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�
Pursuant to Rule 77 of the Rules of Practice and Procedure, Southern California Edison Company (U�338-E) (SCE) submits these reply comments on the Proposed Decision (PD) of ALJ Malcolm on Phase 2 issues.


ENRON AND CELLNET’S CHALLENGES TO THE PD’S ADOPTION OF A NET AVOIDED COST METHODOLOGY attempt to relitigate issues they have lost AND SHOULD BE REJECTED


Although most parties, including ORA (ORA Comments at 2), agree with the PD’s reaffirmation of the Commission policy that the credits should be based upon net avoided costs rather than fully-allocated costs, Enron and CellNet, continue to attack that policy.  They bore the burden of proving fully�allocated costs were consistent with AB 1890 and prior Commission decisions, and they failed.  Since SCE rebutted these arguments in detail at the briefing stage, we address here only the most serious errors in the Enron and CellNet comments.


First, Enron and CellNet continue to misinterpret Commission decisions to support fully-allocated cost credits.  CellNet argues that Ordering Paragraph 5 of D. 97-05-039 demonstrates the Commission’s intent to impose a credit methodology that includes not only avoidable costs, but also unavoidable fixed and overhead costs.  (CellNet Comments at 5 & fn. 4).  Ordering Paragraph 5 provides:


PG&E, SDG&E and Edison shall file, in our unbundling proceeding, cost studies and supporting testimony that separately identifies the net cost savings resulting when billing, metering and related services are provided by another entity and proposes a means for ensuring that customers are not charged by distribution utilities for those services in such circumstances.  (D.97�05�039, Ordering Paragraph 5 (emphasis added).


CellNet quotes only the “customers not charged by the distribution utilities” language, and ignores language in the same paragraph, and throughout the opinion, in which the Commission repeatedly states that the credits are to be based upon the “net cost savings” or the “net avoided costs” incurred by the utility.  (See D.97-05-039, mimeo, at 2, 8, 17, 18, 21, 22, COL 8; see also D.98�02-111, mimeo, at 5.)


CellNet and Enron similarly misapply to Revenue Cycle Services (RCS) statements in D.97�08-56 about generation competition and the allocation of costs to generation.  (Enron Comments at 6; CellNet Comments at fn. 7.)  This analogy fails because competition in the RCS market is fundamentally different from competition in the generation market.  (See SCE Phase 2 Reply Br. at 11�13).  In the RCS market, unlike in the generation market, UDCs retain substantial default provider obligations and lack flexibility with respect to pricing.  These incumbent burdens make it inappropriate to treat common cost allocation the same for RCS as for generation.  ORA recognized this distinction, explaining that for RCS  “the achievement of fully competitive status for revenue cycle service functions (and ability to allocate residual common costs) is limited for 1999 because of the UDC’s default provider status.”  (ORA Phase 2 Opening Br. at 8; see also, ORA comments at 3.)  The basic difference between RCS and generation markets renders the Enron/CellNet analogy specious.


Second, Enron and CellNet contend that the Commission should set the 1999 credits equal to the cost savings that they believe the UDCs may be able to accomplish not in 1999, but over a much longer term.  (CellNet Comments at 2-9; Enron Comments at 6-7.)  However, setting the 1999 credits equal to amounts that exceed cost savings in 1999 would cause precisely the cost shifting that the Commission and the PD have already deemed unacceptable and unfair.  (D.96�10�074, mimeo, at 12; PD at 4.)  SCE proposed periodically revising the credits to reflect changes in avoidable costs that may occur as the market matures and penetration rates grow.  But increases in the credits should not occur until the additional costs actually become avoidable.  As the PD correctly recognizes (and Enron and CellNet do not appear to dispute), it is impossible for SCE immediately to avoid, on a proportional basis, all of the fixed costs relating to RCS at the low penetration rates that will occur in 1999.  To include such unavoidable costs in credits in 1999 would result in improperly shifting those costs to other ratepayers, to UDC shareholders, or to both.�/ 


