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���The Commission Should Adopt SCE's CREDIT MEthodology

In Chapters I through III of Southern California Edison Company’s (“SCE”) testimony, I explain why the Commission should reject the credits and credit methodologies proposed for SCE by the Office of Ratepayer Advocates (“ORA”) and two intervenors, and should adopt the credits and credit methodology proposed by SCE in three areas:

The use of net avoided cost;

The use of geographically-differentiated credits for meter reading; and

The recovery of infrastructure or implementation costs.

I also address other parties’ direct testimony regarding who should receive the credits, and when and how to update the credits.  Chapters IV through IX of SCE’s rebuttal testimony, sponsored by Messers. Pope, Walker and me, explain how SCE has applied these principles to derive specific cost credits, and why the intervenors’ criticisms of SCE’s computations are misplaced.

The Commission Should Adopt A Net Avoided Cost Methodology And Should Reject The Enron/CellNet Average Embedded Cost Approach

All parties to this proceeding, except Enron and CellNet Data Systems, Inc. (“CellNet”), support the use of a net avoided cost methodology to determine the revenue cycle services credits for 1999.�/  A net avoided cost methodology measures the net change in costs to the utility when an unbundled revenue cycle service is no longer provided by the UDC, but is provided by another entity.  In other words, the net avoided cost methodology measures (1) the costs that the utility avoids, and (2) the additional costs that the utility incurs, where another party supplies a given increment of revenue cycle services.�/ 

Enron and CellNet propose to establish credits on the basis of its computation of the average embedded cost for each of the revenue cycle services.  The February 27, 1998 Assigned Commissioners’ Ruling in this proceeding confirmed that “the burden of proof to support a proposal (for a rate credit methodology) rests with the party making that proposal.”�/  Enron and CellNet have failed to meet their burden of showing that the average embedded cost methodology is reasonable, will not result in cost shifting, is consistent with AB 1890, and will not adversely affect utility shareholders.�/  Although the average embedded cost approach would favor Enron and CellNet by providing larger credits, the Commission should reject it as contrary to a number of fundamental principles that have guided the Commission.

The Net Avoided Cost Approach, But Not The Average Embedded Cost Approach, Establishes Credits Based On Utility Cost Savings

The Commission has made clear that the revenue cycle service credits should be based on the “cost savings” to the utility.  The net avoided cost approach is expressly designed to accomplish that objective.  It measures the costs that can be avoided, as well as the additional costs that will be incurred by the UDC, when revenue cycle services are provided by another entity, and thus derives the utility’s net cost savings.  Indeed, the Commission has recently confirmed that it has already made the fundamental policy determination to base the revenue cycle service credits on net avoided costs.  In its decision denying SCE’s appeal of the categorization of this proceeding, the Commission stated:

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 the three utility distribution companies.�/ 

Thus, the Commission has already rejected Enron’s and CellNet’s suggestion that the Commission use an average embedded cost methodology in lieu of the net avoided cost methodology.

Enron’s and CellNet’s average embedded cost methodology is not designed to measure the savings that the utility could realize when ESPs provide revenue cycle services to the number of customers expected for 1999.  The average cost to serve a group of customers (even assuming that it were properly calculated) is not the same as the cost that would be saved if the utility stopped providing revenue cycle services to that group of customers.  Significant portions of the costs of providing revenue cycle services are sunk – e.g., the cost of developing a billing system.  Other costs vary, but only in proportion to larger increments of demand than can be expected for 1999 –e.g., Administrative and General (“A&G”) costs.  The utility incurs such costs in order to provide revenue cycle services, and they would be a part of the average embedded cost.  But the utility cannot avoid such costs when it ceases to provide service to the number of customers that we project will receive revenue cycle services from ESPs in 1999.

Enron attempts to avoid this flaw by asking the Commission to “assume 100% penetration”�/ – i.e., to assume that 100% of revenue cycle services will be provided by ESPs and none by UDCs.  Although this assumption provides the basis for Enron’s attempt to load A&G and sunk costs into the avoided cost calculation, the assumption is unrealistic and unfounded.  No party has challenged SCE’s projections that  less than 10% of customers will obtain revenue cycle services from ESPs in 1999.  Even if the specific penetration rate turns out to be slightly different, there is no question that SCE will continue to provide revenue cycle services to the vast majority of its existing customers in its role as default provider.  Because Enron’s and CellNet’s approach to cost allocation rests on this obviously unrealistic assumption, it conflicts with the Commission’s direction that the credits should reflect the utility’s cost savings.

The Commission’s conclusion that credits should reflect cost savings was essential to prevent improper cost shifting.  In its October 1996 decision requesting comment on the unbundling of revenue cycle services, the Commission emphasized the need to establish a strategy that would “avoid cost shifting where, for example, lower costs to one group do not mean stranded costs borne by another.”�/  AB 1890 codifies this prohibition on “cost shifting” resulting from the separation of rate components.�/  A credit methodology that is not tied to the utility’s cost savings necessarily produces such prohibited cost shifting.  Where the credit exceeds the costs that the utility will save, the difference will be borne either by other customers or by shareholders or by both.  For this reason, all parties representing customer interests in this proceeding advocate use of a net avoided cost methodology.  The California Large Energy Consumers Association (“CLECA”) and the California Manufacturers Association (“CMA”), for example, observe that basing credits on embedded costs “would definitely cause cost shifting” in violation of AB 1890.�/  Enron and CellNet have failed to meet their burden of proving how their average embedded cost methodology would avoid such impermissible cost shifting.

The Net Avoided Cost Approach, But Not The Average Embedded Cost Approach, Is Consistent With The Utilities' Obligation To Provide Service On Demand To All Customers

The net avoided cost methodology is consistent with the utilities’ obligation to provide revenue cycle services to all customers on demand.  SCE is required to provide bundled service and virtual direct access to all customers in its service territory.�/  Neither Enron nor any other party is required to serve as the provider of last resort – as Enron’s recent decision to exit the residential market underscores.  In order to fulfill this duty to the public, SCE must maintain an infrastructure that can provide revenue cycle services to all customers.  For example, SCE must maintain a billing system that is capable of computing charges in accordance with the approximately 250 tariffs that the Commission has approved.  Many of these tariffs were not requested by SCE to promote any commercial objective, but instead were ordered by the Commission to fulfill public policy goals.  SCE, moreover, must maintain a field force that is capable of reading and servicing meters in remote, high-cost areas that ESPs are less likely to serve.  The costs associated with developing and maintaining metering and billing systems that are capable of providing service to all customers are not simply unavoidable sunk costs.  They are costs that SCE is legally obligated to incur so that it can continue to stand ready to provide service to all customers, including customers new to SCE’s territory and those returning to bundled service from an ESP.  Indeed, CellNet acknowledges the need to ensure that the utilities collect adequate revenues to support their roles “as provider of last resort for metering and billing services.”�/ 

Enron’s and CellNet’s average embedded cost methodology, however, is inconsistent with this obligation.  The average embedded cost methodology would establish credits that include costs that the utility must incur even if a given customer stops purchasing revenue cycle services from the utility – i.e., costs that are not avoided.  Enron’s suggestion that the utility should be deprived of a mechanism for recovering such costs is fundamentally inconsistent with the governmental mandate that the utility incur these costs so that it can provide service on demand.  CellNet recognizes the need to provide a mechanism for recovery of such costs, but does not make a specific proposal as to where and how such recovery would be authorized.  Unless and until the Commission establishes a separate recovery mechanism, the average embedded cost methodology would produce results that even CellNet recognizes are unfair and inappropriate.�/ 

For similar reasons, Enron’s and CellNet’s simplistic suggestion that the credits must be based on average embedded costs to ensure that customers do not pay the utility for services that they do not receive�/ is misplaced.  The customer that chooses to purchase revenue cycle services from an ESP should pay the utility for all the revenue cycle services costs that the utility does not avoid.  First, to the extent those costs are unavoidable because they are sunk, the utility incurred these costs in the past for the benefit of the customer that has now chosen to receive services elsewhere.  Just as a customer that chooses to purchase electricity in a direct access transaction is properly required to pay for its share of the utility’s above-market generation-related sunk costs,�/ so too the customer that purchases revenue cycle services from a third party should contribute to the recovery of investments made by the utility to provide those services on its behalf.  Second, the utility must be prepared to provide revenue cycle services to the customer if it ever chooses to return to the utility.  The customer receives a benefit from the utility’s readiness to provide such return service, and it is equitable to require the customer to pay for that benefit.  Third, the utility’s readiness to provide revenue cycle services to all customers benefits California consumers generally, and it is reasonable to require all customers to contribute to the preservation and advancement of that social policy.

The Ratesetting Decision (D.97-08-056) does not support CellNet’s approach.�/  CellNet attempts to justify its proposed allocation to the credits of fixed costs relating to revenue cycle services by relying upon the Commission’s statement in the Ratesetting Decision that “[i]n pursuing a policy to promote more efficient generation markets, we reject proposals to allocate to monopoly functions any costs associated with services that are or will be subject to competition.”�/  CellNet’s omission of the reference to “generation markets” in its quotation�/ is significant because of the fundamental differences between the UDC’s role with respect to generation and revenue cycle services. For revenue cycle services, unlike for generation, SCE continues to have an obligation to maintain its own facilities in a manner consistent with its role as the provider of last resort. In the generation context, SCE could divest itself of entire plants or facilities and rely upon the Power Exchange (“PX”) for procurement of electricity for its bundled service customers.  But SCE cannot divest itself of its billing system because it must provide billing services to any and all customers that do not receive these services from ESPs.

The Net Avoided Cost Approach, But Not The Average Embedded Cost Approach, Permits Reliable Cost Estimation

SCE’s methodology estimates net avoided cost based upon studies of the specific activities that would be avoided, and new activities that would be undertaken, when a third party provides each revenue cycle service.  The intervenors generally have not disputed aspects of SCE’s studies of avoided costs, although some parties have taken issue with some aspects of the offsets that SCE has computed.  Mr. Pope, later in this rebuttal testimony, responds to these criticisms and demonstrates that SCE’s net avoided cost studies are valid, reliable, reasonable, and conservative.

As a threshold matter, Enron’s generalized concern about the reliability of time and motion studies�/ is not well�founded.  The use of time and motion studies to calculate costs is neither a novel nor a controversial concept.  Such studies are commonly used by major corporations, regulated entities, and governmental bodies to evaluate the costs and cost�effectiveness of business processes and to make fundamental decisions concerning changes to those processes.  Thus, while it is appropriate for the Commission to review the details of the UDC’s time and motion studies, there is no reason to reject the basic methodological approach of using time and motion studies to determine avoided costs.

Furthermore, the average embedded cost methodology advocated by Enron and CellNet has no claim to greater reliability or objectivity than does SCE’s net avoided cost methodology.  Although the average embedded cost methodology computes credits by reference to recorded costs, the methodology requires substantial adjustments to those recorded costs.  SCE has not separately recorded its costs of providing each of the revenue cycle services.  Instead, SCE records its expenses in accordance with the uniform system of accounts prescribed by the Federal Energy Regulatory Commission (“FERC”).  The activities whose costs are tracked in these FERC accounts do not precisely match the four revenue cycle services at issue in this proceeding.  For example:

Costs associated with billing and payment are recorded in FERC Account 904, which includes unavoided costs, such as information systems.

Costs associated with meter reading and meter services are recorded in FERC Accounts 586 and 597, but these accounts also include a wide variety of activities, such as turn�ons and �offs, which would not be avoided.

No FERC account captures meter ownership costs, as illustrated by the fact that no party relies on FERC accounts for this credit.

Moreover, the FERC accounts do not include the additional costs of implementing revenue cycle service unbundling.

The Enron and CellNet average embedded cost methodology requires an allocation of the costs in these accounts to each of the four revenue cycle services at issue here.  CellNet has not even attempted to make such an allocation.  Indeed, CellNet has not proposed any specific credit figures, and thus has failed to carry its burden of proving the reasonableness of its recommendation, as required by the February 27, 1998 Assigned Commissioners’ Ruling.  Enron has purported to allocate the costs in the various FERC accounts to the specific revenue cycle services, but has done so arbitrarily and not provided any scientific or objective method of accomplishing that objective.

