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�INTRODUCTION


Pursuant to Decision (D.) 98-07-032 and the letter from the Executive Director of the California Public Utilities Commission (“Commission”), Wesley E. Franklin, dated July 21, 1998, granting an extension of time to respond until August 12, 1998, Southern California Edison Company (U 338-E) (“SCE”) hereby responds to certain questions raised in the decision.


D. 98-07-032 resolves certain issues relating to systems modifications that utility distribution companies (“UDCs”) must make in order to be prepared to provide cost credits beginning on January 1, 1999 to customers that purchase revenue cycle services (“RCS”) from electric service providers (“ESPs”).   In addition, the decision requests that parties respond to nine questions related to two “issues for future consideration,”�/ namely:


“whether at some future date we should direct the electric utilities to stop billing for those services it [sic] does not provide rather than provide credits for them”; and 


“the extent to which we should regulate the information provided on an ESPs consolidated bill with regard to revenue cycle services.”


SCE understands that the Commission has posed these issues for “future” consideration, and that they will not affect the manner credits are provided by the utilities on January 1, 1999.  This proceeding was designed so that utilities would have six months from July 1, 1998 to make systems changes.  The policies that the Commission may wish to consider for the future would require additional time to implement and could not be accomplished by January 1, 1999. Accordingly, SCE is proceeding to modify its systems for end-use customer credits beginning on that date, consistent with the holdings in D. 98-07-032, unless and until the Commission otherwise directs.


SCE’s views on the Phase I questions are summarized as follows.  SCE appreciates the viewpoint expressed by President Bilas and Commissioner Neeper that showing RCS rates, rather than RCS credits, is a more mature way to present RCS bills.  Nevertheless, the implementation of separate RCS rates, as distinguished from RCS credits, would be impractical, expensive and could increase customer confusion while the rate freeze mandated by Assembly Bill (“AB”) 1890 is in effect.  During the rate freeze, creation of separate RCS rates could result in negative customer charges in some cases, or would require a derivation of separate customer demand (fixed) and energy (variable) charges for each rate schedule, which would be complex and would provide uneconomic incentives to customers to purchase RCS from the UDC or ESPs.  After the end of the rate freeze, however, there may be merit in establishing RCS rates.  In connection with such long-term changes, the Commission should ensure that RCS rates promote efficient entry and that the UDCs have a means of recovering stranded costs and incumbent burdens (e.g., default service and provider of last resort responsibilities) in a competitively neutral manner. SCE believes these issues warrant further study.


�QUESTIONS AND RESPONSES


Should the electric utilities continue to bill for revenue cycle services and then provide billing credits to those customers who receive revenue cycle services from competitors?  What are the effects on customers and customer understanding of providing customer bill credits compared to simply reducing the utility bills of customers who receive revenue cycle services from competitors?  What are the effects of this latter approach, that is, more complete “unbundling,” on market efficiency and competition?


During the rate freeze, the utilities should continue to charge the existing distribution rate and provide a credit for RCS to customers who receive such services from ESPs.  Although the Commission may wish eventually to establish RCS rates that are separate from distribution rates, it is neither practical nor necessary to establish such unbundled rates during the rate freeze.


The current design of frozen rates significantly complicates the establishment of unbundled RCS rates.  Existing rates are composed of a variable energy charge (typically, $/kWh) and a fixed customer charge (typically, $/month).  The vast majority of SCE’s residential customers, for example, pay a nominal $1.00 per month customer charge, and pay most charges on a volumetric basis.  Under Public Utilities Code § 368(a), the Commission cannot change either the fixed charge or the volumetric rate.  Accordingly, any cross-subsidies or other inefficiencies embedded in the existing frozen rate structure cannot be corrected during the rate freeze.


Establishing RCS rates as a customer charge could theoretically be consistent with the rate freeze, but would be confusing to customers.  Up to this point, the parties to the RCS proceeding have recommended that the credits be provided on a non-volumetric basis, i.e., $/meter/month or $/account/month.  If these credits are expressed as a non-volumetric rate, residential customers could face confusing negative customer charges.  For example, if the rate to purchase RCS is assumed to be $2 per account per month, to maintain the rate freeze, the customer charge component of the distribution rate must be set at negative $1.  Therefore, a residential customer will pay a negative $1 customer charge for wires services if it purchases RCS from an ESP.  If the Commission wishes to avoid this counterintuitive outcome and to preserve the simplicity of an RCS rate expressed as a customer charge, the natural solution would be to increase the fixed charge for all customers to at least $2 per month and to make a corresponding reduction in volumetric charges.  But the rate freeze prevents such modifications, because section 368(a) prevents the Commission from changing the customer charge.