Finally, Enron and CellNet argue that if the 1999 credits include only the RCS-related costs that the UDCs can avoid in 1999 (and not the RCS-related costs that are fixed during this time period), then customers who take RCS from third parties will be “double-charged” for RCS.  (CellNet Comments at 5; Enron Comments at 7.)  That argument assumes that it is unfair to require direct access customers to continue paying for unavoidable costs.  The assumption is wrong for at least three reasons.  First, the UDC incurred many of these unavoidable costs through past investments made for the benefit of direct access customers, and it is fair to require them to continue to repay those investments.  Second, direct access customers continue to have the right to return to UDC service and thus benefit from the UDC’s maintenance of the capacity to provide service to them on demand.  Finally, society as a whole benefits from the UDC’s readiness to provide RCS as the supplier of last resort, and it is fair to require all customers, including those who presently take RCS from third parties, to contribute to the maintenance of this public benefit.


The Pd Correctly Found That Sce’s Offset Amounts, Although Recoverable Instead As Service Fees


SCE provided substantial evidence concerning the incremental “offsetting” costs that it will incur when a customer selects RCS service from a third party, and the parties litigated this issue in depth.  On the basis of that record, the PD concludes that SCE’s offsets “reasonably reflect the incremental costs of unbundling revenue cycle services” and directs SCE to file an advice letter setting forth service fees that would “collect in the aggregate the same amount” as set forth in the offsets.  (PD at 15 and FOF 5.)  Enron, DGS and TURN/UCAN oppose that, contending that the reasonableness of the incremental costs should be left open for further litigation on another day.  (Enron Comments at 14-15; DGS Comments at 7-9; TURN/UCAN Comments at 6.)  These requests amount to nothing more than groundless attempts to secure a second bite at the apple.


The record supports each and every incremental cost SCE had identified and demonstrates that each specific challenge raised by the intervenors was without basis.  (SCE Phase 2 Opening Br. at 44-50, 77-85; SCE Phase 2 Reply Br. at 28-34, 47-50  None of the three parties that seek to relitigate this issue offers a single example of a purported inflated incremental cost proposed for recovery by SCE.  Rule 77.3 requires that commenters make “specific references to the record” to support their position.  The challenging parties are unable to satisfy that requirement because the record unequivocally supports the PD’s conclusion that SCE’s incremental cost calculations are reasonable and accurate.  It would be an unconscionable waste of the Commission’s and the parties’ limited time and resources to relitigate this issue in another proceeding.�/ 


CellNet appears to believe that the PD authorizes UDCs to recover through service fees some of the implementation costs that are included in their Section 376 applications and contends that this would constitute double recovery.  (CellNet Comments at 9-10.)  In fact, there is no indication in the PD (at 7) that the PD intends to allow SCE to recover through service charges any of the costs that SCE has sought in its Section 376 application.  As SCE has discussed in detail, the offsets (or service fees) that SCE identified reflect costs that are incremental to the decision of an individual customer to take RCS from an ESP and are separate and distinct from Section 376 costs, which relate to non-customer-specific costs of setting up the infrastructure for competition.  (See, e.g. Ex. 5 (SCE/Fellows) at 6-7, (SCE/Pope) at 27�28; Ex. 32 (SCE/Fellows) at 6-8; Ex, 68 (SCE).)


Enron and dgs Offer Erroneous Comments Regarding Penetration Rates


Enron mistakenly suggests that SCE and PG&E, unlike SDG&E, did not set credits based upon a penetration rate of up to 10%.  (Enron Comments at 14.)  In fact, following a common methodology, all three utilities identified savings that could be accomplished if up to 10% penetration occurred and set their credits for 1999 at the highest possible level (i.e., the 10% level) within that range.  (Ex. 5 (SCE/Fellows) at 10.  See also ORA Comments at 3.)  Because there exist (as the PD recognizes) economies of scale with respect to RCS, this assumption, if anything, errs on the side of providing too large a credit in 1999, during which the penetration level is likely to be well below 10%.