Second, the average embedded cost methodology entails an allocation of joint and common costs, which increases the risk of error associated with this methodology.  Joint costs are costs that are shared between two or more services, and common costs are costs that are shared by the firm as a whole.  By definition, these costs are not directly attributable to any given service.  One of the most vexing and difficult problems of regulation is to determine the proper allocation of such joint and common costs for purposes of setting prices.  The net avoided cost methodology does not require any such allocation, because it measures the costs that the firm saves, regardless of how joint and common costs may have been allocated in the past.  Enron’s approach, by contrast, involves a build-up of all costs and thus involves an allocation of joint and common costs.  Enron’s interest is to maximize the allocation of these costs to revenue cycle services, which will increase its credit.

The average embedded cost methodology entails the attribution of recorded costs to each of the revenue cycle services and the allocation of joint and common costs.  Although the recorded cost data themselves are objective and verifiable, the average embedded cost figures are produced through a process that leaves considerable room for manipulation to serve the interests of the party sponsoring their use.

The Net Avoided Cost Approach, But Not The Average Embedded Cost Approach, Promotes Efficiency

The net avoided cost methodology will promote efficiency objectives by preventing uneconomic bypass.  The provision of revenue cycle services requires substantial infrastructure costs.  A portion of these costs are sunk and would not be avoidable at any level of penetration.  An additional portion of these costs are avoidable, but not at the penetration levels assumed for 1999.  If the credits are set at the average embedded cost, ESPs will be induced to provide services if their total cost is lower than the utility’s average embedded cost.  The result, however, would be duplicative investment in infrastructure producing a higher total cost to society.  The Commission should not adopt a credit regime that produces such unproductive investments.

An example will illustrate this point.  Assume that SCE’s embedded cost of providing meter reading for 3 million residential customers is $1.5 million per month (50 cents per customer), and that if ESPs provide meter reading to 300,000 of such customers SCE would have net avoided costs of  $75,000 per month (25 cents per customer).  Assume further that the ESPs’ total cost of providing meter reading to those 300,000 customers is $100,000 per month (33 cents per customer).  Under the average embedded cost methodology, ESPs would have the incentive to enter, because a 50 cent credit is greater than their cost of 33 cents.  In the aggregate, however, SCE would spend $1,425,000, and the ESPs would spend $100,000, for a total of $1,525,000, which is more than the $1.5 million that is currently spent for the same amount of meter reading services.

By contrast, the net avoided cost methodology will induce ESPs to enter when their total cost is lower than the utility’s net avoided cost, which would result in a net savings to society.  In the example given above, if an ESP can provide meter reading for less than 25 cents per month, aggregate spending on the same level of output will be lower.  For example, if an ESP can provide meter reading services to 300,000 customers for $60,000 (20 cents per customer), the total cost to society for meter reading would be SCE’s net cost of $1,425,000 plus the ESP’s cost of $60,000, for a total of $1,485,000, which is less than the $1.5 million that is currently spent.

The Commission has recognized in many contexts that it should establish rates that prevent uneconomic bypass, which average embedded costs would produce.  The Commission’s desire to prevent uneconomic bypass supported its decision to authorize the electric utilities to offer self-generation deferral rates where the rate would contribute to the utility’s margin.  It was inefficient to induce a party to construct a self-generation facility where the utility could provide service at a lower rate and still receive revenues in excess of its incremental cost.�/  Similarly, the Commission encouraged the gas utilities to provide transportation service at discounted rates in order to prevent uneconomic bypass of the LDCs’ gas distribution systems.�/  Likewise here, the Commission should not adopt an average embedded cost methodology, which would encourage customers to receive service from competitors even where the costs the utility avoids by not providing service to such customers is less than the costs a competitor must incur to provide them.  Enron and CellNet have failed to meet their burden of proving that their average embedded cost methodology will not lead to such uneconomic bypass.

The net avoided cost approach would not prevent entry of an efficient service provider.  There are likely to be a number of competitors that can provide the revenue cycle services as an increment to their existing activities, e.g., firms that have established billing systems.  These firms have an incentive to enter the market if they can sell at a price higher than their incremental cost, because any revenue in excess of incremental cost contributes to their margin.  If the competitor’s incremental cost is lower than the utility’s net avoided cost entry is induced.

CellNet incorrectly suggests that the net avoided cost methodology would promote inefficiency by failing to give SCE an incentive to reduce costs.�/  On the contrary, SCE already has strong reasons to work to improve its efficiency.  SCE’s current distribution rates are based upon revenue requirements that the Commission found reasonable in SCE’s most recent General Rate Case.  The base rates for distribution, including the revenue requirement for revenue cycle services, reflect the Commission’s determination that SCE’s practices are efficient.  Furthermore, SCE’s Performance-Based Ratemaking structure rewards SCE for productivity gains, which provides a strong incentive for SCE to increase efficiency regardless of the methodology for establishing revenue cycle services credits.

The Commission Should Not Determine Now How To Establish Credits In Future Years

ORA and CEC agree that the net avoided cost methodology should be used to establish credits for 1999.�/  Both parties, however, go beyond 1999 and suggest that, after the rate freeze has concluded, the Commission should require UDCs to price revenue cycle services according to a long-run incremental cost standard.�/ 

These suggestions raise important and complex issues of post-freeze ratemaking, and the Commission should consider them in due course.  At an appropriate juncture, the Commission will need to address a number of difficult issues that these proposals raise, such as whether they can be reconciled with the UDC’s obligation as provider of last resort and the incumbent burdens and stranded costs that accompany that status.�/   Fortunately, the Commission need not and should not attempt to resolve these difficult problems at this time.  The purpose of this proceeding is limited to establishing revenue cycle services credits for 1999.�/  There will be other, more suitable proceedings in which the Commission will consider the proper framework for credits and pricing of revenue cycle services after the rate freeze.

The Commission Should Adopt Sce's Proposal For Geographic Segmentation Of Meter Reading Credits

SCE has proposed segmenting meter reading credits into five geographic zones.  Every zip code in SCE’s service territory would be placed into one of the zones, so that each customer could easily determine the credit to which it is entitled.

Geographic Differentiation Is Consistent With Net Avoided Cost Pricing

SCE’s geographic segmentation of meter reading credits is consistent with the basic principle that the credits should reflect the actual costs that the utility will save when another party provides the service.  SCE’s studies demonstrate, and no party seriously disputes, that SCE’s avoided costs of meter reading vary significantly by geographic area.  For example, the cost of reading a < 20kW meter in Zone 3 is 74% higher than in Zone 1 and the cost in Zone 5 is 147% higher than Zone 1.  A credit approach that fails to reflect these significant cost variations will not capture the costs that SCE avoids when it ceases to provide meter reading services for specific customers.  Competitors will have a strong incentive to target customers in low-cost geographic areas, and to leave the utility with the high-cost customers.  This outcome would promote cost shifting and induce inefficient entry, in contravention of the principles that underlie the net avoided cost methodology.

Commission Precedent Supports Geographic Differentiation

In D. 97-05-039, the Commission stated that it wished “to determine these costs [as] accurately as possible and to that end are open to proposals that would ‘deaverage’ costs.”�/ 

The Commission’s recent precedents in the telecommunications area also support cost�based geographic rate differences.  In D.96�03�020, regarding the resale of services by local exchange carriers (“LECs”), the Commission 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 . . .”�/ 

Geographic Differentiation Of Meter Reading Credits Is Not Discriminatory

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.

Enron, TURN/UCAN, and CellNet claim that the geographic differentiation of credits is inappropriate because other rates have not been and are not currently differentiated geographically.�/  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 or both.

The adoption of SCE’s proposal would cause the meter reading credit to be differentiated geographically, while other rates are geographically uniform.  This outcome does not argue against SCE’s proposal.  The Commission did not initiate this proceeding to review all of SCE’s rates, and SCE is not required to overhaul all its rates at once.  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.  Enron, TURN/UCAN, and CellNet have not explained why customers should not pay some rates on a geographically deaveraged basis and other rates on a geographically averaged basis.  The differentiation of some but not all rates on a geographic basis is reasonable and cost�based.

TURN/UCAN also 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 cost 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.  The cost data for SCE’s meter reading credits, however, have been geographically differentiated, because the geographic factors are significant cost drivers.

The Commission Should Adopt Five Zones, Not Two Zones

Although ORA, SoCalGas, and CEC support geographic segmentation of meter reading credits,�/ ORA would limit the differentiation to two zones.  ORA would establish a high-cost zone so that ESPs are not discouraged from serving such customers, but ORA recommends no further geographic differentiation of other customers.�/ 

ORA’s approach would not prevent ESPs from cherry-picking low-cost customers, the prevention of which is a primary objective of geographic segmentation.  As discussed above, the Commission should, to the extent possible, base the credits on actual cost savings in order to prevent cost shifting and inefficient entry.  ORA’s proposal would fail to accomplish this objective, because it would lump into one class with customers widely varying avoided costs.

ORA’s justification for its selection of two zones, as opposed to three, four, or five zones, is that it would promote consistency among the UDCs.�/  It does not oppose a different geographic segmentation if it were applied meaningfully.�/  SCE has shown that meaningful cost differences exist between the zones.  Moreover, ORA has not supported its assertion that meter reading costs vary to any significant degree within zip codes.  In theory, the avoided costs could be differentiated within zip codes.  But the costs of such an approach in terms of administrative complexity and customer confusion would outweigh the marginal increase in accuracy of measurement of avoided costs.  Classifying customers on the basis of zip codes is easy for customers to understand and captures the most meaningful differences in avoided costs.  The inability of the zip code methodology to capture every conceivable difference in avoided cost does not demonstrate that zip codes should not be used at all, nor does it justify ORA’s suggestion that the Commission adopt only two zones.

The Net Avoided Cost Approach Properly Accounts For Situations In Which Large, Contiguous Groups Of Customers Move To Esps

SCE’s calculation of net avoided costs assumes that in the early stages of restructuring, the penetration of ESPs into the bundled market will be less than 10%.  CLECA suggests that the Commission consider “tailored” credits, to accommodate situations that might occur where there is a demonstrably higher credit.�/  It posits “an ESP taking on an entire metering route” as an example of that.  There are substantial difficulties in CLECA’s scenario.  First, it is extremely unlikely that any one ESP will take over an entire route.  Second, it would require a substantial shift in ratemaking practice to give a distinct set of customers a higher credit.  Absent such a shift, the higher credit would be shared among all those who receive credits.  Third, it would require major system modifications to effectuate such a credit.  Fourth, there will be an issue of customer confusion if rates are defined at the route or service center level.

Nonetheless, SCE has reviewed CLECA’s hypothetical.  Putting aside the difficulties just described, SCE’s approach is easily extended to situations in which the penetration is higher or even complete.  The credit depends not only on the total penetration percentage, but also the specific increments in which customers are removed from SCE’s systems.  That is, a simple increase of penetration from 10% to 20% might not be significant, but the removal of all of the accounts for a particular route or service center would be.

SCE has performed a brief study on the avoided meter reading costs under the hypothesis that (a) all customers on an entire route used an ESP for meter reading, and (b) all customers for a service center used an ESP for meter reading service.  If a route is taken over, the credit could change by as much as 2 to 3 times.  If a service center is taken over, the credit could change by 3�4 times.  Thus, if an ESP takes a cluster of customers, the credit should increase more than linearly.  However, as discussed above, this is a highly improbable scenario.

The Commission Should Adopt Sce's Proposals For Recovery Of Start-Up And Infrastructure Costs

A number of parties adopt SDG&E’s credits in whole or in part.�/  However, as SDG&E indicates in a response to an SCE data request, SDG&E plans to recover in service fees most of what SCE is seeking as offsets.�/  Thus, SDG&E’s credits are likely to be smaller than SCE’s in areas where offsets are significant.  SCE believes it is properly seeking to recover those additional costs as offsets for credits.  It expresses no view on SDG&E’s position.  However, in the event the Commission believes SDG&E’s position is correct, SCE believes the Commission should permit SCE to recover its costs as offsets until such time as it authorizes another method of recovery.

