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��
�Introduction


At the March 24, 1998 Prehearing Conference in the above�referenced consolidated proceedings, the parties addressed whether the utilities should be required to develop cost studies at this juncture that estimate the avoided cost credit associated with “Full ESP Consolidated Billing”.  On March 31, 1998, Administrative Law Judge (ALJ) Malcolm issued a ruling requiring the utilities to amend their Phase II testimony by April 15, 1998 to provide relevant costing information for full ESP consolidated billing.  Southern California Edison (SCE) submits the instant testimony and supporting cost studies in compliance with ALJ Malcolm’s March 31 Ruling.





�
�Policy Issues


Previous Proceedings


In the Direct Access Implementation Proceeding, the Commission decided that ESPs should be able, upon qualification, to provide full ESP consolidated billing for their energy customers (D.97-10-087).  As the Commission explained in that decision, full ESP consolidated billing was proposed by the Alliance (a group of stakeholders that includes a number of ESPs) as a means for allowing ESPs to bill their customers independent of the established billing cycles of the UDCs.  In the decision and a draft tariff that the Commission approved as part of D.97�10�087, the Commission articulated, only at the most basic level, the functions that would comprise full consolidated ESP billing.  The Commission stated that:  (1) the ESP “will read the meter, calculate both the UDC and ESP charges and bill the customer”; (2) the ESP will detail the UDC charges in conformance with UDC specifications; (3) the ESP will provide the UDC a report “detailing the UDC portion of the ESP’s bill”; and (4) the ESP will not be allowed to provide the service until it has received the “approval and consent” of the UDC after review of the ESP’s billing capability.  The Commission also observed that “safeguards” must be put in place to ensure that ESPs accurately calculate UDC bills.  Beyond this general description, the Commission provided little guidance in D.97�10�087 with respect to the scope of full ESP consolidated billing, leaving open issues such as the nature of the data interface between the ESP and the UDC and the procedures for validating (and where necessary correcting) ESP calculations of UDC charges.


Assumptions Concerning The Full Consolidated Billing Process


In order to establish estimated avoided cost credits for full ESP consolidated billing, SCE was thus required to make certain assumptions with respect to the details of full ESP consolidated billing.  In developing a more detailed description of full ESP consolidated billing, SCE sought to identify the most efficient and cost�effective methods for implementing full ESP consolidated billing consistent with the concern for accurate bill calculation that the Commission identified in D.97�10�087.  To the extent that full ESP consolidated billing as actually implemented differs from SCE’s assumptions, the size and the nature of the avoided cost calculations provided in this testimony may be affected.


SCE agrees with the Commission that it is of paramount importance that an ESP that performs full consolidated billing accurately calculates the UDC portion of a customer’s bill.  Accurate calculation is important both for the customer and for the UDC.  It is also critical for a variety of other stakeholders who depend upon the accurate calculation of SCE’s charges, including the various municipalities that rely upon these calculations for deriving their Franchise Fees and Utility User’s Taxes, the Commission, which collects its PUC Reimbursement Fee (PUCRF) based on SCE’s charges, and the California Energy Commission, whose Energy Resources Fees are based upon the meter read.  As an overriding principle, each of these stakeholders must be assured that they are receiving the same amount of revenue under full ESP consolidated billing as they would have received if SCE had continued to calculate its customers’ bills.  To accomplish this, the data interface between the ESP and SCE must provide information that is sufficient in detail and format to allow SCE to track the account status of its customers and to perform appropriate audits and validation of the ESP’s calculation of SCE’s charges.


As a threshold matter, a procedure must be developed for an ESP to inform SCE that the ESP is providing full consolidated billing.  For purposes of this filing, SCE assumes that this will be accomplished by utilizing an existing data field in the Direct Access Service Request (DASR) transmitted by the ESP to SCE indicating the selection of full ESP consolidated billing.  SCE proposes this approach because it will require relatively little reprogramming and thus provides a comparatively efficient method for tracking which ESP customers are receiving full ESP consolidated billing.


