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OF PACIFIC GAS AND ELECTRIC COMPANY



iNTRODUCTION

Pursuant to Rule 75 of the Commission’s Rules of Practice and Procedure, Pacific Gas and Electric Company (PG&E) submits this Opening Brief on Phase II issues.  In this consolidated proceeding the Commission is considering the Applications filed on November 3, 1997, by PG&E and Southern California Edison Company (SCE) and on December 4, 1997, by San Diego Gas & Electric Company (SDG&E), as revised in their amended Applications filed on March 9, 1998.  Each Application identifies cost savings for revenue cycle services (RCS) provided by other entities and proposes net avoided cost credits for end-use customers in such circumstances for implementation no later than January 1, 1999. (Parties have used the terms “cost savings” and “avoided costs” interchangeably.)  PG&E refers to this consolidated proceeding as the RCS Credits Proceeding.

The utilities’ Applications are in direct response to Decision (D.)97-05-039 issued May 6, 1997.  Ordering Paragraph 5 of D.97-05-039 (p. 32) states as follows:

5.	No later than November 3, 1997, PG&E, SDG&E and Edison shall file, in our unbundling proceeding, cost studies and supporting testimony that separately identifies the net costs savings resulting when billing, metering and related services are provided by another entity and proposes a means for ensuring that customers are not charged by the distribution utilities for those services in such circumstances.  It is our goal to issue a decision approving unbundled charges for these services no later than January 1, 1999.

In November 1997 the Commission ruled that the utilities should file separate applications consistent with D.97-05-039 (D.97-11-073, Ordering Paragraph 12 on p. 18).  D.97-05-039 identifies billing, metering, meter reading, customer service inquiries, and uncollectibles as activities whose costs are logically related to revenue cycle services (D.97-05-039, p. 18).

On December 24, 1997, Administrative Law Judge (ALJ) Weissman issued a Ruling consolidating the three utilities’ Applications, asking PG&E to initiate a process with Edison, SDG&E, and interested parties for developing a common methodology, and setting the first prehearing conference for January 8, 1998.  At the January 8 prehearing conference, the parties presented a progress report on proposed procedures for developing a common cost methodology.  Based on the parties’ comments at the January 8 prehearing conference and a January 21 report distributed by PG&E on an all�party workshop held on January 16, Commissioners Knight and Duque issued their Assigned Commissioners’ Ruling on January 26 (January 26 ACR) setting forth the scope and schedule for the proceeding.  Among other things, the January 26 ACR created two separate phases, with Phase I to address only matters that affect systems planning in order to accommodate the applicants’ stated need for adequate time to upgrade their computer, billing, and other systems to facilitate the unbundling of RCS costs no later than January 1, 1999 (p. 2).  

The January 26 ACR specifies the following issues to be resolved in Phase II (p. 3):

The appropriate methodology for calculating the credits; 

The merits of differentiating the credits by customer segment; 

The accuracy of all calculations;

The credit amounts for each applicant; 

Ratemaking and accounting procedures as appropriate; and 

A mechanism for future changes to the adopted credits.

On February 19, the Commission denied the appeal of SCE and affirmed the categorization of this proceeding as a “ratesetting” proceeding (D.98-02-111).  On February 27, Assigned Commissioners Knight and Duque issued an Assigned Commissioners’ Ruling on SCE’s motion for clarification of the January 26 ACR (February 27 ACR).  On March 31, ALJ Malcolm issued a Ruling (March 31 ALJ Ruling) that clarified that the scope of this proceeding includes issues concerning whether utility billing systems should be able to accommodate gas RCS unbundling and whether energy service providers (ESPs) should be able to negotiate as contractors for related services.  Following a prehearing conference on May 11, evidentiary hearings on Phase II issues were held before ALJ Malcolm for nine days beginning May 18 and ending June 8.  On June 8, ALJ Malcolm issued a Ruling (June 8 ALJ Ruling) requiring applicants to present legal analysis regarding Sections 368(a) and 368(b) of the Public Utilities Code, the “rate freeze,” and “deaveraging.”

Phase I has been submitted and is pending decision by the Commission.  Both ALJ Malcolm’s Proposed Phase I Decision and Commissioner Knight’s Alternate Phase I Order identify the following three issues for resolution in Phase II:  

Whether there should be a Meter Ownership segment for new installations where a utility meter is never installed (pp. 6-7);



Whether there should be a Meter Reading segment for dual commodity customers where the gas meter as well as the electric meter is read by an ESP (pp. 7-8); and 

Whether there should be Meter Reading segments for geographic zones determined on the basis of zip codes (p. 9). 

Section II of this Opening Brief presents the required legal analysis of issues raised in the June 8 ALJ Ruling, Section III addresses policy and implementation, Section IV provides an overview of PG&E’s proposal, Section V discusses issues identified in Phase I for resolution in Phase II, and Section VI specifies PG&E’s proposed RCS credit amounts.

In its Reply Brief, PG&E will respond to parties’ specific proposals for PG&E as presented in their opening briefs.



legal analysis in response to june 8 alj ruling

Section 368(a) Does Not Prohibit RCS Credits That Reflect Net Avoided Costs.

Question 1 in the June 8 ALJ Ruling asks whether the rate freeze provision of Section 368(a) constrains  the Commission’s authority to order RCS credits.  It is PG&E’s conclusion that Section 368(a) does not prohibit RCS credits that reflect the utility distribution company’s (UDC) net avoided costs.

