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�EXECUTIVE SUMMARY

The Commission’s Phase 2 decision should reflect the following principles.

	The revenue cycle services (“RCS”) credits should be based on avoided cost, not fully allocated cost.  The Commission has made clear, and all parties agree, that the credits should reflect the utilities’ cost savings, and should not be set at a level greater than the costs that the utilities can reasonably avoid.  The proponents of fully allocated cost have failed to carry their burden of proving that it would produce credits that reflect such cost savings.

Fully allocated costs reflect costs incurred in the past, not costs that can be saved in the future.  The claim that the utilities can avoid their fully allocated costs rests on a series of unproven assumptions.  The most important of these assumptions is that there are no economies of scale of RCS, i.e., that the costs of serving one customer are the same as the costs of serving all customers, on a per unit basis.  The record conclusively refutes this assumption.

The utilities are legally obligated to serve as the provider of last resort for RCS, and they will continue to provide RCS to the vast majority of customers.  In order to discharge these obligations, utilities will need to collect the substantial sunk and fixed costs of the RCS infrastructure.  The utilities cannot avoid these costs at the low levels of ESP RCS penetration that all parties have projected for 1999.  CellNet’s belated claim that the utilities could avoid their fully allocated RCS costs by “outsourcing” the RCS function is based on unproven assumptions that substantially overstate the value of the RCS business in a competitive environment.  CellNet has failed to prove that its outsourcing hypothesis provides a realistic means for the utilities to avoid their substantial sunk and fixed costs.

The fully allocated cost methodology would shift these sunk and fixed costs between direct access customers and bundled service customers, or between customers and shareholders, or both.  It would also produce uneconomic bypass.  Basing credits on fully allocated costs is not necessary to induce efficient entry , particularly because many firms can supply RCS in California as an increment to their existing RCS infrastructure.  Finally, the proponents to the fully allocated cost methodology have presented credits that reflect subjective judgment and outright errors, and cannot be relied upon in this proceeding.

2.	The RCS credits for SCE should be based on SCE’s methodology.  The parties that support the use of an avoided cost methodology have adopted different approaches in certain respects.  First, while all parties agree that the utilities should be able to recover the incremental costs that they incur to accommodate ESP provision of RCS, parties differ regarding how those costs should be recovered.  SCE has proposed that the incremental costs be an offset to the credits, but SCE is not opposed to recovering the incremental costs of ESP billing through service fees.  SCE is opposed, however, to recovering such ongoing incremental costs through the Section 376 proceeding because that approach would improperly shift the cost responsibility from the cost causers -- i.e., ESPs and direct access customers who take RCS from ESPs -- to all customers.

Second, SDG&E differs from SCE in assuming that all labor costs are avoidable at any level of reduced output of RCS.  SDG&E’s assumption is unproven and unrealistic.  The labor costs of a meter reader traveling to the beginning of the route, for example, cannot be avoided unless the route is eliminated.  At the low levels of penetration expected for 1999, SDG&E agrees that it will not be cost�effective to restructure routes.  SDG&E’s assumption that all labor costs are realistically avoidable at the penetration levels projected for 1999 is unsupported.

3.	The Commission should adopt SCE’s proposed credit amounts.  As discussed in detail in the brief, SCE has refuted the specific criticisms of its RCS credit computations.  In addition, the Commission should (a) refrain from addressing in this proceeding the proposal by TURN/UCAN to modify the rules for line and service extensions, which the Scoping Memo deemed outside the scope of this proceeding; (b) adopt SCE’s proposal to segment the meter reading credit into five geographic areas; and (c) reject proposals to inflate the credits for working cash and uncollectibles, because the record demonstrates that SCE will not avoid any work in these areas.
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Pursuant to Rule 75 of the Rules of Practice and Procedure of the California Public Utilities Commission (“Commission”), and the procedural schedule established in the January 26, 1998 Assigned Commissioner’s Ruling, Southern California Edison Company (U 338-E) (“SCE”) submits this Opening Brief on Phase II issues.

�THE COMMISSION SHOULD ADOPT SCE'S POLICY PROPOSALS

Legal Analysis Of Section 368

Administrative Law Judge Malcolm’s June 8, 1998 ruling required the utilities to provide a legal analysis of the effect of Section 368 on the provision of credits for revenue cycle services (“RCS”).  The following discussion provides SCE’s analysis of the three issues identified in the June 8 ruling.

Does Section 368(a) Prevent The Commission From Providing RCS Credits?

In D. 97�05�039, the Commission stated:

Some argue that this language [in section 368(b)] requires charging direct access customers for all services, whether they buy them or not (and whether the utility incurs costs to provide them to a given customer or not). We do not read this section to require customers to pay for services that they elect not to buy. Instead, we understand this section to mean that direct access customers must pay the same amount as bundled customers pay for the services that they do buy. 

There is no persuasive reason to cause customers to pay for costs that are not incurred just as there is no persuasive reason to excuse customers from paying for costs incurred on their behalf.�/ 

The June 8, 1998 ruling seeks comment on Section 368(a), which is a related provision of AB 1890.  Section 368(a) requires the utilities’ cost recovery plans to set rates “for each customer class, rate schedule, contract, or tariff option, at levels equal to the level as shown on electric rate schedules as of June 10, 1996,” except for a 10% rate reduction for small customers, to be financed through Rate Reduction Bonds.  Section 368(b) requires the utilities to unbundle those frozen rates.  The Commission’s conclusion in d.97�05�039 that Section 368(b) permits credits to be supplied to customers when they no longer receive RCS from the utility also implies that the rate freeze imposed by section 368(a) does not prevent credits.  The principle announced in D.97-05-039 -- that customers should not pay for costs that are not incurred -- means that neither the freezing of rates under section 368(a) nor the unbundling of those frozen rates under section 368(b) precludes credits from being given to customers that no longer obtain RCS from the utility.

If Section 368(a) Is A Bar To RCS Credits, Should The Commission Establish Credits For The Post-Freeze Period?

If the Commission nevertheless concludes that Section 368(a) prevents the creation of RCS credits during the rate freeze, the Commission should defer any findings on RCS credits until a later date.  Changes in the development of the direct access market, changes in technology and Commission standards, and post-freeze ratemaking principles could have a significant impact on the development of credits after the rate freeze.  Rather than attempt to base the credits on a stale record, the Commission should convene a new proceeding to consider whether and how to establish RCS credits once the end of the rate freeze approaches.

If Section 368(b) Does Not Bar RCS Credits, Does Section 368(b) Prevent The Commission From Authorizing Deaveraged Credits?

Section 368(b) does not limit the Commission’s authority to deaverage credits in any event.  In D.97�05�039, the Commission stated that under Section 368(b), customers should not “pay for costs that are not incurred,” and should not be excused “from paying for costs incurred on their behalf.”�/  SCE’s proposal to deaverage meter reading credits by geography is faithful to these principles, because it provides a credit that is more closely aligned to the costs that the utility will avoid when it ceases to provide meter reading to a given customer.

Section 368(b) also states that the unbundling of rates required by that section should not result in cost shifting.  This directive strongly supports the creation of geographically differentiated meter reading credits.  If meter reading credits were geographically averaged, ESPs would have a strong incentive to target customers in low-cost areas.  In such circumstances, the credit provided by the utility would exceed the costs that it can reasonably avoid, and cost shifting will result.  Customers in low-cost areas are currently paying an average rate, which effectively subsidizes the costs of reading meters for customers in high-cost areas.  If the credit is set equal to the average cost rather than actual avoided cost, the existing subsidy will evaporate as ESPs target low�cost customers.  As a result, the existing subsidy would be shifted to other customers, or to shareholders, or to both.  Section 368(b), however, directs that rate unbundling is not to result in such shifting of responsibility for cost recovery.

The Commission Should Base Credits On Net Avoided Cost, Rather Than On Fully Allocated Cost

The remainder of the brief assumes that the Commission concludes that it has the legal authority to establish RCS credits.  This Section B discusses why the Commission should base such credits on the net avoided cost methodology, and why the parties advocating the fully allocated cost methodology have failed to carry their burden of proof.  The following Section C explains why the Commission should adopt SCE’s avoided cost methodology as the basis for SCE’s credits.  Finally, Section D discusses update proceedings.

The Commission Should Set Credits On The Basis Of Avoided Costs

The Commission should base any credits for RCS on the utilities’ net avoided costs.  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.�/  

The net avoided cost methodology is the only approach proposed in this proceeding for 1999 that would in fact comport with the Commission’s instruction that credits should reflect the “cost savings” to the utility.�/  The net avoided cost methodology is expressly designed to measure the costs that the utility can avoid, as well as the additional costs that it will incur, when it does not provide RCS to a given customer.�/  

The Commission’s decision denying SCE’s appeal of the categorization of this proceeding confirms that the net avoided cost methodology reflects the Commission’s established policy for RCS credits:

“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.”�/ 

The attempt by some parties to reopen that debate by proposing methodologies other than net avoided cost is therefore misplaced.

The parties that have submitted evidence in Phase II overwhelmingly support the use of a net avoided cost methodology.  The three utilities, ORA, CLECA/CMA, CEC, CCUE, and SoCalGas explicitly support a net avoided cost methodology.�/  Even Enron’s witness acknowledged that the RCS credits should reflect the utilities’ cost savings, and that the credits should not be set at a level greater than the costs the utilities can reasonably avoid.�/ 

The remaining issue is which credit methodology will actually reflect the costs the utilities can reasonably avoid.  To the extent that a party fails to bear its burden of proving that a credit methodology meets that criterion, the Commission should reject it.  Other arguments that parties may invoke to support their credit methodology – e.g., it would produce more entry, or it would be “equitable” – are insufficient to justify its adoption unless the party first establishes that its methodology will reflect costs that the utility can reasonably avoid. 

The Parties Advocating A Fully Allocated Cost Methodology Have Failed To Prove That It Would Reflect Avoided Costs

The February 27, 1998 Assigned Commissioners’ Ruling in this proceeding stated that “the burden of proof to support a proposal [for a rate credit methodology] rests with the party making that proposal.”�/  The proponents of the fully allocated cost methodology have failed to meet their burden of proving that it would produce credits that reflect the costs the utilities can reasonably avoid.  Enron and CellNet are the only parties submitting evidence in this proceeding in support of fully allocated costs as a methodology for establishing RCS credits.  CellNet has not submitted any numerical recommendations, but has argued in conceptual terms that a fully allocated cost methodology is appropriate.  Neither Enron nor CellNet, however, have shown that the fully allocated cost methodology reflects utility cost savings.

Fully allocated costs reflect a derivation of costs expended in the past on RCS, including an allocation of administrative and general (“A&G”), supervisory, and other indirect costs.  As discussed below, the fully allocated cost methodology as applied by Enron in this proceeding does not accurately reflect the costs incurred in the past by SCE on RCS.  But even if it did, past expenses bear no necessary relation to the costs that the utility can save in the future when it ceases to provide RCS to a given increment of customers.�/ 

Enron’s assertion that fully allocated costs reflect the costs that the utility can save is based on premises that are demonstrably incorrect.  First and foremost, Enron’s position erroneously assumes that all costs are variable.�/  Enron attempts to compute all costs that are associated with the utilities’ full output of RCS, and assumes that all of these costs could be avoided if the utilities entirely ceased to provide RCS.�/  Next, Enron assumes that if the utilities can avoid costs if they exit the RCS business entirely, they can avoid the same costs in the same proportion if they exit the business partially.  In other words, Enron assumes that at 10% ESP penetration for RCS, the utility will avoid 10% of its costs.  As Dr. Weisenmiller acknowledged, this assumption rests on the premise that there are no economies of scale in the provision of RCS.�/  If these assumptions prove incorrect – i.e., if the cost of serving the first customer is larger than the cost of serving the last customer – the fully allocated cost methodology will necessarily produce credits in excess of the utilities’ cost savings when it ceases to provide service to a small increment of customers.  

The record makes clear that Enron’s critical assumption of constant returns to scale in the provision of RCS is incorrect.�/  SCE’s cost studies demonstrate that it does not avoid all costs when it ceases to provide RCS to 10% of its customers.�/  Substantial portions of SCE’s RCS costs are sunk and fixed – e.g., the costs of the SCE billing system.  These costs are not avoidable when SCE ceases to provide service to an increment of customers.  Conversely, when SCE serves an additional increment of customers, a larger number of customers share in the payment of these fixed costs, and the cost per customer decreases.  Neither Enron nor any other party has conducted a study that would support the hypothesis that returns to scale for RCS are constant.  Indeed, Dr. Weisenmiller admitted that his hypothesis that there are no economies of scale for RCS is counter-intuitive.�/ 

Enron nevertheless argues that its hypothesis of constant returns to scale is supported by SDG&E’s studies, which Enron claims demonstrate that the avoided costs at 10% penetration are fairly similar to the avoided costs at 100% penetration.�/  Enron’s reliance on SDG&E’s testimony, however, is misplaced, for a number of reasons.  First, SDG&E did not include indirect costs such as A&G in the avoidable costs, even at 100% penetration.�/  There is no basis for Enron’s assumption that such indirect costs can be avoided at any level of penetration, much less that they can be avoided proportionately at low penetration rates.  In fact, Dr. Weisenmiller admitted that he had not estimated the A&G costs that SCE could avoid in 1999.�/  Second, SDG&E did not compute the costs that it would avoid at less than 10% penetration,�/ and Dr. Weisenmiller was unable to opine on whether the returns to scale were constant at less than 10%.�/  Because Dr. Weisenmiller has no opinion on what the penetration rate for RCS will be in 1999,�/ he has no basis for asserting that utilities’ fully allocated costs will be proportionately avoidable at the 1999 penetration rates.  Third, as discussed below, SDG&E’s estimates of costs that can be avoided at 10% penetration are highly theoretical, and the costs that SCE can actually avoid are significantly lower. 

Dr. Weisenmiller also acknowledged that the utilities’ ability to reduce existing costs would be subject to “real-world practical limitations.”�/  He noted that these practical limitations include limitations on the ability to relocate employees; age of employees; and seniority requirements for bargaining units.�/  He further acknowledged that these limitations would make it more difficult for the utility to shrink its labor force in the precise fashion that would yield the savings that Dr. Weisenmiller had claimed were theoretically achievable.�/  Dr. Weisenmiller, however, did not base his recommended credits on the costs that could realistically be achieved in light of these and similar real-world limitations.  Instead, he proposed credits based on costs currently incurred, even though he effectively admitted that the utility could not necessarily avoid those costs in the real world.

CellNet nevertheless maintains that the utility can shed these fixed costs through “outsourcing” the RCS function.  On the penultimate day of hearings, CellNet offered additional direct testimony that purports to demonstrate that the three California utilities could outsource the RCS function at the same or lower cost than they currently incur.�/  CellNet, however, has failed to meet its burden of proving that outsourcing provides a realistic means for SCE to avoid the fixed costs of the RCS function.

CellNet’s outsourcing theory rests on two related premises:  (a) that SCE could sell its RCS assets for more than their net book value, and (b) that SCE could enter into a service contract with the asset purchaser, pursuant to which the purchaser would supply the RCS services at a constant per unit price.  If premise (a) is incorrect and SCE could sell the RCS business only at a discount from net book value, then CellNet’s hypothetical outsourcing arrangement would produce stranded costs that would result in increased rates for all customers.  If premise (b) is incorrect and the service contract would produce a different price depending on how many customers the purchaser serves, then the utility’s avoided costs would vary depending on penetration – which supports SCE’s approach and refutes CellNet’s claim that the utility could avoid fully allocated costs at any penetration rate.  