In order for SCE to validate ESP calculation of UDC charges, it is necessary for ESPs to transmit electronically to SCE both the usage information and the UDC bill charge component information that it has calculated for each customer receiving full ESP consolidated billing.  The information should be transmitted in a manner specified by SCE that will require a much greater level of unbundled bill component detail than the “bill ready” data utilized for partial ESP consolidated billing.  By this we mean that utility charges for transmission and distribution consist of component billing factors which must be reported separately, even though they are not broken out separately on customer bills.  Thus, ESPs providing full consolidated billing service must provide the calculated charges at the level of detail required for utility revenue reporting purposes, not the relatively summarized level of detail shown on customer statements.  This is necessary to ensure that the data is compatible with SCE’s CSS system for corporate revenue and receivables reporting and to enable SCE to perform automated selective audit and validation processes.  Although some programming and related changes will be necessary to enable SCE to perform selective auditing and validation of the UDC charges calculated by ESPs, the changes will be minimized by providing the information in the manner and format specified by SCE.


To reduce implementation costs, SCE intends to audit and to validate ESP calculations on a random basis only, rather than auditing the UDC charges for each customer account that receives full ESP consolidated billing.  For this to be possible, however, ESPs that perform full consolidated billing must build into their own billing processes the types of manual and automated analyses and validations that SCE maintains in its own billing system to detect calculation errors, theft, or other abnormal conditions.  If adequate validations are not built into the ESP’s billing system, SCE would be required to enhance substantially SCE’s own audit and validation procedures, which would substantially increase the costs that would be netted against any avoided costs.  


Although SCE will not audit and validate every account, SCE must, of course, receive the data discussed above for each of its customers that receives full ESP consolidated billing.  SCE needs information regarding the account status of each customer both for revenue accounting purposes and to ensure that SCE can take appropriate measures in the event of power outages and other power�related emergencies.  Moreover, such data are necessary to develop satisfactory random audit and validation procedures.  If SCE received data on selected accounts only, it would not be able to verify that the ESP is properly calculating the charges for accounts for which detailed information is not sent to SCE.  


Methodology


SCE uses the same general avoided cost credit methodology for calculating the credit for full ESP consolidated billing as it used for the other avoided cost credits discussed in SCE’s March 9th Amended Application and supporting testimony.  As discussed in detail in that filing, avoided costs are defined as the net decrease in costs resulting from a reduction in the level of services previously provided, and are calculated by evaluating the cost of the activities that are avoided when an ESP provides full consolidated billing offset by the cost of certain additional activities that SCE must undertake when an ESP provides full consolidated billing .  Because the relationship between customer size and activities avoided is similar for full ESP consolidated billing, SCE categorized its full ESP consolidated billing customers into the same segments as were established for partial ESP consolidated billing in the March 9th filing.  SCE also used the same approach for (1) calculating labor rates, (2) addressing uncollectible write�offs, and (3) grossing�up the credits to reflect SCE’s PBR escalator (CPI�X).  With respect to penetration, SCE assumed that 10% of the customers who receive consolidated ESP billing will receive full consolidated billing.


Additional Methodological And Policy Issues


Although SCE uses largely the same methodological approach as in its March 9th filing, there are several additional methodological issues and related policy issues that are specific to full ESP consolidated billing.


Meter Reading


Unlike partial ESP consolidated billing, an ESP that provides full consolidated billing must provide the customer with meter reading service as well.  SCE has not included the meter reading credit in the calculations provided in this filing; instead, the credits summarized in this filing would be in addition to the proposed meter reading credits filed by SCE in its March 9th filing.