RCS credits will be separate from existing rate schedules.  Every customer receiving RCS credits will continue to receive bills calculated in accordance with its applicable frozen rate schedule.  This means the rate levels literally will continue to remain in effect throughout the transition period, as required by Section 368(a).  Since rates will be frozen even with RCS credits, the Commission could reasonably conclude on this basis alone that Section 368(a) does not prohibit RCS credits.  

In addition, the reasoning in D.97-05-039 supporting the Commission’s conclusion that Section 368(b) does not prohibit giving RCS credits to customers (D.97-05-039, page 18) also supports a Commission conclusion that Section 368(a) does not prohibit giving RCS credits to customers.  Section 368(b) requires that direct access customers pay the same unbundled non-energy charges that bundled service customers pay.  The argument that this provision of Section 368(b) prohibits RCS credits is very similar to an argument that the rate freeze provision of Section 368(a) prohibits RCS credits.  However, in D.97-05-039 the Commission firmly rejected the notion that Section 368(b) prohibits RCS credits.  The Commission’s reasoning in D.97-05-039 with regard to Section 368(b) bears repeating: 

“We do not read this section to require customers to pay for services that they elect not to buy.  Instead, we understand this section to mean that direct access customers must pay the same amount as bundled customers pay for the services that they do buy.

There is no persuasive reason to cause customers to pay for costs that are not incurred just as there is no persuasive reason to excuse customers from paying for costs incurred on their behalf.”

Using the same reasoning, the Commission should conclude here that the rate freeze provision of Section 368(a) does not require customers to pay for costs that are not incurred for revenue cycle services that they do not buy from their UDC.  Therefore, Section 368(a) does not prohibit giving a customer RCS credits, provided that the credits reflect the net costs avoided by the UDC due to the customer’s choice of another RCS provider.

The Methods Adopted Here May Be Used After The Transition Period.

Question 2 asks whether the Commission should use the record and outcome of this proceeding to set RCS credits after the transition if (contrary to PG&E’s view) Section 368(a) does limit the Commission’s authority during the transition period.

PG&E sees no reason at this time why the Commission could not use methods adopted now at that future date, though there should be an opportunity at that time to consider whether changed circumstances require changed methods.  The calculation of the net avoided costs and RCS credits would have to be updated.  Under PG&E’s proposed update process (Exh. 2, pp. 1-10), the adopted methods would continue but costs and credits would be recalculated annually.  PG&E thus would recommend that the Commission approve 

methods in Phase II which, together with the framework adopted in Phase I, would be the basis of an update hearing the year before the end of the transition period.

The Public Utilities Code Permits “Deaveraged” RCS Credits.

Question 3 asks if deaveraging would violate Section 368(b) or any other section of the Public Utilities Code.

Section 451 of the Public Utilities Code obligates the Commission to ensure that rates are just and reasonable.  If different rates are charged based on different costs to provide service, then these differences are not unjust or unreasonable.  “Deaveraging” in the context of this proceeding means giving customers different RCS credits based on differences in the net costs avoided by the UDC when a customer chooses another RCS provider.  As long as the deaveraging of RCS credits is cost-based, these distinctions are permitted under the Public Utilities Code.  

Deaveraging of RCS credits is appropriate on several bases.  The most obvious basis is by rate schedule, recognizing the fact that the UDCs’ rates themselves are founded on the cost-based distinctions that result in customer classes and their various rate schedules.  Another basis is the segmentation of PG&E’s and SDG&E’s Meter Reading and Billing and Payments credits on a commodity basis into two cost-based segments, one for electric-only customers and the other for combined electric and gas customers.  Deaveraging also may be based on geographic cost differences, as approved by the Commission in other ratemaking contexts (Exh. 4, pp. 1-SJB-1 to 1-SJB-2) and as proposed in this proceeding for Meter Reading credits.  

Deaveraging RCS credits that equal the UDC’s net avoided costs would not violate prohibitions against cost shifting set forth in Section 368(b), because proper deaveraging by definition reflects true cost differences.  Nor would such deaveraging violate the requirement of Section 368(b) that direct access customers pay the same unbundled non-energy charges as bundled service customers.  As discussed above in Section II. A., the Commission has concluded that this provision of Section 368(b) does not prohibit RCS credits that reflect avoided costs (D.97-05-039, page 18).  Since properly deaveraged RCS credits reflect avoided costs at least as accurately as averaged RCS credits, this provision cannot be construed to prohibit deaveraged RCS credits while not prohibiting averaged RCS credits.



policy AND IMPLEMENTATION 

It Is The Commission’s Policy That RCS Credits Shall Equal The UDC’s Net Avoided Costs, And the Purpose Of This Proceeding Is To Implement That Policy.

The purpose of this proceeding is to implement the Commission’s policy that a UDC shall provide to its customers RCS credits equal to the UDC’s net avoided costs (Exh. 2, p.1-1 to 1-2).  This purpose was made clear most recently in D.98-02-111 (page 5):

“In D.97-05-039, we established a policy, which is that customers who receive revenue cycle services through a third party should be credited by the utility distribution company with the net avoided costs that result.  The purpose of this proceeding, by contrast, is to implement that policy, for each of three utility distribution companies.”



