings are not supportable either by PG&E’s actual savings or by the working of ESPs.  I will address the CEC’s proposal for meter reading credits based on direct access compliance costs.  Finally, I will describe why ORA’s proposal to remove offsets to PG&E’s billing credits is not supported by the Commission’s decision.


Q  2	In making arguments for cost credits based on long-run marginal costs, Enron states, “The heretofore standard electro�mechanical meters, for example, which merely display the amount of electricity consumed since the last time the meter was read, are not even acceptable by the Commission for use by most direct access customers” (Enron, p. 6).  Is this a true statement?


A  2	No.  The Commission accepts the use of standard electro-mechanical meters for direct access transactions for customers with demands up to 50 kW (D.97�10�086, Ordering Paragraph 4, p. 56).  Contrary to Enron’s claims, these customers constitute the vast majority of California’s customers.


Q  3	Enron claims that PG&E “is completely out of compliance with the required timeliness of meter reading and limits on amounts of meter data that may be estimated by Meter Data Management Agents (MDMAs) as provided for in the Commission’s decision governing meter services” (Enron, p. 8).  Enron’s justification for this claim is that PG&E’s GRC testimony states that in the first quarter of 1995, only 58 percent of PG&E’s customer meters were read on time.  Is this a valid claim?


A  3	Absolutely not.  Enron has selected three months of meter reading performance data from three years ago to support an erroneous claim regarding PG&E’s current performance for 1998.  In fact, Exhibit RBW-4 presented by Enron contains the source of the meter reading performance data selectively quoted by Enron’s witness.  This exhibit, from PG&E’s GRC filing, explains the reasons leading to the first quarter 1995 performance, and goes on to state that PG&E “now reads 99 percent of its meters on time.”  Certainly the 99 percent performance is more indicative of PG&E’s current performance than data from three years ago, and certainly Enron is aware of this fact given that the Enron witness included it in his Exhibit.  Such selective and misleading use of data by Enron is irresponsible.


Q  4	Enron proposes to set “the electric meter reading�only credit of a combination gas and electric customer to one-half the credit for full unbundled meter reading services provided to a combination customer,” claiming that doing so is “consistent with current ratemaking practice, which allocates costs in proportion to number of customers, gives the utility an incentive to be efficient, and promotes utility collaboration with third�party meter reading service providers” (Enron, pp. 15-16).  Enron also proposes that the electric-only billing credit for a combination customer be set to one-half of the full unbundled billing credit for a combination customer, claiming the same need for consistency with ratemaking and promotion of utility collaboration with third-party billing service providers (Enron, p. 22).  Are these proposals consistent with Decision 97-05-039?


A  4	No.  Decision 97-05-039 states that the Commission’s “goal remains to identify real savings” (p. 22).  Enron’s proposal has nothing to do with what the utilities’ real cost savings are.  PG&E’s proposals for electric billing and meter reading credits for combination electric and gas customers are based on true net cost savings as the Commission directs.


Enron’s proposals that unrealistically high meter reading and billing credits be used to promote utility collaboration with meter reading and billing service providers are not supported by the Commission decision.  Moreover, the collaboration with meter reading and billing service providers that Enron proposes would force PG&E to violate its existing labor agreement.  PG&E has made clear in this proceeding that its labor agreement prohibits PG&E from contracting with third parties to perform PG&E’s meter reading and billing (Exhibit 4, 2-DLS-3; April 1 transcript, p. 10).


Q  5	Enron claims that the UDCs’ “activity-based studies do not necessarily reflect the actual real world experience of the UDCs” (Enron, p. 8).  Is this a reasonable claim?


A  5	It is not.  To the contrary, PG&E’s activity-based study is intended to measure just that—the real world PG&E expects to experience in 1999.  The study predicts the net cost savings that PG&E will truly experience in 1999.  Enron would substitute fully allocated costs as predictors of net cost savings.  Given the likely low take rate for revenue cycle services in 1999, the use of fully allocated costs would greatly overstate PG&E’s net cost savings.


Q  6	Enron states that “the utilities propose to substitute highly theoretical time and motion studies for the dollars and cents recorded in their operating and accounting systems.  All of the theoretical studies ignore the implications of fundamental change in the nature of the RCS products and services on these cost studies” (Enron, p. 25).  What is your response to this statement?


A  6	First, the net avoided cost study PG&E has used is not “highly theoretical” as Enron has alleged.  The study identifies activities that PG&E would no longer perform, identifies new activities that PG&E must perform to support RCS unbundling, and applies a cost to those activities.  In fact, this study is highly empirical.  As to the allegation that the studies somehow ignore the implications of change, this too is false.  PG&E’s study identifies change, and then costs out the elements of change.  Enron’s proposal to substitute fully allocated costs would completely ignore the elements of change by substituting accounting data for a reasoned examination of the true nature of revenue cycle unbundling.


Q  7	Enron proposes the the UDCs should not include offsetting costs in the calculation of their credits (Enron, p. 23).  Is this a reasonable proposal?


