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�Rebuttal Testimony of SCE on Phase 1 Issues


Southern California Edison Company (“SCE”) submits this Rebuttal testimony in response to the Phase I testimony of the Office of Ratepayer Advocates (“ORA”), The Utility Reform Network and the Utility Consumer Action Network (“TURN”), Enron, and the California City-County Street Light Association (“CAL-SLA”).  SCE has also received Phase I testimony from Southern California Gas Company, which does not address SCE’s Application.


Full Consolidated Esp Billing


SCE opposes the recommendation of ORA and Enron to create a separate credit for full consolidated ESP billing at this time.  An ESP performs full consolidated ESP billing when it reads the meter, calculates both the Utility Distribution Company (“UDC”) and ESP charges and bills the customer.  Full consolidated ESP billing is distinct from partial consolidated ESP billing, in which the UDC calculates and sends its bill to the ESP, which in turn bills and collects such charges from the customer.


SCE believes that ESPs are unlikely to pursue full consolidated ESP billing, at least in the short term.  The computation of UDC charges is extremely complex, particularly for non-residential customers.  SCE has approximately 250 different tariffed rates, and more than 200 of the tariffs apply to fewer than 100 service accounts each.  ESPs would need to make a significant investment to program their billing systems and to train personnel to process these rates for a small number of bills.  ESPs also would need to demonstrate to the UDC’s satisfaction the ability to compute UDC charges accurately and completely for each rate schedule.  ESPs would need to establish appropriate settlement and audit procedures.  It is essential to ensure that the UDCs’ revenue for the provision of services is not compromised by full consolidated ESP billing; therefore, the Commission should require that option only after sufficient measures to insulate UDC shareholders and bundled customers from billing errors are in place.


SCE believes that the challenges of establishing the necessary systems and procedures will be daunting for ESPs.  Indeed, SCE did not receive any indications of interest in full consolidated ESP billing until the February 17 workshop.  Moreover, the party that has expressed greatest interest in full consolidated ESP billing, may no longer be in a position to pursue the option.  First Point, a subsidiary of Enron, had planned to use the billing system of its regulated affiliate, Portland General Electric (“Portland”) to perform full consolidated ESP billing in California.  Portland recently announced, however, that First Point would not be permitted to use the Portland billing system for such purposes.


Furthermore, SCE would need to incur substantial implementation costs to accommodate full consolidated ESP billing.  SCE would need to modify its systems to create interfaces with ESPs for data transfer and settlements.  These modifications would result in additional implementation costs that SCE would seek to recover pursuant to Public Utilities Code Section 376.


The estimation of the net avoided costs resulting from full consolidated ESP billing itself would be a substantial undertaking. SCE would need to define the specific activities and associated costs that would be avoided if SCE did not compute charges for each customer.  In addition, SCE will need to define the new activities that will be required for full consolidated ESP billing, such as qualification, settlement, and audit functions.  The cost study therefore will be complex and will require substantial time.  The personnel who would perform the study, moreover, are currently fully committed to other, higher-priority direct access implementation activities, and they could not turn their attention to this study for a number of months.  These avoided costs are likely to be insignificant, because SCE will need to maintain its full bill calculation capabilities in order to audit and verify the bills generated by the ESPs.


The Commission should revisit whether to require full consolidated ESP billing after SCE submits a study of its net avoided costs and an estimate of additional implementation costs.  SCE would expect this to occur in conjunction with the first update of the avoided cost credits.  The Commission should then weigh these costs against the incremental benefits customers would derive from obtaining a separate credit for full consolidated ESP billing, based upon the actual cost differences and the level of demonstrated interest and capability by ESPs to perform full consolidated ESP billing.


Meter Installation Credit


ORA and Enron recommend that the UDCs provide a credit for customers that opt to arrange for a third party to install their meter at a new service location.  A separate installation credit is unnecessary, however, because SCE’s tariff will effectively provide such a credit.  SCE tariff Rule 16 will be amended as of July 1, 1998, to require SCE to provide an estimate of, and applicants to advance,  the fully-loaded labor and material costs for installation of new meters, if the applicant chooses to have SCE install its meter.  Customers that elect to have another party install their meters will, by definition, avoid these charges.  SCE will make these tariff changes to comply with Decision 97-12-098, which ordered modifications to prior line and service extension rules so that such costs would be more completely assigned to the entities that cause the costs to be incurred.�/  The Commission expressly noted the impending unbundling of revenue cycle services as one of the justifications for these revisions.�/  No further credit is needed.