Non-Recurring Start-Up Costs


SCE has not included in its calculation of offsetting costs the non-recurring, start-up costs associated with developing the systems necessary to accommodate full ESP consolidated billing.  Although SCE indicated in its Phase I rebuttal testimony that it intended to seek Section 376 treatment for those costs, upon further reflection SCE has concluded that such costs would be more appropriately recovered through a one-time charge to the ESPs that choose to undertake full ESP consolidated billing.  This approach is consistent with the Commission’s recent decision concerning recovery of start-up costs for establishing the “opt-in database” (a database of customers who have stated that they wish to receive information regarding ESP services).  D.98-03-072.  The Commission there held that such costs should not be recovered pursuant to Section 376, but that “the cost of the opt-in database should be shared equally by those who may benefit from the purchase of such a database.”  Similarly here, certain start-up costs are uniquely related to full ESP consolidated billing, and would not otherwise be incurred.  Such costs do not relate generally to implementation of direct access and therefore should not be recovered from all customers.  Instead, the ESPs that actually use the system that is developed should pay the costs of its development, both to avoid improper cross-subsidization and to encourage efficient behavior with respect to full ESP consolidated billing.  If the costs for implementing full ESP consolidated billing are spread across all ratepayers rather than incurred directly by those ESPs that are providing the service, ESPs will be given an inappropriate price signal and would be encouraged to elect this option even when it would be inefficient to do so.


Because ESPs may make the decision to commence full consolidated billing at different times, the Commission should develop a method for allocating among ESPs the responsibility for start-up costs that do not vary depending upon how many ESPs select full consolidated billing.  SCE proposes that the Commission follow the methodology that it has used in the context of the payment for line extension costs for new developments.  As set forth in Rule 15 (SCE’s line extension tariff), the party responsible for a new development is responsible for payment of the full cost of utility line extension for a new development and receives “rebate” payments from other customers who later make use of the line extension that the original party paid for.  In this context, the first ESP or ESPs to decide to engage in full ESP consolidated billing would pay the full start-up costs incurred by SCE to accommodate full ESP consolidated billing and would be entitled to rebate payments from additional ESPs that subsequently decide to provide the service.  If this approach is not adopted, SCE will need to revise its avoided costs credit calculations to reflect additional offsetting costs relating to the start-up costs incurred to accommodate full ESP consolidated billing and/or seek Section 376 treatment for such costs. 


As SCE’s cost study demonstrates, SCE’s start-up costs for implementing full ESP consolidated billing are significant and the resulting avoided cost credits are likely to be small and, in some instances, negative.  Although certain ESPs may nonetheless desire to engage in this service, no ESP has yet informed SCE that it actually intends to perform full consolidated billing, and it is not clear whether any (and if so, how many) ESPs will actually decide to undertake this activity.  SCE requests that the Commission issue an order in this proceeding authorizing SCE to refrain from incurring the start-up costs associated with full ESP consolidated billing until it has received a firm commitment from at least one ESP that it will pay the start-up costs, subject to rebate from other ESPs who later decide to provide the service.  SCE should not be required to incur the start-up costs associated with enabling ESPs to perform full consolidated billing unless and until it is clear that ESPs are willing to pay for those costs.  Otherwise, SCE would be required to make what may well prove to be an inefficient and uneconomic investment of resources and personnel.


Development Of ESP Calculation Capability For Full ESP Consolidated Billing


As discussed above, in D.97-10-087 the Commission made clear that an ESP is not allowed to engage in full consolidated billing until its billing capability is reviewed and approved by SCE.  The tariff approved in D.97-10-087 does not, however, allow SCE to approve a given ESP for full consolidated billing only with respect to specific rate schedules.  Rather, once an ESP is approved, it will be allowed to provide any of its customers, current or future, with full consolidated billing.  Accordingly, in order to approve an ESP, SCE must be confident that the ESP can execute billing for all of SCE’s rate schedules.