A  7	No, it is not.  The offsets identified by PG&E are true costs that PG&E will incur to support revenue cycle unbundling, and the Commission has recognized that these costs should offset the revenue cycle credits (D.97�05�039, p. 22).  Enron’s own testimony also supports the use of offsets:


First, adjustments for net cost savings should be made only in instances where there is clearly an unavoidable UDC revenue cycle cost.  Otherwise, the “not pay twice” standard of the Commission will be violated.  (Enron, p. 36)


PG&E agrees with the above quote from Enron.  The offsets identified by PG&E are only made when there is an unavoidable UDC revenue cycle cost, for instance, the cost to send UDC billing information to ESPs performing partial consolidated billing.  This is an unavoidable cost that PG&E incurs as a result of revenue cycle unbundling.  The “not pay twice” standard that Enron raises is not violated by PG&E because these offsets are not being recovered by any other means.  By removing the offsets, Enron would replace a “not pay twice” standard with a “don’t even pay once” policy.


Q  8	As part of its argument that offsetting costs should not be included in the calculation of credits, Enron identifies PG&E’s current expenditures to upgrade its Customer Information System (CIS) and argues that these costs should be excluded from credit offsets (Enron, p. 36).  Does PG&E agree?


A  8	Yes, and the offsets identified by PG&E do not include any of the costs PG&E is incurring to upgrade its CIS.


Q  9	Enron has proposed a credit for cash working capital based on (1) security deposits paid by ESPs to the UDCs, and (2) “a sharply reduced time for payment received in the receivables accounts by virtue of ESP payment obligations” (Enron, pp. 28-29).  Do you agree that the UDCs should include a credit for cash working capital?


A  9	No.  With respect to the first item, security deposits paid by ESPs to the UDCs, a credit is not warranted because there is no improvement in the UDC’s cash working capital position.  There are three reasons why this is the case:


Many ESPs will not be paying a security deposit to PG&E, given that they have options other than the use of a cash deposit to establish credit.  In fact, to date none of the 17 ESPs doing business in PG&E’s service area have elected the option to pay a cash deposit to PG&E.  Section P.2.a of PG&E’s Rule 22 states:  “An ESP with a demonstrable current credit rating of Baa2 or higher from Moody’s or BBB or higher from Standard and Poor’s, Fitch or Duff & Phelps, is deemed to be creditworthy unless PG&E determines that a material change in the ESPs creditworthiness has occurred.”  If an ESP establishes creditworthiness in this fashion, there will be no security deposit required of the ESP.  If the ESP cannot or chooses not to demonstrate creditworthiness in this fashion, Rule 22 states that, rather than paying a cash deposit, the ESP can provide a security deposit in the form of a letter of credit, surety bonds, or guarantees.  There are currently 17 ESPs that have submitted Direct Access Service Requests to PG&E; not one has elected the cash payment method to establish creditworthiness.


PG&E requires the same level of security deposits from ESPs as it does from bundled service customers.  So even if an ESP were to elect to pay a cash security deposit (which none have so far), PG&E would collect the cash security deposit from the ESP, while at the same time would be subject to refunding the security deposit previously collected by PG&E from the ESP’s customers.  Section P.2 of PG&E’s Rule 22 states:  “Upon establishment of such creditworthiness [for consolidated ESP billing], PG&E upon request will refund, in accordance with CPUC requirements, the customer’s security deposits then being held to secure payment of those energy services being assumed by the ESP.”  Thus, there would be no change to PG&E’s working cash position.  It is worthwhile to note that, in the case of the 17 ESPs currently doing business in PG&E’s service area, PG&E is subject to refunding customers’ cash security deposits while the ESP’s have established creditworthiness without paying cash deposits.


PG&E’s electric rules also require that PG&E pay interest on any cash deposits it receives.  This interest payment requirement provides to the ESP, at the time the deposit is refunded, the increase in the value of the cash deposit paid by the ESP.  Thus, PG&E is returning to the ESP the full benefit of the use of the funds while deposited with PG&E.


With respect to the second item, a credit for working cash based on a supposed sharply reduced time for payment received in the receivables accounts by virtue of ESP payment obligations, a credit is not warranted because there is no sharply reduced time for payment.  PG&E’s Rule 8 states that residential customers’ payments are due within 19 days of bill presentation.  Non-residential customers’ payments are due within 15 days of bill presentation.  Rule 22 states that ESPs’ payments are due within 17 days of bill presentation, a midpoint between the requirements for PG&E’s residential and non-residential accounts.  The ESP payment obligations will not result in “a sharply reduced time” for payments to PG&E.  In fact, given that the ESPs have a longer time to pay their bills than do PG&E’s non�residential accounts (17 days rather than 15 days), PG&E may experience an increased wait time for payments.  Thus, PG&E sees no cost savings from reduced payment time.


Q  10	The CEC proposes that avoided expenditures to comply with meter data management (MDM) and validation, editing and estimating (VEE) requirements be included in PG&E’s meter reading credit (CEC, p. 8).  Is this a reasonable proposal?


A  10	PG&E agrees with the notion that avoidable compliance costs should be included in credits, but only if those costs are in customers’ rates to begin with.  In PG&E’s case, the MDM and VEE compliance costs are not in customers’ rates.  The costs are currently being booked to memorandum accounts as they are incurred, so any avoided expenditures will just serve to keep the memorandum accounts lower.


Q  11	ORA proposes to remove the offsetting costs that PG&E has subtracted from its billing credits (ORA, p. 18).  Does PG&E agree with this proposal?


A  11	No.  As noted above in Answer 7, the offsets PG&E has proposed are true costs incurred as a result of revenue cycle unbundling, they are not being recovered by other means, and the Commission has agreed that these costs should offset the revenue cycle credits (D.97�05�039, p. 22).
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