In D.97-05-039 the Commission stated its policy several times.  Ordering Paragraph 5 used the phrasing, “the net cost savings resulting when billing, metering, and related services 

are provided by another entity” (p. 32).  The Commission refers at one point to “the net reduction in costs to the utilities that occur as a result of unbundling” (p. 17).  At another point the Commission makes clear that the utility’s “net avoided costs consists not only of costs not incurred by the distribution company but also the distribution costs that are incurred as a result of unbundling” (p. 22).  In these verbal formulations, it is clear that the net avoided costs are to be the utilities’ actual savings or cost reductions (Exh. 44, p. 1-3).

The Commission should hold the parties to its clearly stated purpose (Exh. 44, p. 1-1).  If a party proposes methodologies and credits that do not even purport to be based on the UDC’s net avoided costs, then the Commission should not entertain the proposal.  The Assigned Commissioners made clear in their February 27 ACR that “the burden of proof to support a proposal rests with the party making the proposal, whether the proposal is offered by the applicant utility or another party, consistent with utility practice” (page 2).  If a party’s showing does not attempt to fulfill the clear purpose of this proceeding to implement the Commission’s stated policy, then that party has failed to meet its burden of proof.  Based on its own testimony, Enron fails this test:  as its expert testified, Enron did not present testimony in this proceeding as to the actual level of cost savings by PG&E in 1999 due to revenue cycle unbundling (Tr. 949-950, Enron, Weisenmiller).

Setting RCS Credits Equal To Net Avoided Costs Promotes Economic Efficiency.

The RCS credits should reflect each UDC’s net avoided costs not only because it is Commission policy but also because it promotes economic efficiency.  Economic efficiency is an important policy objective because efficiency implies that services are provided to consumers in the least cost manner, with the least cost use of scarce societal resources (Exh. 2, pp. 1-4 to 1-5).  From an economic efficiency standpoint, it makes sense for an ESP to provide a revenue cycle service only when its cost is less than the cost saved by the UDC.  Setting the RCS credit either greater than or less than the UDC’s net avoided costs would not result in an efficient outcome:  if the RCS credit is greater than the UDC’s net avoided costs, then ESPs will provide services even when their costs exceed the UDC’s cost savings; and if the RCS credit is smaller than the UDC’s net avoided costs, then ESPs will not provide services even when their costs are less than the UDC’s cost savings.

The claim may be made that RCS credits need to be set artificially high in order to attract ESPs to enter the RCS marketplace (Exh. 44, p. 1-1 to 1-2).  Aside from the fact that this claim would flout the Commission’s stated policy, it is bad economics (Exh. 44, p. 1-2 to 1-3).  For example, instead of proposing RCS credits for PG&E based on PG&E’s net avoided costs in 1999, Enron proposes credits to reflect fully allocated costs and thereby, among other things, “provide a meaningful credit to ESPs to enter the market”                (Exh. 51, p. 2).  It is important to recognize that a competitive market is characterized by firms acting in response to accurate price signals, not just by the number of firms that enter the market (Exh. 44, p. 1-3).  Enron’s artificially high credits would provide ESPs a subsidy to enter the market, resulting in economic inefficiency and added costs for customers.  Moreover, the subsidy itself (i.e., the difference between Enron’s proposed RCS credit amounts and the UDC’s net avoided costs) would be paid for either by UDC ratepayers or shareholders (Exh. 44, p. 1-4).  

Enron’s use of fully allocated costs as a proxy for incremental costs in order to approximate cost savings is unsupported on this record and is opposed in the economics literature (Exh. 44, pp. 1-4 to 1-5 and 1-8).  Enron’s fully allocated cost method fails to recognize the presence of joint or shared costs and consequently includes such costs in savings when in fact they cannot be avoided (Exh. 44, pp. 1-5 to 1-7).  For example, Enron’s approach assumes that a joint or shared cost such as the costs of a UDC’s Tax Department would in part be avoided if the UDC no longer reads every meter, when in fact no such cost saving would occur (Exh. 44, p. 1-7).  In short, fully allocated costs do not provide a measure of what will happen to costs in the future if PG&E no longer provides a revenue cycle service (Exh. 44, p. 1-8).  Moreover, this method results in a mismatch by cost shift between the assignment of costs for credits and the allocation of costs in bundled rates (Exh. 44, p. 1-8, citing Exh. 61, p. 11).  For these reasons, if the Commission decides to consider Enron’s fully allocated cost approach despite the fact that it is contrary to stated Commission policy for this proceeding, then the Commission should reject Enron’s approach because it does not promote economic efficiency. 

In Setting RCS Credits Equal To Net Avoided Costs, The Commission Should Favor Cost-Justified Offsets And Segments.