CellNet has failed to prove the validity of either premise.  CellNet’s hypothesis that SCE could sell its RCS business at a premium to book value is based on a series of remarkable and unproven assumptions.  Mr. King computed the value of the RCS business by assuming that the market multiples for the utilities’ parent companies would be applied to the RCS business unit.�/  Mr. King did not justify this assumption, which is the sole basis for his entire valuation analysis.  The only record evidence on this point conclusively demonstrates that Mr. King’s assumption is incorrect and significantly overstates the value of the RCS business.�/  Edison International, for example, is a diversified enterprise with a variety of business lines that carry different risk profiles.�/  It would be an astounding coincidence if the RCS business line carried the same risks, and justified the same market multiples, as the average of the enterprise as a whole.�/  Mr. King’s assumption is analogous to assuming that any given company’s stock carries the same risk, and the same market multiples, as those of the S&P 500 as a whole.  The proponent of such a theory carries a heavy burden to prove the validity of the assumption, which Mr. King has not even attempted.  Moreover, Mr. King’s assumption is not merely incorrect, but significantly overstates the value of the RCS business, which faces a declining customer base.�/ 

Even if Mr. King had proven the reasonableness of his assumption that the RCS business is representative of the risks of the utilities’ parent companies, he has incorrectly applied the market multiples.  To begin, Mr. King committed a plain mathematical error by double counting the debt component of the RCS business unit in his computation of the price/book ratio.�/ 

More fundamentally, Mr. King’s analysis improperly assumes that the purchaser of the RCS business would operate it as a regulated utility, with a guaranteed customer base and a revenue stream equal to its expenses.�/  In fact, the purchaser would be entering a highly uncertain competitive market, in which its customer base could decline, potentially significantly, but could not increase.�/ 

The purchaser, moreover, would have no assurance of recovering its expenses.�/  On the contrary, Mr. King’s construct assumes a hypothetical service contract that would make it extremely difficult, if not impossible, for the purchaser to recover its costs.  Under that service contract, the purchaser is assumed to provide RCS to the utility at a fixed fee per customer.�/  The fee under the service contract reflects “fully allocated costs” – i.e., the costs that CellNet posits the utility could avoid at any level of ESP provision of RCS, including all of the fixed costs associated with RCS.  But if the purchaser of the RCS assets must enter into a service contract under which its fixed cost recovery is dependent on how many customers it serves, the purchaser would have to project how many customers it would serve.  The hypothetical service contract in this context is therefore fundamentally different from the contracts between vendors and other utilities cited in Exhibit 72.  In those other situations, the contracts provided the vendors with a  guaranteed number of customers.�/  Here, by contrast, the number of customers to be served, and thus the purchaser’s ability to recover its fixed costs, is entirely subject to the vagaries of the competitive market.�/ 

Given the uncertainty about the number of customers that ESPs will serve, the hypothetical purchaser would either reduce the price it would be willing to pay for the RCS business to reflect that uncertainty, or would charge more per customer at lower levels of market penetration.�/  In either event, Mr. King cannot determine the value of the RCS business, or the size of the RCS credit, without evaluating the number of customers to be served.�/  In other words, the RCS business has costs that do not vary at every level of output.  These costs cannot be wished away.  If they are shifted to a buyer of the RCS business, the costs will still need to be recovered – either through a credit that varies depending on the level of ESP provision of RCS services, or in a discount to the purchase price for the RCS assets.

These realities make it completely unreasonable for Mr. King to value the RCS business as if it were the same as any other business line within Edison International.  The proper way to value the RCS business, as Mr. King admitted, is to evaluate its future revenue stream.�/  In other words, a valuation would require a discounted cash flow analysis.�/  The authorization of competition creates substantial uncertainties about such future cash flows that would depress the value of the RCS business.�/  Mr. King, however, failed to conduct such an analysis.�/ 

In sum, Mr. King’s testimony fails to provide any reasonable basis for ascertaining such a value, although it clearly overstates that value significantly.�/  The test of CellNet’s theoretical construct is what has occurred in the real world.  As CellNet’s witness acknowledged, SCE has had a strong incentive to pursue RCS outsourcing if it would reduce SCE’s costs.�/  SCE has been actively investigating the feasibility and cost-effectiveness of RCS since at least 1995, and has not agreed to a large-scale outsourcing arrangement to date.�/  In the real world, outsourcing of RCS currently is not cost-effective for SCE.  The Commission should not establish a fully allocated cost credit methodology for 1999 based on a hypothetical outsourcing arrangement that, as a practical matter, is not economical at this time.  If outsourcing becomes cost-effective in the future as the result of technology changes or other factors, SCE has every incentive to pursue it, and would modify its RCS credits accordingly.

The Fully Allocated Cost Methodology Is Inconsistent With The Utilities’ Obligation As Provider Of Last Resort

The utilities currently are the default providers of RCS, and must be prepared to provide RCS to all customers on demand.  Under current law, only the utilities bear these burdens.�/  The Commission, moreover, is prohibited by law from modifying the utilities’ role as default provider without first obtaining legislative approval.�/  In order to fulfill these duties, the utilities must continue to bear substantial fixed costs, so that they continue to have the ability to provide RCS on demand.�/  SCE must, for example, continue to have the infrastructure to bill all of the approximately 250 rate schedules that the Commission has ordered.  SCE must also maintain the infrastructure to read meters for customers in remote and high-cost areas.�/  The fully allocated cost methodology erroneously assumes that SCE could shed these fixed costs, failing to recognize that SCE will and must continue to bear these costs in light of its status as provider of last resort.

The Commission must ensure that SCE continues to have the opportunity to recover the costs of maintaining this infrastructure and similar “incumbent burdens.”�/  CellNet expressly agrees that the utility must be ensured of the ability to collect adequate revenues to support its role as “provider of last resort for metering and billing services.”�/  The fully allocated cost methodology, however, would deprive the utility of the opportunity to recover the full costs of serving as provider of last resort for RCS, and CellNet has not proposed any alternative ratemaking mechanism to make up the difference.�/  

The credit methodology proposed by SCE would be consistent with the provider of last resort requirement.  By basing the credits on the costs that the utility can reasonably avoid, the utility has the same opportunity to recover its costs as it did before RCS unbundling.  SCE’s methodology, moreover, does not create any “unfairness” to customers that elect to receive RCS from another supplier.  These customers will continue to contribute to the utility’s recovery of RCS costs, to the extent that the utility cannot reasonably avoid those costs.  These customers should make such a contribution (1) because the utility incurred the costs in the past on their behalf, (2) because they benefit from the utility’s readiness to serve them if they choose to resume receiving RCS from the utility, and (3) because they should contribute to the preservation and advancement of the social good of providing RCS to all customers on demand.�/ 

The Fully Allocated Cost Methodology Would Produce Cost Shifting

Any methodology that produces credits in excess of the costs that the utility can realistically avoid would result in cost shifting.�/  CLECA/CMA agree that Enron’s fully allocated cost methodology would cause cost-shifting in violation of AB 1890.�/  The Commission has made clear that in developing RCS credits the Commission must “avoid cost shifting” by ensuring that “lower costs to one group do not mean stranded costs borne by another.”�/  Any methodology that produces credits that exceed the amounts the utilities can save would result in shifting of costs from direct access customers that take RCS from ESPs to other customers, or to shareholders, or to both.

The fully allocated cost methodology would produce such impermissible cost shifting.  Indeed, it became apparent during the hearings that one of Enron’s primary objectives in this proceeding is to shift cost responsibility from the direct access customers that take RCS from ESPs to the broader group of all customers.  Dr. Weisenmiller acknowledged that his fully allocated cost proposal could result in stranded costs – i.e., costs the utility could not avoid.�/  For example, he proposed that the credit for a customer that purchases a meter from an ESP be set at the net book value of the meter, even though the value of the returned meter may be considerably less than net book.�/  He proposed that such stranded costs potentially could be collected from all customers through the section 376 proceeding.�/  

The Commission, however, should not subsidize direct access customers and the ESPs that serve them by forcing remaining customers and/or shareholders to subsidize them through establishing exaggerated credits.�/  Customers that elect to purchase RCS from ESPs should pay their fair share of utility costs, including RCS costs that the utility cannot avoid.  The fully allocated cost methodology fails this basic test.

The Fully Allocated Cost Methodology Would Cause Uneconomic Bypass

SCE’s witness Landon provided a thorough description of the economic principles that should guide the Commission in establishing RCS credits.  He demonstrated that basing credits on short-term marginal costs, as SCE has done, provides the correct price signal and promotes allocative efficiency.�/  By contrast, basing credits on fully allocated cost would send an inappropriate price signal and would promote uneconomic bypass.�/  The fully allocated cost methodology would encourage customers to purchase RCS from an ESP, even where the utility’s marginal cost of providing RCS to that customer is lower than the ESP’s.�/  For example, the fully allocated cost methodology would encourage a customer to purchase meter reading services from an ESP whose total cost is lower than Enron’s proposed credit, even though it would be cheaper for the utility (and thus for society as a whole) to read that customer’s meter along with the other meters on the route.  The fully allocated cost methodology thus would result in unnecessary and inefficient investment in additional capacity.�/  The Commission has long opposed policies that would promote such uneconomic bypass, and has instead encouraged utilities to design marginal cost-based rates that will maximize the use of the utilities’ fixed costs.�/ 

Fixed or sunk costs need not be included in the RCS credits in order to induce efficient entry.  Dr. Landon explained that in some markets, prices include fixed costs because there is a need for additional capacity.  Where there is adequate capacity to serve demand, however, additional investment is uneconomic unless the total cost of the entrant is lower than the marginal cost of the incumbent.�/  In this context, the utilities have an existing infrastructure that is adequate to provide, and is actually providing, RCS to all customers.  It is not appropriate to induce investment in a duplicative infrastructure unless that investment will allow an entrant to provide service at less than the utility’s marginal cost savings.  

There are, moreover, a number of firms that could provide RCS without investing in an entirely new infrastructure, and do not need the subsidy of fully allocated cost credits in order to be induced to enter the RCS market.�/  Enron’s witness, for example, acknowledged that a firm would be induced to enter if it could obtain revenues in excess of its marginal costs, even if the revenues would not cover the entrant’s fully allocated cost.�/  Dr. Weisenmiller further admitted that Enron already has substantial fixed costs, including A&G and a billing system,�/ which it could deploy in providing RCS in California.  Finally, Dr. Weisenmiller noted that entrants could seek revenues in excess of the RCS credits by supplying additional services to their RCS customers.�/  Although Dr. Weisenmiller was not aware of Enron’s business plans,�/ there is no reason to believe that Enron – or any other ESP affiliated with an established firm – will refuse to enter the California RCS market if the credits do not include an allocation of fixed and indirect costs.

Even if Enron had established that adopting SCE’s credit proposal would reduce competitive entry, the Commission’s goal should not be to promote competition at any cost.�/  As Dr. Landon explained, the Commission’s goal should be “to set prices to correctly reflect actual marginal or avoided costs and let competitors enter if they can do so profitably.”�/  The Commission should be concerned with “protecting and promoting competition, not competitors.  That is, the number or the identity of individual competitors should not be a primary concern; what matters most is the benefit that accrues to consumers and producers from a fully competitive market, regardless of which firms thrive and which fail.”�/  The Commission should avoid attempting to rig the outcome of the competitive process by setting credits above the costs that SCE can realistically avoid.�/ 

The Fully Allocated Cost Credits As Proposed In This Proceeding Are Not Reliable

Enron was the only party to propose specific dollar values for credits based on fully allocated costs.  Despite Enron’s claim that the fully allocated cost methodology is more reliable than the cost studies performed by the utilities, Enron has failed to carry its burden of proving reasonable and reliable fully allocated cost values.  Thus, even if Enron had met its burden of showing that the Commission should use a fully allocated cost methodology, its proposed 1999 credits do not reasonably reflect fully allocated costs. 

Because the utilities have not maintained accounting records that correspond to the four RCS that are the subject of this proceeding, Dr. Weisenmiller’s approach entails considerable subjective judgment as to the allocation of embedded costs to these services.�/  Dr. Weisenmiller exercised that judgment in an unsatisfactory manner in a number of respects.  For example, to develop his meter services credit, he did not evaluate the portion of SCE’s recorded expenses in various FERC accounts that relate to avoided meter services functions.  Instead, he simply developed a percentage based on SDG&E’s FERC account figures and SDG&E’s fully-allocated cost estimates, and he assumed that the same percentage could be applied to SCE.�/  Dr. Weisenmiller never documented that assumption, however, and the Commission does not set one utility’s rates on the basis of another utility’s costs.  Dr. Weisenmiller committed further error in his application of SDG&E’s numbers.  For example, as discussed in detail in the meter services section of this brief, while Dr. Weisenmiller developed the 35% figure from SDG&E FERC account data for 1996, he arbitrarily applied that percentage to the average of SCE’s 1995 and 1996 recorded expenses in those accounts.�/  If Dr. Weisenmiller had instead consistently applied the 35% developed from SDG&E 1996 data to SCE’s 1996 data, his proposed credit would have been substantially smaller.�/  In sum, Dr. Weisenmiller’s methodology artificially produces inflated credits.

But Dr. Weisenmiller’s approach not only suffers from its subjectivity; it also contains outright errors that render it completely unreliable.  Dr. Weisenmiller submitted errata to correct some of these mistakes, which were pointed out in the utilities’ rebuttal testimony.�/  But he acknowledged a number of additional errors during cross-examination.  For example, in his errata adjusting the uncollectible credit to remove the amounts associated with generation, he failed to use the allocation of uncollectibles required by the Ratesetting Decision.�/  His own computation, moreover, contained mathematical errors, and was not applied to the full consolidated ESP billing credit, as it should have been.�/  Dr. Weisenmiller also admitted that he was mistaken when he claimed that SDG&E’s meter reading route and access times were higher than SCE’s.�/  He admitted that he incorrectly added the number of meters, which in turn infected his entire meter reading analysis.�/  He admitted that he mistakenly failed to escalate the number of meters to 1999, which likewise produced an overstated credit.�/ 

Finally, on cross-examination by CCUE, Dr. Weisenmiller essentially admitted that his entire analysis was based on the wrong set of numbers.�/  Dr. Weisenmiller based his fully allocated cost credits on the expenses recorded by the utilities for 1995 and 1996.  The utilities’ rates, however, are not equal to its recorded expenses for those years, but are established in their rate cases.�/  If the purpose of the fully allocated cost methodology is to remove from the rates of direct access customers the amounts that they currently pay for RCS, Dr. Weisenmiller’s study of historical costs fails to support such credits.  Dr. Weisenmiller admitted, moreover, that he had not studied SCE’s authorized rates,�/ and thus he has no basis for concluding that his proposed credits bear any reasonable relation to the amounts SCE is collecting in rates in respect of RCS.  

In stark contrast, SCE has presented studies of its avoided costs that are reasonable, well-documented, and reliable.  The specific criticisms of SCE’s studies are refuted below.  As a general matter, SCE’s use of time-and-motion studies was appropriate.  Such studies are commonly used as the basis of important commercial decisions, and are a reliable basis for estimation of costs in this proceeding.�/  

The Commission Should Base SCE’s Credits On SCE’s Net Avoided Cost Methodology

Unlike the fully allocated cost methodology, the net avoided cost methodology meets the Commission’s objectives of basing the credits on the costs the utility can realistically avoid.  The parties that support the use of a net avoided cost methodology differ in three areas of its application: the treatment of incremental costs, SDG&E’s treatment of theoretically avoidable costs, and CEC’s position on service-specific fixed costs and balancing accounts.  SCE’s position on these issues is set forth below.

The Commission Should Authorize Recovery of Incremental Costs

The Commission has stated unequivocally that the utilities are entitled to recover the incremental costs associated with the unbundling of RCS.�/  The Commission stated that the RCS credits thus should be based on net avoided costs,�/ i.e., avoided costs net of incremental costs.  SCE has proposed offsets to the avoided cost credits in order to implement this directive to provide a means of recovering incremental costs.

Although the parties to this proceeding generally support the utilities’ ability to recover their incremental costs,�/ a number of parties have proposed that some of these costs be recovered through service fees rather than offsets.  SDG&E, for example, proposes to recover the incremental costs associated with allowing ESPs to provide consolidated billing as service fees to be applied in most cases to the ESPs.�/  SDG&E agreed that the categories of costs that SCE proposes as offsets to the billing credits should be recovered,�/ and had no basis for disagreeing with SCE’s computations of those costs,�/ but proposed that the costs be recovered through a different mechanism.

SCE does not oppose the establishment of service fees on ESPs to collect the incremental costs associated with billing.  SCE therefore will leave it to the Commission to decide in this proceeding whether offsets or service fees should be used to recover the incremental costs associated with billing.  The Commission must make clear, however, how SCE will recover these incremental costs.  If it concludes that service fees are preferable to offsets, SCE will file an advice letter within 30 days setting forth the level of service fees for a partial and full consolidated ESP billing.  The fees will collect in the aggregate the same amount as would have been recovered through offsets.