Alternatively, the Commission may wish to set RCS rates that are composed of both fixed customer and variable energy charges.  This approach might avoid the confusion resulting from a negative customer charge, but it would create other problems.  Metering and billing costs do not vary among customers within a rate class based upon a given customer’s usage.  Establishing a volumetric rate for RCS therefore creates a mismatch between cost causation and rates, which produces economically inefficient incentives.  For example, a customer with high usage imposes the same metering and billing costs on the UDC as a customer with low usage within the same rate class.  If the RCS rate were volumetric, however, the high-usage customer would pay rates that exceed cost, while low-usage customers would pay below-cost rates.  As a result, the high-usage customer would receive a larger benefit by purchasing RCS from ESPs than would a low-usage customer, even though both customers would be imposing the same costs on the UDC.  High-usage customers would receive an artificial incentive to purchase RCS from ESPs even when the ESP’s cost exceeds the UDC’s.  In other words, using volumetric RCS rates encourages uneconomic bypass.  At the same time, low-usage customers would receive an artificial incentive to continue receiving RCS from the UDC, even when an ESP could provide such services at a lower cost than the UDC.  The Commission should not establish rates that create such skewed incentives. Under the bill credit approach, by contrast, all customers would face economically efficient price signals for RCS because their bill reduction would match the avoided costs of providing RCS.


How does more complete revenue cycle services unbundling compare with the existing arrangements for bill credits (or checks to customers in the case of pg&e) in terms of costs and implementation?


The establishment of new RCS rates compares unfavorably with the present plan for bill credits, both in terms of cost and implementation.  Under the current plan, SCE will provide a cost credit to a customer who purchases RCS from an ESP after the customer’s bill based on the frozen rate levels is calculated and reflected in the “Summary” portion of the bill, and accordingly reduce the distribution component in the unbundled “Detail” portion of the bill.  This approach entails moderate costs and, consistent with D. 98-07-032, SCE will implement such credits within six months.


Establishing new RCS rates, by contrast,  would require substantial rate redesign and system implementation costs, with minimal benefit to customers.  SCE would need to revise all filed tariffs to reduce distribution rates by an amount corresponding to the new RCS rates.  Existing tariffs typically do not distinguish between customers based on geography, while the RCS rates would.  Accordingly, in order to prevent violating the rate freeze, for every existing distribution rate SCE would need to provide for a separate rate for each geographic location.  In other words, the number of existing tariffs would need to be multiplied by up to five geographic zones to reflect the different reductions in distribution rates depending on the customer’s geographic location.  Because this approach would require taking over 100 existing tariffs and creating as many as 500 new tariffs, it would entail a complete redesign of SCE’s existing tariff schedules.


SCE would need to expend considerable effort and costs to implement these tariff changes.  The categories of activities are as follows:


Tariff Modification.  The redesign of existing tariffs would require three to four months to accomplish, assuming the use of two to three full time equivalent resources.  The labor cost would be $200,000, and non-labor costs would be $100,000.


Information Systems.  The redesign of existing tariffs would require significant information systems development effort to modify billing and other affected systems subsequent to the completion of tariff redesign, described above.  The development effort would involve the following key stages:


Planning:  Determination of system requirements (including routine and exception bill calculation, format, and user interface processes for new tariffs), identification of potentially affected systems, and creation of overall development plan.


Analysis and design:  Creation of detailed documentation describing changes required in all affected systems. For example, addition of new tariffs might require creation of additional capability to store additional information within the billing system.  This would require the modification of multiple programs and processes.


Construction:  Programming and modifying systems.


Testing: Creation and execution of test conditions at various levels of detail and integration. For example, a bill calculation resulting from a new tariff must be tested to determine how this bill calculation would interface with another program or system.


Implementation: Conversion to new systems. The implementation stage of a development project requires the careful planning and coordination of resources, especially when multiple systems have been modified, as is usually the case new tariffs are added.  This often requires that new systems be brought off-line and made unavailable to users during the time frame of implementation, either after hours or over the weekend.  Due to the impact to users and detailed coordination required, system changes are usually implemented in releases of major functionality only once every couple of months.


Observation: Monitoring the recently implemented tariff changes to verify they are performing as expected.


Based on a preliminary estimate of the of the type of modifications to the various information systems and related customer service representative terminal information and software that might be required, SCE estimates that the implementation would require at least 12 months subsequent to the completion of tariff redesign, and would cost between $5 and $10 million.


Employee training.  SCE must prepare its employees who are in direct contact with customers, so that these employees understand and can explain the additional tariff schedules and changes to customers’ bills.  Accordingly, SCE must update the information screens available to customer service representatives.  SCE also must educate field personnel, such as meter readers, who encounter customers in their everyday activities. Other major efforts include the development of employee and customer education materials.  These may include bill inserts or other customer mailings, informational materials posted on SCE’s Internet website, and media outreach or response. Employee training costs might be in the range of $1.5 million to $2.0 million.  Increased call center costs and external and internal communications tools could approach another $2 million.