In light of this requirement, the ESP approval process will involve substantial complexity and rigor.  SCE currently has a large number of basic rate schedules, as well as several optional rate schedules and rate provisions.  The rate schedules vary in complexity, but even to administer less complex schedules to residential customers, one has to be able to: (1) compute basic charges, differentiating based on single and multifamily residences; (2) compute minimum charges; (3) account for parallel generation, if applicable; (4) differentiate based on household income (Schedule D-CARE); (5) render a bill breakdown of the component charges, i.e., transmission, distribution, etc; and (6) account for many other considerations, such as master metering and time�of�use.  Administering tariffs for large users is, of course, even more complex.  One has to be able to: (1) differentiate demand and energy use by time-of-use periods and real�time (RTP) periods; (2) differentiate demand charges based on time-varying and non�time varying components; (3) differentiate charges based on the level of service voltage; (4) account for power factor deviations; (5) account for excess transformer capacities; (6) administer rate limiters; (7) account for added facilities; (8) account for incremental sales and other discounts; and (9) account for many other considerations, such as bill breakdown for cost components.


Given the complexity of the undertaking, and the importance of accurate bill calculation, SCE will need to devote substantial resources to the development, implementation, and on-going administration of the full ESP consolidated billing approval process.  SCE discusses those costs in greater detail in the section below devoted to calculation of SCE’s credits and costs.


Addressing Calculation Uncertainties


SCE faces unique uncertainties in developing avoided cost credits for full ESP consolidated billing at this time.  As discussed above, because important decisions with respect to the scope and nature of full ESP consolidated billing have not yet been made, SCE’s calculations are based upon assumptions as to how full ESP consolidated billing will work.  These assumptions not only may prove to be incorrect, but also are themselves rather general, lacking the implementation-level detail that would be necessary for a more precise avoided cost calculation.  The accuracy of the calculations is also substantially undermined by the great uncertainty as to whether (and to what extent) ESPs are intending and will prove able to provide full consolidated billing.  Finally, the difficulty of establishing the cost estimates is exacerbated by the very short time (15 days) that SCE had to develop and perform its analysis.


Much of the uncertainty surrounding this matter could be avoided, and thus the avoided cost calculation improved, if the Commission were to decide to defer development of a full ESP consolidated avoided cost credit until after the details of the service that affect cost are developed.  This development could be accomplished through working group discussions among the stakeholders or, if necessary, hearings on the matter as part of the Commission’s direct access implementation docket.  Rather than spending valuable Phase II hearing time and the resources of the parties addressing the size of credits that will almost certainly undergo substantial subsequent changes in the near future, the Commission should defer this matter until after the critical cost-related components of the service are established.


�
�Calculation of Credits AND OTHER COSTS


The following describes in detail the credits for full ESP consolidated billing which are derived from a series of studies designed to determine the appropriate inputs into the credits.  The Cost Studies are filed herewith as Appendix A.


In summary, the credits are:


Table � STYLEREF 1 \n �III�-� SEQ Table \* ARABIC �1��
�
�
�
�
$/Service Account/Month�
�
�
< 20 kW�
20 – 500 kW�
> 500 kW�
�
Full ESP Consolidated Billing�
$(2.73)�
$(2.01)�
$7.81�
�
�
�
�
�
�
The following sections describe how the figures were derived.


Esp Consolidated Billing Credit


Rationale


Under full ESP consolidated billing, SCE no longer performs certain metering, billing and/or collection activities on behalf of individual service accounts.  Rather, the ESP performs the meter read, usage calculation and bill calculations of both the ESP and UDC, places this data on its own bill, collects from the customer, and remits payment to SCE.


The full ESP consolidated billing gross credit is SCE’s avoided cost of performing billing and collection activities for an individual service account.  This gross credit is offset by SCE’s cost of performing billing and collection activities to accommodate ESPs.  The net avoided cost credit is the difference between the gross credit and the credit offset.  In addition to the avoided cost credit for full ESP consolidated billing contained herein, the customer will also receive the appropriate meter reading credit based upon the zone and customer group.


Calculation Of Avoided Cost Credits


SCE developed avoided costs for full ESP consolidated billing credits based on a review of specific activities that SCE currently performs in providing system-wide billing services.  This review identified both cost savings from avoiding the performance of certain activities and credit offsets from accommodating ESPs.  The activity reviews for full ESP consolidated billing credits included the following steps:


Step 1.	Identified Activities


All SCE organizations that support the billing function were identified.  Each organization identified all of the activities necessary to complete the function and differentiated between customer groups.  SCE estimated the time to accomplish each activity, as well as the frequency of occurrence for an activity.  Finally, SCE identified the labor classifications of the employees performing the activities.  SCE identified the following activities as avoidable:


Performing on�going, periodic customer credit checks (SCE will henceforth look to the ESP for payment).