SCE does not propose to change the method for recovery of the incremental costs associated with meter ownership.  These offsets are for costs that result directly from the direct access customer’s decision to purchase a meter from another supplier.  The incremental costs include activities such as removing the returned meter from SCE’s accounting system, and refurbishing and testing returned meters.  Because the customer that purchases a meter elsewhere causes the utility to incur these costs, the customer should pay for the costs.  Although the costs could be charged to the customer in a service fee, there is no economic difference between a separate fee and a credit offset as SCE has proposed.�/  Accordingly, the Commission should authorize SCE to recover the incremental costs associated with meter ownership as a credit offset, as SCE has proposed.

Although SCE does not oppose the recovery of incremental billing costs as an ESP service fee, SCE would oppose the collection of these incremental, ongoing costs through Section 376.  Although the initial infrastructure costs for accommodation of direct access should be shared by all customers pursuant to Section 376, the ongoing costs of RCS should be paid by the parties that cause those costs to be incurred.  Shifting cost responsibility from the cost causers – i.e., the ESPs and the direct access customers that take RCS from ESPs – to all customers through Section 376 would subsidize those cost causers and encourage inefficiency.�/  The Commission has stated, moreover, that ongoing costs should not be recovered through Section 376.�/ 

Enron attempts to shift cost responsibility through its proposed “comparability” test for ESP service fees.�/  Where the utility does not perform a comparable function for its end-use customers as it now has to perform for ESPs, Dr. Weisenmiller supports the use of an ESP service fee to recover the utility’s incremental costs.�/  But if the utility does perform a similar function for end-use customers, Dr. Weisenmiller would prohibit charging ESPs on a per-occurrence basis unless the utility charges end-users in the same manner.  For example, because the utility does not charge end-use customers each time they make a bill inquiry or are subject to a credit check, but instead recovers these costs from all end-use customers through bundled rates, Dr. Weisenmiller would not allow the utility to charge ESPs on a per-occurrence basis for similar functions (e.g., ESP inquiries or ESP credit checks).�/  

Dr. Weisenmiller did not fully explain his comparability principle nor did he explain why this principle was necessary or appropriate in the specific regulatory circumstances under which California’s electricity market currently operates.  The utilities’ rates to end-use customers were historically designed to accomplish a number of social objectives.  As a result, efficiency goals were sometimes sacrificed to promote simplicity and cross-subsidization.  For example, even though as a matter of economic theory end-use customers perhaps should be charged every time they call the utility with a bill question, the Commission has not instituted such a policy.  During the rate freeze, moreover, the utilities cannot restructure their retail rates for existing nondiscretionary services to satisfy such economic goals.  The historical reasons for the development of current rates, and the limited ability to modify those rates at this time, do not suggest that ESPs must be treated in the same manner as end-use customers are treated.  Instead, the Commission should design a policy for recovery of incremental costs that satisfies its current vision of economic efficiency.

Dr. Weisenmiller vacillated on how the utility should recover the additional costs of performing services for ESPs.  He acknowledged that these costs were incremental and not recovered through current rates.�/  At certain points, he suggested that the utility recover these incremental costs through a rate change imposed on all customers.  But this suggestion would reduce the utilities’ headroom.�/  Apart from raising its own problems under section 368, this outcome would either harm shareholders (in violation of the Commission’s directive that the utility have a means of recovering the incremental costs)�/ or harm ratepayers by extending the rate freeze period.  

At other points, Dr. Weisenmiller suggested that his comparability standard would be met if the incremental costs were charged to all ESPs, just as costs for similar activities are currently charged to all end-use customers.�/  This alternative would be better than the proposal to shift costs to shareholders or other customers, but it would still undermine the link between the cost causation and cost responsibility.  Dr. Weisenmiller stated that utilities should charge ESPs that are responsible for excessive inquiries, in order to send a proper price signal to the ESPs so that they do not free ride on the utility and other ratepayers.�/  Dr. Weisenmiller did not explain why these important objectives should be disregarded when the utility does not charge end-use customers in a similar manner. 

SDG&E’s Methodology Should Not Be Applied To SCE

SDG&E’s net avoided cost methodology differs from SCE’s in important respects, and the SDG&E model should not be used to derive credits for SCE.  SDG&E assumes that all labor costs are avoidable.�/  SDG&E did not study whether and how labor costs could actually be avoided, but simply asserted that “it’s management’s job” to find a way of avoiding labor costs.�/  SCE, by contrast, did not make any a priori assumptions, but instead studied what costs could actually be avoided.  SCE’s studies demonstrate that it cannot avoid all labor costs at low levels of penetration.  These costs either could not be avoided at all, or could be avoided only by implementing changes in business practices that would themselves involve additional costs that would swamp the savings.  Because there is no evidence that SCE could practically avoid all of its labor costs, the SDG&E assumption should not be used to establish credits for SCE.

A clear example of the mismatch between SDG&E’s theory and the practical limitations on SCE’s ability to avoid labor costs is SDG&E’s analysis of meter reading.  A meter reader’s day is spent on a number of activities, including office activities, traveling to the route, walking the route, accessing the meter, and reading the meter.�/  Although all of these activities are “labor” functions, not all are avoidable at low levels of penetration.  If one customer on a route purchases meter reading services from an ESP, the meter reader will still need to spend the same amount of time driving to that route.�/  The same conclusion would hold if a few customers on every route purchased meter reading from ESPs, such that the reduction in the utility meter readers’ access and read times added up to one full-time equivalent.  The only way the utility could avoid the time to travel to any route would be to change the routes – a process called refolioing.�/  But SDG&E stated that refolioing involves significant costs (which would offset the credit), and that it was not assuming any refolioing as part of its analysis.�/  As a practical matter, it is simply impossible for SCE to avoid the time the meter reader spends traveling to the route without refolioing.

A similar analysis demonstrates that labor costs associated with walking the route (as opposed to accessing and reading the meter) cannot be avoided unless the route is avoided; that office time cannot be avoided unless a full-time equivalent is avoided; and that supervisory costs cannot be avoided at low levels of penetration.�/  SCE discusses these issues in detail below, in the section regarding the meter reading credit.

SDG&E’s position on meter reading credits for combination customers reflects a proper analysis of avoided costs, and demonstrates why its assumption that all labor costs are avoidable is unrealistic.  SDG&E disputes Enron’s recommendation that one-half of the costs associated with meter reading combination customers be included in a credit for ESPs that read the electric meter only.�/  SDG&E states: “If the UDC must still read gas meters for combination customers who have their electric meters read by ESPs, the UDC still incurs most of the time and expenses of visiting the premises to read the gas meter.”�/  In this context, SDG&E recognizes that labor costs are not avoidable.  Management simply has no realistic way of avoiding the labor costs of reading gas meters for combination customers.  By the same token, whether other RCS labor costs are avoidable cannot simply be assumed; the practical ability to avoid labor costs in each circumstance must be studied.

Without a specific demonstration that SCE can actually avoid labor costs through specific, cost-effective measures, SDG&E’s suggestion that all labor costs are avoidable is substantially equivalent to Enron’s or CellNet’s claim that the utility theoretically could avoid its fully allocated costs.  These theoretical assumptions are not a valid basis for the Commission to establish credits.  The Commission should establish credits based on the labor and other costs that SCE can realistically avoid.  To be sure, the Commission should require SCE in this area, as it does in all others, to act prudently to minimize its costs.  Indeed, SCE already has strong incentives to work for cost reductions under its PBR.  But the Commission should not simply assume that SCE can avoid an entire category of costs, when the evidence shows that labor costs cannot practically be entirely avoided at the penetration levels projected for 1999.

The Commission Should Not Apply CEC’s Fixed Cost Or Balancing Account Proposals To SCE

CEC generally concurs with SCE’s advocacy of a net avoided cost methodology.�/ CEC, however, makes two recommendations with which SCE disagrees.

Service-Specific Fixed Costs

First, CEC suggests that the RCS credits include service-specific fixed costs, i.e., fixed costs that are directly attributable to each of the RCS.�/  CEC’s position is more modest than Enron’s or CellNet’s, which involve attribution of all fixed costs, not just those that are directly attributable to RCS.�/  Nevertheless, CEC’s proposal suffers from the same basic flaw as the fully allocated cost methodology: it establishes a credit that includes costs that the utility cannot and will not avoid.  CEC’s witness Jaske acknowledged that the service-specific fixed costs, by definition, would not be avoidable if the utility provides any RCS.�/  As discussed above, the utilities will and are required to provide RCS, and therefore will be unable to avoid these costs.  CEC, moreover, has not attempted to quantify the service-specific fixed costs.  The Commission has no record to include such costs in the credits for 1999, even if CEC’s recommendation were accepted.

CEC’s proposal is not supported by the Commission’s precedents in the telecommunications area, as CEC suggests.�/  On the contrary, the Commission’s decision concerning resale of a local exchange carrier’s services supports SCE’s position here.  There, the Commission determined that an entrant should be allowed to purchase an incumbent telecommunications utility’s retail offerings at a wholesale rate, in order to enable the entrant to resell those services to end-use customers.  The Commission determined that the wholesale rate (also called the “resale” rate) should be set at the incumbent’s retail rate minus the incumbent’s avoided retailing costs.�/  In other words, the Commission determined that the credit should equal the costs that the incumbent utility avoids when it ceases to perform the retail function.  The credit does not include indirect or fixed costs, unless they are avoided in a wholesale context.�/  Likewise here, the Commission should set the RCS credit equal to the costs that the incumbent utility avoids when it ceases to provide RCS to a given customer.

Balancing Account

CEC also advocates the creation of a balancing account to track the changes in revenues resulting from RCS credits.�/  The balancing account would track the difference between the credits actually provided and the average credit for the customer class.  If meter reading credits are geographically differentiated, the balancing account would result in a refund to the extent that the customers receiving meter reading from ESPs are more heavily concentrated in low-cost areas, and would result in a surcharge if the weighting were toward high-cost areas.�/  

The basic flaw in CEC’s proposal is its focus on revenues, rather than income.�/  The credits are designed to reflect the utility’s cost savings, and thus will cause a reduction in revenues exactly equal to the reduction in costs.  If the avoided costs are small, so too will the reduction in revenues be small.  But that is not cause for concern, because the utility’s income will be unaffected if the credits equal avoided costs.  The utility would be indifferent to whether customers elect to purchase RCS from an ESP, or to whether those customers are in high-cost or low-cost zones.�/  Indeed, CEC’s proposal would create precisely the incentives that it is seeking to mitigate.  Under CEC’s proposal, the utility would be required to provide a refund if the credits provided were less than the average.  The refund would come out of the shareholders’ pocket as a reduction in earnings.�/  Likewise, the utility could collect additional revenues, and thus increase income, if the credits were greater than the average.�/   The utility therefore would have a powerful incentive to deter customers in low-cost areas from purchasing RCS from ESPs, and an equally powerful incentive to encourage customers in high-cost areas to obtain RCS from ESPs. 

Because the CEC has not demonstrated why its balancing account is necessary, and because it would create distorting incentives, the Commission should not adopt CEC’s proposal.

The Commission Should Adopt SCE’s Recommendations On Updates

SCE recommends that the Commission update the credits as penetration rates change, and as experience permits further refinements of the avoided cost estimates.�/  Enron’s apparent position that the Commission should set the credits now and not revisit them�/ is misguided.  The Commission should not lock itself in to a single forecast of avoided cost for all time, as it did in the QF area.�/  Instead, it should revise the credits as appropriate based on real-world experience.

�THE COMMISSION SHOULD ADOPT SCE’S PROPOSED CREDIT AMOUNTS

In this section, SCE provides an overview of the evidence that it has provided in support of each credit it proposes and responds to the specific concerns raised by other parties regarding those calculations.

SCE’s Methodology For Segmenting Customers According To Rate Schedule

SCE segmented its existing customer base into smaller, more homogenous subgroups that share characteristics that tend to drive RCS avoided costs.  In the case of the metering credits (meter reading, meter services, and meter ownership), SCE concluded that the avoided costs were driven by the type of meter the customer uses.  Accordingly, SCE concluded that the credits should be segmented in a fashion that groups together customers with similar meter types.�/  SCE further determined that a customer’s rate schedule is a reasonable proxy for meter type.  It therefore segmented its rate schedules into the following four groupings that tend to reflect differences in meter type: (1) schedules for non-TOU service at less than 20 kW; (2) schedules for non-TOU service between 20 and 500 kW; (3) schedules for service at above 500 kW; and (4) schedules for TOU service at below 500 kW.�/ 

In the case of the billing and payments credit, SCE concluded that avoided costs are driven by the size of the customer, because customers in different usage categories tend to use different billing options.  Accordingly, SCE broke customers down into similar segments for purposes of the billing credit, namely, (1) below 20kW; (2) 20-500 kW; and (3) above 500 kW.�/  

In general, parties did not contest SCE’s segmentation proposals.  CEC argued that rate schedule might not be a perfect proxy for meter type in the future, as meter technology evolves.�/  Such future developments may warrant a change in segments in an update proceeding, but cannot be implemented by January 1, 1999.  The Phase 1 Proposed Decision would require the utilities to modify their systems to accommodate segmentation by rate class.  Although the Commission could conclude that no segmentation should be implemented, it cannot require the utilities to segment the metering credits on a different basis by January 1, 1999.

Other parties have disputed SCE’s proposal to segment the meter reading credit geographically.  SCE responds to those claims below. These parties have not, however, contested SCE’s proposal to segment the credits in any other respects.  Indeed, the parties that have specifically proposed alternative credits (i.e., Enron and ORA) have segmented SCE’s customers into the same basic groups as SCE.  For the reasons discussed above and in greater detail in SCE’s Prepared Testimony, the Commission should approve SCE’s basic segmentation approach.

The Commission Should Adopt SCE’s Proposed Meter Services Credits

Overview Of SCE Methodology And Calculation

SCE’s meter services credit measures SCE’s actual avoided costs related to maintaining, testing, repairing and/or performing a replacement installation of a customer meter.�/  To develop and calculate the credit, SCE performed a detailed review that identified all activities, tools, and materials that are used to perform the function, the time to accomplish specific activities, and the annual frequency of their occurrence.�/  SCE calculated resulting credits by (1) identifying the labor rate for each type of activity, (2) adding avoided costs for tools and materials, (3) multiplying that figure by the annual per customer frequency of occurrence of the identified avoided activities, (4) dividing the resulting figure by 12 to obtain a monthly amount, and (5) grossing up the resulting credit to reflect SCE’s CPI-X productivity factor.�/  Because SCE did not identify any additional costs to accommodate a third party’s provision of meter services, there is no offset to be netted against the above calculation. 

This approach yields the following credits,�/ which SCE recommends that the Commission adopt:

�$/Meter/Month���< 20 kW (non-TOU)�20 – 500 kW (non-TOU)��> 500 kW�TOUs �< 500 kW��Meter Services�$0.01�$0.06�$3.42�$0.79��Discussion Of Other Parties’ Comments

Enron and ORA are the only parties that raised concerns about SCE’s calculation of the meter services credit.  ORA appears generally to approve of SCE’s overall methodological approach, but takes issue with two specific aspects of SCE’s calculation.  Enron, however, takes issue with SCE’s fundamental methodology and proposes an alternative approach to calculating the credit.  SCE responds to both parties in this subsection, addressing first the methodological differences between SCE’s and Enron’s approach. 

Enron’s Substitute Methodology For Calculating The Credit Is Arbitrary And Would Grossly Overstate SCE’s Avoided Costs

Enron’s challenge to SCE’s meter services credit has two components.  First, although Dr. Weisenmiller appears to agree with SCE as to the basic activities that comprise meter services and should be included in the credit, he incorrectly contends that SCE excluded from the credit all avoided installation costs.�/  The installation cost that SCE avoids when another party performs meter services are the labor costs of installing a replacement meter when a customer’s existing meter cannot be repaired.  SCE included that amount in the meter services credit through its calculation of the cost to “remove and replace meter” identified on pages 17-18 of its Prepared Testimony.�/  The costs to replace a meter identified therein reflect the costs to perform installation of the meter.�/  Indeed, even ORA, which as discussed below disagrees as to the amount of installation costs avoided by SCE, acknowledged at the hearings that SCE included in the credit an amount for avoided installations.�/  Hence, Enron’s claim that SCE failed to include any such costs in its meter services credit is refuted by the evidence.  