Meter Reading Issues


Geographic Segmentation


SCE’s Amended Application proposes geographic segmentation of credits for meter reading, but not for any other credit. Enron and TURN oppose geographic segmentation of credits.  Their arguments, however, are properly considered in Phase 2, and not in Phase 1.


The Commission Should Consider The Intervenors' Arguments Against Geographic Segmentation In Phase 2


Phase 1 is limited to determining “how credit categories should be identified.”�/  The purpose of this limited scope is to determine the manner in which credits may be categorized or segmented, in order to “accommodate the applicants’ stated need for adequate time to upgrade their computer, billing and other systems to facilitate the unbundling of revenue cycle service costs no later than January 1, 1999.”�/  The ACR makes clear that Phase 1 is designed to preserve the Commission’s options to order segmentation based on consideration of cost evidence in Phase 2, and not to prejudge whether the Commission ultimately will adopt the proposed segments.  The ACR states that in Phase 1, 


we will assume that the Commission will approve the applicants’ request to provide bill credits that differentiate between various customer segments within a given class.  Here, we will determine how the segments should be identified and limited for billing purposes.  In Phase 2, we will consider the broader merits of the various proposals to distinguish credits by customer segment and examine competing methodologies for calculating those credits.  In Phase 2, we will either reject the segmentation proposals or approve specific credits that differ by customer segment.”�/ 


The recommendations of Enron and TURN to eliminate geographic segmentation are properly presented in Phase 2, not Phase 1.  In this phase, the Commission should assume that the cost evidence will justify the geographic differentiation of credits.  There is no reason to limit the Commission’s discretion to authorize geographic differentiation in Phase 2.


The Commission will be in a better position to decide whether to permit geographic segmentation of avoided cost credits after it receives evidence, in Phase 2, of the actual differences in avoided costs among geographic regions.  The testimony that SCE has submitted will demonstrate that there are significant differences in avoided costs among geographic regions, and that geographic segmentation is appropriate in order to mitigate the problem of cherry picking and the cost shifting that it would produce.  Likewise, the cost evidence will disprove Enron’s argument that geographic segmentation is “discriminatory,” because the evidence will show that the differences among the avoided cost credits are reasonable because they are based upon cost differences.


The Intervenors' Arguments Against Geographic Segmentation Are Misplaced


SCE’s primary recommendation is that the Commission defer consideration of the arguments against geographic segmentation of meter reading credits to Phase 2, so that the Commission can consider these arguments in the context of the cost data.  If the Commission is inclined to consider the issue in Phase 1, however, the Commission should reject the arguments presented by Enron and TURN and should allow geographic segmentation of meter reading credits.


Enron incorrectly claims that geographic segmentation is discriminatory.  Customers will be treated differently only if such differences are justified by differences in avoided costs.  Such cost-justified distinctions are simply not discriminatory.�/ 


The prevalence of geographically-averaged rates in the past does not imply that such rates are required in the future.  In a monopoly environment, geographic averaging could be sustained, because competitors could not target those customers in low-cost areas that paid rates in excess of cost.  In a competitive environment, however, ESPs will have the incentive to target such customers, leaving the UDC with the customers in high-cost areas.  Geographic averaging in a competitive environment would produce cost shifting, either between customers or between customers and shareholders.


Enron’s claim that geographic segmentation would produce customer confusion is unsupported.  Customers can easily determine the amount of their meter reading credit simply by referring to their zip code, which every customer knows.  This is no different than various other differentials that are determined by zip code, such as shipping rates, insurance rates, school districts, etc.  Geographically-differentiated rates may cause neighbors to pay different amounts, but the Commission must draw boundary lines in any case, which will always produce at least some such differences.  Currently, for example, the frozen rates for SCE are different than those for PG&E and SDG&E and many municipal utilities adjacent to or located within SCE’s service territory.  Persons who live on the border of each utility’s service territory pay a different amount from their neighbors on the other side of the line.  Likewise, customers that receive telephone service from Pacific Bell pay a substantially different rate than those receiving service from GTE, even where such customers live across the street from one another in adjacent service territories.  Customers have become accustomed to such differences, and have not been unduly confused by them.