��Customers, Not ESPs, Should Receive Cost Credits

Enron and QST suggest that ESPs, rather than customers, should receive cost credits.�/  The Commission, however, has made clear that the purpose of this proceeding is to ensure that “customers” receive the cost savings that the UDCs realize when they cease providing revenue cycle services to such customers.�/  To that end, the Commission directed that “appropriate costs savings should be reflected in a customer’s bill . . . .”�/  The purpose of that direction was to “ensur[e] that customers are not charged by the distribution utilities for those [revenue cycle] services” when they are provided by an ESP.�/  If the UDC passed the customers’ credits for avoided costs to the ESPs, there is no assurance that the end�use customer would ultimately receive the credits.

The Enron/QST suggestion is practically flawed, as well.  When an ESP provides meter reading services, but does not provide consolidated ESP billing, the UDC will send the customer a bill that displays a meter reading credit.  In such circumstances, the customer should pay the net amount of the UDC’s bill, reflecting the credit.  The customer should not be required to pay the gross amount and have SCE remit the credit amount to the ESP.  When the ESP provides consolidated billing, the ESP must use the same bill reporting standards as the Commission establishes for the UDCs.�/  Accordingly, the ESP must display on the bill the credit(s) provided by the utility.  In this way, the Commission ensures that the customer receives the credit from the UDC, even though the ESP is providing the billing and collection function.

When the ESP performs consolidated billing, it is responsible to pay SCE the net amount of distribution charges (after deducting the revenue cycle services credits), regardless of the ESP’s ability to collect such amounts from the customer.�/  The ESP receives a credit from the UDC in the sense that the ESP’s liability to the UDC is established after deduction of the revenue cycle services credits.  But this observation should not obscure the important conclusion that the retail customer must receive a bill that displays the credit provided by the UDC as required by Commission orders.

The Commission’s requirement that customers receive a bill that displays the revenue cycle services credits performs an important consumer protection function.  Absent this requirement, customers could pay the ESP for revenue cycle services without receiving any credit for the UDC’s net avoided costs.�/  The ESP could simply decline to pass the full credit on to the customer – or, even worse, fail even to inform the customer that the UDC has provided a credit.  Moreover, if the ESP goes out of business or becomes insolvent, the customer may have no way of recovering its credit. In addition, crediting the ESP will add an unnecessary additional function and an unneeded additional cost to the billing process.

��The Commission Should Accept SCE's Proposal For Annual Updates

SCE recommended that the Commission update the cost credits as penetration changes.�/  Enron appears to suggest that the Commission not revisit the credit methodology, but should only revise the credit pursuant to the PBR.�/  CEC suggests tracking a hypothetical and complex “average cost – actual cost” methodology and paying customers supplemental credits if this measure is greater than zero and adding to the Direct Access Implementation Memorandum Account if it is less than zero.�/  Enron’s apparent suggestion overlooks the need to readjust the credits in light of changing circumstances, in order to prevent significant forecasting error.  CEC’s proposal is simply unworkable, because it rests on hypothetical measures. SCE recommends that the Commission adopt SCE’s proposal.

The Commission Should Reject Enron's Apparent Suggestion That The Commission Not Revisit The Credits

Enron’s position on whether the Commission should revisit the credits is unclear.  Dr. Weisenmiller states that the Commission should not re-examine the credit methodology.�/  At the same time, he suggests that the Commission should initiate a new investigation in 1999 with the goal of fully unbundling revenue cycle services.�/  To the extent that Enron suggests that the Commission should not permit the utilities to suggest modifications to the credits to reflect actual experience, the Commission should reject Enron’s position.

SCE’s proposed credits, which will go into effect on January 1, 1999, are based on forecasts of net avoided costs in 1999.  These forecasts of avoided costs, in turn, depend on projections of penetration rates for various revenue cycle services.�/  In addition, SCE’s predictions of cost savings, while reasonable and appropriate as a basis for development of credits in this proceeding, are predictions, and like any prediction, may not prove to be absolutely accurate.  The Commission should allow the utilities to submit additional evidence in future proceedings of net avoided cost, reflecting actual experience with regard to penetration rates, cost savings, offsets, etc.  Such evidence will allow the Commission to meet its objective of ensuring that the credits reflect true cost savings. 

The Commission has extensive and unhappy experience with attempting to predict costs and prices over the long term.  It required UDCs to enter into long-term supply agreements with Qualifying Facilities.  As it turned out, those agreements were hugely and unnecessarily expensive to ratepayers.  Indeed, those contracts constitute one of the principal components of stranded costs.  Contrary to the suggestions of Enron and CellNet,�/ SCE’s proposal to base the credits on net avoided costs is unlike the Commission’s long-term and fixed forecasts of avoided cost for the QF contracts, because SCE’s approach would involve a regular adjustment to avoided cost estimates based on actual experience.  By contrast, Enron would have the Commission fix a methodology for all time, in much the same misguided manner as was reflected in the QF experience.  The fundamental error in setting QF prices was that the value of the credits was frozen over time.  This is exactly the error that Enron is asking the Commission to repeat.  There is no need to do so, and the Commission should decline that invitation.

Cec's Memorandum Account Proposal Is Impracticable

CEC proposes that the “net revenue change” due to providing cost credits for RCS, which it defines as the “difference between average costs and actual costs by segment of customer receiving credits,”�/ be recorded.  If the net revenue changes are positive, they will be returned to customers as an additional bill credit; if negative, they will be added to the Direct Access Implementation Memorandum Account.  CEC’s proposal is both difficult to understand and impractical to implement.

First, it is extremely difficult to determine precisely what CEC is proposing.  Second, there is no practical way to track the “actual” and “average” costs.  As discussed in detail in Section I.A.3., above, SCE does not record its costs in a manner that corresponds to the four revenue cycle services.  Moreover, the accounting system does not measure what is not spent.  If CEC essentially supports SCE’s approach, but intends to make the credits more accurate, it is creating an impractical way to do so.  

SCE is sympathetic to the concern that underlies CEC’s recommendation, i.e., that the credits not produce either a windfall or a detriment to the UDCs relative to their actual cost savings.  The solution to that concern, however, is not CEC’s crediting approach, but is instead the periodic recalibration of the credits based on actual experience.

In short, CEC, while agreeing with SCE on the overall methodology, has suggested a way of updating the cost credits that is both more difficult to apply and no more useful than the updating methodology suggested by SCE.

��Working Cash and Uncollectibles

TURN/UCAN and Enron argue that each of the credits should be increased to account for supposed benefits to the UDC in the form of increased working cash and decreased uncollectible expense.  These arguments are unsubstantiated and contrary to experience.

Working Cash

ESP Deposits Do Not Provide A Benefit To SCe As Enron Asserts

Enron claims that UDCs will increase cash on hand as a result of mandated deposit requirements imposed on ESPs.  Enron claims that this will reduce the UDCs’ need for working cash and will increase the ESPs’ need for working cash.�/  Enron’s argument is based on an incorrect characterization of ESP deposit requirements, and an inaccurate prediction of net changes in cash deposits.

First, amounts of cash deposits are more likely to decrease than to increase.  Currently, most of SCE’s small and medium-sized customers whose credit is below�standard post cash deposits.  SCE will refund all excess deposits of those end-use customers that select consolidated ESP billing after all outstanding 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 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 demonstrate creditworthiness in one of two ways: either have acceptable debt rating, or post security.�/  Moreover, ESPs that cannot satisfy the debt rating 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, when requested to post security, 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.  In fact to date, 100% of the security deposits associated with ESPs are non�cash.  Since 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, cash deposits at SCE will actually decrease.

Second, even if cash deposits increased, SCE would not receive a working cash benefit.  SCE’s tariff requires Edison 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.  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.

Payment Lag Will Not Be Improved

Both Enron and TURN/UCAN assert that consolidated ESP billing will reduce the average days outstanding of SCE receivables, and that the credit should be increased to reflect this alleged benefit.�/  

Enron and TURN/UCAN, however, erroneously assume that ESPs will target average customers.  In fact, ESPs will have a strong incentive to target low-risk, timely-paying SCE customers.  Rule 22 specifically allows ESPs to return to SCE customers that do not pay on time.  Thus, it is extremely unlikely that SCE will experience any reductions in its payment lag.

The udc’s Proportion Of Uncollectibles Is More Likely To Increase Than Decrease

Both Enron and TURN/UCAN erroneously assume that ESP provision of revenue cycle services will reduce SCE’s uncollectible expense.�/  Unlike SCE, ESPs are not required to serve all customers.  Accordingly, ESPs have a strong incentive to target their marketing to customers that have a low rate of uncollectibles.  Moreover, ESPs may return customers to SCE if they fail to pay.�/  Clearly, SCE will be left, as the provider of last resort, with the customers that have the highest rate of uncollectibles.  ESPs will not reduce SCE’s average rate of uncollectibles, but instead probably will increase that rate.

TURN/UCAN’s position that the Commission, in another proceeding, should establish a universal uncollectibles pool underscores this practical reality.  The very purpose of the universal uncollectibles pool, according to TURN/UCAN, is to prevent “redlining.”�/  In other words, TURN/UCAN recognize that, without a universal uncollectibles pool, ESPs will tend not to serve customers with high rates of uncollectibles.  Because no such pool currently exists, the TURN/UCAN position supports the conclusion that SCE will be obliged to serve those customers that fail to pay, and that SCE’s uncollectible expense will not decrease materially.

��METER Reading

Non-Field Time Is Not Reducible Proportional To Field Time

ORA proposes to increase the meter reading credit to account for non-field time.  ORA states that “reductions in the hours that meter readers spend in the field would enable the additional costs [of non-field activities] to also be reduced.”�/  ORA does not support its claim that such non-field time would be avoidable, and SCE’s analysis concludes that most of these activities do not vary with field time.

If meter readers performed fewer reads on a given day’s route, or even over an entire month’s routes, the non-field activities would not be noticeably reduced.  The non-field activities routinely performed by meter readers are:

Morning:

Safety review - accidents and/or incidents reported from their Service Center and other Service Centers;

Administrative announcements (e.g., training class schedules; deadlines for signing up for changes in medical coverage, etc. );

Route or schedule changes (e.g., mandatory overtime days; weather conditions);

Pick up day’s DASR report, showing any closing reads scheduled for a specific route, due to a customer’s being scheduled to switch to a direct access hourly meter;

Pick up Itron device off cradle, containing the day’s downloaded read schedule; and 

Drive to the start point of day’s route.

Evening:

Drive in to Service Center from last point on day’s route;

Plug in Itron device to cradle to upload day’s reads and receive overnight battery charge and download of next day’s read schedule;

File reports on individual’s variances from departmental standards (e.g., locks);

Fill out various exception forms (e.g.,  suspected energy theft conditions observed; party suspected to be in location shown as vacant);

Coordinate and update route information (e.g., routes shared or swapped; changes in key location; new guard dog encountered); and

Fill in daily timecards.

None of these routine daily activities, except the DASR report, is related to any variable meter reading.  A small reduction in meter reads would not measurably impact the morning or evening non-field time.

The only routine daily evening activities that could be considered variable are item 9 (filing reports on individual variances from departmental standards) and item 10 (filling out various exception forms).  The amount of time that would be avoided per meter by not performing these activities, however, is insignificant.  The average time spent on the activities listed above, divided by the average number of meters per route, produces an insignificant change in the time associated with these activities on a per meter basis (3 minutes / approximately 450 meters = less than ½ second).

If a meter reader’s entire field time were eliminated, the non-field time he or she spends in the morning and evening also would be avoided.  Non-field time is avoided in a step function, where the step is represented by the elimination of the field time, and little change in non-field time occurs prior to the step.  SCE has shown in its initial testimony, however, that the penetration rates assumed for 1999 will not enable SCE to eliminate a meter reader’s entire field time.�/  Such elimination would require the refolioing of routes, requiring a significant additional cost that is not cost-effective at the levels of penetration SCE has projected.

Ora’s Suggested Redeployment Of Supervisors Is Unrealistic

ORA objects that, as a meter reading supervisor’s required time is reduced below full�time, his fractional workload could be redeployed to other activities.�/  In the case of SCE, this could not happen except at very large penetration ranges, for the following reasons:

Large Service Centers:

SCE has 31 Service Centers covering its 50,000 square mile territory.  In the larger Service Centers, the Field Services Supervisor is the counterpart to the Meter Reading Supervisor.  (Field Services involves non�routine work; e.g., pickup reads, check lockrings, energy theft, disconnects and reconnects)  If the Meter Reading Supervisor had less work to do, he could normally fill his time with assisting the Field Services Supervisor.  However, there is already cooperation between these two areas, such as in absences of the Field Services Supervisor.  There is not any significant additional opportunity to use the Meter Reading Supervisor’s excess time in this way.