Enron and DGS contend that SCE should be required to perform and submit for review an additional study that shows the RCS costs that would hypothetically be avoidable at 100% penetration.  (Enron Comments at 13-14; DGS Comments at 3-4.)  The rationale for this exercise appears to be that by first identifying all categories of costs avoidable at 100% penetration, parties are assisted in identifying all of the categories of costs that could be avoided at the lower penetration level of 10%.  That premise is wrong.  To be sure, in order to arrive at all-inclusive credits, a UDC must evaluate in detail each and every category of costs that relate to RCS and identify all costs avoidable at an identified penetration level.  But that is precisely what SCE has done in developing the credits that it proposed in this proceeding.  Indeed, SCE identified and considered all of the same cost categories as did SDG&E in developing the credits.  (SCE Phase 2 Opening Br. at 22-23.)  To study and litigate penetration levels that have no possibility of occurring during the relevant time period, would be an inefficient use of both the parties’ and the Commission’s time and resources.


Turn/Ucan’s Line Extension Modifications Should Be Rejected


TURN/UCAN propose a variety of changes and additions to the text and the conclusions of law of the PD relating to ratemaking for new meter installations.  (TURN/UCAN Comments at 1�4.)  Consistent with the original Scoping Memorandum in this proceeding, which stated that the Commission would not address issues relating to the way “applicants charge for providing and installing meters” (Assigned Commissioner’s Ruling (January 26, 1998) at 3), the PD properly defers TURN/UCAN’s proposals relating to this issue to the line extension proceeding.  TURN/UCAN now ask the Commission to make here, in a proceeding devoted to avoided cost credits, a variety of policy decisions that will strongly influence the outcome of the line extension proceeding.  The Commission should not predetermine fundamental questions relating to the scope of that proceeding and the evidentiary showings required of the parties without allowing all potentially interested parties an adequate opportunity to be heard.  For this reason, TURN/UCAN’s proposed modifications concerning line extensions should be rejected.�/ 


Enron’s Proposal Regarding Further Rcs Unbundling Should Be Rejected


Enron asks the Commission to require UDCs to file applications to fully unbundle RCS costs from distribution rates by February 1, 1999.  SCE has addressed this in its August 12th filing responding to the nine questions raised by the Commission in the Phase 1 Decision.  For reasons discussed in detail therein, SCE believes that while such unbundling may be appropriate in the longer term, it would be impractical, expensive, and could increase customer confusion during the rate freeze.  (See Responses Of SCE To Questions In Appendix A of D.98�07-032, at 2-3.)  For these reasons, UDCs should not be required to file further RCS unbundling applications at this early juncture.


Respectfully submitted,�
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Executed this 8th day of September, 1998, at Rosemead, California.


______________________________________________�Paula K. Arriola�Project Analyst�SOUTHERN CALIFORNIA EDISON COMPANY


�



�/	Enron argues that a long-run methodology, that includes in the credit costs that are fixed in the shorter term always provides the more accurate price signal to third parties that are considering whether to enter the market.  (Enron Comments at 6.)  This contention is generally not correct because it fails to consider whether the existing participants in the market are capable of increasing output without the need to expand capacity, thus avoiding additional capital costs.  If they are – which is likely in the existing RCS market – then it is efficient to price the credits at the short�run marginal cost that would be avoided by the UDC.  Ex. 29 (SCE/Landon) at 14.


�/	SCE submits that no credit should be imposed for Full Consolidated ESP Billing at this time, given the lack of demand, but if it is, SCE should have an opportunity to update the credit in the event that the requirements ultimately imposed by the Commission differ from those assumed by SCE for purposes of calculating the credit.


�/	For the same reason, SCE agrees with PG&E’s contention that the Commission should delete Finding of Fact 9 from the PD, which predetermines the question of the effect of existing line extension rules on competition.
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