Enron erroneously claims that the Commission’s decision regarding the resale of services by local exchange carriers (“LECs”) demonstrates that geographic deaveraging should not be permitted.  On the contrary, D.96�03�020 affirmed that “[g]iven the significant variation in costs [among geographic areas], statewide average wholesale prices will provide uneconomic pricing signals to competitors who are deciding whether to resell or build their own facilities.”�/  The Commission therefore stated that it would “develop geographically deaveraged wholesale cost studies and rates . . .”�/  The Commission made clear that its determination not to adopt geographically deaveraged resale rates in D.96�03�020 was based on the absence of adequate evidence at that time regarding geographically differentiated costs, and not on any objection to the use of geographically deaveraged costs as a matter of principle.  As the Commission stated:  “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.”�/  In this case, by contrast, SCE has presented detailed evidence of its avoided costs of meter reading differentiated by geographic region.  Far from supporting Enron’s position, D.96�03�020 demonstrates the Commission’s willingness to use geographically deaveraged rates when supported by such cost evidence.


TURN argues that the utilities’ current allocation of costs to develop rates does not support geographic segmentation.  But SCE’s avoided cost credits are not based on the current allocation of costs; they are based on new studies of the net avoided costs that result when ESPs provide revenue cycle services.  In the case of meter reading, SCE’s studies show that the net avoided costs vary depending on meter density, access, travel time, and other factors that can be related by zip code to the geographic location of the meter.  SCE’s bundled rates were not developed in this manner, because the cost data which was the basis for the design of these rates was not geographically differentiated.  However, the cost data for SCE’s credits have been geographically differentiated.


TURN’s further observation that the UDCs have not proposed to differentiate other rates geographically is unpersuasive, as well.  The UDCs are not required to overhaul all their rates at once, and the Commission need not decide whether to authorize geographic differentiation of other rates in order to permit geographic differentiation of avoided cost credits for meter reading.


Streetlights And Traffic Controls


CAL/SLA argues that street light and traffic control customers should receive appropriate credits.  SCE agrees.  The rate schedules for street light and traffic control customers are included in the <20kW grouping of customers.�/  Street light and traffic control customers will receive credits appropriate to that group.


SCE does not understand CAL/SLA to be recommending a separate credit that would apply uniquely to street light and/or traffic control customers.  Such a separation, taken to its logical extreme, would require a separate credit for each of our approximately 250 tariffed rates. SCE’s consistent approach was to establish different credits where the cost differences were material.  Thus, for example, SCE differentiated meter reading credits by geographic zone because of the significant differences in avoided meter reading costs between zones.  In the case of rate schedules, SCE determined that groupings were reasonable, because the differences in avoided costs among rate schedules within such groupings were minimal.


Other Issues


Uncollectibles


Enron argues that each credit should be increased to reflect avoided uncollectible amounts.  This is not a Phase I issue.  If the Commission decides in Phase II to adopt Enron’s recommendation, SCE’s systems will accommodate a gross-up of the authorized credit amount to reflect avoided uncollectible amounts.  The Commission therefore should defer consideration of this issue to Phase II.


Working Cash


Enron recommends that the Commission require the UDCs to increase the credits based upon purported working cash benefits.  Enron incorrectly assumes that the UDC receives a working cash benefit from ESP deposits.  First, amounts of cash deposit are more likely to decrease than to increase.  SCE will refund any excess deposits of those end-use customers that select consolidated ESP billing after all outstanding closing bills have been paid and will refund a portion of the deposits if the customer elects dual or consolidated UDC billing.  If an ESP posts a deposit based upon the anticipated charges of a customer that already has a deposit with SCE, the party posting the deposit would change, but the total amount on deposit with SCE would not increase.  In fact, the amount on cash deposit with SCE would likely decrease because SCE would be securing only non�generation charges.


In addition, ESPs most likely will provide a non-cash form of security.  SCE’s tariff allows ESPs to avoid posting any form of security if they can satisfy credit standards.�/  Moreover, ESPs that cannot satisfy these standards have the choice of providing security through means other than a cash deposit, such as irrevocable letters of credit, surety bonds, and corporate guarantees.�/  SCE’s large customers, which are currently subject to the same security requirements, almost always elect to provide security through a means other than a cash deposit.  SCE expects that ESPs likewise will elect a security other than cash deposits.   The ESP’s provision of services therefore is likely to decrease cash deposits at SCE, if the ESP maintains security by a means other than a cash deposit while the end-use customers it serves receive a return of their cash deposits.