The only other possible use of the Meter Reading Supervisor’s time would be to fill in with other work to be performed within the Service Center.  However, certain Service Center work is not performed under collective bargaining agreements, so there are few opportunities to switch work to or from bargaining unit employees.  This limits the ability to utilize the small amounts of time when the Meter Reader Supervisor might be available to perform other work.

There is a wide range among the Service Centers in the ratio of meter readers to Meter Reading Supervisors.  Whenever the meter reader workforce is reduced, the remaining meter readers are redistributed among the Meter Reading Supervisors to maintain an efficient workforce.  This prevents a Meter Reading Supervisor from falling below a minimum standard workforce to supervise, so there is little or no excess time available for redeployment.

Small Service Centers:

1.	Service Centers in rural areas have less than 4% of the meters and cover over half the territory.  In these Service Centers, where the meter reader workforce falls below the minimum standard, there is no Meter Reading Supervisor.  Supervision is provided to the extent necessary by the Service Center Manager.  Supervising Field Services Representatives provide daily direction.  Supervising Field Service Representatives generally have an area to work along with supervisory responsibilities.  They also routinely help with meter reading.  The division of duties is much less clear than in the more urban areas.

2.	Just as in the larger Service Centers, the opportunity for the Meter Reading Supervisor to redeploy his fractional time outside of meter reading or field services is limited by the rules governing union work.

Since SCE manages its workforce and supervisory ratios and efficiency within the rules and constraints described above, there is no significant fractional time that can be otherwise utilized as a Meter Reading Supervisor’s workforce decreases.  Therefore, ORA’s suggestion is unrealistic and lacks merit.

It Is Inappropriate To Use The Average Cost, As Enron Suggests

Enron takes the position that all meter reading costs should be treated as avoided;�/  it does not justify its position on factual grounds.  For example, Enron does not explain how any substantial time would be saved when only one customer or a few customers on a route obtains services through an ESP.  While Enron assumes that meter readers can be re�routed at will, it presents no evidence for this.  Nor does it take the substantial costs of refolioing into account.  It assumes, in effect, that SCE can replace its meter readers with contract workers.  Again, it presents no evidence of the costs of this, nor does it demonstrate that the contract workers would cost significantly less, at the anticipated penetration levels.  In short, Enron’s proposal lacks factual support.  

There are certain other problems in Enron’s credit calculation.  First, FERC account 902 includes training for meter readers, safety activities, informational meetings and charges for computer use, none of which is avoided.  Second, in deriving his meter reading credit, Dr. Weisenmiller develops an average Travel/Access time.  A part of this time is attributed to meter reading.  Dr. Weisenmiller mistakenly used a monthly amount for the deduction instead of an annual amount.  This error affects the balance of his calculations and overstates his credit.

��Meter Services

As discussed in detail in SCE’s Amended Application and supporting testimony, SCE calculated its avoided cost credits for the meter services category by studying, on a segmented basis, the specific activities, tools, and material that would be avoided as a result of ESP provision of meter services.�/  Only Enron and ORA take issue with SCE’s methodology for calculating this credit or the resulting calculation.�/  ORA generally endorses SCE’s methodology and challenges the calculation only on the ground that “meter installation” costs should be included in the meter services credit instead of in the meter ownership credit.�/  SCE agrees with ORA that meter installation costs should be in the meter services credit, and in fact did so in its March 9, 1998 testimony.  Accordingly, there is no methodological dispute between ORA and SCE with respect to the meter services credit.  Enron, unlike ORA, rejects SCE’s calculation and methodology and recommends establishing credits based upon an average embedded cost approach.

Sce Has Placed Costs Relating To Avoided Installation In The Meter Services Credit

ORA suggests that “meter installation is inherently part of meter services,” and are avoided when an ESP assumes the meter services obligation; thus, consistent with an “incremental cost approach”, the avoided installation costs must be included in the meter services credit.�/  SCE agrees with this analysis and developed its credits accordingly.  As set forth in the table at the top of page 17 of its testimony, SCE identified “Remove and Replace Meter” as one of the activities avoided when an ESP assumes the meter services function, and calculated the avoided cost for that activity based upon an analysis of the cost of the activity and its frequency.�/  These meter removal and replacement costs are the “installation” costs that SCE avoids.

SCE is not certain why ORA believes that SCE included avoided installation costs in the meter ownership credit and not in the meter services credit.  ORA may have misunderstood the meaning of Column J of the table summarizing SCE’s meter ownership cost study, which refers to an “estimated annual replacement credit” that is described in a footnote as representing “annual meter replacement costs.”�/  Although SCE regrets any confusion that may have been caused by this reference, SCE’s testimony demonstrates that the figures in Column J represent the value of capitalized parts that can be used in future meter replacements and thus are a component of the costs SCE avoids when a meter is returned to it.�/  The figures have nothing to do with avoided labor costs associated with avoided future meter installations, which, as discussed above, are included in the meter services credit as ORA recommends.

Because ORA’s recommended shift of meter installation costs appears to be based entirely upon a misunderstanding as to where those costs are presently located in SCE’s credits, the Commission should reject ORA’s proposed modification and accept SCE’s calculation of the meter services credit.

Enron's Proposed Approach To Calculating Sce's Meter Services Credit Is Arbitrary And Unfounded

Enron calculates avoided cost credits for meter services for SCE through an improper and circuitous process that relies upon the fully allocated cost study that SDG&E provided only for comparison purposes in its February 13, 1998 submission.  Enron observes that SDG&E’s fully allocated figures equal 35% of the amounts that SDG&E booked in FERC accounts 586 and 597 (once those accounts are loaded for A&G).  Enron then applies the 35% ratio to the amounts that SCE booked into these same FERC accounts.  Enron then allocates this figure to the four established customer group segments by applying the proportions established in ORA’s calculation of the same credit (which is itself incorrect for the reasons discussed above).�/  Thus, Enron relies not only on another utility’s costs to calculate SCE’s credit, but also uses the wrong set of figures (fully allocated rather than net avoided) for that utility.�/ 

Enron justifies its attempt to apply these SDG&E figures to SCE on the ostensible grounds that (1) SDG&E unlike SCE included meter installation costs in its meter services credit, and (2) that SDG&E proposed “a more realistic scheme for meter maintenance.”  As discussed immediately above, Enron’s first justification is incorrect: SCE included meter installation costs in its meter services credit.  Hence, Enron is left only with its second justification – i.e., that SDG&E’s meter maintenance scheme is “more realistic.”  Enron offers no further explanation beyond this conclusory and ambiguous statement.  Enron offers no comparison of SCE and SDG&E’s approaches, nor does it identify any activity or cost (other than the installation cost that SCE already has included) that should be added to SCE’s calculation.  In short, Enron has provided no meaningful explanation for its decision entirely to ignore SCE’s own calculations and instead to rely upon SDG&E’s avoided cost calculations to develop SCE’s avoided costs, leaving one to conclude that the only reason Enron prefers SDG&E’s calculation is that it is, in this instance, higher than SCE’s calculation.  It is important to observe, moreover, that Enron’s approach artificially inflates SCE’s avoided cost calculation in a variety of ways.  For example, Enron relies upon fully allocated SDG&E figures that assume 100% penetration, an assumption that (as SDG&E recognized in deriving the figures�/) is not appropriate because the UDC will be continuing to provide meter services to most customers rather than shedding the function altogether.  This improper assumption in turn enables Enron improperly to load into the credit a variety of costs (including A&G) that are not avoided at the lower penetration levels that are reasonably assumed by the UDCs and most other intervenors.

Because Enron’s proposed modifications to SCE’s avoided cost figures for meter services are entirely without foundation, the Commission should not adopt them.

��Meter Ownership

SCE has proposed an avoided cost credit for meter ownership that reflects, as Enron recommends,�/ costs no longer incurred by the UDC when a direct access customer replaces an Edison meter with an ESP-provided meter.�/  As discussed in detail in the prepared testimony accompanying SCE’s Amended Application, the net avoided cost for SCE equals (1) the weighted average of (a) the costs that SCE avoids by reusing returned meters and (b) the scrap value that SCE receives for returned meters that cannot be reused, plus (2) the present value of capitalized parts for future meter replacements that are avoided, minus (3) costs incurred by SCE in (a) removing the meters that are not reused from SCE’s accounting system and (b) testing and refurbishing costs for meters that will be reused.�/  Enron, TURN/UCAN, and ORA each raise concerns with respect to varying aspects of SCE’s approach, none of which has merit.

Enron's Net Book Value Calculation For The Replacement Value Of Returned Meters Vastly Overstates Sce's Avoided Costs

Enron contends that the reuse value that SCE receives from returned meters should be equal to the net book value of the meters rather than their replacement cost new less depreciation (RCNLD).  Enron’s position is flawed for two reasons.

First, RCNLD more accurately reflects SCE’s avoided cost than does net book value.  Although SCE proposed a net book value valuation in its original Application, SCE subsequently concluded that RCNLD more accurately measures SCE’s avoided cost because it takes into consideration the cost of a comparable meter today (when SCE would actually have otherwise purchased it), rather than the cost at the time that the meter was originally purchased.  ORA and TURN/UCAN apparently agree, as both use SCE’s RCNLD approach in calculating their alternative avoided cost estimates for meter ownership.�/ 

Second, Enron’s computation of net book value is grossly inaccurate.  The reuse value of the meter based on net book value is not the total capital investment left on the books, but at most the capital cost of the equipment.  The capitalized installation cost cannot be avoided by meter reuse and must be subtracted from the net book value.  When SCE originally installed the meters that will be removed, it did not charge for the installation costs up front.  Instead, it “capitalized” the installation costs, meaning that it added those costs into the original book value (i.e., purchase price) of the meter to be recovered over time in rates as the meter depreciated.  The net book value of SCE’s meters thus includes the not yet fully recovered cost of originally installing the meter.  It is incorrect to include these capitalized installation costs in a credit to the customer because the cost relates to an activity that occurred in the past and that will not be avoided by SCE when the customer removes and returns the meter.  Enron’s net book value calculation fails to account for and subtract capitalized installation costs in calculating the credit.�/  This is a serious error, given that capitalized installation costs are approximately half  of the aggregate net book value of SCE’s meters.  When the proper net book value figures (which are set forth in SCE’s original Application) are used, SCE’s reuse values are very close to the RCNLD figures used in SCE’s Amended Application.  Although SCE continues to believe that RCNLD provides a truer measure of actual avoided cost for the reasons set forth above, if net book value is used the Commission should use SCE’s accurate figures instead of Enron’s overstated estimations.

Turn/Ucan's Challenge To Sce's Reuse Vs. Scrap Calculation Is Premised Upon A Faulty Assumption

For the purpose of calculating the meter ownership avoided cost credit, SCE performed a study designed to estimate the number of returned meters that SCE would be able to reuse and the number that would be sold for scrap.�/  TURN/UCAN challenge SCE’s estimate for residential and small customer groups on the ground that it was “derived from an analysis of the percentage of meters that are scrapped today – when most meters that are removed are removed because they malfunction.”�/  On this premise, TURN/UCAN reason that SCE’s 35% reuse (and 65% scrap) estimate for residential and small commercial customers is overstated because in TURN/UCAN’s opinion a greater proportion of returned meters will be functional, and accordingly recommend that the Commission assume that SCE will be able to reuse 75% of its meters.�/ 

TURN/UCAN’s analysis is based entirely upon a misinterpretation of SCE’s estimate.  SCE’s 35% reuse / 65% scrap calculation is not based upon the number of residential and small commercial meters that are scrapped today, but rather upon the number of new service connections and replacements that SCE will be performing.  Although SCE did obtain estimates from meter installation personnel as to the number of returned residential and small customer meters that would be in reusable condition, that calculation is capped by SCE’s total need for meters.  The estimated portion of the returned meters that would be reusable was higher than the total expected demand for residential and small customer meters.�/  SCE’s 35% reuse calculation is based upon the assumption that SCE will be able to install a reused meter for 100% of the new service connections and replacements that SCE will be required to perform for residential and small commercial customers over the next three years.  SCE’s estimate of the number of new installations and replacements that it will perform is in turn based upon detailed historical data with respect to new installation and replacement trends in SCE’s service area.  SCE’s estimate of reuse is conservative in the sense of overstating the number of meters that could be reused, because SCE’s analysis relies upon historical data without adjustment to reflect instances in which ESPs will be providing the new meter.�/  Because TURN/UCAN’s analysis ignores the demand�based limits on reusing residential and small customer meters, their proposal should be rejected.