Second, Enron argues that fully allocated cost figures for SDG&E, rather than net avoided cost figures for SCE, should be used to develop SCE’s meter services credit.  Specifically, Dr. Weisenmiller proposes that SCE’s meter services credit should be calculated by (1) taking the fully allocated numbers that SDG&E developed in a separate submission for comparison purposes only, (2) dividing those amounts by the amounts SDG&E booked into FERC accounts 586 and 597 to develop a 35% factor, (3) multiplying the 35% factor that was derived for SDG&E by the amounts that SCE booked into FERC accounts 586 and 597 after adding to SCE’s booked amounts a loader for administrative and general and supervisory costs, (4) grossing the resulting amount up for inflation, and (5) allocating the resulting total across SCE’s four identified customer segments based upon ratios developed based upon ORA’s net avoided cost calculations for the same credit.�/  This circuitous process cannot be adopted by the Commission because, unlike SCE’s methodology, it produces inflated credits that bear no relationship to the costs that SCE actually avoids when a customer chooses to take meter services from a third party.

Dr. Weisenmiller’s methodology skews the credit both by unjustifiably relying upon figures for SDG&E and by misapplying the SDG&E figures that he derived.  Dr. Weisenmiller justifies his decision to rely upon SDG&E’s numbers on the grounds that SDG&E included avoided installation costs in its credit and has “a more realistic scheme for meter maintenance.”�/  As discussed above, the first ground is incorrect because SCE also included installation costs in its credit.  The second ground is equally incorrect because Enron offers no further evidence or insight beyond the conclusory and ambiguous statement that SDG&E’s maintenance scheme is “more realistic.”  Dr. Weisenmiller has failed to offer any analysis or evidence indicating how SDG&E’s meter maintenance scheme is “more realistic” than SCE’s, nor does he even describe the two meter maintenance schemes that he ostensibly compared.  In sum, Dr. Weisenmiller provides no basis whatsoever for his assumption that he can improve upon the accuracy of SCE’s credits by using FERC account information and avoided cost estimates from another utility. 

Dr. Weisenmiller further undermines the accuracy of the credits by misapplying the SDG&E figures that he relies upon.  For example, while Dr. Weisenmiller’s testimony does not make clear which year or years of SDG&E data he relied upon, on cross examination Dr. Weisenmiller agreed that he derived the 35% factor using  SDG&E’s recorded expenses for 1996 only, but applied that factor to an average of SCE’s recorded expenses  for 1995 and 1996.�/  Thus, Dr. Weisenmiller not only relied upon the wrong utility’s cost information, but also applied it to the wrong data.  If Dr. Weisenmiller had consistently used 1996 numbers for both SDG&E and SCE, the number to which the 35% figure is applied would have decreased by more than $3.5 million, which, in turn, would have reduced the total costs upon which Enron’s credits are based by more than $1 million.�/  Enron’s arbitrary approach to applying SDG&E’s figures thus substantially inflated the size of the credit that it proposed for SCE.

Finally, and most fundamentally, Enron’s approach is inappropriate because it includes in the credit costs such as A&G that SCE cannot avoid at any penetration rate that can reasonably be assumed for 1999.�/  While Enron contends that it was applying SDG&E’s figures, the figures that it applied were not the figures that SDG&E used to derive its proposed credits, but rather were figures that identified costs that exceed the amount that SDG&E believes it could potentially avoid if there were 100% penetration of the RCS market.�/  Although Enron attempts to avoid this problem by refusing to predict any specific penetration rate and arguing generally that returns to scale are constant for RCS, these arguments cannot be accepted for the reasons discussed in detail in Section I.B. of this brief.

Enron’s proposed meter services credits do not even attempt to measure the actual costs that SCE would or could avoid in 1999 as a result of customers choosing a third party to provide meter services.  For this reason, Enron’s proposed approach should be rejected.

ORA’s Proposed Changes To SCE’s Calculation Of Its Meter Services Credits Should Not Be Adopted

ORA generally follows SCE’s methodology in calculating its proposed meter services credits, but proposes two specific changes, neither of which should be adopted.  

First, while ORA included in its credits the amount that SCE identified for avoided installation costs, at the hearings ORA’s witness contended that those values were too low because the frequency of occurrence that SCE assumed for meter replacement in some instances assumed that the existing meters would remain in place for longer than their accounting lives.�/  In particular, ORA’s witness observed that while the accounting life for meters is set at 39 years, for the 20�500 kW class SCE assumed that the frequency of replacement is 0.5% per year, which would result in meters remaining in place for much longer than 39 years.�/ 

ORA’s analysis is flawed because it relies upon the accounting life of meters rather than information about the actual replacement rate of meters.  SCE’s replacement frequency calculations are based upon SCE’s historical experience with respect to actual replacement rates.�/  Although for the 20-500 kW group SCE’s historical experience indicates that the replacement rate is less rapid than the accounting life of a meter, for the >500 kW group SCE’s historical experience gives rise to exactly the opposite result – a replacement rate that is more rapid than the accounting life of the meter would suggest.�/  In real life, some meters become irreparably broken before the end of their accounting lives while others continue to be operable after the end of the same period.  Indeed, PG&E offered testimony that supports this very conclusion.  It observed that, despite their 32�year accounting life, PG&E’s solid state meters typically need to be removed and replaced after 10 years of use.�/  ORA also fails to consider that the life of a meter potentially could be extended beyond its accounting life through high quality maintenance and successful repair of meters that break down.  Because SCE’s replacement frequency calculations are based upon historical experience, they are more reliable than predictions based upon generic accounting lives and thus are properly used to develop the avoided installation costs that are included in the meter services credit.

The Commission also should not accept ORA’s recommendation to adjust the meter services credit by adding the labor cost of testing returned meters that would be used as replacement meters when the existing meter breaks.�/  First, the responsibility to furnish a replacement meter rests with the party that is the meter owner, rather than the party that provides meter services.�/  Any avoided testing cost that relates to readying a replacement meter for installation thus should be included in the meter ownership credit, rather than the meter services credit.  Second, SCE has already included testing costs for readying new replacement meters in its meter ownership credit.  The capitalized value of the avoided replacement parts component of the meter ownership credit includes labor relating to SCE’s testing of new meters in its meter services shop to ready the meters for replacement.�/  

Because SCE has already included an appropriate amount in the appropriate credit for the avoided testing cost of readying replacement meters, the Commission should reject ORA’s proposal to increase the meter services credit to include such avoided costs. If the Commission were to decide that such avoided costs should be included in the meter services credit, it should direct SCE to shift the relevant avoided cost amounts that SCE included in the meter ownership credit into its proposed meter services credit.  This approach would prevent the exaggeration of the credit that would occur if ORA’s present recommendation were adopted.

SCE’s Proposed Meter Ownership Avoided Cost Credits Should Be Adopted

Overview Of SCE Methodology And Calculation

Consistent with the net avoided cost principle, SCE’s meter ownership credit is based upon the net value to SCE of a returned meter.  The net value is based upon the weighted average of the value of meters that SCE can reuse and the value of meters that SCE can sell for scrap or in a used meter market.�/  

If a meter can be reused, its net value is (1) the meter’s replacement cost new less depreciation (RCNLD), (2) plus the present value of capitalized replacement meters and parts that are avoided, (3) minus any costs SCE would incur to refurbish the meters in order to make them reusable.�/  If the meter is instead sold for scrap or in a used meter market, the net value is (1) the sale/scrap value of the meter minus any selling/scrapping costs, (2) plus the present value of capitalized replacement meters and parts that are avoided.�/  The monthly net avoided cost credit for each customer group is calculated by blending these calculations together based upon an expected reuse vs. scrap/sale percentage for each customer segment.�/  The monthly credit is grossed-up for rate of return, taxes on return, and the CPI-X productivity factor.  Following this methodology, SCE developed the following avoided cost credits:�/ 

�$/Meter/Month���< 20 kW�(non-TOU)�20 – 500 kW�(non-TOU)��> 500 kW�TOUs �< 500 kW��Meter Ownership�$0.08�$0.46�$23.05�$2.45��Discussion Of Other Parties’ Comments

Although several parties challenge specific aspects of SCE’s methodology and calculations, only Enron proposes a completely different methodology for calculating the meter ownership credit.  SCE will address the most serious problems inherent in Enron’s proposed methodology first, and thereafter will address the more limited concerns raised by other parties.

Enron’s Proposed Alternative Methodology Would Severely Overstate The Meter Ownership Credit For SCE

Enron proposes that the meter ownership credit for SCE be set at the net book value of SCE’s meters.�/  This proposal significantly overstates SCE’s avoided costs because it would include in the credit the capitalized installation costs that are included in the net book value of SCE’s meters.�/  Capitalized installation costs reflect the costs that SCE originally incurred to install the meter that the customer will no longer be using.  Instead of charging those costs directly to the customer at the time of the original installation, SCE added them to the book value of the meter (i.e., capitalized the costs) to be recovered over time as the meter depreciated.  Capitalized installation costs thus relate to costs that occurred in the past, have not yet been fully recovered in rates, and are obviously not avoided when an existing customer decides to replace his existing meter with an ESP-provided meter.�/  Moreover, Enron’s inclusion of these costs in the credit results in a serious overestimation of the credit because capitalized installation costs represent approximately half of the net book value of SCE’s meters.�/ 

Dr. Weisenmiller conceded that SCE does not avoid capitalized installation costs when a meter is returned to SCE, but argued that such costs would be recovered if SCE sold its meters for net book value.�/  There is no basis to conclude, however, that SCE could sell its meters for net book value.  Currently, no secondary market for such meters exists.�/  Logically, the secondary market value should not include the capitalized installation cost, unless the meters are purchased in place. The Commission, however, has not established a procedure or a price for SCE to sell existing meters in place to end-use customers.  The Phase I Proposed Decision would defer consideration of such sales until a date after June 1, 1999.  Accordingly, there is no basis for concluding that SCE could sell used meters at all in 1999, much less that it could sell them at a price equal to net book value.  The Commission cannot base the credits on Dr. Weisenmiller’s unsupported assumption that capitalized installation costs could be recouped through market transactions involving SCE’s existing meters.

Dr. Weisenmiller also suggested that SCE could potentially seek recovery from all customers through the Section 376 proceeding for the difference between the net book value of returned meters and the amount that SCE is able to receive on the market for these meters.�/  This proposed remedy, however, amounts to nothing more than an economically inefficient subsidy to ESPs and their customers paid for by all UDC customers.�/  The Commission should reject Enron’s attempt to subsidize ESPs and their customers by inflating the credit far beyond the costs that SCE will avoid.

The Commission Should Adopt SCE’s Proposal To Offset The Meter Ownership Credits With The Additional Costs That SCE Will Incur

The Cost Of Removing Scrapped Meters From SCE’s Meter Accounting System

SCE maintains a database that tracks SCE meters throughout their useful life.  When existing bundled utility customers decide to replace their existing meters with ESP meters and return their UDC meters to SCE, SCE must update that database for each returned meter that is scrapped.�/  This process basically involves reading the meter’s serial number, calling up the appropriate computer screens on the mainframe that contains this database, entering the information into the database, and returning the meter to the pile or box where it was located.�/  Based upon the experience of supervisors who oversee this process, SCE estimated that this process takes between 5-10 minutes per meter.�/  The offset reflects these labor costs.�/  

SCE disagrees with ORA’s argument that the offset should be removed because such costs “are overall costs of electric industry restructuring, and are not correctly associated with meter ownership costs.”�/  The costs of processing a returned meter are directly incremental to a customer’s decision to remove its SCE-provided meter and replace it with an ESP meter.�/  For this reason, removing these offsetting costs would violate ORA’s own enumerated principles of incremental costing and the allocation of costs based on cost causation.�/  

In oral testimony, Dr. Price argued in the alternative that SCE could reduce these costs if the ESP reads the serial number of the removed meter and electronically transmits it directly to SCE’s database through a mechanism like EDI.�/  SCE is willing to work with market participants to develop mechanisms that allow SCE to import information into its database more efficiently.�/  If such mechanisms can be developed, SCE would update its credits to reflect any cost-saving mechanisms that are developed and implemented by the market participants.  But as Dr. Price conceded, a method for electronic transmission of meter serial numbers has not yet even been proposed by the Permanent Standards Working Group, let alone implemented.�/  There is no basis for removing the cost that SCE actually incurs under the existing regime to remove meters from its accounting system until a cost-effective alternative mechanism is a reality.

Costs Offsetting SCE’s Meter Reuse Calculation

As discussed above, SCE has included as an offset to the meter ownership credit the refurbishment costs that SCE incurs to render returned meters reusable.  Both Enron and ORA oppose inclusion in the offset of SCE’s costs to refurbish returned meters in order to render them reusable.�/  Enron offers no explanation for its position other than its general belief, discussed above, that the meter ownership credit should be equal to net book value.  ORA contends that these costs should be removed because “they come about because [SCE] anticipate[s] reusing the meter” for one of its existing customers.�/  

The Commission should reject ORA’s argument, for three reasons.  First, the refurbishment cost is incurred as a direct result of the original customer’s decision to replace its existing UDC meter with an ESP meter.  The cost should be borne by the party that causes the costs,�/ namely, the customer that returns the meter.  If the customer did not return the meter, it would have continued to use the existing meter in place, and SCE would not have incurred the cost to refurbish it. 

Second, ORA’s analysis does not account for the increased credit resulting from reuse of returned meters.  If SCE did not refurbish returned meters, a smaller percentage of returned meters could be reused. This would cause the percentage of scrapped meters to increase for most customer segments, which in turn would cause the overall meter ownership credit to go down.�/  In short, SCE incurs the meter refurbishing costs in order to increase the credit provided to customers by rendering the highest possible number of meters reusable.  It would be unfair to include the benefits of refurbishment in the credit received by customers without including the costs that make that benefit possible.  

Third, ORA’s proposal would leave SCE without any means of recovering the costs of refurbishing returned meters.  ORA suggests that the cost of refurbishing the meter should be recovered from the bundled service customer that receives the refurbished meter.�/  By definition, however, these refurbishing costs are incremental to the utility’s existing costs, and therefore are not recovered in existing rates.�/  ORA’s proposal therefore would require a change in base rates to recover these incremental costs from bundled service customers.  Although ORA claimed that PG&E could seek such a rate change through its General Rate Case, SCE has no opportunity to increase its base distribution rates to recover these costs in 1999.�/   

The Commission Should Reject Parties’ Challenges To The Scrap/Reuse Ratio

SCE’s meter ownership credit is based on estimates for each customer segment of the percentage of returned meters that it will reuse and that it will sell for scrap.  TURN/UCAN challenge SCE’s estimate that for <20 kW customers 35% will be reused and 65% scrapped.�/  TURN/UCAN contends that for that customer group, the scrap percentage should be set at 25% and the reuse percentage at 75%.

TURN/UCAN argued in their prepared testimony that SCE’s estimates of the reuse rate for residential and small commercial customer meters are too high because “they are derived from an analysis of the percentage of meters that are scrapped today – when most meters that are removed are removed because they malfunction.”�/  This claim is contrary to the evidence.  Although SCE did obtain estimates from meter installation personnel as to the number of returned residential and small commercial meters that would be in reusable condition, that calculation was higher than the total expected demand for reuse of residential and small customer meters.  For residential and small commercial customers, SCE’s scrap and reuse percentages are based solely upon the demand number rather than the higher estimate of the number of meters that would be in reusable condition.�/  In other words, for this customer segment the estimated reuse percentage has nothing to do with the number of meters that will be returned in reusable condition, but rather is dependent only upon the demand for reuse of the returned meters.