Second, even if cash deposits increased, SCE would not receive a working cash benefit.  SCE’s tariff requires SCE to pay interest on ESP cash deposits at the commercial paper rate.�/  In this manner, SCE returns to the ESP the full benefit of the use of funds while they were on deposit with SCE.  SCE must be able to draw on the deposit, in the event that the ESP fails to cure a serious account delinquency.  If an ESP fails to respond to a past due notice, its customers are subject to reversion to dual billing.�/  After such reversion is completed, the ESP’s account is deemed inactive and its deposit is applied to the outstanding balance.�/  Because this process can occur within 90 days, SCE cannot commit the funds on deposit to higher-yield investments for periods in excess of three months.  The benefit that SCE receives is equal to the cost of funds for a three month period, which is measured by the commercial paper rate.  The ESP thus receives precisely the benefit that SCE has received.  Accordingly, there is no need to provide a separate credit for the working cash benefit resulting from the ESPs’ deposits, because the tariff already provides for recovery of these benefits through the accrual of interest.


Proration


SCE agrees with Enron’s position that credits for meter reading and billing should not be prorated.


Bill Format


SCE disagrees with ORA’s recommendation to collapse the cost credits into a single line item on the customer’s bill.�/  Customers should be given complete information regarding the credits they are receiving from the UDC for each service provided by an ESP.  If the Commission were to require the credits to be combined on the bill, a customer would not be able to see the impact of each credit relative to the amount the customer is paying the ESP for each service.  The combination of credits would undermine customers’ ability to choose providers for specific revenue cycle services.  Indeed, ORA’s proposal would have the effect of bundling the credits for the revenue cycle services, whereas the Commission’s consistent objective in this proceeding has been to unbundle the rates and credits for each service in order to maximize customer choice.


Confidentiality


TURN’s concerns regarding the confidentiality of the utility’s cost data are misplaced.  When the utilities were in a monopoly environment, confidentiality concerns with respect to utility cost information were less acute.  With the advent of competition, however, such concerns have become acute.  Competitors can use the detailed information about utility costs to the utilities’ competitive disadvantage.  These competitors, however, do not face similar obligations to provide their cost data to the Commission.  Although the Commission and stakeholders have a legitimate need to examine the utilities’ cost data, it is reasonable to require them to preserve the confidentiality of such information.  The Commission has similarly received information about the local exchange companies’ costs subject to confidentiality agreements, which TURN (among other parties) has executed.  In any case, the need to protect utility cost information from public disclosure in light of the development of competition does not justify a refusal to base cost credits on the best available evidence of the utilities’ net avoided costs.
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�/	D. 97-12-098, mimeo. at 34 (Finding of Fact No. 2).


�/	Id., mimeo. at 6, 19.


�/	Assigned Commissioners’ Ruling dated January 26, 1998 (“ACR”), at 3.


�/	Id. at 2.


�/	Id. at 2-3 (emphasis added).


�/	See. D.93�08�030, 50 CPUC 2d 518, 520 (“Sections 453 and 728 prohibit undue differences in rates.  In order to be unlawful, differences in rates must be unjust and undue in the light of the relevant circumstances.  Discrimination is not shown by the fact that rates are merely different.  We may prescribe different rates for different customers based on a variety of factors, including cost of service.” (footnote omitted)).  In D.96�03�020, the Commission stated that it desired to pursue geographically deaveraged retail and wholesale rates for telecommunications services, if supported by relevant cost studies.  The Commission stated that it would require the local exchange carriers to offer “the same geographically deaveraged rates to all ratepayers within a designated geographic region  This requirement is consistent with PU Code § 453 (a) . . .” D.96�03�020, mimeo, at p. 66.  The implication of this passage is that differences between geographic regions, when based on evidence of cost differences, do not violate § 453.  See also St. Michaels Util. Comm’n v. FPC, 377 F. 2d 912, 915 (4th Cir. 1967) (under provision of Federal Power Act that is similar to § 453, differences in rates justified if based on differences in costs).


�/	D.96�03�020, mimeo, at p. 21.


�/	Id.


�/	Id. at p. 65 (emphasis added).


�/	SCE Testimony in Support of Amended Application, Appendix A, pp. 18-21.


�/	Rule 22(P)(2)(a).


�/	Rule 22(P)(2)(b).


�/	Rule 22(P)(2)(d); Rule 7(C).


�/	Rule 22(Q)(4)(b).


�/	Rule 7(b).


�/	Price Testimony at p. 6
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