Although TURN/UCAN are at least willing to concede that some meters will not be reused and thus should be assigned scrap value in calculating SCE’s credit, Enron simply assumes for purposes of calculating the meter ownership credit that “no meters will be scraped [sic], thus converting SCE’s credit to one based on replacement cost rather than scrap value.”�/  This assumption is made without any empirical basis whatsoever and, as discussed above, is directly contradicted by SCE’s studies.  SCE cannot reuse meters for which there is no demand, and even for customer segments for which demand exceeds the supply of returned meters there will inevitably be at least some meters that are returned in a condition that does not allow for reuse.   Although Enron’s assumption clearly produces a result that is favorable to Enron by inflating the size of the credit, the evidence directly contradicts it.

Sce Properly Offset The Meter Ownership Credit With The Cost Of Performing The Steps Necessary To Track And Remove Replaced Meters That Are Not Reused From Sce's Accounting System

ORA removed from SCE’s avoided cost offset “certain costs of returning old meters” on the ground that the costs “are overall costs of electric industry restructuring, and are not correctly associated with meter ownership costs.”�/  This conclusion was based either upon a misunderstanding of the nature of the costs or a misinterpretation of their relationship to removal of SCE’s meter.  The costs that ORA appears to have removed are an offset to the scrap value of the meters that cannot be reused that reflects the “cost to remove scrapped meter[s] from accounting records” of the Company.�/  Such costs are not simply part of the overall costs of electric industry restructuring, but instead are costs that are directly incremental to a customer’s decision to remove an SCE meter and replace it with one provided by an ESP.  Removing these costs from the offset would contradict the “incremental” and “net avoided cost” principles that ORA otherwise espouses in its testimony.�/  Although the costs are small, the principle is clear: because the costs are incurred as a direct result of the customer’s decision to remove SCE’s meter, they should be included in the offset to avoid sending inappropriate price signals.

ORA argues as a fallback that if the offsets result in a negative salvage value, the salvage value should be set at zero for customers or ESPs who are willing to take over the meter instead of returning it to SCE.�/  ORA’s proposal incorrectly assumes that the offsets consist of the physical removal of returned meters.  As discussed above, however, the offsets are based on the costs of removing the meters from SCE’s accounting system, not the physical removal of the meter itself.  Because the cost is directly related to the removal of the meter and is generally incurred even if the meter is not returned to SCE,�/  the Commission should not accept ORA’s fallback proposal.

TURN/UCAN accept the principle that SCE’s costs of removing meters from its accounting system should be an offset, but they contend that SCE has assumed an unreasonably large time to perform the task.�/  Although TURN/UCAN fail to discuss it in its testimony, in response to a TURN data request, SCE provided support for its time estimate with a detailed breakdown of the tasks necessary to remove a meter from its accounting system.  Instead of directly addressing SCE’s support, TURN/UCAN simply assert without support that the “accounting cost equals the recycled scrap value of about 95 cents.”�/  This assumption has no relationship whatsoever to the costs that SCE has demonstrated that it will incur and thus should not be accepted.

TURN/UCAN further suggest that if SCE has correctly estimated the costs of removal of meters from its accounting system, then the “function should be automated” rather than being performed manually.�/  TURN/UCAN, however, provide no evidence to support their implicit assumption that the function could be automated in a manner that is less expensive than the approach used by SCE.  Indeed, since the information is already input into a computerized database, the only further automation that could be done would be to develop a meter number scanning system to avoid manual input.  Because this would be very expensive it is highly unlikely that such automation would be cost effective.

The Commission Should Reject Enron's Attempt To Remove The Offsetting Costs That Sce Will Incur To Test And Refurbish Returned Meters For Reuse

Enron proposes that SCE be denied an offset for the costs it incurs to test and refurbish returned meters for reuse.�/  Rather than making this proposal explicitly, Enron simply states that the “[m]eter ownership credit should be based upon the net book value of the meter,” without directly explaining why SCE should not be entitled to recover actual offsetting costs it incurs in order to render the meter appropriate for reuse.�/  As a result, SCE is left to guess why Enron, contrary to every other intervenor (including ORA and TURN/UCAN), believes that SCE should be required to pay these costs without receiving an offset to the meter ownership avoided cost credit.

Although Enron says nothing whatsoever about SCE’s refurbishing costs, Enron incorrectly suggests that SCE’s testing costs are inflated because “SCE assumes that all meters must be inspected upon return to SCE.”�/  SCE, however, did not assume that all meters must be inspected upon return to SCE.  On the contrary, in calculating the avoided cost credit for <20 kW customers, SCE assumed that only 2% of residential meters and 50% of small commercial meters would be inspected upon return.�/  Enron provides no evidence to suggest that these calculations are in any way inaccurate or inflated.  In any event, this provides no basis for the complete denial of recovery for both refurbishing and testing costs that Enron proposes.

Enron may be basing its removal of all offsetting costs upon its cryptic statement that in Enron’s view, SCE erroneously “assumes that meter ownership involves physically returning the meter.”�/  If the meters are not physically returned, SCE would not incur testing and refurbishment expenses.  But in those circumstances, SCE’s avoided cost would decrease dramatically, unless the customer or the ESP purchased the existing meter from SCE.  Where the meter is not returned, SCE would not be able to reuse the meter in place of purchasing a new meter for another customer, and therefore would not realize this potential cost saving.  Accordingly, if SCE’s meter is not returned to it, the testing and refurbishment expense would decrease, but the avoided cost could decrease even more, producing a lower credit.

If Enron’s argument is premised on the customer or the ESP purchasing the existing meter, there is no existing provision for the utility to accomplish such a sale.  Moreover, neither Enron nor any other intervenor has offered any specific proposal for establishing such a provision.  As a result, the basic terms of such a provision are unclear, including, (1) the appropriate purchase price (or the appropriate methodology for setting a purchase price), (2) whether the sale would require mutual consent of the customer and the utility or could be imposed upon the utility (and if the latter, whether the Commission has the authority to impose such a sale), and (3) the proper treatment of transactions costs arising from such sales.  These are important questions that must be resolved in order to establish the size of any potential credit.  For example, the cost that the UDC would avoid when a customer purchases a meter in place would most likely be closely connected to the not�yet�established purchase price of the meter.  Moreover, the number of such transactions (which would, in turn, affect the existing credits by affecting the number of meters available for reuse) would be affected by both the price of the meters and by whether the transaction required the UDC’s consent.  In light of the complexity associated with resolving these issues and the relatively small impact that a meter purchase option would have on customers in the short term,�/ it is appropriate for the Commission not to establish a separate meter ownership credit for 1999 and instead to defer establishment of any such credit until after the fundamental questions outlined above can be properly addressed and resolved.  If, however, the Commission decides to establish such a credit, all of the parties (including SCE) will need an opportunity to present evidence both on the fundamental questions set forth above and on the appropriate calculations depending upon the resolution of those questions.

Turn/Ucan's Request To Separate Residential Customers From Small Commercial Customers For The Purpose Of Calculating The Testing Offset Is Untimely And Inappropriate

Although TURN/UCAN do not take issue with the inclusion of testing costs in the offset to the meter ownership credit, they contend that the resulting credit should be “subdivided between [the] residential and small commercial” customer groups.�/  As a threshold matter, this proposal cannot be accepted because it effectively constitutes a new segmentation proposal.  As the January 26, 1998 Assigned Commissioner’s Ruling establishing the scope of this proceeding makes clear, all potential segmentation proposals were to have been set forth and considered in Phase I of the proceedings in order to ensure that the utilities have sufficient time to modify their systems to accommodate the segments.�/  Moreover, TURN/UCAN’s proposal cannot be accepted because it constitutes an attempt to obtain the benefits of being segmented with small customers without incurring the costs.  Even if residential customers are negatively impacted with respect to the testing offset they are positively impacted with respect to the gross credit against which the offset is netted.

Cellnet's Examples Of Double-Charging Are Erroneous

At page 6 of its testimony, CellNet cites selected utility rate schedules as examples of what it terms “double charging.”  CellNet believes these schedules (PG&E’s Schedule E�8, SCE’s Rate TOU�EV�3, and SDG&E’s Rate EV�TOU) provide examples of situations in which direct access customers would effectively pay double charges for metering because these schedules already have separate meter charge line items.

SCE will let PG&E and SDG&E speak to the details of their own rate schedules.  In the case of SCE’s TOU�EV�3, the 8¢/day TOU meter charge for that schedule amounts to about $2.43/mo. charge for the time�of�use metering capability necessary to take advantage of the low off�peak energy charge required for the economic charging of electric vehicles.  Should a customer on this rate schedule select direct access and choose to receive all of its meter�related services from an ESP, its avoided cost credit would be $4.28/mo.  Thus, unlike in the PG&E�related example identified by CellNet, for SCE the avoided cost credit is larger than the TOU meter charge.  Although this refutes CellNet’s basic argument on its own terms, it is important to note that CellNet’s approach compares two numbers that relate to entirely different concepts.  The TOU�EV�3 charge reflects the average incremental cost of providing a TOU meter over and above the meter already in the base rate.  The avoided cost credit reflects the costs that the UDC avoids as a result of no longer providing meter or meter�related services to the customer.  It is incorrect for CellNet to propose basing the credit on the existing meter charge in light of the Commission’s clear statement that the credit should be based on the UDC’s avoided costs.

Capitalized installation costs provide an example as to how CellNet’s approach misstates SCE’s avoided costs.  An existing meter charge such as TOU�EV�3 would include an amount for recovering the costs for originally installing the meter.  Such costs are appropriately left out of an avoided cost credit because they are costs that have already been incurred and thus cannot be avoided.  By providing the customer with actual avoided cost credits, SCE fully addresses any concerns with respect to “double�charging”.

��Meter Ownership Credit for new installations

Introduction

In Phase I of these proceedings, ORA and Enron made a general recommendation that UDCs provide a separate credit to customers at new service locations that opt to arrange for a third party to provide a meter.  In an attempt to accommodate the concerns of ORA and Enron, SCE proposed to modify its tariffs relating to Line and Service Extensions (Rules 15 and 16) in a manner that would be designed to ensure that new customers do not incur the cost of a UDC meter when they decide to procure a meter from an ESP.�/  SCE offered its proposal as an attempt to reach a simple solution to an otherwise complicated issue relating to both the Commission’s line extension rules in general and their relationship to overall industry restructuring.

As TURN/UCAN’s lengthy discussion of this issue in its Phase II Testimony makes clear,�/ despite SCE’s best efforts, simplicity is elusive in this area and any attempt to deal with the avoided cost issue for new installations in isolation from broader issues involving the line extension rules and industry restructuring in general quickly gives way to a host of issues that are beyond the scope of this proceeding.  Moreover, upon further reflection SCE has recognized that in light of existing Commission decisions and AB 1890, neither SCE’s present Phase 1 proposal nor the new proposals of TURN/UCAN and ORA would have a substantial impact because they could be generally applied only to the relatively small subset of new installations in which the developer and the final end�user of electricity at the installation are one and the same.  For these reasons, SCE proposes that the issue of a separate meter ownership credit for new installations and the broader policy issues that relate to such a credit be deferred to a separate proceeding.  Although SCE does not rule out the possibility that a new installation meter ownership credit would be appropriate once these related policy issues are resolved, it would be an inappropriate use of limited hearing time to address the new installation issues in detail in this proceeding.

Neither Sce's Phase 1 Proposal Nor The New Proposals Of Turn/Ucan And Ora Can Be Applied To A Developer That Is Not The End-User Of Electricity At The New Installation

Both SCE’s Phase 1 proposal for new installations and the new proposals of TURN/UCAN and ORA are premised upon the assumption that the developer of a new installation can install an ESP meter for the ultimate end�user without receiving an affirmative indication by that end�user that he desires to take direct access and to have an ESP�provided meter.  This assumption is contrary to both Commission Restructuring decisions and to AB 1890.