At the hearings, TURN/UCAN’s witness appeared to shift his position to a demand-based argument, stating that his analysis implicitly assumes that the market penetration for third-party meter ownership for small customers will be small enough that SCE will be able to reuse for new customers all of the returned small customer meters that are in reusable condition.�/  This implicit assumption, however, is contrary to the evidence.  First, SCE has estimated the new customer projections based upon empirical information concerning past growth rates.  SCE’s analysis assumes that a reused (rather than a new) meter will be installed at every such installation.�/  This assumption maximizes the reuse rate and would be reduced if the Commission were to adopt TURN/UCAN’s proposals concerning new customer installations.  Second, because SCE has based its new customer projections upon empirical information concerning past growth rates,�/ there is no reason to believe (nor does TURN/UCAN even suggest) that these projections understate the expected rate of new customer growth.  Finally, SCE’s projection of the number of meters that will be returned is based upon the assumption that penetration will reach 10% after three years with straight�line penetration growth over that period.�/  This assumption is consistent with the penetration assumptions that SCE has made throughout this proceeding, and TURN/UCAN provide no evidence to suggest that this penetration rate projection estimate is inaccurate.  Because SCE’s reuse/scrap percentage for residential and small commercial customers is based upon the best available evidence, the Commission should accept it.

ORA did not adopt TURN/UCAN’s position, but recommended that the reuse figure for residential and small commercial customers be based upon SCE’s calculation of the number of such meters that will be in reusable condition, rather than the smaller demand-based reuse figure.�/  ORA explained that this recommendation is premised upon the assumption that SCE will be able to sell all reusable residential and small commercial meters in a secondary used meter market instead of selling them for scrap.�/  As discussed above, this assumption is highly speculative because, as ORA concedes,�/ no such market presently exists for these meters.  Indeed, both SCE and SDG&E have testified that they investigated the possibility of a market for their used meters and were unable to identify such a market at this time.�/  Moreover, CEC’s witness indicated that the secondary market for used UDC meters may prove to be limited.�/  Although ORA believes that such a market will develop for these meters for purposes of retrofitting,�/ the viability of such a market is highly uncertain at this point.  Given this uncertainty, it is not appropriate for the Commission simply to assume that such a market will exist for purposes of establishing avoided cost credits for 1999.  In the event that such a market develops over the longer term, the credits can be refined in the update proceedings that SCE has proposed. 

The Commission Should Refrain From Addressing In This Proceeding The Issues Relating To New Customer Service Locations Raised By TURN/UCAN And ORA

TURN/UCAN (and to a lesser extent ORA) have made a number of proposals that relate to the way that utilities charge for providing and installing meters at new service locations.  Although there has been some confusion as to the precise outlines of TURN/UCAN’s proposal, TURN/UCAN generally have proposed that (1) the cost of the meter should not be covered by the allowances that have been established by the Commission for line and service extensions, (2) applicants for line and service extensions should instead pay for the cost of the meter themselves up front, (3) the formula for calculating the allowances should be revised so that revenues for revenue cycle services are not included in the distribution revenue used to calculate the allowance, and (4) customers at new service locations would be the “default owner” of their meters while the default meter services responsibility would rest with the UDC.�/  

These issues are outside the scope of these avoided cost credit hearings.�/  The January 26th Assigned Commissioners’ Ruling establishing the scope of this proceeding, directly addressed this point, and stated that:

Because of the need to complete this contentious proceeding in a compressed time period, we will not entertain specific proposals to change such things as the way that the applicants charge for providing and installing meters.  However, we will consider evidence and arguments about the implications of not changing these and other charges as we introduce competition and will consider proposals for pursuing such changes in a future proceeding.�/  

TURN/UCAN’s witness acknowledged that his testimony presented a proposal to “change the way the utilities charge for providing and installing meters”�/ -- precisely the issue that the Scoping Memo states the Commission will not decide, even at a general level, in this proceeding.  The evidence provided by TURN/UCAN in support of its proposals instead should be considered in future proceedings during which the Commission and the parties can more fully consider the impact of competition on the manner in which SCE charges for providing such facilities and services.  

The Commission’s decision to defer consideration and resolution of these issues is wise, because the issues raised by TURN/UCAN are quite complex and require careful consideration.  The complexity of the issues is most readily illustrated by TURN/UCAN’s proposal that new customers should become default owners of their meters with the UDC retaining the meter service responsibility.�/  Although the oral testimony offered by TURN/UCAN’s witness on this issue was not entirely clear,�/ he appeared to suggest that the UDC would have the responsibility for repairing a broken meter (and maintaining the meter so it does not break in the first place), while the customer typically would have the responsibility for buying a replacement meter if the existing one is not repairable. This raises unanswered questions such as which party would decide whether the meter is repairable, which party would perform the installation of the meter if it were replaced, whether the customer can choose to purchase a meter that the UDC does not have experience maintaining and repairing, and what (if any) changes should be made to the UDC’s existing charges for meter service to reflect any new or different responsibilities it may have as a result of the change in the nature of meter ownership.  Other questions also arise from default meter ownership, such as whether the customer can remove his meter and take it with him when he moves, whether the purchaser of a house at which the previous owner was the meter owner automatically assumes the responsibilities of meter ownership or can opt to transfer those responsibilities to the UDC, and whether the landlord or the tenant would be required to own the meter in cases where the tenant’s energy use is separately metered and the tenant (rather than the landlord) is the UDC customer. The Commission will need to consider and in some instances directly address these and other issues when it ultimately considers whether to adopt TURN/UCAN’s proposals. 

SCE’s Proposed Meter Reading Credits Should Be Adopted

Overview Of SCE’s Methodology And Calculation

SCE based its meter reading credits upon an analysis of all of the activities and associated tools and materials that SCE will avoid when an ESP performs meter reading for a customer.  SCE determined that the avoided activities are: (1) the physical reading of the meter (“meter read”), (2) the walk from the curb at the customer’s premises to the meter (“meter-reading access”), (3) the performance (including travel, meter-reading access, and meter read) of occasional additional re-reads or pick-up reads of a customer’s meter, including reads that are necessary to resolve questionable initial reads (“special meter reads”), and (4) responding to meter-reading related customer inquiries.�/ SCE developed avoided costs by estimating the amount of labor time that would be avoided for these activities and multiplying the avoided time by the appropriate labor rates, taking into consideration the observed frequency of occurrence for each activity.�/  The tools and materials that are avoided are non-specialized tools and supplies, uniforms, and vehicles, each of which were added on an hourly cost basis into the labor time that SCE used to calculate the avoided costs that result from the avoided activities set forth above.�/   

Because SCE did not identify any incremental costs that it would incur when an ESP takes over the meter reading function, SCE did not apply any offsets to the credits.  SCE did not include any offset for refolioing (i.e., restructuring)the existing meter reading routes because the cost of undertaking a refolioing is not justified given the expected low penetration levels for 1999.�/  

SCE observed that avoided meter reading costs vary significantly across different geographic locations.�/  In order to reflect those differences, SCE segmented each of its existing customer segments into five zones.  SCE developed the zones by grouping routes according to zip codes and ranking the zip codes based on weighted-average total meter-reading travel and access time.�/  The lowest 10% of zip codes were assigned to Zone 1, the next 20% to Zone 2, the next 40% to Zone 3, the next 20% to Zone 4, and the highest 10% to Zone 5.  SCE calculated weighted average meter-reading access times for each of the five zones, and used the calculation for each zone in developing its avoided cost credits.�/  

Applying this methodology, SCE developed the following credits,�/ which the Commission should approve:

�$/Service Account/Month���< 20 kW (non-TOU)�20 – 500 kW (non-TOU)��> 500 kW�TOUs �< 500 kW��Meter Reading 

Zone�1�2�3�4�5���$0.19�$0.28�$0.33�$0.38�$0.47���$0.28�$0.36�$0.42�$0.47�$0.55���$2.90�$2.99�$3.04�$3.09�$3.18���$0.90�$0.99�$1.04�$1.09�$1.18��Discussion Of Issues Raised By Parties

Other parties raise two types of issues with respect to SCE’s meter reading credit: (1) proposals relating to SCE’s geographic deaveraging of the credits, and (2) proposals that seek to increase the credits by adding costs that SCE will not actually avoid into its credits.  For the reasons discussed below, the Commission should reject the proposals of the other parties and adopt SCE’s methodology and credits.

The Commission Should Adopt The Principle Of Geographic Segmentation

Although many parties expressly support the principle of geographic segmentation of meter reading credits,�/ Enron, CellNet, and TURN/UCAN express basic disagreement with this approach.  Before addressing Enron, CellNet, and TURN/UCAN’s specific arguments, we summarize why geographic segmentation is an important component of SCE’s overall methodology.

The Commission should adopt a geographic segmentation because it significantly improves the accuracy of SCE’s avoided cost credits by more closely calculating the amount of costs that SCE will actually avoid when a given customer chooses third-party meter reading services.�/  As SCE’s studies demonstrate,�/ and no party seriously disputes,�/ SCE’s avoided meter reading costs vary significantly by geographic area.  Failure to account for these differences in the credits will give rise to several undesirable and inappropriate outcomes.

First, geographically averaged credits would allow ESPs to cherry pick (or “cream skim”) by serving customers in low-cost geographic areas.�/  In such circumstances, the average credit would exceed the costs SCE could reasonably avoid, in violation of the principles that underlie the avoided cost methodology: preventing of cost shifting, inefficient entry, and improper price signals.  For example, an averaged credit prevents high-cost customers from obtaining the benefits of efficient competition.  If ESPs do not receive a price signal that reflects the larger costs that SCE avoids in certain areas, they will not have an incentive to compete in those areas.�/ 

Enron, CellNet, and TURN/UCAN offer several arguments against geographic deaveraging, each of which should be rejected.  Enron argues that geographic deaveraging is discriminatory because it will result in different credits for two customers in the same class.�/  But customers will be treated differently only if such differences are justified by differences in avoided costs.  Common sense, as well as Commission precedent, makes clear that cost-justified distinctions simply are not discriminatory.�/  Indeed, in the telecommunications context, the Commission has stated that, in order to prevent uneconomic pricing signals, the avoided cost credit that resellers of local exchange service receive for procuring the service at wholesale rather than retail should be geographically deaveraged.�/  

Enron, TURN/UCAN, and CellNet claim that geographic differentiation of the credits is improper because other rates are not currently differentiated geographically.�/  In fact, existing UDC rate design includes geographic differentiation in some instances, such as for baseline rates for both electricity and gas.�/  Moreover, 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 was sustainable because there were no competitors to cream-skim low-cost customers and leave the utility with only high-cost customers.  With competition, such cream-skimming opportunities arise, thus providing a strong reason for the Commission to establish geographically deaveraged credits in order to prevent cost-shifting.�/  

TURN/UCAN also argue that geographic deaveraging should not be allowed because it is not supported by the utilities’ traditional cost allocation methods.�/  This contention is irrelevant for two reasons.  First, many aspects of Restructuring are unprecedented and thus cannot be accomplished on the basis of past ratemaking practices.  For example, TURN was an active participant in the Ratesetting proceeding, which involved the unprecedented reallocation of the UDC’s bundled revenue requirement into five separate components.  It makes no sense to suggest that the Commission should not go forward with an efficient and appropriate change such as geographic deaveraging on the ground that past allocation methodologies cannot be used.  Second, the Commission has already provided for the new methodology that is required for the task by ordering the UDCs to perform avoided cost studies and file them in the instant proceeding.�/  

Finally, TURN/UCAN contend that geographic deaveraging should not be pursued in this context since the Commission has not pursued it in other contexts such as load profiling.�/  Assuming, for the sake of argument, that it would be desirable to geographically deaverage in a load profiling context, the failure to do so provides no basis for refraining from engaging in economically efficient geographic deaveraging in other contexts.�/  

Because geographic segmentation of the credits promotes efficiency and social welfare, and because the arguments against it are unfounded, the Commission should adopt the principle of geographic segmentation. 

The Commission Should Adopt SCE’s Specific Segmentation Approach

Only two parties, ORA and TURN/UCAN, comment on the specifics of SCE’s geographic segmentation approach. 

Although ORA supports the zip code based geographic segmentation proposed by SCE, it proposes that SCE’s five zones be collapsed into two.�/  ORA’s two-zone proposal should be rejected because it produces segments that are too broad and diverse to address adequately the cream-skimming concerns that are the primary motivation behind geographic segmentation.�/  SCE’s five-zone approach reflects statistically significant cost differences and forms a logical and sensible approach for addressing potential cream-skimming concerns.�/  Although the potential for cream-skimming cannot be entirely eradicated without creating as many credits as there are customers, SCE’s five�zone proposal is a compromise that takes into consideration administrative feasibility and concerns about avoiding customer confusion.�/  

ORA incorrectly suggests that the Commission should adopt a two-zone approach for SCE to promote consistency across the UDCs.�/  At a fundamental methodological level, the three UDCs have achieved uniformity: All three UDC use the same basic approach of grouping routes into zip codes and creating zones based on zip codes.  Customers in any of the utilities’ territories will be able to determine their meter reading credit by reference to their zip code.  The amount of the credits, and the number of the zones, may vary between the utilities, but this result should not cause customer confusion or otherwise be of concern.  The utilities’ studies have shown that their avoided costs for meter reading differ, and that the degree of geographic variability of those costs differs.  SCE has shown that meaningful cost differences exist for each of its five zones.  PG&E has found meaningful differences between three zones.�/  SDG&E has determined that 93% of its customers fall into a single zone.�/  These differences warrant a different number of zones for each of the utilities, and ORA has not explained why each utility should be force-fit into the same number of geographic zones. �/  

TURN/UCAN have observed that SCE’s segmentation analysis does not identify access time differences by customer class.�/  SCE’s credits do not reflect such differences because in the limited time available to perform its costs studies, SCE was not able to obtain data that was sufficiently reliable to support such differentiation.  Because SCE’s data does not provide a basis for imposing this additional refinement to its methodology, SCE’s credits for 1999 should not be differentiated in that fashion.  Such further refinements may be considered, and if appropriate addressed, in the update proceedings that SCE has proposed.

The Commission Should Reject Proposals To Fold Into The Credit Costs That SCE Will Not Avoid

Although no party takes issue with any of the activities that SCE has included in developing the credits, Enron and ORA contend that several additional activities should be added.  As discussed below, the costs associated with the activities that Enron and ORA address will not be avoided by SCE at the penetration levels reasonably assumed for 1999.

Cost Of Driving To The Route

Enron and ORA contend that the time that it takes for a meter-reader to drive to and from a route (“drive-to-the-route-time”) should be included in the credit.�/  This time should not be included in the credit because SCE cannot avoid it when customers on an existing route decide to take their meter reading service from an ESP.  

A meter reader’s time driving to and from the route can only be avoided if the route itself no longer exists.  Indeed, as even Enron’s witness conceded on cross-examination, as long as the UDC must read meters on a given route, the meter reader must drive to it.�/  Thus, drive-to-the-route time does not vary as a result of customers selecting ESP meter reading services unless and until the number and distribution of such customers is sufficient to cause a refolioing of existing routes (and thereby reducing their total number) to be cost justified.  Neither Enron nor any other party suggests that SCE should incur the substantial costs�/ of refolioing its routes in 1999.  Because SCE will not be eliminating any routes in 1999, drive-to-the-route time will not be avoided and thus should not be included in the credit.

When asked how SCE could avoid drive-to-the-route time in 1999, Enron’s witness stated that its view is based upon a “longer-term perspective” and that the accomplishment of this savings should be left as a “challenge to utility management.”�/  But such general statements do not substitute for rigorous analysis of the practical feasibility of avoiding such costs. The Commission is setting credits for 1999 and should not include in the credits for that year additional amounts based on assumptions about what might be possible with refolioing in future years.  

Enron further vaguely suggested that SCE might be able somehow to avoid drive-to-the-route-time by making minor day-to-day adjustments in meter reading routes.�/  This suggestion is unrealistic.  In order to avoid drive-to-the-route-time, SCE would have to be able to eliminate a route by adding the remaining meters on that route to one or more other existing routes, without refolioing the entire route structure.  At the penetration levels assumed for 1999, SCE could not eliminate routes in this ad hoc fashion.  For SCE, the average meter reading route has 450 meters�/ and a meter reader generally covers only one route per day.�/  If 10% of the customers on a route procure meter reading services from an ESP, SCE would still have to read over 400 meters on that route.  It would not be practical to add these meters to existing routes as a “minor” adjustment.  Given the large number of meters on any given route and the penetration levels that have been reasonably assumed by SCE (and that are not contested by Enron or any other party), minor day-to-day adjustments will not enable SCE to eliminate entire routes and thereby avoid drive-to-the-route-time. 