In D.97-05-039, the Commission identified two ways that help to determine the net avoided costs as accurately as possible.  First, the Commission decided that the UDC’s avoided costs should be set on a “net” cost basis, meaning that the net avoided costs should consist of not only costs not incurred by the UDC but also costs that are incurred by the UDC as a result of revenue cycle unbundling (D.97-05-039, p. 22).  In this proceeding parties have referred to these incurred costs as “offsets.”  To implement the policy adopted in D.97-05-039, the Commission should incorporate offsets into the net avoided costs when they are warranted.  Second, the Commission invited the UDCs to propose that average avoided costs be “deaveraged” (D.97-05-039, p. 17).  That is, to the extent cost savings vary by a certain criterion such as customer class, the overall average cost savings can be broken down into sub-groups.  In this proceeding parties have referred to these deaveraged sub-groups as “segments.”  The creation of segments through deaveraging is essential for credits to reflect cost savings, is necessary for economic efficiency, and preserves a reasonable opportunity for UDCs to recover their costs (Exh. 2, pp. 1-5 to 1-7).  For both offsets and segments, it is important that the UDC provide sufficient cost justification.  In the case of offsets, the UDC should show that the cost is incurred as a result of the customer’s decision to obtain the revenue cycle service in question from an ESP.  In the case of segments, the UDC should show that the costs vary sufficiently and are grouped sensibly to merit deaveraging.  When offsets and segments are cost-justified, they should be favored by the Commission in order to more accurately identify the UDC’s net avoided costs.  PG&E is proposing offsets and segments only when there is sufficient cost justification. 

In The Initial Commission Decision, RCS Credits Should Equal Each UDC’s Net Avoided Costs For The Year 1999.

Since net avoided costs change over time, this proceeding also needs to “develop a mechanism for future changes to the adopted credits” (January 26 ACR, page 3).  With an update mechanism, the Commission will be able to adjust the RCS credit amounts as frequently as every year.  The Commission’s initial decision determining RCS credits therefore should set the credits equal to net avoided costs in 1999, the first year the credits will be in effect.  Also, it is essential that the Commission identify the net avoided costs for each of the three UDCs.   PG&E, SCE, and SDG&E operate in different territories with different organizations, operations, and costs.  Since each UDC presented its own comprehensive cost study, it would be unreasonable for the Commission to average net avoided costs across UDCs or to apply one UDC’s costs to another UDC.  For example, Enron’s use of SDG&E data to inflate PG&E’s Billing and Payments credit fails to consider 

differences between the two companies’ billing process structures that would result in different cost savings (Exh. 45, pp. 1-2 to 1-3).

The Commission Should Adopt A Reasonable Forecast Of Each UDC’s RCS Market Penetration Level In 1999.

One of the key factors in determining the UDC’s net avoided costs in 1999 is estimating the approximate level of market penetration for revenue cycle services (Exh. 2, p. 1-9).  If a small number of customers choose to have ESPs provide their revenue cycle services, then the UDC will continue to incur fixed costs and the net avoided costs will be relatively small.  In contrast, if most customers choose ESP service, then the UDC probably will be able to eliminate many fixed costs and the net avoided costs will be relatively large.  Examples of fixed costs include meter service shops and meter reading supervisors.  Wrongly assuming a low RCS market penetration will result in RCS credits not reflecting fixed cost savings the UDC will realize, while wrongly assuming a high RCS market penetration level will result in RCS credits reflecting fixed cost savings that the UDC will not realize.  It therefore is critical that the Commission adopt a reasonable forecast of each UDC’s RCS market penetration level in 1999 in order to set RCS credits equal to the UDC’s net avoided costs.  Any assumption that there will be 100 percent market penetration in 1999 is patently unreasonable (Exh. 44, pp. 1-8 to 1-9).  As long as the UDCs retain their obligation to serve,  100 percent market penetration is wholly implausible (Exh. 44, pp. 1-9 to 1-10).

The Commission Should Adopt PG&E’s Proposed Update Process.

For future update proceedings, PG&E recommends that there be another phase of this proceeding in 1999 to consider whether the net avoided costs estimated for the year 2000, using the calculation methodology to be adopted here in Phase II, are so different from 1999 that the RCS credits should be adjusted (Exh. 2, p. 1-10).  Included in this further phase would be a forecast of each UDC’s RCS market penetration levels in 2000.  If the estimated net avoided costs for 2000 do not warrant a change in an RCS credit level, then the RCS credit level approved for 1999 would remain in effect.  This update process would be repeated annually.  In this way, the Commission will ensure that the RCS credits will continue to be equal to the UDC’s net avoided costs.  This update process is reasonable and should be adopted.

The Commission Should Adopt PG&E’s Proposed Ratemaking Procedures As Needed.

During the transition period, PG&E proposes to impute back to billed revenue the amount of the RCS credits given to customers (Exh. 2, p. 4-1).  This is necessary because billed revenue will be reduced by the RCS credits while the revenue requirement will not.  At the same time, under PG&E’s Transition Revenue Account (TRA) PG&E’s billed revenue for the distribution function will equal the authorized distribution revenue requirement.  By imputing the RCS credit amount back to billed revenue, PG&E’s proposed ratemaking procedure will ensure that PG&E does not unjustly recover the amounts it gives out in RCS credits.  Therefore, PG&E requests that the following entry be added to its TRA Accounting Procedure:

A credit entry equal to the recorded amount of revenue cycle services credits given to customers for revenue cycle services provided by entities other than PG&E.

While the procedure just described will be necessary in any event once RCS credits become effective, PG&E made a second proposal that would be necessary only in the event the Commission adopts RCS credit amounts that exceed PG&E’s net avoided costs (Exh. 44, pp. 4-1 to 4-3).  In that case, PG&E requests that the Commission approve the proposed mechanism for recovery of the difference between the adopted credits and PG&E’s net avoided costs.  Under this approach, the following entry would be made to the TRA in addition to the entry described above:

A debit entry equal to the difference between the adopted revenue cycle services credits and PG&E’s net avoided cost savings associated with revenue cycle services.