In several recent decisions in the electric restructuring area, the Commission has made clear that a bundled energy customer cannot take its revenue cycle services from an ESP.�/  This well�established rule would be violated if a developer were to have an ESP provide the meter and the meter installation service for a new facility where the end�user of electricity has no intention of receiving its energy from an ESP.

The provision and installation of an ESP meter at a new installation without the consent of the end�user would also violate Section 366 of AB 1890.  In that provision, the legislature made clear that absent a “positive declaration . . . by [the] customer,“ the customer is to be served by the UDC rather than an ESP.  It would be inconsistent with this provision to allow a developer that is not the end�user to decide to arrange for an ESP to provide and install a meter without first obtaining the consent of the new customer.  Moreover, this decision could potentially amount to an unauthorized decision that the new customer will take ESP�provided energy service because there can be no guarantee that the meter that an ESP will install will be one that SCE is able to read.  If the meter that the developer has an ESP provide can only be read by the ESP that provided it, then, as a practical matter, the developer has decided that the ESP will be providing energy services to the occupant of the new installation.  A developer has no authority to impose such a decision on end�users without their advance consent.

The practical impact of the statute and the Commission’s recent decisions is that any proposal concerning new installations that is premised upon an assumption that the developer will be deciding whether to use an ESP must be limited to instances in which the end�user has affirmatively stated its desire for an ESP to provide these services.  This will generally occur only in the relatively rare instances in which the developer is the end�user and thus is making the decision on its own behalf rather than on behalf of a not�yet�identified third party.

Turn/Ucan's And Ora's Proposals Implicate Broader Policy Issues Beyond The Scope Of This Proceeding

A brief review of TURN/UCAN’s testimony concerning new installations demonstrates that their sweeping proposals exceed the boundaries of this avoided cost credit proceeding.  TURN/UCAN’s proposal includes, among other things, (1) amending rules recently adopted in the line extension proceeding with respect to the size of the allowance given to all developers of new installations regardless of whether the developer installs a UDC or ESP meter; (2) establishing a credit that all new customers would receive (regardless of whether they take revenue cycle services from a UDC or an ESP) to address perceived cross�subsidies between existing and new customers in general; and (3) a proposal that the Commission establish that new customers become the default owners of their meters while UDCs retain default responsibility for meter maintenance.�/ 

SCE does not oppose addressing these broader policy questions in another proceeding in which the Commission and the parties are able to devote adequate time and consideration.  These are, however, complex matters that should not be decided in a proceeding that is devoted to developing avoided cost credits for implementation by no later than January 1, 1999.

Turn/Ucan's And Ora's Proposals Contain Serious Substantive Flaws

Although SCE is hesitant to further complicate matters by responding in detail to the various proposals offered by TURN/UCAN and ORA, SCE feels compelled to offer at least a preliminary response to certain aspects of their proposals in the event that the Commission decides to consider and address these issues in this proceeding.�/ 

TURN/UCAN and ORA appear to disagree as to whether it is necessary to establish an avoided cost credit at all.  While ORA does not include any separate credit in its proposal,�/ TURN/UCAN recommends a credit for all new customers equal to “the current average embedded cost of meter ownership and installation – on a system-wide basis.”�/  If (as both TURN/UCAN and ORA suggest) a new customer (rather than the UDC) is required to pay for its meter and the installation of the meter, then SCE believes that it would be appropriate for the customer to receive an avoided cost credit reflecting the costs that SCE actually avoids as a result.  This credit, however, would be far different from the credit that TURN/UCAN proposes.

TURN/UCAN’s proposed credit is incorrect because it is inconsistent with TURN/UCAN’s own overriding policy that “a fairly presented incremental cost approach is a reasonable way to make these [credit] calculations in principle.”�/  By relying upon embedded cost calculations, the credit fails to reflect the costs that SCE actually avoids, but instead includes in the credit unavoided sunk costs associated with existing meter investments.  Moreover, by relying upon a system-wide average, TURN/UCAN’s proposal would effectively include in the credit for a residential customer costs associated with expensive high-voltage Time-of-Use meters provided to large customers.  There is no basis for such an overstated credit that bears no relationship to the costs that SCE actually avoids when a new customer purchases its meter from an ESP.

Properly calculated, the new customer meter ownership credit would have two components – one reflecting SCE’s actual avoided costs from not performing the installation (labor) and the other reflecting the actual costs that SCE avoids by not providing the meter (materials).  The monthly credit, which would be segmented into the four existing customer categories that have already been established would be equal to (1) the average cost of a one-time installation for the applicable customer category, (2) plus the weighted average of the replacement cost new less depreciation value (for reused meters) and the purchase price of new meters for each customer category,�/ (3) all divided by 39 years, and (4) grossed-up for an annual rate of return and taxes, (5) plus an annual credit reflecting the present value of capitalized parts for future meter replacements that would be avoided (i.e., the same figure as in the March 9, 1998 ownership credit), with (6) the entire amount calculated in (1)-(5) divided by twelve (months).  Because this credit is premised upon the assumption that SCE will not be providing all of the meters for new installations, if the credit were established SCE would also need (for the sake of consistency) to revise its present meter ownership credits for existing customers.  This would be necessary because the reduction in the number of new installations that use an SCE-provided meter would affect the reuse/scrap percentage for each customer category.

Although SCE believes that changes to the allowances and cost estimates that the UDC provides for new line extensions are beyond the scope of this proceeding, if the issues were addressed here, SCE would not be able to agree entirely with either ORA’s or TURN/UCAN’s differing proposals for amending those rules.  SCE agrees with ORA and TURN/UCAN that both the allowance and the cost estimates would need to be changed.  SCE disagrees, however, with certain specifics of TURN/UCAN’s and ORA’s adjustments to the allowance.�/  As the Commission made clear in its recent line extension decision, the allowance is properly designed to reflect the expected net revenue that the UDC will realize as a result of the line extension divided by a cost-of-service factor.�/  Thus, SCE has tentatively concluded that if the present calculation were to be revised to reflect the unbundling of revenue cycle services, the existing “net distribution revenue” calculation should be reduced by an amount that reflects the weighted average of the net avoided cost credits by customer class that the UDC would expect to provide for each of the four revenue cycle services during 1999.  This revision would appear to be appropriate because SCE will no longer receive the full amount of revenues from customers receiving revenue cycle services from an ESP.

Conclusion

In summary, SCE proposes that no separate avoided cost credit be established for new installations at this time because the issue is (1) extremely complex, (2) inextricably intertwined with issues that are far beyond the scope of this proceeding, and (3) of little practical import for the narrower purpose of developing avoided cost credits given the low number of customers that would be able to take advantage of  any resulting credits.  If, however, the Commission decides to establish such a credit at this stage, it should not adopt either ORA’s or TURN/UCAN’s proposals with respect to the many issues that must be decided.  As discussed above, even a preliminary review of their proposals reveals significant errors and miscalculations.  Although SCE has attempted to provide some tentative answers for these issues, to properly resolve all of the issues raised by TURN/UCAN and ORA, the Commission would need to provide all parties (both utilities and intervenors) with an additional opportunity to develop and present their positions on these complex issues.

��Billing

Avoided Cost Credits Could Be Reduced, Not Increased, By Enron’s Suggested Change In Voice Response Unit Usage

Enron argues that SCE’s avoided costs for billing and payments are understated because SCE could further decrease customer inquiry costs.�/  Enron contends that customers that receive billing and payments services from an ESP should direct virtually all inquiries to their ESP.  Enron contends that SCE should modify its Voice Response Unit (“VRU”) to create a series of submenus that would (1) act as a screen on calls ultimately forwarded to SCE’s customer service representative; or (2) serve to forward such calls automatically to the customer’s ESP.  Contrary to Enron’s unsupported assumption, however, implementation of such changes to the VRU would increase costs, increase customer confusion, and SCE’s experience indicates would decrease customer satisfaction.

Enron’s proposal should be rejected for several reasons.  First, Enron's recommendation is impractical and costly.  Its suggestion would require SCE to create several new submenu texts to the VRU system.  These submenu texts would require substantial VRU programming and subsequent updates to ensure that these submenus properly screen the customer inquiries for all of the ESPs with signed service agreements with SCE.  Even then, it is unlikely that submenu texts could be created that would be detailed enough to accommodate all of the potential customer inquiries on ESPs.  Further, because several VRU submenu texts will be required that are tailored to the active ESPs in SCE’s service territory, substantial ongoing effort would be necessary to maintain the texts to ensure that they are up-to-date and accurately reflect the active ESPs in SCE’s service territory.  These on-going maintenance efforts will result in significant cost increases.  The use of extensive VRU submenus is also likely to increase the length of inbound calls, increasing SCE’s telecommunications charges.  Thus, the programming and maintenance efforts alone required to implement and maintain the recommended modifications to the VRU system would greatly increase customer service costs, rather than reduce them as Enron suggests.

Second, Enron's recommendation to forward customer calls automatically to the ESP may not be technically feasible in all cases.  In order for such forwarding of calls to occur, assuming the VRU system is properly programmed to identify such calls, both parties (i.e., SCE and the receiving ESP) must have the same telecommunications carrier, e.g., MCI, AT&T, etc.  It would also be costly to acquire this forwarding capability in the hopes that unidentified ESPs may share the same telecommunications carrier as SCE.  Acquiring the capability to seamlessly transfer calls with the same telecommunications carrier will add $0.02 per call to the $0.05 per call charge for the present capability.

Third, Enron has not provided any evidence to support its notion that customers would prefer to have their calls to SCE handled completely by a VRU process.  SCE’s experience is that complex VRU submenu texts tend to confuse customers, many of whom frequently “opt-out” of the VRU system for a live customer service representative, thereby driving up labor costs.  Even with SCE’s relatively simple menu of VRU options, SCE has observed an “opt-out” rate of over 30% of customers who proceed initially with the VRU options.  Further, SCE has observed that over 75% of the inbound customer call transactions are ultimately handled by a live customer service representative.  The addition of yet more layers of submenus in the VRU system is not likely to avoid live contact with customers in any event, and thus costs are not likely to be reduced materially, if at all.  The main result of Enron’s suggestion would be to increase customer confusion and to decrease customer satisfaction.

Enron’s Use Of Ferc Accounts Is Inappropriate

Enron employs yet another variant of its embedded cost credit methodology to derive billing credits.  Once again, this entire approach is wrong because it fails to account for what is actually avoided.  In addition, Enron’s proposal is incorrect for several other reasons.

First, Enron includes the full uncollectibles account (FERC Account 904).�/  There is no basis for this.  As shown above, it is most unlikely there will be any reduction, much less any appreciable one, in the uncollectible expenses, since ESPs can simply return unprofitable accounts to UDCs.  Even if there were some decrease in uncollectibles, it would not include all of Account 904, since that would include uncollectibles associated with generation charges, as well as transmission and distribution charges.

Second, Enron arbitrarily takes 70% of the billings and collections expenses in FERC Account 903.�/  Again, this is an unsubstantiated way to arrive at a result Enron likes, since it would result in a larger credit.

TURN/UCAN’s And Enron’s Offset Calculations Are Inaccurate

TURN/UCAN devote much of their testimony to attacking SCE’s billing offsets.  As shown below, the TURN/UCAN arguments are incorrect and fail to account for the details of SCE’s systems function.  TURN/UCAN err particularly in assuming that SCE has the choice to select the least cost method of accomplishing various processes.  In fact, Rule 22 gives the ESPs the prerogative to select these processes.  SCE’s analysis is based on projections of ESP selections, which recent experience indicated are likely to be conservative (in the sense of producing offsets that are lower than are likely in fact to develop).  Enron’s critique of SCE’s hard�copy billing offset is also incorrect.

Credit Checks Of Esps Must Be Sufficient To Ensure Creditworthiness

TURN/UCAN recommend that the Commission “find that two credit checks per year is sufficient,” rather than the four included in the offsets.�/  TURN/UCAN fail to recognize, however, the interplay between credit checks and security requirements.  