The Commission should not include drive-to-the-route-time in the credits, because SCE cannot avoid such costs in 1999.  But even if the Commission were prepared to include such costs, it should reject ORA’s overstated computation of the drive-to-the-route time.  ORA did not compute the actual drive-to-the-route time for SCE.  Instead, it derived a percentage of a SDG&E’s meter reader’s day supposedly associated with drive-to-the-route time and applied it to SCE.�/  ORA’s computations may or may not accurately reflect the drive-to-the-route time for SDG&E, but they certainly do not accurately reflect SCE’s drive-to-the-route time.  Using SDG&E data, ORA assumed that an SCE meter reader’s drive time is equal to 21.8% of his or her time on the route�/ and assumed that the total time on the route is approximately 4.3 hours,�/ which would mean that SCE’s meter readers spend approximately 93 minutes driving to the route.  But as ORA admitted, SCE’s data indicates SCE’s meter readers actually spend only 30 minutes per day driving to the route.�/  If the Commission were to accept ORA’s recommendation to include drive-to-the-route time, it should use SCE’s actual time of 30 minutes, rather than the excessive amount proposed by ORA.

Non-Field Time

ORA and Enron also propose to calculate the credits in a manner that incorrectly assumes that non-field time of meter readers (i.e., time other than the time spent on the route or driving to and from the route) will be avoided when customers on an existing route select ESP meter reading.�/  

The non-field activities that SCE’s meter readers routinely perform consist of twelve tasks either in the morning or in the evening.  SCE examined each of these activities, which are identified in detail in its written testimony, and determined that for each activity the time to perform is reduced either not at all or only by an amount that would be too small to be meaningfully reflected in credits.�/  For example, picking up the device that contains the daily route information, listening to or reading administrative announcements, and filling out daily time cards are not affected at all when a meter reader no longer has to read certain meters on a route.�/  The only three activities that could even potentially vary as a result of a reduced number of total meters per route are picking up the day’s DASR report, filing variance reports, and filling out exception forms.�/  Given the minuscule amount of time that these three activities take in the aggregate, the incremental reduction in time associated with removing a given customer’s meter from the route is so small that its effect on the credit would be lost in rounding.�/  Because SCE will not actually achieve any cost savings with respect to meter-reader non-field time, the Commission should reject Enron and ORA’s proposal to add it into the credit.

Even if non-field time were somehow avoidable, ORA’s proposed methodology for adding it into the credit vastly overstates this time.  The non-field activities performed by SCE’s meter readers currently take approximately 30 minutes per day.�/  Although SCE specifically provided ORA with this information in response to a data request,�/ ORA chose not to use this figure and instead used a much higher figure that was derived entirely from an analysis of meter reading information that relates to SDG&E.�/  ORA assumed that for every hour that an SCE meter reader spends in the field, he or she spends .403 hours (or approximately 24 minutes) on other non-field activities.�/  This computation is erroneous, in light of the fact that the meter reader actually spends no more than 30 minutes total per day on such activities.  Because ORA’s estimate bears no relationship to SCE’s actual staffing practices and severely overstates the amount of non-field time experienced by it meter readers, the Commission should not accept it.

Supervisory Time

ORA also adds a loader onto the avoided meter reading time that is intended to reflect avoided costs at the meter-reading supervisor level.  ORA assumes, as a theoretical matter, that the time that a meter reading supervisor spends supervising meter readers will decline proportionately with the decline in meters read and that this will give rise to avoided costs because this fractional workload can be redeployed to other activities.�/  This assumption is incorrect.

SCE has demonstrated that as a practical matter supervisory time cannot be meaningfully redeployed except at much larger penetration levels than have been assumed for 1999.  In its written testimony, SCE described in some detail the practical realities preventing redeployment of small amounts of meter-reader supervisory time.�/  Because meter reading service centers are located in discrete locations throughout SCE’s 50,000 square mile territory,�/ the opportunities for redeployment of a meter reading supervisor’s fractional time generally will be limited to tasks that can be performed on site.  As SCE has demonstrated, however, the tasks available on site that otherwise could be performed by a supervisor are generally those that must be performed by non-supervisory employees pursuant to SCE’s collective bargaining agreements.�/  

The Commission cannot ignore these practical, real-world constraints in setting SCE’s credits.  Indeed, even Enron’s witness agreed that real-world, labor-related constraints can have an impact on the ability of a utility to achieve cost reductions that would otherwise be theoretically possible.�/  Because there is no practical way for SCE to achieve in 1999 the supervisory-related cost savings that ORA believes theoretically exist, the Commission should not adopt ORA’s loader.   

The Commission Should Reject Enron And TURN/UCAN’s Proposals To Provide Additional Credits For Working Cash And Uncollectibles

In addition to the credits discussed above, Enron and TURN/UCAN contend that SCE should provide further credits to reflect what they believe will be improvements in SCE’s position with respect to working cash and uncollectibles as a result of ESP provision of RCS.�/  The Commission should reject Enron and TURN/UCAN’s proposals because the evidence directly contradicts the assumptions upon which their proposals are based.

Enron And TURN/UCAN’s Claims Concerning Working Cash Are Contrary To The Evidence

Enron contends that SCE’s working cash will increase as a result of the Commission’s rules mandating that ESPs provide security to UDCs to ensure against default.�/  This argument fails because the evidence demonstrates that ESP security requirements are more likely to reduce SCE’s cash deposits than to increase them. 

First, as SCE observed in its rebuttal testimony, Enron’s argument is expressly premised upon the unfounded assumption that ESPs will be providing substantial cash deposits to secure against default.�/  The pro forma Rule 22 tariff approved by the Commission in the Direct Access proceeding provides that only ESPs that cannot demonstrate an acceptable credit rating must post security, and even those ESPs are allowed to post non-cash securities (e.g., irrevocable letters of credit, surety bonds, corporate guarantees) to secure the ESP.�/  In light of these rules, it is not reasonable to assume that SCE will receive substantial additional cash deposits.  Indeed, both SCE and PG&E testified that to date 100% of the security deposits associated with ESPs have been non-cash securities,�/ and Enron’s witness conceded that the posting of non-cash securities does not increase a UDC’s available working cash.�/  

Even if some ESPs ultimately were to provide cash security, SCE would pay the ESP interest on such deposits.�/  Moreover, Enron fails to take into consideration cash deposits that SCE will be refunding to end-users who decide to take service from an ESP.  Currently, most of SCE’s small and medium-sized customers that are required to post security do so in the form of cash deposits.�/  SCE will refund all or part of the excess deposits of those end-users when they take service from an ESP.�/  The net amount on deposit with SCE also would likely decrease because SCE would be securing only the non-generation charges.�/  

Enron and TURN/UCAN also contend that SCE would receive a working cash benefit by virtue of a claimed reduction in payment lag for its receivables.�/  This argument incorrectly assumes that ESPs will market to and retain the entire spectrum of existing UDC customers, without regard to whether the customers tend to pay their bills in an untimely fashion.  ESPs have no obligation to provide their services to slow-paying customers in the first instance, and Rule 22 specifically empowers ESPs to return such customers to the UDC.�/  Moreover, in response to a question concerning late-paying or non-paying customers, Enron’s witness conceded that “presumably they [ESPs] would send them back” to the UDC.�/  This is further supported by the experience of Southern California Gas Co. with the Core Aggregator Transportation program, which similarly allows aggregators to return to SoCalGas poor-paying customers and has resulted in aggregators returning a steady stream of poor-paying customers to SoCalGas.�/  Because the evidence indicates that ESPs are likely to cherry-pick away the fast-paying customers and leave the slow-paying customers to the UDC, there is no basis for assuming that SCE’s payment lags will improve in the aggregate as a result of ESP billing.  If experience demonstrates that a reduction in payment lag has in fact occurred, SCE will file for an appropriate adjustment through an update proceeding.

The Evidence Does Not Support Enron And TURN/UCAN’s Contention That The ESPs Will Reduce SCE’s Uncollectibles Risk

Enron and TURN/UCAN also incorrectly contend that ESP provision of revenue cycle services will reduce SCE’s uncollectibles.�/  As with working cash, this claim is based upon the inappropriate assumption that ESPs will choose to market to and retain customers that are poor credit risks.  

There is no reason to believe that ESPs will act against their financial interests in this fashion.  To the contrary, the Core Aggregator Transportation program, as discussed above, provides evidence that the UDC, as the default provider, will be left with the responsibility of providing service to the customers that are bad credit risks.�/  Moreover, TURN/UCAN’s expressed concern about “redlining” in the absence of a “high risk pool for uncollectibles” underscores the reality that, unless such a pool is created, ESPs will not be inclined to relieve SCE of the responsibility for serving customers with bad credit.�/  Even SDG&E, which included an amount in its ESP billing credits for uncollectibles, agreed that this was based upon the assumption that ESPs would take on customers with bad credit and therefore may have produced a credit that is higher than SDG&E’s actual avoided cost.�/  

Because ESPs are unlikely to relieve SCE of the obligation of serving poor-paying customers, there is no basis for concluding that SCE should add to its net avoided cost credits an amount for uncollectibles.  Instead, the Commission should defer further consideration of uncollectibles to the proceeding that will consider development of a universal uncollectibles pool.  If experience shows that uncollectibles actually have changed as a result of consolidated ESP billing, SCE will file for a credit adjustment in an update proceeding.

The Commission Should Adopt SCE’s Credits For Both Partial And Full Consolidated ESP Billing

The Commission has ordered SCE to provide credits for two types of consolidated ESP billing, in which the ESP bills end-use customers for the UDC’s charges.  Under partial consolidated ESP billing, the UDC computes its charges and supplies them to the ESP.   Under full consolidated ESP billing, the ESP calculates the UDC’s charges.  Although SCE would realize certain additional cost savings under full consolidated ESP billing as compared to partial consolidated ESP billing, SCE also would incur substantial incremental costs to ensure that ESPs can both receive data and properly compute SCE’s quite complex bills.

Section 1 summarizes the evidence relating to SCE’s partial ESP consolidated billing credits and objections to them.  Section 2 does the same for SCE’s full ESP consolidated billing methodology.  In addition, section 2 describes how SCE should recover infrastructure costs to accommodate full ESP consolidated billing.

SCE’s Partial Consolidated ESP Billing Credits Accurately Estimate Its Net Avoided Costs

SCE’s Proposal

SCE’s proposed credit for partial consolidated ESP billing reflects the avoided costs associated with the tasks it will no longer perform for billing and collection activities for a specific account.�/  SCE determined those avoided costs by querying each organization within SCE that supports the billing function.�/  These activities differed depending on the size of the account, and SCE therefore segmented the credit into < 20 kW, 20-500 kW or > 500 kW�/ customer groups.  SCE also identified the labor classifications of the employees performing each activity, as well as the tools and other materials that will no longer be needed.�/  SCE used this information to calculate the following gross credits:�/ 

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

Collecting and managing customer deposits

Sending monthly bill

Processing monthly payments

Performing collection activities  

Performing disconnects and reconnects of service  

Payment arrangements/extensions  

Payment arrangements/extensions inquiries  ��$0.000

�$0.001

$0.292

$0.183

$0.006

�$0.021

$0.001

�$0.035��$0.202

�$0.005

$0.254

$0.155

$0.050

�$0.129

$0.002

�$0.031��$4.795

�$0.037

$2.738

$0.171

$0.055

�$0.143

$0.063

�$0.001��Total Gross Credit�$0.539�$0.828�$8.003��SCE offset the gross credit by the incremental costs of performing billing and collection activities to accommodate ESPs.  These incremental costs were calculated based on estimates of the time necessary to accomplish each activity and the frequency of occurrence, the labor classifications of the employees who would perform them, and estimates of other non�labor costs.  SCE then converted the gross amount of the incremental costs into the following offsets per account per month based upon estimates of the number of ESPs that would have to be accommodated and the number of accounts per ESP.�/  

��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

Sending monthly bill data to ESPs

Sending invoices to ESPs

Processing payments from ESPs

Performing collection activities on ESPs

Reverting customers of ESPs to separate billing

Shipping mandated billing inserts to ESPs

Processing changes in customer’s billing options��$0.020

$0.001

$0.048

$0.085

$0.007

$0.017

$0.004

$0.007

$0.006��	Total Credit Offset��$0.195��The gross credits minus the incremental cost offset, when grossed up for the CPI-X formula, produce the net avoided cost credits, which are summarized below.�/  

$/Service Account/Month��Classification�< 20 kW�20-500 kW�> 500 kW��Partial ESP Consolidated Billing�$0.35�$0.64�$7.89��SCE’s Methodology Compared To SDG&E’s

Several parties compare SCE’s and SDG&E’s billing credits and criticize SCE for arriving at smaller proposed credits than SDG&E.�/    

SCE’s methodology for deriving credits for partial consolidated ESP billing differs from SDG&E’s methodology in four respects.  First, as discussed above in Section I.C., SDG&E assumed that all labor costs are avoidable, and thus inflated its credit for supervisory and other costs that SCE determined could not actually be avoided at the penetration levels projected for 1999.  

Second, SDG&E recommends that incremental costs associated with consolidated billing be collected from ESPs through service fees, rather than as offsets to the credits.�/  As discussed above in Section I.C., SCE has proposed to recover those costs as offsets, but is not opposed to the Commission’s transferring the costs to service fees, provided that SCE has the opportunity to recover its reasonable incremental costs in full.  

Third, the portion of SDG&E’s billing credit associated with payment processing is significantly larger than SCE’s because SDG&E’s current costs are substantially greater than SCE’s.  SDG&E incurs significant labor expenses in staffing customer service centers that receive walk-in payments.�/  SCE, on the other hand, has closed most of its customer service business offices and instead receives the vast majority of its walk-in payments at authorized payment locations (“APLs”).�/  Because SCE has already taken steps to reduce its costs of processing walk-in payments, its avoided costs when an ESP bills such customers are smaller than SDG&E’s.  

Fourth, SDG&E’s analysis incorrectly assumes that ESPs will serve the same proportion of poor-paying customers as the utility currently serves.  SDG&E expressly assumed that ESPs would serve a random sample of the UDC’s customers.�/  This assumption led SDG&E to conclude that the credits should reflect the avoided costs associated with the average customer.�/  For example, SDG&E’s billing credit includes the average per-customer cost for uncollectibles, collections, disconnects and reconnects, and payment arrangements/extensions.  The UDC’s costs for these activities, however, are not evenly spread among all customers, but are directly caused by customers that have payment problems.  SDG&E’s witness Croyle acknowledged, moreover, that ESPs would have an incentive to provide RCS service to better-paying customers and to avoid poor-paying customers.�/  As discussed above, if the ESP were to sign up a poor�paying customer, the ESPs would likely return that customer to the UDC in short order.  

The UDC therefore will continue to serve most of these poor-paying customers, and will be unable to avoid any significant costs associated with the billing function for such customers.  SCE’s study estimates that it will avoid 10% of the average costs for performing billing services for poor-paying customers, i.e., collections, disconnects and reconnects, and payment arrangements/extensions.�/  The effect of this adjustment is to produce a difference in the billing credits of approximately $0.57.

SDG&E’s assumption that ESPs will serve average customers significantly overstates the UDC’s actual avoided costs.  SDG&E’s witness Croyle acknowledged that SDG&E’s credits were probably overstated in this respect but argued that the problem could be addressed through an update proceeding.�/  But the availability of an update proceeding does not justify establishing credits now that overstate the costs the UDC can be expected to avoid.  The Commission should base the credits on the most supportable estimate of the costs that are realistically avoidable.  Here, the motives of the ESPs, the direct access rules, and the experience in the natural gas core aggregation program�/ demonstrate that the UDCs will be unable to avoid most of the billing costs associated with poor-paying customers.  The Commission should set credits that reflect that reasonable expectation, and it should adjust the credits (up or down) in future update proceedings to reflect the UDCs’ experience with ESPs serving poor-paying customers.

Responses To Critiques Of SCE’s Proposal

ORA’s witness Price did not dispute SCE’s computation of avoided costs for ESP consolidated billing.�/  ORA, as well as Enron and TURN/UCAN, argued that UDCs should generally recover their incremental costs associated with partial consolidated ESP billing through service fees rather than offsets; those issues are discussed above.  The remainder of this section demonstrates why the specific criticisms made by Enron and TURN/UCAN of SCE’s computation of avoided costs associated with partial consolidated ESP billing are incorrect. 