The amounts recorded to the TRA entries should be reviewed and verified in the Rate Adjustment Proceeding (Exh. 44, p. 4-2).

These ratemaking procedures are reasonable and should be adopted as needed.



Overview of PG&E’s COST STUDY AND RESULTS 

A year ago PG&E began work to comply with the Commission’s decision ordering each of the UDCs to file “cost studies and supporting testimony that separately identifies the net cost savings resulting when metering, billing, and other revenue cycle services are provided by another entity” (D.97-05-039, Ordering Paragraph 5,  p. 32).  These cost savings cannot be calculated directly from a UDC’s accounting system, because an accounting system records only the costs that are incurred when an activity takes place, not the costs that are avoided when an activity is no longer undertaken (Exh. 2, p. 3-1; Tr. 608, PG&E, Burns).  PG&E therefore designed and conducted an exhaustive “time-and-motion” study of the net costs that PG&E actually will avoid in 1999 when a customer chooses to have revenue cycle services provided by someone other than PG&E.  PG&E’s activity-based study is intended to measure the real world PG&E expects to experience in 1999, and by its highly empirical method it predicts the net cost savings that PG&E will truly experience in 1999 (Exh. 44, pp. 2-3 to 2-4). 

PG&E’s prepared testimony submitted with its Application presents a complete exposition of the cost study’s design, assumptions, methods, and results.  With regard to the revenue cycle functions, PG&E’s testimony describes the activities require to provide metering, billing, and related services and explains how these activities will change as competing ESPs offer these services (Exh. 2, pp. 2-1 to 2-13).  PG&E then gives an overview of the methodology used to estimate the cost savings when revenue cycle services are performed by ESPs and presents the credits reflecting the cost savings that are identified (Exh. 2, pp. 3-1 to 3-25).  The cost study itself (Exh. 3) and supporting workpapers (Exh. 40 and 41) amount to over 500 pages.  To maintain the integrity of the study, its results were revised slightly during the course of this proceeding to correct minor errors discovered by PG&E and other parties (Exh. 45, p. 3-6; Exh. 50).  In all, PG&E’s comprehensive, methodologically sound, and fully documented cost study clearly fulfills the Commission’s goal for this proceeding “to separately identify real savings” (D.97-05-039, p. 22; Exh. 2, p. 3-1).   

In compliance with D.97-05-039 (p. 19), PG&E separately identified customer inquiry savings and included them in the proposed credits for Meter Services, Meter Reading, and Billing and Payments (Exh. 2, pp. 2-8 to 2-9 and 3-17 to 3-19).  However, with regard to possible savings associated with uncollectibles, D.97-05-039 asked the parties to separately identify the costs but expressed “a need for caution” (p. 19) and indicated it will investigate this subject separately (p. 32).  Given this guidance, PG&E identified the uncollectibles estimate but did not incorporate possible savings into credits (Exh. 2, pp. 3-19).  Also, there will be little or no savings in uncollectibles if ESPs return to dual billing their customers who have bad payment records, as PG&E expects the ESPs will (Exh. 2, p. 2-8).  Therefore, PG&E believes the appropriate uncollectibles value for the Billing and Payments credit in this proceeding is zero (Exh. 45, p. 2-4).  PG&E’s proposed Billing and Payments credit also does not include an amount for cash working capital, because PG&E identified no cost savings from reduced payment time when a customer receives billing services from an ESP instead of PG&E (Exh. 44, pp. 2-5 to 2-6).  

PG&E's forecast of average market penetration levels is in the range of one percent (Exh. 2, p. 1-9).  This forecast is based on the number of Direct Access Service Requests (DASRs) received at the time of the March 9 filing.  PG&E’s proposed RCS credits for 1999 are applicable at all market penetration levels below 10 percent.  Even allowing for a very broad range of uncertainty and error in PG&E’s forecast, it is not reasonable to forecast that RCS market penetration levels in PG&E’s service territory in 1999 will be as high as 10 percent.

In determining the costs to be avoided in 1999, PG&E escalated labor rates to 1999 levels (Exh. 40, pp. 249, 252-258).  For example, avoided costs for meter reading were calculated by multiplying the fraction of an hour saved by the PG&E meter reader times the meter reader’s estimated 1999 hourly wage (Exh. 41, p. 427).  

PG&E’s proposed  segments and offsets for RCS credits are as follows for the four credit categories of Meter Services, Meter Ownership, Meter Reading, and Billing and Payments:

The Meter Services credit category is segmented only by rate schedule, and the credit does not include an offset.

The Meter Ownership credit category is segmented only by rate schedule, and the credit includes an offset for processing meters returned to PG&E (Exh. 2, pp. 3-8 to 3-10; Exh. 44, pp. 3-1 to 3-4). 

The Meter Reading credit category is segmented by rate schedule and by three other criteria.  One criterion is electric-only vs. dual commodity, so there is a distinction between an electric-only customer whose only meter is read by an ESP and a combined electric and gas customer whose electric meter is read by an ESP while its gas meter is still read by PG&E.  Another criterion is geographic zone, resulting in three segments classifying customers by zip code.  The last criterion is retrieval mode, which separates meter reads made manually from meter reads made by modem.  The Meter Reading credit does not include an offset.