Collecting and managing end-use customer deposits.


Performing bill calculation.


Sending monthly bill.


Receiving billing inquiries.


Processing billing exceptions.


Processing monthly payments.


Performing collection activities.


Performing disconnects and reconnects of service.


Processing payment arrangements and extensions.


Receiving payment arrangement and extension inquiries.


Step 2.	Identified Tools and Materials


SCE identified any tools (i.e., computer equipment, etc.) or materials (i.e., diskettes, envelopes, etc.) necessary to complete a set of activities.  For example, in the activity of sending the monthly bill, SCE identified the following materials:


Postage


Envelopes


Return envelopes


Form paper


Diskettes


Diskette labels


Diskette envelopes


Step 3.	Calculated Avoided Costs


SCE calculated the costs to perform the function for each customer group, using information gathered in steps 1 and 2.  SCE calculated this cost on a per service account, per month basis.


The following data were developed through this process:


�
Cost/Service Account/Month�
�
Gross Credit Activities�
<20 kW�
20-500 kW�
>500 kW�
�
Performing on-going, periodic customer credit checks


Collecting and managing end-use customer deposits


Performing bill calculation


Sending monthly bill


Receiving billing inquiries


Processing billing exceptions


Processing monthly payments


Performing collection activities�/ 


Performing disconnects and reconnects of service�/ 


Processing payment arrangements/extensions�/ 


Receiving payment arrangements/extensions inquiries�/ �
�$0.000


�$0.001


$0.000


$0.292


$0.110


$0.066


$0.183


$0.006


�$0.021


$0.001


��$0.035�
�$0.202


�$0.005


$0.000


$0.254


$0.084


$0.513


$0.155


$0.050


�$0.129


$0.002


��$0.031�
�$4.795


�$0.037


$0.000


$2.738


$0.084


$3.056


$0.171


$0.055


�$0.143


$0.063


��$0.001�
�
Total Gross Credit�
$0.715�
$1.425�
$11.143�
�
Step 4.	Identification of SCE Costs Necessary to Accommodate ESPs


SCE organizations that would have to perform functions to accommodate ESPs were identified.  As in steps 1 and 2, SCE then identified all of the activities and materials necessary to complete the function, by customer group.  It estimated the time to accomplish each activity, the frequency of occurrence, and identified the labor classification of the people who would perform them.  Finally, it estimated the number of ESPs that would have to be accommodated during 1999, in order to calculate the cost impacts.


SCE identified the following activities as offsets to the costs identified as avoidable:


Performing initial and on�going credit checks of ESPs.


Collecting and managing deposits of ESPs.


Receiving ESP bill calculation inquiries


Receiving bill component data from ESPs.


Performing on-going compliance monitoring of ESP bill calculations.


Performing application maintenance and enhancement.


Processing payments from ESPs.


Performing collection activities on ESPs.


Processing ESP payment arrangements and extensions.


Payment arrangements and extension inquiries from ESPs.


Shipping mandated billing inserts to ESPs.


Processing changes in customer’s billing options.


Advising ESPs of changes in schedules and rates.


Reverting customers of ESPs to separate billing.


Performing periodic ESP billing compliance audits.


Step 5.	Identified Volume of 1999 Service Accounts Receiving Full Consolidated ESP Billing Service


SCE estimated the number of service accounts that would have their services provided by third parties. This information was necessary to determine: 1) the 1999 service account population over which to spread the costs identified in step 4; and 2) the level of penetration that will be achieved.


Step 6.	Calculated Offsets


The costs to accommodate ESPs for each customer group were calculated using information gathered in steps 4 and 5.  These offsets represent any cost increases driven by changes required to implement the activities yielding the credits.  This credit offset was calculated on a per service account, per month basis.