SCE Cannot Increase Its Avoided Costs By Modifying Its Voice Response Unit

Enron contends that SCE could increase its avoided customer inquiry costs by modifying its Voice Response Unit (VRU).  Enron claims that SCE could add submenus to the VRU that would either screen calls automatically forwarded to SCE’s customer service representatives or forward calls automatically to the customer’s ESP.�/  There are, however, several flaws in Enron’s suggestion.�/ 

First, Enron’s proposal would require substantial VRU programming and subsequent updates to insure that the submenus properly screen the customer inquiries for all ESPs with signed service agreements with SCE.�/  Both the initial and ongoing programming would be complex because of the need to tailor the VRU submenu text to currently active ESPs in SCE’s service territory, which will change over time.�/  The proposed modifications to the VRU would be quite expensive.�/  Enron’s witness admitted that he had not estimated these costs.�/ 

Second, extending the submenus would increase the length of inbound calls, increasing SCE’s telecommunications charges.�/  

Third, acquiring the forwarding capability would add an additional $0.02 per call to the present $0.05 per call for the present capability, even assuming that forwarding would be technically feasible.�/ 

Fourth and finally, a longer submenu text would decrease customer satisfaction with minimal cost savings.  At present, 30% of customers who proceed initially to the VRU eventually opt out; 75% of the inbound customer call transactions are ultimately handled by a live customer service representative.�/  Adding additional layers of submenus on the VRU system is thus not likely to materially reduce cost.  Indeed the main result may be to increase customer confusion and to decrease customer satisfaction.�/  It would make little commercial sense to annoy the vast majority of SCE’s customers, when less than 5% of customers would be receiving partial consolidated ESP billing.�/ 

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

TURN/UCAN attack SCE’s billing offsets, but many of their arguments are incorrect and fail to account for the details of SCE’s systems.  Most important, they err in assuming that SCE has the choice to select the least cost method of accomplishing various processes.  In fact, SCE Tariff Rule 22 gives the ESPs the prerogative to select these processes.  SCE’s analysis was based on projections of ESP selections, and actual experience to date indicates even those projections are likely to be conservative in the sense of understating the incremental costs that SCE will actually incur.

Credit Checks Of ESPs Must Be Sufficient To Ensure Creditworthiness

SCE has computed incremental costs for performing quarterly credit checks on ESPs during 1999.  TURN/UCAN claim that two credit checks per year should be sufficient.�/  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.  The Commission has authorized the UDCs to 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.  Quarterly checks on the ESP’s credit in the early stages of the market are a reasonable means of protecting the security of payment.�/  

SCE’s Deposit Maintenance Offset Is Reasonable

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.  SCE’s rebuttal testimony showed that TURN/UCAN’s analysis is mistaken.�/  

TURN/UCAN have not taken issue with SCE’s computation of the incremental costs that it incurs in managing ESP deposits.  Those costs include the computation of additional security that the ESP must post when its customer base grows, refunds or reductions in security when the ESP’s customer base shrinks, monitoring the status of non-cash security, etc.  SCE incurs those costs whether the ESP posts cash security or non-cash security.�/   

TURN/UCAN claim that SCE receives an offsetting benefit, but TURN/UCAN have not quantified that purported benefit or shown that it equals the incremental costs.�/  The “benefit” that TURN/UCAN claim SCE derives is similar to the working cash benefit that Enron asserts, and is incorrect for the reasons discussed above.  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.  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’s credits assume that 50% of ESP deposits would be non-cash, e.g., letters of credit or parent company guarantees.�/  That assumption appears to have been conservative as, to date, 100% of ESPs have provided non-cash deposits.�/  SCE incurs costs in managing those 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, SCE is likely to see a decrease in cash deposits, even if ESPs post cash deposits, which is unlikely.�/  Today, most of SCE’s small and medium sized customers post cash deposits which are based upon generation and non-generation charges. If those customers select ESP consolidated billing, SCE will refund these deposits to the end-use customers.  SCE would receive security from the ESP, but only for the anticipated non-generation charges.  Thus, the cash deposits received from the ESPs are likely to be less than the deposits refunded to the end-use customers.�/  

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 email using a Comma Separated Value (“CSV”) format.�/  Although SCE’s costs of processing EDI are greater than its costs of processing CSV, ESPs would potentially incur even greater costs to accommodate CSV transmission.�/  SCE’s offset computation therefore assumed that only 20% of ESPs would select the more expensive EDI format.  In fact, SCE’s assumption will probably produce offsets that are too low, because 100% of ESPs have chosen EDI to date.�/  

TURN/UCAN suggest that EDI could be performed at a lower cost if the data were transmitted over the Internet rather than through a value-added network. The Permanent Standards Working Group apparently has recommended the development of EDI over the Internet.�/  The recommendation leaves unresolved a number of important issues, such as whether the Commission will adopt that recommendation, when the recommendation would be implemented, what additional costs would have to be incurred to develop the infrastructure necessary to transmit EDI over the Internet, how such costs would be recovered, and the extent to which the implementation of the recommendation would reduce SCE’s ongoing costs.  SCE’s offset was based on the incremental ongoing costs that it will incur based on existing technology.  If new technology such as EDI over the Internet is adopted and reduces SCE’s incremental ongoing costs, SCE will propose a corresponding adjustment to the offset in an update proceeding.  But the Commission should not base the offset on a proposal that has not been adopted and leaves many questions unresolved.  

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, which SCE interprets to mean U.S. Mail.�/  Although ESPs electing to communicate via CSV (none to date) will be sent late notices by U.S. Mail on a summary basis, ESPs electing to communicate via EDI will receive late notices 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. 

Technology changes may permit a further reduction in these costs, e.g., if an agreed transfer protocol permits SCE to implement summary collection notices for EDI accounts.  In that event, and if the Commission authorizes summary collection notice to ESPs notices by email, SCE would file for a reduction in its offset through an update proceeding.  Until those developments materialize, however, the offset should be based on existing technology.�/  

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.  Taking into account the ratio of summary-billed accounts to all accounts results in 4.6 delinquent bill notices for every 100 service accounts.�/  SCE would send these notices 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 an ESP receives a final call for only one account and it expires, all of the ESP’s accounts 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.�/  Here, 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.  Those two assumptions were used to calculate the 10% percentage of ESPs that would be reverted to dual billing.�/  

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.  To date, all ESPs have selected EDI.  SCE’s offset is therefore likely to be understated, not overstated as TURN/UCAN assert.�/  As noted above, if technology changes permit SCE to transmit the data in a less costly manner, SCE will file for a reduction in the offset through an update proceeding.

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

TURN/UCAN disputed SCE’s estimate of mailing costs for bill inserts.�/  SCE’s rebuttal demonstrated that TURN/UCAN’s criticism was based on the erroneous assumption that SCE would have to send only a single insert.  In fact, SCE’s estimate was based on the weight of mailings that it has actually used in the recent past, which include mailings of two inserts.�/  Indeed, SCE’s cost estimate was conservative because it assumed fewer inserts than SCE has actually sent over the past three years.�/  

SCE’s Full ESP Consolidated Billing Credit Accurately Estimates Its Net Avoided Costs

In D. 97-10-087, the Direct Access Implementation Proceeding, the Commission decided that ESPs should be able, upon being qualified, to provide full consolidated ESP billing for their energy customers.  As defined by the Commission in that decision, full consolidated ESP billing means: (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 ESPs billing”; 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.  While the Commission observed that “safeguards” must be put in place to ensure that ESPs accurately calculated UDC bills, it provided little guidance with respect to the scope or details of full consolidated ESP billing.   

On March 31, 1998, Administrative Law Judge Malcolm issued a ruling requiring the utilities to amend their Phase 2 testimony by April 15, 1998, to provide relevant costing information for full ESP consolidated billing.  Despite the important open issues, Edison proposed a plan for implementing full consolidated ESP billing, consistent with the concern for accurate bill calculation.�/   

Policy Issues

Full consolidated ESP billing presents a number of issues that do not exist under partial consolidated ESP billing. 

The ESP must inform SCE that the ESP is providing full consolidated ESP billing.  SCE assumes that this will be accomplished via the direct access service request (DASR).�/  

In order to validate ESPs’ calculation of UDC charges, the UDC must receive bill information from the ESP at a greater level of detail than the bill provided to the ESP for partial consolidated ESP billing.  That is, the utility charges for transmission and distribution consist of component billing factors, which must be reported separately even though they do not appear separately on customer’s bills.�/  

ESP bills must be audited by SCE to determine their conformity to SCE’s reporting requirements.  In order to minimize implementation costs, SCE plans to audit and validate ESP calculations on a random basis only, not for each customer account that receives full ESP consolidated billing.  ESPs must build into their own billing processes the same types of analyses and validations that Edison maintains in its own billing system to detect calculation errors, theft, or other abnormal conditions.�/  

SCE must receive data for each customer that receives full consolidated ESP billing, even though SCE will not audit and validate every account.  This data is necessary both for revenue accounting purposes and to insure that SCE can take appropriate measures in the event of power outages and other power-related emergencies.  It is also essential to support random audit and validation procedures.�/  

Any ESP that performs full consolidated ESP billing also must perform meter reading.�/  

General Non-Recurring Costs

In order to accommodate full consolidated ESP billing, SCE must incur certain nonrecurring start�up costs, which are not ESP-specific.  These costs are incremental to the costs for systems to accommodate partial consolidated ESP billing.  The costs include:

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

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

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

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

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

Edison estimates that these start up costs will total approximately $750,000.�/  

These incremental costs for accommodating full consolidated ESP billing are not “necessary” for the implementation of direct access and thus should not be subject to section 376 recovery.  Instead, such costs should be recovered from the ESPs that desire to perform full consolidated ESP billing.�/  Otherwise, such ESPs would have the incentive to order full consolidated ESP billing without bearing the costs, resulting in a waste of social resources.�/  

Because SCE will incur a portion of these set-up costs before any ESP orders full consolidated ESP billing, SCE intends to include approximately $300,000 in its Section 376 filing.  This amount relates to the costs to develop ESP system requirements and SCE test data and criteria.  Once an ESP orders full consolidated ESP billing, SCE would charge the entire infrastructure cost (approximately $750,000, including the $300,000 initial expenditure) to the ESP and would reduce the Section 376 amount accordingly.�/  If any other ESPs subsequently order full consolidated ESP billing, they would pay a pro rata share of the infrastructure cost, and the first ESP would receive a rebate.�/  This methodology is similar to the one the Commission has used for the opt-in database and for line extension costs.�/  If no ESPs request full consolidated ESP billing, SCE would recover the $300,000 initial cost through section 376.

ESP-Specific Non-Recurring Costs

In addition to these initial infrastructure costs, SCE would incur nonrecurring costs for each ESP.  These ESP-specific start up costs include: 

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.�/ 

Edison estimates that the total of these costs will be approximately $75,000 for each ESP that selects full consolidated ESP billing.�/  That cost should be imposed on the entity that drives the costs, i.e., the ESP that orders full ESP consolidated billing.�/ 

Avoided Cost Credits

SCE submitted cost studies for full consolidated ESP billing as Appendix A to Exhibit 32.  SCE there described the cost savings, as well as the incremental ongoing costs, associated with full consolidated ESP billing.  These computations were based on reasonable assumptions regarding the scope and nature of full consolidated ESP billing, although the Commission has yet to define that activity precisely.  Accordingly, SCE’s computations are uncertain, and may be modified upward or downward once the Commission clarifies the rules governing full consolidated ESP billing.�/   

SCE developed avoided costs for full consolidated ESP billing credits in the same general manner as described above for partial consolidated ESP billing, 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.�/  It also identified tools and equipment that would no longer be needed.�/  From this information, 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�$0.000�$0.202�$4.795��Collecting and managing end-use customer deposits�$0.001�$0.005�$0.037��Performing bill calculation�$0.000�$0.000�$0.000��Sending monthly bill�$0.292�$0.254�$2.738��Receiving billing inquiries�$0.110�$0.084�$0.084��Processing billing exceptions�$0.066�$0.513�$3.056��Processing monthly payments�$0.183�$0.155�$0.171��Performing collection activities�$0.006�$0.050�$0.055��Performing disconnects and reconnects of service�$0.021�$0.129�$0.143��Processing payment arrangements/extensions�$0.001�$0.002�$0.063��Receiving payment arrangements/extensions/inquiries�$0.035�$0.031�$0.001��	Total Gross Credit�$0.715�$1.425�$11.143��SCE then developed the costs that would be needed to accommodate full consolidated ESP billing.  As above, SCE 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 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 above; and 2) the level of penetration that will be achieved.�/ 

The costs to accommodate ESPs for each customer group were calculated using information gathered above.  These offsets represent any cost increases driven by changes required to implement the activities yielding the credits.  There credit offsets were calculated on a per service account, per month basis.

SCE developed the following data:�/ 





Credit Offset Activities��Cost/Service Account/Month�(all customer groups)������Performing initial and on-going credit checks of ESPs��$0.020��Collecting and managing deposits of ESPs��$0.001��Receiving ESP bill calculation inquiries��$0.941��Receiving bill component data from ESPs��$0.000��Performing on-going compliance monitoring of ESP bill calculations��$1.046��Performing application maintenance and enhancement��$1.190��Processing payments from ESPs��$0.007��Performing collection activities on ESPs��$0.017��Processing ESP payment arrangements and extensions��$0.000��Payment arrangements and extension inquiries from ESPs��$0.000��Shipping mandated billing inserts to ESPs��$0.007��Processing changes in customer’s billing options��$0.006��Advising ESPs of changes in schedules and rates��$0.105��Reverting customers of ESPs to separate billing��$0.004��Performing periodic ESP billing compliance audits��$0.070��	Total Credit Offset��$3.414��SCE calculated the avoided cost credits (per service account per month) for each customer group by taking the difference between the gross credits and the credit offsets.  These 1998 data amounts are grossed up to 1999 by 1.01%, reflecting the CPI-X formula.�/ 

�$/Service Account/Month���< 20 kW�20 – 500 kW�> 500 kW��Full ESP Consolidated Billing�$(2.73)�$(2.01)�$7.81�������/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

�CONCLUSION

For each of the forgoing reasons, SCE respectfully requests the Commission to adopt the methodologies and avoided cost credits set forth herein.
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�/	See Ex. 29 (SCE/Landon) at 7 (“If the credit is set equal to the net cost the utility avoids when an ESP provides the service, then the utility will receive the same contribution to the CTC and recovery of other costs, irrespective of who provides the service.”).

�/	Tr. 1210-12 (CEC)/Jaske).

�/	Tr. 1212 (CEC/Jaske).

�/	Ex. 33 (SCE/Fellows) at 22-23.

�/	Ex. 51 (Enron/Weisenmiller) at 37.

�/	Ex. 33 (SCE/Fellows) at 23.

�/	Ex. 5 (SCE/Fellows) at 7-9.

�/	Id. at 8-9.

�/	Id. at 9.

�/	Ex. 64 (CEC/Jaske) at 4-5.

�/	Ex. 5 (SCE/Pope) at 16.

�/	Id. at 16-17.

�/	Id. at 17-18.

�/	Id. at 19.

�/	Ex. 51 (Enron/Weisenmiller) at 17.

�/	Ex. 5 (SCE/Pope) at 17-18.

�/	Ex. 33 (SCE/Pope) at 33-34.

�/	Tr. 1153-56 (Price/ORA).

�/	Ex. 51 (Enron/Weisenmiller) at 17-18.

�/	Ex. 51 (Enron/Weisenmiller) at 17.

�/	Tr. 902-04 Enron/Weisenmiller).

�/	Id.

�/	Ex. 33 (SCE/Pope) at 36.

�/	Ex. 38 (SDG&E/Croyle) at 6-7.

�/	Tr. 1153-56 (ORA/Price).

�/	Id.

�/	Tr. 567 (SCE/Pope)

�/	Ex. 5 (SCE/Pope) at 17.