The Commission has made clear that the utilities may impose reasonable creditworthiness requirements on ESPs.�/  SCE has implemented that directive through its ESP credit requirements, which the Commission has approved.�/  SCE’s tariff requires an ESP to establish security for two months of anticipated payments.�/  In order to protect that security, SCE must ensure that an ESP’s financial condition does not deteriorate.  In the early stages of the new market structure, when many ESPs have not yet established a record of financial performance and are at risk of failure, quarterly credit checks are reasonable and necessary to preserve the security of payment of UDC charges.  SCE intends to decrease the frequency of credit checks to a minimum of two times per year after the market has stabilized and SCE has gained more experience with the financial performance of ESPs.  SCE expects this to occur after approximately two years.

TURN/UCAN also argue that the cost of performing credit checks on ESPs should be charged directly to the ESPs rather than included in the offsets.�/  SCE is willing to explore the possibility of modifying its Schedule ESP�SF to establish a tariff to impose a charge on ESPs for performing credit checks.  If the Commission does not authorize such a modification in this proceeding, however, SCE’s costs of performing such credit checks should be an offset to the billing and payments credit.  The costs of performing credit checks are unavoidable, material, and directly caused by a customer’s election to receive consolidated billing from an ESP.  It is therefore reasonable for the costs to be treated as an offset to the credit, even if it might be preferable ultimately to impose them as a direct charge on ESPs.  In any case, the Commission should not leave the UDC without a means of recovering such costs, even for an interim period.

Esp Deposits Do Not Result In The Benefits To sce Asserted By turn/Ucan

TURN/UCAN argue that it is unreasonable to include the cost of handling deposits in the offset calculation.�/  TURN/UCAN apparently believe that SCE benefits from the purported spread between the short-term interest SCE pays to the ESP and the benefit that SCE receives from the use of cash deposits.  TURN/UCAN’s analysis is mistaken.

First, SCE does not receive a “benefit” from the use of cash deposits that exceeds the short-term interest rate that it pays on such deposits.  As discussed at Section IV.A.1.  SCE flows such benefits through to ESPs fully by paying the short-term commercial paper rate on their deposits.

Second, TURN/UCAN exaggerate the role of cash deposits.  SCE assumed that 50% of ESP deposits would be non-cash, e.g., letters of credit or parent company guarantees.�/  This assumption appears to have been conservative as, to date, 100% of ESPs have provided non-cash deposits.  SCE incurs costs in managing these non-cash deposits, but it does not receive any benefits, even of the kind that TURN/UCAN claim exist with respect to cash deposits.  Moreover, as discussed at Section IV.A.1 above, SCE is likely to see a decrease in cash deposits, even if ESPs post cash deposits.  Today, most of SCE’s small and medium sized customers post cash deposits which are based upon generation and non�generation charges  However, if these customers select ESP consolidated billing, SCE will refund these deposits to the end�use customers.  SCE would likewise receive security from the ESP (assuming of course that the ESPs would post a cash deposit, which is unlikely), but only for the anticipated non�generation charges.  Thus, the deposits received from the ESPs are likely to be less than the deposits refunded to the end�use customers.

Third, the TURN/UCAN analysis does not challenge SCE’s computation of the costs involved in managing ESP deposits.  The TURN/UCAN claim is properly considered in the context of a recommended adjustment to all credits for alleged working cash benefits, but not in this context.  TURN/UCAN does not demonstrate the benefits which it claims SCE receives from working cash equal the cost of managing ESP deposits.

Methods Of Sending Monthly Invoices To Esps Are Not Directed By Sce

TURN/UCAN criticize the two methods used by SCE to transmit invoices to ESPs and propose an arbitrary 75% reduction in the costs for this function.�/  The TURN/UCAN argument, however, erroneously assumes that SCE has the prerogative to prescribe the least-cost method of transmitting invoices.  ESPs offering ESP consolidated billing have a choice between communicating with SCE through an Electronic Data Interface (“EDI”) or through e-mail using a Comma Separated Value (“CSV”) format.�/  Although SCE’s costs of processing EDI is greater than its costs of processing CSV, ESPs would potentially incur even greater costs to accommodate CSV transmission.  (This is evidenced by the fact that through April 23, 1998, 100% of ESPs had chosen EDI.)  SCE’s offset computation therefore assumed that 20% of ESPs would select the more expensive EDI format.  In fact, SCE’s assumption will probably produce offsets that are too low.

TURN/UCAN seem to suggest that EDI could be performed at a lower cost if the data were transmitted through the Internet rather than through a value-added network.  That implication is mistaken.  In addition to potential security and timeliness concerns, Internet transactions would require a greater amount of manual labor to build the infrastructure and perform activities that are automated when using the value-added network.  To date, no ESP has requested to communicate through the Internet rather than through a value-added network.

TURN/UCAN criticize SCE’s method of sending collection notices on the ground that such notices should be sent on a summary basis, rather than a separate notice per service account.�/  The TURN/UCAN observation would have greater validity if EDI collections were feasible and permissible.  SCE’s tariff requires late notices to be sent by mail.  We interpret this as U.S. Mail.  Although ESPs electing to communicate via CSV will be sent late notices by U.S. Mail on a summary basis, ESPs electing to communicate via EDI will receive a late notice on a per�service�account basis by U.S. Mail.  As noted above, all ESPs at present have elected EDI, and thus will be sent collection notices on a per�service�account basis. As technology (e. g., an agreed transfer protocol), becomes available, SCE will attempt to implement summary collection notices for those accounts.  In addition, SCE will request Commission concurrence.  SCE would be willing to consider this option, assuming the proper cost recovery mechanism is in place and the Commission approves e�mail delivery.

TURN/UCAN criticize SCE’s assumption that 4.6% of ESP bills will require delinquent bill notices.  Historically, over 20% of all bills delivered by SCE are not paid by the due date and thus generate delinquent bill notices.  Accordingly, SCE assumed that over 20% of all bills would require delinquent bill notices.  Not every service account is separately billed.  SCE has many customers on summary billing, and calculating this ratio resulted in 4.6 delinquent bill notices for every 100 service accounts.  These notices would be sent for each account billed via EDI, while a single notice would be sent for each summary billed invoice (which could include several accounts).  As stated above, 20% of ESPs were assumed to receive delinquent notices via EDI and 80% via summary billing for the 1999 credits, although 100% of ESPs have selected to communicate via EDI to date.  If SCE modified its assumption so that 80% of ESPs were assumed to receive delinquent bill notices via EDI and 20% via summary billing (still a conservative estimate), the number of delinquent notices for every 100 service accounts would increase from 4.6 to 16, resulting in a larger offset and a smaller net credit.

TURN/UCAN also criticize SCE’s assumption that 859 final call notices will be sent to ESPs.  As Rule 22 does not require that final call notices be sent to ESPs, SCE assumed that approximately 1% of the delinquent bill notices sent to ESPs would remain unpaid and result in final call notices.  This assumption was very conservative.  This extra precaution by SCE, to avoid reversion to separate billing, benefits the ESPs.  Historically, 15% to 20% of customers receiving delinquent bill notices also receive final call notices.

TURN/UCAN question the 10 minutes of business analyst time required to process a final call notice.  This amount was based on a time and motion study performed by SCE.  Activities include reviewing the customer account in the queue, reviewing the customer’s account status, assessing whether there has been any negative credit activity, and, if necessary, calling the customer.  TURN/UCAN present no contrary evidence.

SCE’s Treatment Of Reverting Customers Of Esps To Separate Billing Was Conservative

TURN/UCAN criticize SCE’s assumption that 10% of customers will be reverted to dual billing.�/  They erroneously assume that reversion can occur only if an ESP defaults after receiving a final call notice.  If even one of the customers of an ESP receives a final call and it expires, all of the customers of the ESP can be reverted to dual billing.�/  In addition, SCE is not required to send a final call notice before reverting to dual billing.  SCE may revert if an ESP fails to respond to a bill and a past due notice.�/  Finally, SCE may revert ESPs that fail to respond to security requests.�/  SCE assumed that between 3 and 4 ESPs would not comply with payment obligations during the first year, thus requiring that all their customers be reverted to dual billing.  SCE further assumed 36 ESPs would offer ESP consolidated billing in the first year.  These two assumptions were used to calculate the 10% percentage of ESPs that would be reverted to dual billing.  This assumption relates solely to the ESPs and is not driven by the number of late or final call notices.�/ 

The Method Of Sending Monthly Bill Data To Esps Is Controlled By Esps, Not Sce

TURN/UCAN again claim that SCE’s offset for the costs of transmitting bill data to ESPs should be reduced because less costly technologies are allegedly available.  SCE assumed that 85% of ESPs would select the CSV format, which would produce a substantially lower offset.  The ESP, however, has the right to select EDI instead of CSV, and so far 100% of ESPs have selected EDI.  SCE’s offset is therefore likely to be understated, not overstated as TURN/UCAN assert.

The Cost Of Shipping Mandated Bill Inserts To Esps Was Reasonably Estimated

TURN/UCAN argue that 4,339 inserts do not weigh 50 lbs.�/  SCE based its estimate on a review of two mandated insert mailings that were sent in December of 1997.  The first insert weighed .0084 lbs.  A box and packaging weigh 2 lbs, for a total weight of 38.28 lbs. for 4,339 inserts.  The second insert weighed .0139 lbs.  Accordingly, the box containing that insert weighed 62.47 lbs.  The average was approximately 50 lbs.  In addition, SCE conservatively estimated 4.5 inserts per year, when in fact over the past three years there was an average of 5.33 inserts per year.

Number of mandated inserts��1995�7��1996�4��1997�5��TURN/UCAN argue that second day air should be used instead of Overnight delivery.�/  Due to the time constraints involved with obtaining final approval of the mandated inserts, the inserts are consistently printed just prior to their being placed into the bill envelopes.  Due to those time constraints, it is necessary to deliver the inserts Overnight.  Otherwise the ESPs would not receive the inserts in time to be included with their bills during the normal billing cycle.

TURN proposes that ESPs should be allowed to download the inserts from the Internet or receive them via e-mail.�/  The file required for the ESP to be able to produce print quality inserts is too large to be sent via e�mail or downloaded over the Internet.  An electronic copy of the insert would have to be provided on a high�capacity disk.  SCE is not opposed to providing the service and charging ESPs for this service, or to including it among offsets.  However, as the Commission has not established a mechanism for SCE to provide this as a service, the only way presently for SCE to recover the cost associated with providing inserts to ESPs is to print them and to include the cost  in the offsets to the avoided cost credit.  If the Commission formulates a mechanism whereby SCE could charge for providing an electronic copy to the ESPs, SCE would be amenable to providing the service.  The cost of providing an electronic copy of one insert via high capacity disk would be approximately 50% of the cost of including hard copies.  If SCE assumed of 50% of ESPs selected this option, the offset related to inserts would decrease from $0.007 per insert to $0.005 per service account per month.

Providing Hard Copy Along With Diskette Is Required By Sce’s System

Enron criticizes SCE’s need to generate a hard copy bill when billing ESPs by diskette.�/  At this point, SCE’s billing system does not allow the hard copy bill to be turned off.  Thus, when ESPs are billed by diskette a hard copy bill is also generated.  Many customers find it useful to receive both a hard copy bill and a diskette bill, since more than one department (i.e., energy management and accounts payable) use the information for different operational purposes.  Moreover, it could cost more to have an employee pull the bills and dispose of them, than would be saved by not sending the bills.

As stated previously, 100% of ESPs to date have selected to communicate with SCE using the EDI format.  For purposes of calculating the avoided cost credit, SCE assumed 80% would receive the invoices on summary diskette, and only 20% via EDI.  If SCE were to change its assumptions so that 20% of invoices were summary diskette and 80% via EDI (still a conservative estimate) the related cost offset would increase from $0.11 per service account per month to $0.26.
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�/	California Energy Commission/Jaske Testimony at 1; California Large Energy Consumers Association/California Manufacturers Association/Yap Testimony at 4; Pacific Enterprises/Petersilia Testimony at 8; Pacific Gas and Electric/Sullivan and Ross Testimony at 2-3; The Utility Reform Network/Utility Consumers Action Network/Marcus and Nahigian Testimony at 1-2; San Diego Gas & Electric Company/Croyle Testimony at 5-6; SCE/Pope and Fellows Testimony at 5; ORA/Price Testimony at 12.