Based on steps 4 and 5, SCE developed the following data:


��Credit Offset Activities�
�
Cost/Service Account/Month�(all customer groups)�
�
Performing initial and on-going credit checks of ESPs


Collecting and managing deposits of ESPs


Receiving ESP bill calculation inquiries


Receiving bill component data from ESP


Performing on-going compliance monitoring of


  ESP bill calculations


Performing application maintenance and enhancement


Processing payments from ESPs


Performing collection activities on ESPs


Processing ESP payment arrangements and extensions


Payment arrangements and extension inquiries from ESPs


Shipping mandated billing inserts to ESPs


Processing changes in customer’s billing options


Advising ESPs of changes in schedules and rates


Reverting customers of ESPs to separate billing


Performing periodic ESP billing compliance audits�
�
$0.020


$0.001


$0.941


$0.000


$1.046





$1.190


$0.007


$0.017


$0.000


$0.000


$0.007


$0.006


$0.105


$0.004


$0.070�
�
Total Credit Offset�
�
$3.414�
�
Step 7.	Calculated Net Avoided Cost Credits


SCE calculated the avoided cost credit (per service account per month) for each function by taking the difference between the gross credit identified in step 3 and the credit offset identified in step 6.  These 1998 data amounts are grossed up to 1999 by 1.01%, reflecting the CPI-X formula.


Avoided Cost Credit


�
$/Service Account/Month�
�
�
< 20 kW�
20 – 500 kW�
> 500 kW�
�
Full ESP Consolidated Billing�
$(2.73)�
$(2.01)�
$7.81�
�
�
�
�
�
�
Non-Recurring Start-Up Costs


Non-Recurring Start-Up Costs For Infrastructure Development


In addition to the avoided cost credit, SCE calculated an estimate of the non-recurring start-up costs relating to systems development and business process development that SCE would incur to accommodate full ESP consolidated billing.  These costs, which do not vary depending upon the number of ESPs that decide to provide consolidated billing, relate to the following activities:


Developing the systems interface necessary to receive ESP data relating to full ESP consolidated billing via an internet based server technology.


Designing and modifying the DASR process to support the full ESP consolidated billing option.


Designing the procedures for auditing and verifying ESP billing calculations and building the computer systems necessary for such auditing.


Modifying existing billing engine to suppress bill calculation and bill presentation functions for customers receiving full ESP consolidated billing.


Developing procedures and specifications for qualifying ESPs to provide full consolidated billing, including development of test data and scenarios for all rate schedules.


Developing computer systems necessary for qualification of ESPs.


Although SCE reserves the right to modify its estimates as information concerning full consolidated billing improves, SCE estimates that the total start-up costs for these activities will be approximately $750,000.  As discussed above, SCE does not intend to undertake these activities until after at least one ESP has provided a firm commitment to engage in full ESP consolidated billing and to reimburse SCE for these costs.


Non-Recurring Start-Up Costs That Are ESP-Specific


In addition to non-recurring start-up costs that would be incurred regardless of the number of ESPs that opt for full consolidated billing, SCE has separately estimated ESP-specific start-up costs.  These costs relate to the following activities:


Assisting ESPs with respect to rate calculation in preparation for the qualification testing process.


Technical support for receiving bill component data and running the data through the qualification process.


Although SCE reserves the right to modify its estimate, SCE estimates that these start-up costs will be approximately $75,000 for each ESP that selects full consolidated billing.


�
Appendix � SEQ Appendix \* ALPHABETIC �A�


�



�
�



�/	SCE anticipates that it will retain a disproportionate share of customers who require collection services, disconnects/reconnects, payment arrangements or extensions and who make inquiries regarding payment arrangements or extensions, since ESPs can return such customers to SCE.  Accordingly, SCE has discounted the credit by 90% for each of those activities.


�/	See note 1, supra.


�/	See note 1, supra.


�/	See note 1, supra.
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