�/	Tr. 776-77 (PG&E/Levin)

�/	Ex. 58 (ORA/Price) at 15-16; Tr. 1156 (ORA/Price)

�/	Tr.  1157-58 (Price/ORA)

�/	Ex. 5 (SCE/Pope) at 15; Tr. 1158-61 (ORA/Price). 

�/	Ex. 5 (SCE/Pope) at 11.

�/	Id. at 11�18.

�/	Id.

�/	Id.

�/	Id. at 16.

�/	Ex. 51 (Enron/Weisenmiller) at 18-19, as revised by Ex. 55 (Enron/Weisenmiller) (errata). 

�/	Ex. 33 (SCE/Pope) at 38.

�/	Id.

�/	Id.

�/	Tr. 905 (Enron/Weisenmiller).

�/	Tr. 1035 (ORA/Price); Tr.  457-58 (SDG&E/Croyle).

�/	Tr. 844-45, 908-09 (Enron/Weisenmiller). 

�/	Ex. 29 (SCE/Landon) at 4, 7-9.

�/	Ex. 33 (SCE/Pope) at 41.

�/	Tr. 362-63 (SCE/Pope).

�/	Tr. 571-72 (SCE/Pope).

�/	Tr. 362-68, 397-98 (SCE/Pope).

�/	Ex. 58 (ORA/Price) at 16.

�/	Ex. 33 (SCE/Pope) at 41.

�/	Ex. 58 (ORA/Price) at 1,3.

�/	Tr. 1038 (ORA/Price).  TURN/UCAN offers the same argument at a more general level in its prepared testimony.  Ex. 76 (TURN/UCAN/Marcus) at 1-16 to 1-17. 

�/	Tr. 391 (SCE/Pope)

�/	Tr. 1038-39 (ORA/Price)

�/	Ex. 51 (Enron/Weisenmiller) at 19; Tr. 1145-52 (ORA/Price).

�/	Tr. 1151-52 (ORA/Price)

�/	Ex. 58 (ORA/Price) at 1,3.

�/	Ex. 5 (SCE/Pope) at 13-14.

�/	Tr. 1274-75 (ORA/Price).

�/	See Tr. 1148-49, 1274-1277 (ORA/Price).

�/	Tr. 1148, 1275-76 (ORA/Price).

�/	Ex. 5 (SCE/Pope) at 13-14.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-16.

�/	Ex. 33 (SCE/Pope) at 39-40.

�/	Tr. 1304 (TURN/UCAN/Marcus).

�/	Ex. 33 (SCE/Pope) at 39-40.

�/	Ex. 33 (SCE/Pope) at 40.

�/	Tr. 565-67 (SCE/Pope).

�/	Tr. 1034-35 (ORA/Price).

�/	Tr. 1035 (ORA/Price).

�/	Tr. 1035 (ORA/Price)

�/	Tr. 457-58 (SDG&E/Croyle); Tr. 399-400 (SCE/Pope).

�/	Tr. 1199 (CEC/Jaske).

�/	Tr. 1035 (ORA/Price).

�/	See generally Ex. 76 (TURN/UCAN/Nahigian) at 2-1 to 2-16; Tr. 1313-1326 (TURN/UCAN/Nahigian).

�/	Ex. 33 (SCE/Fellows) at 47-53.

�/	Assigned Commissioners’ Ruling Determining That Hearings Should Be Held, Applying Article 2.5 SB 960 Rules, Establishing The Scope Of Hearings And Resolving Other Matters (January 26, 1998) at 3 (emphasis added).

�/	Tr. 1325 (TURN/UCAN/Nahigian)

�/	Ex. 76 (TURN//UCAN/Nahigian) at 2-9 to 2-10.

�/	Tr. 1321-25 (TURN/UCAN/Nahigian), but see Tr. 1326 (TURN/UCAN/Nahigian).

�/	Ex. 5 (SCE/Pope) at 19-22.

�/	Id.

�/	Id. at 22.

�/	Id. at 22; Ex. 33 (SCE/Pope) at 30.

�/	Ex. 33 (SCE/Fellows) at 14.

�/	Ex. 5 (SCE/Pope) at 20.

�/	Id. at 19-20.

�/	Ex. 5 (SCE/Pope) at 23 and appendix A, p. 7.

�/	Ex. 63 (CCUE/Marcus) at 4, 6-8; Ex. 75 (SoCalGas/Petersilia) at 3-5; Ex. 12 (ORA/Price) at 6�7; Ex. 58 (ORA/Price) at 14-15; Ex. 64 (CEC/Jaske) at 5-6; Ex. 9 (SDG&E/Croyle) at 38�41; Ex. 2 (PG&E/Burns) at 1�5 to 1�8.

�/	Tr. 315, 321-22 (SCE/Landon).

�/	Ex. 33 (SCE/Fellows) at 14, 16; Tr. 315, 321-22 (SCE/Landon).

�/	TURN/UCAN does not offer an opinion as to the size of geographic cost differences, but instead simply contends that other differences could give rise to greater cost differences.  Ex. 76 (TURN/UCAN/Nahigian) at 1-7.  No other party even suggests that costs do not vary by geographic location, and implicit in Enron’s and CellNet’s arguments concerning the mismatch that would exist between existing rates and geographically deaveraged credits is the recognition that avoided meter reading costs vary significantly by geographic area.

�/	Ex. 33 (SCE/Fellows) at 14; Tr. 321-22 (SCE/Landon); Ex. 29 at 20-22 (SCE/Landon).

�/	Tr. 1070-71 (Croyle/SDG&E); Ex. 58 (ORA/Price) at 14.  

�/	Ex. 14 (Enron/Weisenmiller) at 15.

�/	D.93-08-030, 50 CPUC 2d 518, 520 (“Sections 453 and 728 prohibit undue differences in rates.  In order to be unlawful, differences in rates must be unjust and undue in light of the relevant circumstances.  Discrimination is not shown by the fact that rates are merely different.  We may prescribe different rates for different customers based on a variety of factors, including cost of service.”  See also St. Michaels Util. Comm’n v. FPC, 377 F.2d 912, 915 (4th Cir. 1967)(under provision of Federal Power Act similar to section 453, differences in rates are justified if based on differences in costs).

�/	D.96-03-020, mimeo at 21.  The Commission further stated that it would require local exchange carriers to offer “the same geographically deaveraged rates to all ratepayers within a designated region.  This requirement is consistent with PU Code section 453(a) …”  Id. at 66.  This passage indicates that, in evaluating geographic deaveraging, the Commission took California’s rate discrimination provision into consideration and did not perceive any problems, provided that the geographically deaveraged rate applied throughout the designated area. 

�/	Ex. 51 (Enron/Weisenmiller) at 27-28; Ex. 76 (TURN/UCAN/Nahigian) at 1-9; Ex. 71 (CellNet/King) at 10.

�/	Ex. 63 (CCUE/Marcus) at 8.

�/	Ex. 33 (SCE/Fellows) at 15.

�/	Ex. 76 (TURN/UCAN/Nahigian) at 1-7 to 1-8.

�/	Ex. 65 (CEC/Jaske) at 5; Ex. 33 (SCE/Fellows) at 16.

�/	Ex. 76 (TURN/UCAN/Nahigian) at 1-9.  In fact, this remains a live issue.  In an Assigned Commissioner’s ruling in the Direct Access proceeding, the Commission recently sought comments as to whether load profiles should be deaveraged.  Assigned Commissioner’s Ruling (June 19, 1998).

�/	Ex. 63 (CCUE/Marcus) at 7.

�/	Ex. 58 (ORA/Price) at 15-16.

�/	Ex. 33 (SCE/Fellows) at 16-17.

�/	Tr. 314-15, 321-22 (SCE/Landon).

�/	Tr. 322 (SCE/Landon); Tr. 339-40 (SCE/Fellows).

�/	Ex. 58 (ORA/Price) at 15.

�/	Ex. 2 (PG&E/Ross) at 3-11 to 3-14, A-14 to A-25.

�/	Ex. 9 (SDG&E/Croyle) at 38-41; Tr. 489-92 (SDG&E/Croyle).

�/	Tr. 315 (SCE/Landon).

�/	Ex. 76 (TURN/UCAN/Nahigian) at 1-10.

�/	Ex. 51 (Enron/Weisenmiller) at 16; Tr. 1165 (ORA/Price).

�/	Tr. 915-16 (Enron/Weisenmiller).

�/	SDG&E, which has far fewer total routes than SCE, testified that the cost of refolioing for SDG&E would be more than $100,000. Tr. 423-24 (SDG&E/Croyle).

�/	Tr. 914-15 (Enron/Weisenmiller).

�/	Tr. 915-16 (Enron/Weisenmiller). 

�/	Ex. 33 (SCE/Pope) at 29.

�/	Tr. 357 (SCE/Pope).

�/	Tr. 1166 (ORA/Price).

�/	Tr. 1166 (ORA/Price).

�/	Tr. 1170 (ORA/Price).

�/	Tr. 1168 (ORA/Price).

�/	Ex. 58 (ORA/Price) at 13; Ex. 51 (Enron/Weisenmiller) at 16. 

�/	Ex. 33 (SCE/Pope) 28-30.  Non-field time would be avoided if a meter reader’s entire field time is eliminated, but as with drive-to-the-route time discussed above, this will not occur without refolioing.  Ex. 33 (SCE/Pope) at 29-30.

�/	Ex. 33 (SCE/Pope) at 28-29.

�/	Ex. 33 (SCE/Pope) at 29.

�/	Ex. 33 (SCE/Pope) at 29.

�/	Tr. 1168-69 (ORA/Price).

�/	Id.

�/	Id. at 1166-67 (ORA/Price). 

�/	Tr. 1166-67 (ORA/Price).

�/	Ex. 58 (ORA/Price) at 13.

�/	Ex. 33 (SCE/Pope) at 30-31.

�/	Ex. 33 (SCE/Pope) at 30-31.

�/	Ex. 33 (SCE/Pope) at 30-31.

�/	Tr. 878-81 (Enron/Weisenmiller).

�/	Ex. 51 (Enron/Weisenmiller) at 28-29; Ex. 51 (Enron/Weisenmiller) at 1-12 to 1-15.

�/	Ex. 51 (Enron/Weisenmiller) at 28-29.

�/	Ex. 33 (SCE/Walker) at 25-26.

�/	D.97-10-087, App A at 54 (Rule 22(S)(2)(h)).  As the Commission is aware, there are differences in the section numbering between the tariff approved in Appendix A and the tariff that SCE filed by Advice letter.  Throughout this brief, references to Rule 22 section numbers refer to the numbering found in Appendix A.

�/	Ex. 33 (SCE/Walker) at 26; Ex. 44 (PG&E/ Sullivan) at 2-5.

�/	Tr. 981-82 (Enron/Weisenmiller).

�/	Ex. 33 (SCE/Walker) at 26.

�/	Ex. 33 (SCE/Walker) at 25.

�/	Id.  The amount of the refund depends upon the type of billing selected by the customer.  SCE will refund all excess deposits after outstanding bills have been paid for customers that select ESP consolidated billing and will refund a portion of the deposits for customers who select dual billing or UDC consolidated billing.  Id.

�/	Id.

�/	Ex. 51 (Enron/Weisenmiller) at 29; Ex. 76 (TURN/UCAN/Marcus) 1-12 to 1-13.

�/	D.97-10-087, App. A at 52 (Rule 22(R)(2)(a)).

�/	Tr. 949 (Enron/Weisenmiller).

�/	Ex. 75 (SoCalGas/Petersilia) at 2.

�/	Ex. 51 (Enron/Weisenmiller)  at 28; Ex. 76 (TURN/UCAN/Marcus) at 1-13 to 1-15.

�/	Ex. 75 (SoCalGas/Petersilia) at 2.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-13,

�/	Tr. 469 (SDG&E/Croyle).

�/	Ex. 5 (SCE/Pope) at 23-27.

�/	These are enumerated at id. at 24.

�/	Ex. 5 (SCE/Pope), Table at 25.

�/	Id. at 24-25.

�/	Id. at 25.  These breakpoints correspond to SCE rate schedules.  Each rate schedule would be “mapped” to one of these categories.

�/	Id. at 25-27 (as revised by errata).

�/	Id. at 28.

�/	See, e.g., Ex. 51 (Enron/Weisenmiller) at 19-24; Ex. 76 (TURN/UCAN/Marcus) at 1-21.

�/	Ex. 9 (SDG&E/Croyle) at 17.

�/	Tr. 463 (SDG&E/Croyle).

�/	See Grey Panthers of Santa Barbara v. Southern California Edison Co., D.98-02-09 at 3 (February 18, 1998).

�/	Ex. 9 (SDG&E/Croyle) at 19.  

�/	Tr. 468 (SDG&E/Croyle).

�/	Tr. 468 (SDG&E/Croyle).

�/	Ex. 5 (SCE/Pope) at 25 & fn. 12.

�/	Tr. 468-9 (SDG&E/Croyle).

�/	Ex. 75 (SoCalGas/Petersillia) at 2.

�/	Tr. 1022 (ORA/Price).

�/	Ex. 51 (Enron/Weisenmiller) at 21.

�/	Ex. 33 (SCE /Pope) at 54-55.

�/	Ex. 33 (SCE/Pope) at 54.

�/	Id. 

�/	Id. at 54-55.

�/	Tr. 893-96 (Enron/Weisenmiller).

�/	Ex. 33 (SCE/Pope) at 55.

�/	Id.

�/	Id. 

�/	Id.

�/	Tr. 378 (SCE/Pope).

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-22.

�/	D. 97-05-039, mimeo at 9-10.

�/	D. 97-10-087, Appendix A at 53-56 (Section S).

�/	D.97-10-087, Appendix A at 59 (Section S (2)(6)).

�/	As noted above, SCE would be willing to modify its Schedule ESP-SF to establish ESP service charges for partial consolidated ESP billing.  This would include a charge for performing credit checks on ESPs.  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.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-22.

�/	Ex. 33 (SCE/Pope) at 58-59.

�/	Id. at 58.

�/	Id. at 59.

�/	Ex. 33 (SCE/Pope) at 58.

�/	Id. at 58.

�/	Id.

�/	Id. at 25, 59.

�/	Id. at 38-39.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-23.

�/	See D.97-10-087, App. A at 34 (Rule 22.N(3)(b)).

�/	Ex. 33 (SCE/Pope) at 59.

�/	Id.

�/	Tr. 1262 (CellNet/King).

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-24.

�/	Ex. 33 (SCE/Pope) at 60.

�/	Id.

�/	Id.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-24.

�/	Ex. 33 (SCE/Pope) at 60.

�/	Id. at 61.

�/	Id.

�/	Id.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-24.

�/	Ex. 33 (SCE/Pope) at 61.

�/	Id.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-24.

�/	Ex. 33 (SCE/Pope) at 61.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-24.

�/	Ex. 33 (SCE/Pope) at 62.

�/	D.97-10-087, App. A at 49-50 (Rule 22(Q)(4)).

�/	Id.

�/	Id.

�/	Ex. 33 (SCE/Pope) at 62.

�/	Id. at 62-63.

�/	Ex. 76 (TURN/UCAN/Marcus) at 1-26.

�/	Ex. 33 (SCE /Pope) at 63.

�/	Id.

�/	The calculation is not important only for the customer and the UDC, but also for a variety of other stakeholders who depend upon the accurate calculation of SCE’s charges, including the various municipalities that rely upon these calculation 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.  Ex. 32 (SCE/Fellows) at 3.

�/	Ex. 32 (SCE/Fellows) at 3

�/	Id. at 3-4.

�/	Id. at 4.

�/	Id. at 4-5.

�/	Id. at 6.

�/	Ex. 32 (SCE/Pope) at 17.

�/	Ex. 32 (SCE/Fellows) at 6-7.

�/	Id.

�/	Ex. 32 (SCE/Fellows) at 7.

�/	Id.

�/	Id. at 6-7.

�/	Ex. 32 (SCE/Pope) at 18.

�/	Id.

�/	Id.

�/	Ex. 32 (SCE/Fellows) at 9-10.

�/	Ex. 32 (SCE/Pope) at 12.

�/	See id. at 13.

�/	Id.

�/	Id. at 14.

�/	Ex. 32 (SCE./Pope) at 15.

�/	Id.

�/	Id., Table at 16.

�/	Id., Table at 17.
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