�/	SCE-5 Testimony 4 at 5.

�/	Assigned Commissioners’ Ruling of February 27, 1998 at 2.

�/	See id. at 1.

�/	D. 98-02-111, mimeo at p. 5 (emphasis added).

�/	Enron/Weisenmiller Testimony at 10-11.

�/	D. 96-10-074, mimeo at p. 12.

�/	P.U. Code § 368(b).

�/	Testimony of Catherine E. Yap on behalf of CLECA and CMA, at 5.

�/	See  P.U. Code § 366 (“If no positive declaration is made by a customer, that customer shall continue to be served by the existing electrical corporation or its successor in interest”); D. 95-12-063, as modified by D. 96-01-009, mimeo at p. 72.

�/	CellNet/King Testimony at 2.

�/	CellNet/King Testimony at 2, 10-11

�/	See Enron/Weisenmiller Testimony at 4; CellNet/King Testimony at 4-5.

�/	P.U. Code § 370.

�/	CellNet/King Testimony at 4.

�/	D. 97-08-056, mimeo at p. 8 (emphasis added).

�/	CellNet/King Testimony at 4.

�/	Enron/Weisenmiller Testimony at 25.

�/	See, e.g., D. 87-05-071, mimeo at 2-4 and 10-11.

�/	See, e.g., D. 92-11-052.

�/	CellNet Testimony at 6

�/	CEC/Jaske Testimony at 6; ORA/Price Testimony at 1.

�/	See, CEC/Jaske Testimony at 8; ORA/Price Testimony at 10.

�/	As noted above, CellNet recognizes the need to provide the utilities with the revenue to support their status as provider of last resort for metering and billing services.  CellNet/King Testimony at 2.

�/	See D. 97-05-039, mimeo at 32 (Ordering Paragraph 5); Assigned Commissioners’ Ruling of January 26, 1998 at 3 (“Because of the need to complete this contentious proceeding in a compressed time period, we will not entertain specific proposals to change things such as the way that the applicants charge for providing and installing meters.”).

�/	D. 97-05-039, mimeo at 17.

�/	D.96�03�020, mimeo at  21.

�/	Id.

�/	Enron/Weisenmiller Testimony at 27-28.

�/	Enron/Weisenmiller Testimony at 27-28; TURN/UCAN/Nahigian Testimony at 1-9; CellNet/King Testimony at 10.

�/	TURN/UCAN/Nahigian Testimony at 1-7 – 1-8.

�/	ORA/Price Testimony at 14; SoCalGas Testimony at 7; CEC/Jaske Testimony at 4-6.

�/	ORA/Price Testimony at 14-15.

�/	ORA Responses to SCE’s Data Requests Q.8 and Q.9, see, Appendix A.

�/	ORA Responses to SCE’s Data Requests Q.8 and Q.9., see, id.

�/	CLECA/Yap Testimony at 4.

�/	ORA/Price Testimony at 11; Enron/Weisenmiller Testimony at 13.

�/	SDG&E Response to SCE’s Data Request Q.1.c., see, Appendix B.

�/	Enron/Weisenmiller Testimony at 29; QST Opening Brief at 9-13.

�/	See, e.g., D. 97-05-039, mimeo, at 2; see also id. at 18.

�/	Id. at 17 (emphasis added).

�/	Id. at 32 (Ordering Paragraph 5).

�/	Id. at 10.

�/	Id. at 9.

�/	QST, for one, seems to feel that would be proper.  QST Opening Brief at 12-13.

�/	SCE/Fellows Testimony Ex. 5 at 2.

�/	Enron/Weisenmiller Testimony at 36-37.

�/	CEC/Jaske Testimony at 10-11.

�/	Enron/Weisenmiller Testimony at 37.

�/	Id.

�/	Higher penetration in future years will trigger updates to the credits.

�/	Enron/Weisenmiller Testimony at 25; CellNet/King Testimony at 8�9.

�/	CEC/Jaske Testimony at 11.

�/	Enron/Weisenmiller Testimony at 29.

�/	Rule 22(P)(2)(a).

�/	Rule 22(P)(2)(b).

�/	Rule 22(P)(2)(d); Rule 7(C).

�/	Enron/Weisenmiller Testimony at 29; TURN/UCAN/Marcus Testimony at 1-12.

�/	Enron/Weisenmiller Testimony at 28; TURN/UCANMarcus Testimony at 1-13 - 1-15.

�/	See, D.97-10-087, Ex. 5, Appendix A, § E.1, at 15.

�/	TURN/UCAN/Marcus Testimony at 1-13.

�/	ORA/Price Testimony at 13.

�/	SCE Opening Testimony at 4-5.

�/	ORA/Price Testimony at 13.

�/	Enron/Weisenmiller Testimony at 16.

�/	SCE/Pope Testimony at 16-19.

�/	ORA/Price Testimony at 15-16; Enron/Weisenmiller Testimony at 15.

�/	ORA/Price Testimony at 15 (“SCE’s methodology is a succinct summary of the costs of these activities, and therefore forms an understandable basis for computing this credit, with modifications as discussed below…. SDG&E’s analysis identifies the cost category of meter installation, which is not apparent in SCE’s analysis.”)

�/	Id.

�/	SCE/Pope Testimony, Ex. 5, at 17; see also SCE/Pope Testimony, Ex. 5, Appendix A at p. 5.

�/	SCE/Pope Testimony, Ex. 5, Appendix A at 3.

�/	SCE/Pope Testimony at 15, Ex. 5, (deriving  the $180.76 figure for the >500 kW group that is reflected in Column J of the Meter Ownership study).

�/	Enron/Weisenmiller Testimony at 22-23.

�/	Indeed, in the SDG&E submission upon which Enron relies, SDG&E correctly “cautioned the parties on the irrelevance and inefficiency” of using their fully allocated figures to develop cost credits.  See, Additional Information Provided by SDG&E Co. Pursuant to 1/26/98 ACR at p. 4.

�/	Additional Information Provided by SDG&E Co. Pursuant to 1/26/98 ACR at p. 7-8.

�/	Enron/Weisenmiller Testimony at 18-19.

�/	This section relates only to existing customers.  SCE addresses the meter ownership avoided cost credit as it relates to new customers in Chapter VIII, below.

�/	SCE/Pope Testimony, Ex. 5,  at 11-16 and Appendix A at p. 3.

�/	ORA/Price Testimony at 16-17; TURN/UCAN/Marcus Testimony at 1-16 � 1-18.

�/	In its testimony, Enron incorrectly indicates that it derived an estimate of the net book value of SCE’s meters based upon figures provided by SDG&E.  Enron/Weisenmiller Testimony at 19.  In response to an SCE data request, Enron recently stated that it actually relied directly upon SCE’s net book values.  Enron Response to SCE’s Data Request, Q.11.(e), see, Appendix C.

�/	See SCE/Pope Testimony, Ex. 5, at 13-14.

�/	TURN/UCAN Marcus Testimony at 1-16.

�/	Id. at 1-17.

�/	See SCE/Pope Testimony, Ex. 5, at 13-14 (reuse percentage is equal to the lower of percentage of meters capable of being reused and percentage derived from estimate of total new service connections and replacements to be performed for the customer group over the next three years); SCE Amended Workpapers, p. 8.

�/	SCE Amended Workpapers at 8.

�/	Enron/Weisenmiller Testimony at 19.

�/	ORA/Price Testimony at 16.

�/	SCE/Pope Testimony, Ex. 5, Appendix A at 3 , note A.

�/	ORA/Price Testimony at 5.

�/	ORA/Price Testimony at 16.

�/	Almost the entire amount of this offset relates to the cost of having a district accountant verify the meter number and reclassify and update the meter tracking system.  This cost is incurred regardless of whether the meter is returned.  Although much smaller costs, (such as retrieving the returned meter from the shelf) would not be incurred, those savings would be offset by additional activities that arise if the meter is not returned (such as invoicing the customer for the purchase of the meter).

�/	TURN/UCAN/Marcus Testimony at 1-17.

�/	Id. at 1�16.

�/	Id.

�/	Enron/Weisenmiller Testimony at 19.

�/	Id. at 18.

�/	Id. at 19.

�/	SCE Amended Workpapers at 7.

�/	Enron/Weisenmiller Testimony at 19.

�/	As discussed above, ORA’s testimony suggests that ORA believes that a meter purchase option would affect only the offsets to the salvage value of the meter.  ORA/Price Testimony at 16.

�/	TURN/UCAN/Marcus Testimony at 1-16.

�/	January 26, 1998 ACR at 2�3.

�/	SCE Phase I Rebuttal Testimony at 3; Fellows, Tr. Vol. 1, at 42-46.

�/	TURN/UCAN/Nahigian Testimony at 2-1 to 2-18.

�/	See D.97�12�048, mimeo at p. 12 (rejects proposal to allow third parties, other than the UDC or the ESP that is providing energy, to provide meter services); D.97�05�039, mimeo at p. 2 (“This decision also allows energy service providers to provide for their customers meters other than those commonly furnished by the [UDC].”) (emphasis added).

�/	TURN/UCAN/Nahigian Testimony at 2-7 to 2-10.  Although ORA’s testimony is less detailed it too involves the broader policy issue of adjusting the allowances received by developers.  ORA Testimony at 17.

�/	For reasons discussed in Section VIII.B. above, the tentative proposals that SCE sets forth below would generally apply only to those line extensions in which the developer is also the end-user of the electricity.

�/	ORA/Price Testimony at 16.

�/	TURN/UCAN/Nahigian Testimony at 2-8.

�/	TURN/UCAN/Marcus Testimony at 1-2 (emphasis added).

�/	The weighted average would reflect, for each customer category, projections of how many new installations would be satisfied with returned meters versus new meters.

�/	The specifics of ORA and TURN/UCAN’s respective proposals are rather murky.  ORA simply proposes that “metering costs” should be excluded from the allowance without providing any further definition of those costs.  ORA/Price Testimony at 17.  TURN/UCAN states the general principle that the current distribution-revenue-based allowance should be “refined to include only those costs in rates that support the extension cost.”  TURN/UCAN/Nahigian Testimony at 2-14.  Although it is difficult to understand how a “cost” (rather than a revenue) ever “supports the extension cost,” TURN/UCAN concludes based on this principle that in addition to subtracting out all “costs associated with meter reading, meter services, and consolidated ESP billing” (TURN/UCAN/Nahigian Testimony at 2-16)  “upstream costs such as new substations should not be in rates used to calculate allowances.”  TURN/UCAN/Nahigian Testimony at 2-14 to 2-15.

�/	D. 97-12-098 at 18.

�/	Enron/Weisenmiller Testimony, at 21-21.

�/	Enron/Weisenmiller Testimony at 22-23.

�/	Id. at 22-23.

�/	TURN/UCAN/Marcus Testimony at 1-22.

�/	D. 97-05-039, mimeo at 9-10.

�/	D.97-10-087, Appendix A (Direct Access Tariff) (“Rule 22”), Section E.

�/	Rule 22, Section S.

�/	TURN/UCAN/Marcus Testimony at 1-22.

�/	TURN/UCAN/Marcus Testimony at 1-22.

�/	See SCE March 9, 1998 Workpapers at page 104.

�/	TURN/UCAN/Marcus Testimony at 1-23.

�/	See, Rule 22.N(3)(b)(2).

�/	TURN/UCAN/Marcus Testimony at 1-24.

�/	TURN/UCAN/Marcus Testimony at 1-24.

�/	Rule 22-.4.(b)

�/	Rule 22-.4.(b)

�/	Rule 22-Q.4.(c)

�/	On page 1�26 of the TURN/UCAN testimony, TURN/UCAN inappropriately takes credit for correcting “an Edison math mistake” on page 123 of the March 9, 1998 Amended Workpapers.  In fact, SCE caught this error and updated the associated cost study in the Errata to SCE’s Prepared Testimony, served on March 31, 1998.

�/	TURN/UCAN/Marcus Testimony at 1-25.

�/	TURN/UCAN/Marcus Testimony at 1-26.

�/	Id. at 1-27.

�/	Enron/Weisenmiller Testimony at 1-23 - 1�24.
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