Based on the foregoing, SCE estimates that the implementation of new tariffs that reflect RCS rates would require 16 months and would cost between $8 and $14 million. These high costs and long implementation times suggest that the Commission should not require SCE to incur the costs of implementing new RCS rates absent a showing that customers would receive substantial benefits from such action.  At least in the short-term, no such benefits are apparent as compared to providing RCS bill credits.


How long would it take to make the billing system changes and operational changes required to unbundle revenue cycle services from utility bills, assuming the utility system is designed to accommodate customer bill credits (or, in pg&e’s case, checks to customers)?


Based on the staged development of information systems changes described above, SCE would require at least 16 months from Commission decision to implement the necessary design and modifications to the billing system and other affected information systems to permit the creation of separate RCS rates and corresponding modifications to distribution rates.


Could unbundled billing for revenue cycle services be accomplished by creating a new tariff schedule for customers who do not take any revenue cycle services from the utility, with added charges for each unbundled revenue cycle services purchased from the utility?  Is this arrangement in any way limited by AB 1890 or the public utilities code?


Unbundled billing for revenue cycle services could be accomplished by creating new tariff schedules for customers who do not take any RCS from the utility, with added charges for each RCS purchased from the utility.  As discussed above, creating such new rates and corresponding changes to existing tariffs would be possible, but it would require redesign of existing rate schedules, would increase the complexity of SCE’s tariffs resulting in increased customer confusion, and could result in improper price signals for RCS in order to preserve the rate freeze as mandated by Public Utilities Code section 368(a).


Should the commission explore further unbundled billing for utility services other than revenue cycle services?


No.  SCE is not aware of any additional services that must be unbundled in order to allow the competitive market to function.   Additional unbundling risks creating customer confusion arising from complex bills.  It would require considerable additional effort to develop appropriate cost credits or rates.   Finally, it would entail incremental start-up and ongoing costs to accommodate.  These costs are not justified absent strong market demand for such unbundling and sufficient assurance of broad customer participation.  SCE is not aware of any such interest to date.  Because the costs of additional unbundling would far outweigh any additional benefits to customers, the Commission should not pursue additional unbundling at this time.


Should the commission require esps to reflect revenue cycle service credits on the consolidated esp bills sent to customers?  Is such a credit comparable to a wholesale price and, if so, should it be included on esps’ consolidated bills to customers?


The Commission should require ESPs to reflect revenue cycle service credits on the consolidated ESP bills sent to customers.  First, this would maximize information available to customers regarding the reduction in utility charges resulting from the customers’ decision to purchase RCS from and ESP.


Second, this would help ensure that bill credits ultimately are passed on to end-use customers through their billing agent.  Electricity bills change each month, so it would be virtually impossible for a customer to determine whether it has received an appropriate credit from the UDC unless it contacts the UDC directly.  Such customer inquiries could increase UDC costs and thus decrease the RCS credits.  ESP billing systems will require modification in any event because the utilities will pass the new RCS credits through to them in the “bill ready” formats presently employed.   SCE assumes that ESPs will pass the RCS credits on to customers, and SCE will begin sending the credits in “bill ready” format to ESPs beginning on January 1, 1999.


A bill credit for RCS is not analogous to a wholesale price, because the utility is not selling RCS services to the ESPs.  The credit provided by the UDC is not a part of the ESP’s cost structure; it is a reduction in the utility’s cost of serving a given customer.


What effect does requiring esps to reflect revenue cycle service credits on the consolidated bills have on customer behavior, prices, competition, customer understanding, and supply of revenue cycle services offered by utilities and competitive providers?


Requiring the ESPs to reflect the RCS credits on the consolidated bills should have positive impacts on customer behavior, competition, customer understanding, and supply of RCS offered by utilities and competitive providers.  Customers can make informed decisions only by receiving complete information on prices.  Requiring ESP bills to show RCS credits will positively affect competition and supply of services by allowing customers to compare costs and services on a consistent scale.


How, if at all, would relieving esps from reflecting revenue cycle services bill credits on consolidated bills affect costs?  How does the associated cost compare to other options?


ESPs must address this query in the first instance.  It appears, however, that relieving ESPs of obligation to reflect RCS credits on consolidated bills would increase both the ESPs’ and the UDCs’ costs.  ESPs would need to make system changes to process the RCS credit “bill ready” data either by ignoring the data or by passing it on to their customers.  Either option requires system changes by the ESPs.  Not requiring ESPs to display the information would result in increased inquiries from end-use customers to the UDCs to explain the credits and why they are not receiving the benefit of them.


What proportion of customers taking revenue cycle services from esps are billed directly by esps?


As of July 31, 1998, 97% of SCE’s Direct Access customers taking RCS from ESPs are billed directly by ESPs under the partial consolidated ESP billing option.  The customers purchasing RCS from ESPs can be broken down as follows:  (a) metering services only: 3%; (b) metering and billing services: 9%; and (c) billing services only: 88%.
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