The Billing and Payments credit category is segmented by rate schedule and by two other criteria.  One criterion is electric-only vs. dual commodity, as with the Meter Reading credit category, so there is a distinction between an electric-only customer who is billed by an ESP and a combined electric and gas customer who is billed by an ESP for electric service while still being billed by PG&E for gas service.  The third criterion is partial ESP consolidated billing, where the UDC calculates the UDC portion of the bill, vs. full ESP consolidated billing, where the ESP calculates the UDC portion of the bill.  The Billing and Payments credit includes an offset for costs incurred by PG&E for transferring PG&E distribution bill data to the ESP, for processing ESP payments, for ESP credit and collection activities, and for reverting customers to dual billing (Exh. 2, pp. 2-6 to 2-8 and 3-16 to 3-17).   



ISSues IDentified IN Phase I For resolution in phase II

There Should Not Be A Separate Meter Ownership Segment For New Installations Where A PG&E Meter Is Never Installed.

It has been suggested by intervenors that the utilities should segment the Meter Ownership credit for new installations where a utility meter is never installed.  PG&E opposes such segmentation on the basis that this issue is best addressed under the line extension rules (Exh. 3, p. 3-RDL-1; Tr. 23-25, PG&E, Levin).  In addition, PG&E notes there is no evidentiary record for a separate segment for new installations.  

As of July 1, 1998, the line extension rules will provide an allowance for installation costs, including the meter (D.97-12-098, Ordering Paragraph 2 on p. 37).  If the developer chooses not to have PG&E install a meter, the developer can use those savings toward other hook-up costs (Exh. 4, p. 3-RDL-1).  Under these circumstances, segmenting the Meter Ownership credit as suggested by intervenors is unnecessary to reflect proper crediting of meter costs to developers who elect non-utility metering (Exh. 58, p. 17).  TURN/UCAN argues that meter installation by a non-utility would affect calculation of the line extension allowance (TURN/UCAN Phase I Opening Brief, p. 4), but this point only strengthens the argument that non-utility meter installation is best addressed under the line extension rules.  In particular, the detailed analysis required under Public Utilities Code section 783(b) may be triggered by non-utility meter installations, and such an analysis would be far afield from the focus of this RCS Credits Proceeding.  Contrary to TURN/UCAN’s conclusion (Phase I Opening Brief, p. 5), the Commission has an ample record in this proceeding to conclude that this segmentation matter raises issues which belong in the line extension proceeding.

Moreover, while TURN/UCAN raises broad policy questions on this subject (Tr. 1328, TURN/UCAN, Nahigian), nowhere does TURN/UCAN or any other party propose credit values for the recommended new installation segment or demonstrate that the credit for that segment would be significantly different from the Meter Ownership credits.  The Commission therefore has no evidentiary basis for adopting a credit for new meter installations.

For PG&E, There Should Not Be A Separate Meter Reading Segment At This Time For Gas Meter Reading By ESPs.

PG&E proposes that the Meter Reading credit category be segmented by commodity, or account type, meaning single commodity (electric only account) or dual commodity (combined electric and gas account) where the ESP reads the electric meter (Exh. 2, p. 3-12 and Tables 3-3A and 3-3B on pp. 3-22 to 3-23).  Intervenors suggested on additional account type segment for dual commodity customers where the ESP reads both the electric and gas meters. 

PG&E opposes such additional segmentation in this proceeding because it is based on the unwarranted assumption that in the near future ESPs will read PG&E gas meters (Exh. 4, p. 1-SJB-5).  Additional Meter Reading segmentation for ESP reading of PG&E gas meters would be at best premature, because the Commission has decided to defer gas RCS unbundling for PG&E until 2003.  In D.97-08-055 (Gas Accord Decision), the Commission approved the Gas Accord, a comprehensive negotiated settlement of many PG&E gas issues.  The Gas Accord as approved includes a provision that PG&E’s gas billing and metering costs will remain bundled during the period of the Gas Accord (D.97-08-055, Section IV.H.3 on   p. 55 of Appendix B, The Gas Accord Settlement Agreement).  The Gas Accord period extends through December 31, 2002 (D.97-08-055, p. 1 of Appendix B).  Adoption of the suggested Meter Reading segmentation would require an assumption that the Commission will change this provision of the Gas Accord Decision in the near future.  While the generic issue of gas RCS unbundling is being considered in the Gas Strategy OIR 

(Rulemaking 98-01-011), there is no basis in that proceeding at this time to assume that the Commission will change the Gas Accord Decision to unbundle gas meter reading for PG&E before 2003.  In short, such an assumption is unwarranted.

Intervenors assert that even if gas RCS unbundling does not occur for PG&E in the near future, ESPs may read PG&E’s gas meters through contractual arrangements (Exh. 12, pp. 7-8), and in the same vein that  PG&E may outsource gas meter reading to ESPs (Exh. 14, pp. 10-11).  These assertions are incorrect, because PG&E is statutorily and contractually bound to have all its meter reading and billing performed by PG&E employees subject to the exclusive representation of Local 1245, International Brotherhood of Electrical Workers, AFL-CIO (Exh. 4, p. 2-DLS-3; Tr. 10, PG&E Sullivan).  The fact that PG&E’s labor contracts are subject to amendment or modification (see ORA Phase I Opening Brief, p. 10; UC/CSU/DGS Phase I Opening Brief, p. 8) is not a sufficient basis for ordering segmentation that would be pointless under existing contracts.  Therefore, in determining Meter Reading segmentation for PG&E, the Commission should not assume that gas meter reading may be outsourced in the near future. 

The reasoning in this section regarding Meter Reading segmentation applies as well to possible segmentation of the Billing and Payment credit category.

For PG&E, Meter Reading Should be Segmented Into Three Geographic Zones Associated With Zip Codes.

PG&E proposes that the Meter Reading credit category be segmented by geographic zone to reflect different cost savings associated with reading meters.  Since cost savings are related to access time (i.e., the total time to read the meter at a given site), access time is related to density (i.e., how close to each other the meter sites are located), and density generally can be classified by zip code, PG&E proposes three geographic zones classified by zip code to reflect different levels of cost savings (Exh. 2, p. 3-12).  PG&E’s analysis shows that the proposed classification results in a sensible grouping of differences in meter reading costs.  The Commission therefore should approve this cost-justified segmentation so PG&E’s Meter Reading credits will more accurately reflect PG&E’s net avoided costs. 

The Commission has recognized the principle that geographic deaveraging may promote more efficient pricing (D.96-03-020, p. 65, quoted at Exh. 44, pp. 1-10 to 1-11).  In practice, there are numerous examples of Commission approval of geographic deaveraging in other ratemaking contexts (Exh. 4, pp. 1-SJB-1 to 1-SJB-2):  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 (D.97-09-047, page 64).

Enron’s, TURN/UCAN’s, and Cellnet’s generic arguments against geographic deaveraging for the Meter Reading credit are unfounded (Exh. 4, pp. 1-SJB-1 to 1-SJB-5).  In particular,  Enron’s proposal for geographically averaged Meter Reading credits would give ESPs an incentive to “cherry-pick” the low-cost customers and not to serve the high-cost customers, possibly leaving customers in high-cost (e.g., rural) areas without any available ESP provider (Exh. 4, pp. 1-SJB-2 to 1-SJB-3). At the same time, given the UDC’s obligation to serve all customers, geographically averaged Meter Reading credits could result in upward pressure on the UDC’s average costs (Exh. 1-SJB-3).  Also, contrary to Enron’s assertion, the use of zip codes for geographical deaveraging is not arbitrary but is based on very real cost differences (Exh. 4, p. 2-DLS-2).   



PG&E’s Proposed RCS Credits For 1999

PG&E’s proposed RCS credits for 1999 appear in the record as follows:

For Meter Services --- Table 3-1 on page 3-20 of Exh. 2;

For Meter Ownership --- Table 3-2 on page 3-21 of Exh. 2, as revised (Rate Schedules E-19 and E-20 only) in Table 3-2 Revised on page 3-6 of Exh. 45;

For Meter Reading --- Tables 3-3A, 3-3B, and 3-3C on pages 3-22, 3-23, and 3-24 of Exh. 2; and

For Billing and Payments --- (for Partial ESP Consolidated Billing) Table 3-4 on page 3-25 of Exh. 2, as revised in Table 3-4 in Exh. 50; (for Full ESP Consolidated Billing) Table 2 on page 5 of Exh. 42, as revised in Table 2 in �Exh. 50).

For the convenience of the parties and the Commission, the following table shows all of PG&E’s proposed RCS credits for 1999 at their final revised values.  (Please note that the entries in the table for Rate Schedules LS1, LS2, and OL1 and for Meter Reading(Teleph/Modem (except Schedules E-19 Nonfirm and E-20 Nonfirm) read “N/A” instead of “$0.00” as shown in the source documents.  As explained in footnotes 2 and 3 to Table 3-3A on page 3-22 of Exh. 2, LS1, LS2, and OL1 are not metered and only E-19 Nonfirm and E-20 Nonfirm have telephone/modem reads instead of manual reads.  Under these circumstances, PG&E believes it is more accurate to enter “N/A” than “$0.00” so as not to give the misleading impression that there is a calculated value and that it is zero.)
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///

///

///

///

///

///

�PG&E�Meter Services�Meter Ownership����Meter Reading����Billing and Payments

�������Manual

���Teleph/ modem�Partial ESP consolidated billing �Full ESP consolidated billing �����Dual commodity site�Electric-only site��Electric-only account��Rate Schedule���Zone 1�Zone 2�Zone 3�Zone 1�Zone 2�Zone 3������$/meter/month�$/meter/month�$/meter/month�$/account/month��E-1�$0.13 �$0.11 �$0.19 �$0.19 �$0.19 �$0.43 �$0.54 �$0.81 �N/A �$0.31 �$0.03��E-7�$1.54 �$1.21 �$0.19 �$0.19 �$0.19 �$0.43 �$0.54 �$0.81 �N/A �$0.31 �$0.03��E-8�$0.13 �$0.11 �$0.19 �$0.19 �$0.19 �$0.43 �$0.54 �$0.81 �N/A �$0.31 �$0.03��A-1 Single phase�$0.09 �$0.11 �$0.20 �$0.20 �$0.20 �$0.44 �$0.58 �$0.70 �N/A �$0.37 �$0.17��A-1 Poly phase�$0.09 �$0.89 �$0.20 �$0.20 �$0.20 �$0.44 �$0.58 �$0.70 �N/A �$0.37 �$0.17��A-6 Single phase�$1.50 �$1.21 �$0.20 �$0.20 �$0.20 �$0.44 �$0.58 �$0.70 �N/A �$0.37 �$0.17��A-6 Poly phase�$1.50 �$2.53 �$0.20 �$0.20 �$0.20 �$0.44 �$0.58 �$0.70 �N/A �$0.37 �$0.17��A-10 �$0.81 �$2.69 �$0.20 �$0.20 �$0.20 �$0.44 �$0.58 �$0.70 �N/A �$0.37 �$0.17��E-19�$0.81 �$2.69 �$0.00 �$0.00 �$0.00 �$2.15 �$2.32 �$2.71 �N/A �$0.37 �$0.17��E-20�$0.81 �$2.69 �$0.00 �$0.00 �$0.00 �$2.15 �$2.32 �$2.71 �N/A �$0.37 �$0.17��AG-1A�$0.06 �$0.89 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-1B�$0.78 �$2.69 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-RA�$1.46 �$2.53 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-RB�$0.78 �$2.69 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-VA�$1.46 �$2.53 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-VB�$0.78 �$2.69 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-4 (A,B,C)�$0.78 �$2.69 �$0.00 �$0.00 �$0.00 �$1.27 �$1.39 �$1.72 �N/A �$0.37 �$0.15��AG-5 (A,B,C)�$0.78 �$2.69 �$0.00 �$0.00 �$0.00 �$2.40 �$2.68 �$3.52 �N/A �$0.37 �$0.15��E-19 (Nonfirm)�$10.27 �$6.50 �N/A�N/A�N/A�N/A�N/A�N/A�$34.30 �$0.37 �$0.17��E-20 (Nonfirm)�$10.23 �$6.50 �N/A�N/A�N/A�N/A�N/A�N/A�$34.30 �$0.37 �$0.15��LS1�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�$0.37 �$0.17��LS2�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�$0.37 �$0.17��LS3�$0.09 �$0.11 �$0.19 �$0.19 �$0.19 �$0.40 �$0.51 �$0.77 �N/A�$0.37 �$0.17��OL1�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�N/A�$0.37 �$0.17��TC1�$0.09 �$0.11 �$0.19 �$0.19 �$0.19 �$0.40 �$0.51 �$0.77 �N/A�$0.37 �$0.17��Sources:  Meter Services - Exh. 2, Table 3-1;  Meter Ownership - Exh. 45, Table 3-2;  Meter Reading - Exh. 2, Tables 3-3A, 3-3B, and  3-3C;

                Partial ESP Consolidated Billing - Exh. 50, Table 3-4; Full ESP Consolidated Billing - Exh. 50, Table 2

�conclusion

PG&E’s positions and recommendations set forth in its Application, in the evidentiary record, and in this Opening brief achieve the purpose of this RCS Credits Proceeding to implement the Commission’s policy that a UDC shall provide to its customers RCS credits equal to the UDC’s net avoided costs.  PG&E’s case complies with D.97-05-039 and other Commission decisions and rulings and with the provisions of AB 1890.  PG&E’s evidence demonstrates that the proposed credits for 1999 accurately reflect PG&E’s net avoided costs in 1999, based on PG&E’s comprehensive, methodologically sound, and fully documented cost study.  PG&E’s showing includes reasonable proposals for ratemaking procedures and an update process.  Timely Commission approval of these positions and recommendations will allow PG&E to develop and put into effect implementing tariffs no later than January 1, 1999.  PG&E  therefore respectfully requests the Commission to adopt PG&E’s positions and recommendations and to approve PG&E’s proposed RCS credits for 1999.
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�SUMMARY OF PG&E’S POSITIONS AND RECOMMENDATIONS







1.	Section 368(a) does not prohibit RCS credits that reflect net avoided costs.



2.	The methods adopted here may be used after the transition period.



3.	The Public Utilities Code permits “deaveraged” RCS credits.



4.	It is the Commission’s policy that RCS credits shall equal the UDC’s net avoided costs, and the purpose of this proceeding is to implement that policy.



5.	Setting RCS credits equal to net avoided costs promotes economic efficiency.



6.	In setting RCS credits equal to net avoided costs, the Commission should favor cost-justified offsets and segments.



7.	In the initial Commission Decision, RCS credits should equal each UDC’s net avoided costs for the year 1999.



8.	The Commission should adopt a reasonable forecast of each UDC’s RCS market penetration level in 1999.



9.	The Commission should adopt PG&E’s proposed update process.



10.	The Commission should adopt PG&E’s proposed ratemaking procedures as needed.



11.	PG&E’s cost study accurately identifies PG&E’s net cost savings in 1999 and should be adopted.



12.	There should not be a separate meter ownership segment for new installations where a PG&E meter is never installed.



13.	For PG&E, there should not be a separate meter reading segment for gas meter reading by ESPs.



14.	For PG&E, meter reading should be segmented into three geographic zones associated with zip codes.



15.	The RCS credits proposed by PG&E for 1999 accurately reflect PG&E’s net avoided costs in 1999 and should be approved.
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